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Statement Regarding This Amendment

This Form 10KSB is being amended to restate the accompanyingatiolated financial statements. In June 2006, gam&nt determined that the warrants assoc
with the bridge note exchange and private placemfetings in June 2005 and July 2005 should haenlrecorded as derivative liabilities as of Octd& 2005. We have adc
footnote 14 to disclose the derivative instrumaeatiilities.

We arerequired to record the fair value of the warranisooir balance sheet at fair value with changefénvialues of these derivatives reflected in thesobdater
statement of operations as “Gain (loss) on derrediability.” The effect of the (norash) changes related to accounting separatelhése derivative instrument liabilities on
consolidated statement of operations for the figear ended December 31, 2005, was a decrease imebloss of $3,896,841. Basic and diluted nes lattributable to commi
shareholders per share for the fiscal year endextber 31, 2005 decreased by $0.25. The effecuoransolidated balance sheet as of December 3 #@s a decrease
stockholders' equity of $6,761,655 and a corresjpgnicicrease in current liabilities of $6,761,655.

In all other material respects, this Amended AnrRigport on Form 10-KSB/A is unchanged from the AairiReport on Form 18:SB previously filed by the Compa
on March 31, 2006 and as amended in Amendment N@.Fbrm 10KSB filed on May 5, 2006. This amendment shoula de read in conjunction with our amended Quar
Report on Form 10-QSB/A for the fiscal quarter ehtitarch 31, 2006, together with any subsequent dments thereof.

Forward Looking Statement

The statements contained in this report, other tséatements of historical fact, constitute forwdmdking statements. Such statements include, withoitation, all
statements as to expectation, belief, estimatiotgnt, anticipation, development, trial, continggrend statements as to our future results of opemnat the progress of o
research and product development programs, the fiegedand timing of, additional capital and capitekpenditures, partnering prospects, the need tliteonal intellectus
property rights, effects of regulations, and thégmbial market opportunities. These statementstedia events and/or future financial performance amvolve known and unkno
risks, uncertainties and other factors that maysmthe actual results, levels of activity, perfontg or achievements of the Company or the industwyhich it operates to |
materially different from any future results, levelf activity, performance or achievements expessamplied by the forwardboking statements. These risks and other fa
include those listed under "Risk Factors" and thdsscribed elsewhere in this report.

In some cases, you can identify forwdwdking statements by the Company's use of termis as "may," "will," "should," "expects," "plans;anticipates," "believes
"estimates," "predicts," "potential,” or the negati of these terms or other comparable terminoldgyese statements are only predictions. Actual sventesults may diffi
materially. In evaluating these statements, youukhapecifically consider various factors, includirthe risks outlined under "Risk Factors." Thesetdes may cause t
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 guearfuture results, levels of activ
performance, or achievements. Moreover, neitheitGbmpany nor any other person assumes respongifalithe accuracy and completeness of these fa-looking statement
The Company does not intend to update any of theafd-looking statements after the date of thisomepo conform prior statements to actual results.

Stock Split

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




PART |
ITEM 1. DESCRIPTION OF BUSINESS
Overview

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

PharmaFrontiers’ lead product, Tovaxin™, is a T-belsed therapeutic vaccine for MS, which offers igqumand personalized approach to treating theadésby inducing ¢
immune response against the autoimmune myeliniveagtcells (MRTCs), which are believed to be responsiblethe initiation of the disease process. Tovagirurrently it
Phase I/l clinical trials and is cleared by the&SUFood and Drug Administration(FDA) Center for Biologics Evaluation and Resba{€BER) to enter a Phase IIb trial. Ini
Phase /Il human trials show that T-cell vaccinat{@CV) appear to safely induce immune responsasdhplete and regulate myelin-peptide reactiveellscln two operlabe
Phase I/1l clinical trials, the relapse rates wer@uced by an average of 93%. Some patients appeaperience an improvement of their EDSS (a sgomethod to measure
disability of MS patients). We do not believe tlisis EDSS improvement is normally seen with curthetrapies. Although the data from these trialseapp to be promising,
must be noted that these trials were not placebtra@ted. In the first half of 2006, we plan to elithe first patient in Phase Ilb placebo congdltrial. PharmaFrontiers belie’
that Tovaxin could be ready for commercializatianearly as 2010. Moreover, the Company is evalgaii-cell assay technology that can be used tdatoroh-cell therapy an
possibly develop a product for early diagnosis &.M

We have an exclusive worldwide license for thelliatgual property rights and research results okatologous T cell vaccine for rheumatoid arthritism the Shangh
Institutes for Biological Sciences (SIBS), Chinegseademy of Sciences of the People's Republic oh&htThe license agreement permits the SIBS' sstsnitid publish the
research results to date after PharmaFrontier§ileesa patent application covering the rheumatuithritis T cell vaccine with the U.S. Patent anddemark Office.

PharmaFrontiers also holds the exclusive worldvickense to adult pluripotent stem cells derivedfrperipheral blood monocytes that allow for thdason, propagatiol
and differentiation into cells and tissues for eatispecific celbased therapies. PharmaFrontiers is currently mgsuadications for congestive heart failure (CHi®)d Type
diabetes with its stem cell technology. The Compalsp expects to conduct basic research to deterthie potential use of its stem cells in otherdatons, such as macL
degeneration, stroke, and Parkinson’s disease.van/w of PharmaFrontiers’ technologies and prograinderway is provided in the following chart.
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T-Cell Therapy

PharmaFrontiers has the exclusive license to amithailized Teell therapeutic vaccine, Tovaxin, which is in UFRA Phase I/l human dose ranging and extensiircel
trials to evaluate its safety and effectivenesseating MS. The Company has been developing itelTtechnology platform following the acquisitiafi Opexa Pharmaceutice
which was formed around an exclusive license grhhteBaylor College of Medicine for the T-cell-badstherapeutic vaccination technology developed hyJingwu Zang.

Tovaxin consists of a trivalent formulation (MBRpfeolipid protein [PLP], and myelin oligodendroeyglycoprotein [MOG]) of attenuated autoreactiveélls. MS is th
result of a person’s own T-cells attacking the nrysheath that coats the nerve cells of the centalous system (CNS). PharmaFrontiers’ uniquzelltechnology takes the
autoreactive T-cells from the patient and expahésntex vivo (in a celeulture environment outside the body), attenugtemtby gamma irradiation, and then returns thethd
patient as a subcutaneous injection. Although &rrtesting is necessary, indications from our ahitiuman trials appear to show that these attedubieells cause an immu
response directed at the autoreactive T-cellsarpttient’s body, stimulating a reduction in theeleof harmful T-cells.

We believe that our initial human trials show tAavaxin safely induces the depletion and regulabbmyelin-peptide reactive Tells, possibly stabilizing the disee
reducing the annualized relapse rate, and potgntiaproving the disability scores of patients. @ttober 2005, the FDA approved the Compamnyrotocol for our Phase
clinical trial of Tovaxin. We intend to enroll tHest patient in this pivotal Phase Ilb in the fitsalf of 2006. In addition, PharmaFrontiers is laaing whether its Tcell assa
technology can be used to monitor T-cell theragydbveloped as an assay for T-cell therapy, andskd to diagnose MS through an analysis of thereattive Teells in ¢
patient’s blood.

Our Rheumatoid Arthritis (RA) T-cell vaccinationQWV) technology is conceptually similar to TovaxRA is an autoimmune T-cell-mediated disease in tvipathogenic T-
cells trigger an inflammatory autoimmune resporfstn® synovial joints of the wrists, shoulders, &agankles and feet which causes pain, stiffnegbsaelling around the join
Our RA TCV technology allows the isolation of thgsthogenic T-cells from synovial fluid drawn frapatient. We will expand and modify thesedils in our laboratory. Ti
modified T-cells will be injected subcutaneouslyoipatients with the goal of inducing an immunepmrsse directed at the Pathogenic T-cells in theepgs$ body. We believe tr
immune response could reduce the level of Pathodewklls and potentially allow the reduction ofinjoswelling in RA patients.




Stem Cell Therapy

PharmaFrontiers holds the exclusive worldwide lggefrom the University of Chicago (through its peirnontractor relationship with the U.S. DepartmehE&nergys
Argonne National Laboratory) for technology thdbwais a patient's donated blood to be laboratorycessed in order to obtain mononuclear cells. Theseocytes can be de-
differentiated to form pluripotent stem cells irethresence of certain growth factors, yielding appnately 100 million stem cells per blood draw.€Titesulting monocyteerivec
stem cells (MDSC) can be expanded and differemtiat® other cell types when cultured in the preseof the appropriate growth factors. The Comparigitially conducting pre-
clinical research to develop stem cell therapiesdat congestive heart failure and Type 1 diabetes

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

Other Opportunities

The Company intends to conduct basic researchteyrdae the potential use of its stem cells in othdications, such as macular degeneration, stnoly@cardial infarctior
and Parkinsors disease. PharmaFrontiers intends to partnerldicense some of these indications if they arepussued for internal development. For those indbcat where th
Company feels it can participate commercially, Riegffrontiers desires to partner in key commerciaketa outside of the United States.

Organizational History

The Company was incorporated in Texas in 1986 aiginally engaged in businesses other than theHzopaceutical business. These other business aperater
terminated in February 2002. In May 2004, we emtéhe biopharmaceutical business by acquiring aityethat held rights to treatments using adultrigatent stem cells deriv:
from adult human peripheral blood, and in connectierewith we changed our name to our currentaratp name. From an accounting standpoint, theidiabg is deemed tt
acquirer in a reverse merger whereby the parede&@ned the survivor of the reorganization/reverseger. As such, our financial statements are tlodstne subsidiary. |
November 2004, we acquired Opexa Pharmaceutiaats,(‘Opexa”), which holds rights to technology to diagnose ama@ttmultiple sclerosis through modified autoreaetf
cells.

The Company’s Products and Services

Our T cell Platform
Multiple Sclerosis - Background

In the United States, approximately 400,000 pespiéer from multiple sclerosis, a chronic progressautoimmune disease of the central nervous sy§&M8) that i
caused by myelin autoreactivecEHs progressively eroding the myelin that surdsiand insulates nerve fibers of the brain andasmiord. Globally, there are approximately
million MS patients representing a drug marketéedd to be in excess of $4 billion. The US marleetsounted for 50 per cent of global MS sales ind2@pproximately $2
billion. MS remains a challenging autoimmune digetmsstudy because the pathophysiologic mechargsendiverse, and the chronic, unpredictable coofske disease make:
difficult to determine whether the favorable effecf shortterm treatment will be sustained. Therapies thatgravent or stop the progression of disease dod aéversal of th
neurological damage and disability caused by theatie represent the greatest unmet need in MS.

In recent years, the understanding of MS pathogetes evolved to comprise an initial, T-celediated inflammatory activity followed by sele&idemyelination (erosit
of the myelin coating of the nerve fibers) and timeirodegeneration. The discovery of diseaéevant immune responses has accelerated theogeveht 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 smitigens (e.g., myelin ba
protein [MBP], proteolipid protein [PLP], and myeldligodendrocyte glycoprotein [MOG]) as part oé thormal Teell repertoire and circulate naturally in the paery withou
causing an autoimmune disease.




Some subjects unfortunately who have the apprapgenetic background have increased susceptibliitthe in vivo activation and clonal expansionnofelin autoreactiv
T-cells. These myelin autoreactivecélls may remain dormant, but at some point theyamtivated in the periphery, possibly by molecufemicry (i.e., recognition of epitop
that are common to autoantigens and microbial ansgs exogenous triggers), thus enabling themoss ¢he bloodrain barrier (BBB) and infiltrate the healthy tigsof the brai
and spinal cord. The cascade of pathogenic eveatsito demyelination of axons, which causes nierpalse transmissions to diffuse into the tissue.

Current Therapy for Multiple Sclerosis

Current MS disease modifying drugs on the marketoaly palliative and generally work through a memmkm of immunomodulation or immunosuppression.sEht@erapie
for MS are dominated by three forms of interferbattrequire frequent subcutaneous or intramusdnjactions. Copaxone is an immunomodulator compasied randor
copolymer of amino acids that is administered dalgvantrone (mitoxanthrone) is an immunosuppresdiug that can only be given four times per yeigh @& life time limit of ¢
to 12 doses. All of the current therapies only stbe progression of MS and they have significariepa compliance challenges because of the dosihgdaile, limited decrease
relapse rate, side effects profile (e.g., the faten formulations produce severe fike symptoms, injection site reactions, infectimd neutralizing antibodies (range from 59
45%) are developed that limits the efficacy of tneent; copaxone causes significant injection setions; while novantrone causes infections, boagow suppression, naus
hair thinning, bladder infections, and mouth sar&gese drugs must be administered daily to weekly.

TYSABRI®, a selective adhesion molecule inhibitor (an alphatdgrin antagonist), represents another cladd®fdrugs which works by preventing immune systelits
(all leukocytes carrying the alpha 4 integrin glgomtein on their surface) from crossing the BBB amalve into the CNS. On February 28, 2005, Biogest land Elan Corporati
announced a voluntary suspension of the marketingr&ABRI. On March 8, 2006 Biogen Idec and Elanr@ration announced that the Peripheral and CeNegalous Syste
Drugs Advisory Committee of the FDA voted unanimigus recommend reintroduction of TYSABRI as a treant for relapsing forms of MS. The Commitee2commendatic
is advisory to the FDA, and the agency is not bolythis recommendation. The FDA is expected tooance their decision by March 31, 2006.

Tovaxin for Multiple Sclerosis

The Company believes that Tovaxin works selectiwlythe myelin autoreactive T-cells by harnesshegtiodys natural immune defense system and feedback misafs
to deplete these Tells and induce favorable immune regulatory respsrby rebalancing the immune system. Tovaxin isufaetured by taking the MRTCs from the blc
expanding them to a therapeutic dosevex, and attenuating them with gamma irradiatiorptevent DNA replication. These attenuated MRT(@sthen injected subcutaneot
into the body in large quantities. The body recagsispecific Teell receptor molecules of these MRTCs as foreigsh mounts an immune response reaction against thenonly
destroying the injected attenuated MRTCs, but #isacirculating, myelin autoreactive T-cells cangyithe peptide-specific T-cell receptor moleculasaddition, Teell activatior
molecules on the surface of the activated MRTCsl @sevaccine induce favorable immune regulatorgarses, which promote antilammatory responses. Because the the
uses an individual’s own cells, the only directlgmtifiable side effect is injection site reactiara small percentage of the patients. These actilear within 24 hours.

We believe that this technology platform will haaplication in other T-cell mediated diseases sascErohn’s disease, psoriasis, rheumatoid artlanitistype 1diabetes.




Tovaxin Intellectual Property

The technology was discovered by Dr. Jingwu ZanBaflor College of Medicine in Houston. The Compdmas an exclusive, worldwide license from the Bagollege o
Medicine to develop and commercialize three teobgplareas for MS, namely d@ell vaccination, peptides, and diagnostics. UrilerLicense Agreement with the Baylor Coll
of Medicine, the Company has rights to a total ph¥ents (2 U.S. and 5 foreign) and 69 patent eafitins (6 U.S., 62 foreign, and 1 Patent Coopamakreaty [PCT].

Tovaxin Manufacturing

PharmaFrontiers’ manufactures its TCV therapy snotvn Good Manufacturing Practice (“GMPgcility. The TCV technology is similar to that tfaditional microbie
vaccine technology, where the pathogen (or thena#tied derivative) is used to derive the protecainégens necessary to induce protective immungoreses. In preparing a T(
therapy, the myelin autoreactive T-cells causiregdisease are taken from the blood, specificakyiified, and expanded ex vivo by incubating thesells with MBP, PLP, ar
MOG-selected peptides in the presence of antigesgmting cells and growth factors. Myelin-peptidactive Teells are grown to therapeutic levels and cryoprese Prior t
use, the MRTCs are expanded, formulated, and ateduby irradiation) to render them incompetentefalicate but viable for therapy. These attenudteells are administer:
subcutaneously through a series of injections. Weet that a single draw of a 500 ml bag of blooduifficient to provide a full year's therapeuggime of Tovaxin.

Clinical Development of Tovaxin

Tovaxin is currently in Phase /1l Clinical trialRatients treated in PharmaFrontiers Phase I/Ihdgigel studies with trivalent (MBP, MOG, and PLP)rfaulations hav
experienced minimal side effects and a 93% averadction in annual relapse rate.

Tovaxin Phase b

The Phase llb trial, entitled “A Multicenter, Ramdized, Double-Blind, PlacebGeontrolled Study of Subcutaneous Tovaxin in Sulsj@gth Clinically Isolated Syndrome
Relapsing Remitting Multiple Sclerosis”, that ther@pany plans to initiate in the first half of 2006 expected to be a multi-site double-blind, randed, placebaontrolled 15
(100 treated, 50 placebo) patient trial. The pryremdpoint will be lesion evaluation (the total rieen of gadoliniumenhancing lesions) via MRI with a secondary endplo@ing
annual relapse rate. This planned trial is desigoettmonstrate the safety and efficacy of Tovaxin.

Our Stem Cell Platform

Stem Cells - Background

Stem cells are undifferentiated primary cells thave the potential to become any tissues and orghattee body. They hold therapeutic promise for tlevelopment «
effective treatments and possibly cure variousadies. Hematopoietic stem cells (HSCpresent in the bone marrow and precursord tdad cells, are currently the only type
stem cells commonly used for therapy. Doctors haeen transferring HSC's in bone marrow transpléntsnore than 40 years. Advanced techniques fdectihg or “harvesting”
HSC's are now used to treat leukemia, lymphomasawetral inherited blood disorders.

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

New clinical applications for stem cells are cuthemeing tested therapeutically for the treatmehliver diseases, coronary diseases, autoimmudenggtabolic disorde
(amyloidosis), chronic inflammatory diseases (IJprsd other advanced cancers.

Unfortunately stem cell therapies have techniddlical and legal hurdles to overcome before theylvé able to be used to possibly effect tissue @mydin repair in disea
states that heretofore have only treated the symmté significant hurdle to most uses of stem dellhat scientists do not yet fully understand slgmals that turn specific ger
on and off to influence the differentiation of tieem cell. Therefore, scientists will have to b&eab precisely control the differentiation of stewlls 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 conditigmecisely to consistently ha
identical differentiated cells for each specifietu




To realize the promise of novel céiésed therapies for such pervasive and debilitatisgases, scientists must be able to easily grddacibly manipulate stem cells so -
they possess the necessary characteristics foessict differentiation, transplantation and engnefit. The following is a list of requisite stepsdell-based treatments tl
scientists will have to learn to precisely contpoior to bringing such treatments to clinical tridlo be useful for transplant purposes, stem celist be reproducibly made
proliferate extensively and generate sufficientrgiii@s of tissue, differentiate into the desiredl ¢ype(s), survive in the recipient after trarsspl integrate into the surround
tissue after transplant, function appropriatelytfoe duration of the recipient's life, avoid harmihe recipient in any way, and avoid the probldrmmnune rejection. There is
assurance that any commercialized cell-based thesrapll ever be developed.

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

Adult stem cells are unspecialized cells that hpetential to develop into many different cell typasthe body. Adult stem cells are believed to bgogential autologot
renewable replacement source which might be usetletd various diseases, such as heart disease, ltyfiabetes, stroke, heart attack, burn injursgsnal cord injurie
Parkinson’s and Alzheimes’diseases, and many others. Adult stem cellsnacéniical 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, atatn cells are in clinical trials in the U.S. (raeshymal stem cells), Bra:
Uruguay and Europe (bone marrow derived stem cells)

PharmaFrontiers’ stem cell technology involves appietary process to produce monocgrived stem cells (MDSC) from blood. The Comparlidves that these MD¢
can be derived from a patiestinonocytes, expanded ex vivo, and then administeréhe same patient. The Company believes theduse this is an autologous therapy, t
should be no rejection issues and no need forsheotianti-rejection drugs.

PharmaFrontiers, working either by itself or in gorction with strategic partners, expects to wilihese MDSC from the same patient to develop plyewhich may cau
autologous tissue or organ repair. The initial iné therapeutic targets are late stage heartréadind type 1 diabetes. Other therapeutic targetddabe pursued through early-
stage licensing or strategic alliances. This pmgigcurrently in pre-clinical development.

Stem Cell Pre-Clinical and Clinical Development

PharmaFrontiers plans to conduct pheical animal studies on these MDSC in the fivatf of 2006 before filing an IND. The plan is &verage off of extensive internatio
research and clinical trials and develop theses déeternally for late stage heart failure and typdiabetes. All other potential applications wid butlicensed to generate upfr
cash, milestone payments, and royalties.

Type 1 diabetes and heart failure were chosemternal development because they are large mafte¢s 1 million patients in the U.S.) and the Compéaas a proprieta
method of creating islet cells. Stem cell researsing more expensive processes has shown encogrelgiital results for the use of cellular therapyhese indications.

Licenses, Patents and Proprietary Rights

We believe that proprietary protection of our tealogies is critical to the development of our besis. We intend to continue to protect our propmnetatellectual propert
through patents and other appropriate means. Weupan tradesecret protection for some confidential and prdprieinformation and take active measures to comicoess t
that information. We currently have naiisclosure agreements will all of our employeesistitants, vendors, advisory board members, canteaearch organizations and cer
prospective investors.




The Companyg intellectual property strategy includes develgpgpnoprietary technology for the sourcing, scalerapnufacturing, and storage of T cells and plugpbadul
stem cells and the use of these cells in multipgapeutic applications. This strategy will incluebgpanding on technologies in-licensed to us a$ agelnlicensing addition:
technologies through collaborations with univeesitand biotech companies.

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

We have an exclusive, worldwide license from theglBaCollege of Medicine to patent applicationsigiag rights to the treatment of multiple scleros&ng modified
cells and to the use of the T cell technology dsgnostic. The license was granted to the CompanBaylor in exchange for common stock in Opexachhwas acquired by t
Company in November 2004. The key terms of the exgent are: exclusive, worldwide, and a 2% royaltynet sales of licensed products. The royalty deswe after tt
aggregate net sales exceed $500 million. There@@her performance or payment terms in the lieefihe Company also has a separate consultingragreevith the inventc
Dr. Jingwu Zang, which grants the Company the raftirst refusal on all future discoveries madellry Zang.

Rheumatoid Arthritis Therapy IP

We have an exclusive worldwide license for theliettual property rights and research results okatologous T cell vaccine for rheumatoid arthritism the Shangh
Institutes for Biological Sciences (SIBS), Chingssademy 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 saledicehsed products. The license agreement permigsSHBS' scientists to publish their research restot date aftt
PharmaFrontiers has filed a patent application Gogehe rheumatoid arthritis T cell vaccine wittetU.S. Patent and Trademark Office.

Stem Cell Therapy IP

We have an exclusive, worldwide license from thevigrsity of Chicago, through its prime contractetationship with Argonne National Laboratory, tpaent applicatic
claiming rights to the development of adult plutgmat stem cells from monocytes isolated from atluthan peripheral blood. The technology was dise@nd developed at 1
Argonne National Laboratory, a U.S. Department oéfgy Laboratory.

Pursuant to the license we have issued a totaB4f624 shares of our common stock to the Univerditghicago. We have also agreed to pay the Unilyeo§ Chicago $1.
million upon our receiving $10 million or more imyfinancing. At the same time as making such paymee are obligated to issue to the UniversityCiicago sufficier
additional shares of common stock so that the Usitieholds a total of 2.6% of our outstanding &tafter consummation of the financing. On Octobkr2005, the Company a
The University of Chicago acting as the prime cactior for the Department of EnergyArgonne National Labs executed the First AmendrteeAmended and Restated Lice
Agreement. Both parties agreed to extend the $illlBmmilestone payment date from October 31, 26®3pril 30, 2006. We have agreed to pay a pesgbf royalties on sal
of products subject to the licensed patents, a$ asebublicense fees. In addition, the UniversityChicago license requires us to expend on reseamchdevelopment at le
$2,000,000 within two (2) years of the executiorthef license and at least an additional $4,000v@€in four (4) years of the execution of the lisen Research and developn
expenditures by sublicensees may account for i@éoh amount. The license also requires us taagaibduct or method based on the licensed tecondip February 2011.

Our Product Pipeline
Multiple Sclerosis T Cell Therapy, Tovaxin

Tovaxin is a vaccine approach to treating multiptéerosis in that it induces the body’s immune esysto attack the myelin reactivecBlls (MRTCs) that we believe ¢
responsible for destroying the myelin sheath cgatihthe axons in the central nervous system. Wieveethat the depletion of the MRTCs may stop pesgion of multipl
sclerosis. Tovaxin is currently in Phase I/l Ctiali Trials and is expected to enter a Phase lIbii Trail in 2006.
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Rheumatoid Arthritis Therapy

Our Rheumatoid Arthritis (RA) T-cell vaccination@V) technology is conceptually similar to Tovaxi®A is an autoimmune T-cell-mediated disease in Wwilathogenic T-
cells trigger an inflammatory autoimmune resporfsin@ synovial joints of the wrists, shoulders, &agankles and feet which causes pain, stiffnesssaelling around the join
We are currently transferring the technology to laioratory and plan to file patent applicationd gnesent data to the FDA in the first half of 20@iéh the hope of filing an IN
and initiating a Phase | clinical trial by the exfd2006.

Cardiac Stem Cell Therapy

Stem cell treatment of congestive heart failurel@¢@avolutionize treatment of the disease becaus®y treat the source of the problem by replaciisgased cardiac mus
tissue with stem cells that grow into new healthydéac tissue. Elsewhere multiple Phase | clingtatlies encompassing more than 70 patients haverbeewvith autologous bo
marrow stem cells that report improved cardiac ymdn. A recent (2002004) trial reported that injected autologous bare@row mononuclear cells, using electromecha
mapping into areas of ischemic myocardium in pasievith endstage ischemic cardiomyopathy and Heddre, showed a therapeutic effect with improwegocardial perfusic
and exercise capacity, at 6 and 12 months, asassdlicreased global left ventricular function. Wdsthe experience of these Phase | trials we expetiove through prelinical
development and, if successful, initiate humaririgsas soon as practicable.

Diabetes Stem Cell Therapy

Type 1 diabetes is a chronic disease for whichethiemo treatment. Frequent testing of glucoseldeweupled with insulin injections are used to cohthe disease. TI
Company holds a license to produce cells that gea@ensulin using the core stem cell technology aiibhold 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 peditéc

Other Opportunities

The Company intends to conduct basic researcht@ymine the potential use of the Compangtem cells in other indications such as macwdgederation, heart attack, i
Parkinsons$ disease. Liver cells (hepatocytes) derived fram siem cells may be valuable across the biophautmal industry to test for drug toxicity or tolpecure live
diseases. The Company intends to partner or sumskiceome of these indications if they are not pddor internal development. For those indicatiotn®re the Company feels
can participate commercially, the Company will pblgstake partners in key commercial markets owgfithe United States.

Research Collaborations

We anticipate that from time to time in the futuwe will enter into collaborative research agreersemith other academic and research institutions. Wileuse suc
agreements to enhance our research capabilitigcdlly, in the industry, such agreements provide industry partner with rights to license the listtual property creat
through the collaboration. We may also enter imdlaborative research agreements with other phaenotézal companies when we believe such collabamatvidl support th:
development and commercialization of our technology

Commercialization Through Third Parties

We anticipate that we will possibly grant sublicesigor certain applications of our technologies. Wétieve that by sublicensing some of the right®to technology 1
pharmaceutical companies and other third partieswill be able to develop more efficiently some laggtions of our technologies. We currently do hate any sublicenses.
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Competition

The development of therapeutic and diagnostic agienthuman disease is intensely competitive. Mpjaarmaceutical companies currently offer a nunagrharmaceutic.
products to treat heart attack, stroke, Parkinstin&sase, diabetes, liver diseases, arthritis #mer diseases for which our technologies may béagipe. Many pharmaceutical &
biotechnology companies are investigating new darys therapeutic approaches for the same purpadesh may achieve new efficacy profiles, extend tierapeutic windo
for such products, alter the prognosis of theseadiss, or prevent their onset. We believe thapmaucts, when and if successfully developed, @dlinpete with these produ
principally on the basis of improved and extendBitacy and safety and their overall economic bénefthe health care system. We expect compettiioimcrease. We belie
that our most significant competitors will be fullytegrated pharmaceutical companies and more lettetd biotechnology companies. Smaller companiayg atso be significa
competitors, particularly through collaborativeaamgements with large pharmaceutical or biotechnotmnpaniesSome of our primary competitors in the currenttireant of an
in the development of treatments for multiple sa$és include Biogen, Elan, Serono, Aventis, Teval Schering AG. Some of our primary competitorthia development of ste
cell therapies include Aastrom Biosciences, GefdamidaCell Ltd, Stem Cells Inc., Cellerant Therapeuti¢gcell, and Osiris Therapeutics. Many of these petitors hav
significant products in development that could bmpetitive with our potential products.

Sales and Marketing

We intend to develop a sales force to market oultiphe sclerosis cell therapy products in the UG@ven the concentration of multiple sclerosis amanglatively sma
number of specialized neurologists, we believe ghaitodest size sales force would be sufficient aoket the multiple sclerosis products. Our platoistart building the sales fol
with the launch of the multiple sclerosis diagnogtioducts.

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 potentialducts are, and will be, subject to regulationsfafety and efficacy by
number of governmental authorities in the Uniteat&t and other countries.

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

FDA Approval

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

1. Preclinical Laboratory and Animal Test$reclinical tests include laboratory evaluatiémhe product and animal studies in specific disgasdels to assess
the potential safety and efficacy of the produat aor formulation as well as the quality and cotesisy of the manufacturing process.

2. Submission to the FDA of an Application for an btigational New Drug Exemption, or IND, Which MBsticome Effective Before U.S. Human Clinical
Trials May CommenceThe results of the preclinical tests are submittethe FDA as part of an IND, and the IND becomffsctive 30 days following its receipt by the FPas
long as there are no questions, requests for delapjections from the FDA.
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3. Adequate and Well-Controlled Human Clinical TritdsEstablish the Safety and Efficacy of the ProdGtnhical trials involve the evaluation of the praxin
healthy volunteers or, as may be the case witlpotential products, in a small number of patiemder the supervision of a qualified physician. @khtrials are conducted in
accordance with protocols that detail the objestiokbthe study, the parameters to be used to mosafety and the efficacy criteria to be evaluateny product administered in a
U.S. clinical trial must be manufactured in accar@awith GMP. Each protocol is submitted to the F&sApart of the IND.

The protocol for each clinical study must be appby an independent Institutional Review BoardR#, at the institution at which the study is cantéd and the informs
consent of all participants must be obtained. TRB Will consider, among other things, the existinfprmation on the product, ethical factors, théegaof human subjects, t
potential benefits of the therapy and the posdialglity of the institution.

Clinical development is traditionally conductediimee sequential phases, which may overlap:

« In Phase |, products are typically introduced ihtalthy human subjects or into selected patienuladions to test for adverse reactions, dosageaote
absorption and distribution, metabolism, excreiond clinical pharmacology.

» Phase Il involves studies in a limited patient gafian to (i) determine the efficacy of the prodémt specific targeted indications and populatic(iiy,determint
optimal dosage and dosage tolerance and (iii) ifyepbssible adverse effects and safety risks. Waeadose is chosen and a candidate product is fourd
effective and to have an acceptable safety profiRhase Il evaluations, Phase lll trials begin.

» Phase Ill trials are undertaken to conclusively destrate clinical efficacy and to test further $afety within an expanded patient population, galfyeat multiple
study sites.

The FDA continually reviews the clinical trial plamnd results and may suggest changes or may eedjstontinuance of the trials at any time if siigaint safety issut
arise.

1. Submission to the FDA of Marketing Authorizatiorpigations. The results of the preclinical studies and chh&tudies are submitted to the FDA in the form of
marketing approval authorization applications.

2. FDA Approval of the Application(S) Prior to Any Cawarcial Sale or Shipment of the Drug Biologic ProdManufacturing Establishments Located in Certain
States Also May be Subject to Separate Regulatuty &ensing RequiremenT he testing and approval process will requiresgaiiitial time, effort and expense. The time for
approval is affected by a number of factors, inglgdelative risks and benefits demonstrated inicél trials, the availability of alternative trea¢nts and the severity of the
disease. Additional animal studies or clinicallfrimay be requested during the FDA review peridaictv might add to that time.

After FDA approval for the product, the manufaabgriand the initial indications, further clinicaldis may be required to gain approval for the ug¢he product fc
additional indications. The FDA may also requireusumal or restrictive postarketing testing and surveillance to monitor fdverse effects, which could involve signific
expense, or may elect to grant only conditionarapgls.

FDA Manufacturing Requirements

Among the conditions for product licensure is thquirement that the prospective manufacturer'sityuadntrol 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 changkeastate of the art
manufacturing changes. Domestic manufacturingifeeslare subject to regular FDA inspections for BRbmpliance, which are normally held at least g¥eo years. Foreic
manufacturing facilities are subject to periodicAspections or inspections by the foreign reguigiauthorities with reciprocal inspection agreetsemith the FDA. Domest
manufacturing facilities may also be subject tgettion by foreign authorities.
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Fast Track, Priority Review and Accelerated Approval

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

Fast Track is a formal mechanism to interact with the FDA gsapproaches that are available to all applicamtsarketing claims. The Fact Track mechanism scdbec
in the Food and Drug Administration ModernizationtAf 1997. The benefits of Fast Track include siciied meetings to seek FDA input into developméahg the option «
submitting a New Drug Application (NDA) in sectiorsther than all components simultaneously, andofit®on of requesting evaluation of studies usingagate endpoints
discussed below. The Fast Track designation isiited for the combination of a product and a cldiat addresses an unmet medical need, but is indepenf Priority Revie)
and Accelerated Approval. An applicant may use angll of the components of Fast Track without themal designation. Fast Track designation doesnegessarily lead tc
Priority Review or Accelerated Approval.

Priority Review is a designation for an application after it hagrbesubmitted to the FDA for review for approval afmarketing claim. Under the Food and C
Administration Modernization Act of 1997, reviews NDAs are designated as either Standard or BrigkiStandard designation sets the target datedorpleting all aspects o
review and the FDA taking an action on the appicaiapprove or not approve) at 10 months afterdat it was filed. A Priority designation sets theget date for the FC
action at 6 months. A Priority designation is irded for those products that address unmet medéead

Accelerated Approval or Subpart H Approval is a program described in the NDA regulations tkaintended to make promising products for lifeetitening diseas
available on the market on the basis of preliminavidence prior to formal demonstration of patibenefit. The studies are designed to measure andrEA evaluation
performed on the basis of a surrogate marker (asuorement intended to substitute for the clinicabsueement of interest, usually prolongation of auaty that is considered like
to predict patient benefit. The approval that iarged may be considered a provisional approval wittritten commitment to complete clinical studikat formally demonstra
patient benefit. The Federal Register publishedsaudsion of Accelerated Approval with commentsséiit a formal demonstration of patient benefitisk benefit assessmt
cannot be made. Accelerated Approval designati@s tot necessarily lead to a Priority Review.

Special Protocol Assessment

The Special Protocol Assessment (SPA) procespis@dure by which the FDA provides official evalaa and guidance on proposed protocols for pivBtase |1l clinice
trials. An SPA documents the FDA's agreement tiatdiesign and plan analysis of the Phase |l sagiiyjuately addresses objectives in support ofdategy submission such
a biologics license application (BLA).

Proposed FDA Regulations

The FDA is requiring human cell, tissue, and celfidnd tissudased product (HCT/P) establishments to follow entrgood tissue practice, which governs the metiiset
in, and the facilities and controls used for, thanofacture of HCT/Ps; recordkeeping; and the estabkent of a quality program. The agency is alsoiigy new regulatiol
pertaining to labeling, reporting, inspections, @mdorcement that will apply to manufacturers aish HCT/Ps regulated solelyder the authority of the Public Health Ser
Act, and not as drugs, devices, and/or biologicatipcts.

As part of this approach, the FDA has publishedlfmles for registration of establishments thajage in the recovery, screening, testing, procgsstorage or distributic
of human cells, tissues, and cellular and tigsased products, and for the listing of such pracglithese products specifically include stem céldg &re progenitors of blood ce
however, the FDA makes no explicit statement reiggrdhe inclusion of other types of stem cells.aadition, the FDA has published proposed rulesniaking suitabilit
determinations for donors of cells and tissue amctfirrent good tissue practice for manufactursisgithem. We cannot now determine the full effedtthis regulatory initiative
including precisely how it may affect the claritiyregulatory obligations and the extent of regutatourdens associated with pluripotent adult stethresearch (for stem cells tl
give rise to various tissue types, including bload)d the manufacture and marketing of adult stelpecoducts.
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Other Regulations

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

Outside the United States, we will be subject gutations that govern the import of drug productsrf the United States or other manufacturing sites foreign regulato
requirements governing human clinical trials and’kating approval for our products. The requiremegserning the conduct of clinical trials, prodiicensing, pricing an
reimbursements vary widely from country to countryparticular, the European Union is revisingrégulatory approach to high tech products, andesgmtatives from the Unit
States, Japan and the European Union are in tleegsf harmonizing and making more uniform theulagns for the registration of pharmaceuticaldurets in these thr
markets.

Research and Development

Research and development expenses for the yead éefgmber 31, 2005 were approximately $9.9 millimainly reflecting the costs of the Phase I/lhidal trials fo
Tovaxin, pre-trial expenses for the Tovaxin PhdiseClinical Trial scheduled to begin in 2006 andearch and development in support of giieical cardiac and diabetes stem
therapies. Research and development expensesfgetit ended December 31, 2004, were approxim@&2eg/million.

Risk Factors

The following factors affect our business and tigustry in which it operates. The risks and undetitss described below are not the only ones we.fAclditional risks ar
uncertainties not presently known or that we cutyeconsider immaterial may also have an adversecebn our business. If any of the matters disedsa the following ris
factors were to occur, our business, financial d@@m 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 developmertd@/not have any products in latege clinical trials or on the market. We ard siithe early stages of identifying ¢
conducting research on potential products. Only oheur products has progressed to the stage ofgbstudied in human clinical trials. Our potentgmbducts will requir
significant research and development and preclirdind clinical testing prior to regulatory approwalthe United States and other countries. We natybe able to develop a
products, to obtain regulatory approvals, to ewtrical trials for any of our product candidates,to commercialize any products. Our product cdatis may prove to he
undesirable and unintended side effects or otharacheristics adversely affecting their safetyicaffy or costeffectiveness that could prevent or limit their .uaay product usin
any of our technology may fail to provide the irded therapeutic benefits, or achieve therapeutietits equal to or better than the standard ofttneat at the time of testing
production.

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

We have not generated any profits since our entiy the biotechnology business, have no sourcewfnues, and have incurred significant operatisgds. We expect
incur additional operating losses for the foresée&lture and, as we increase our research andajswaent activities, we expect our operating lodseisicrease significantly. \
do not have any sources of revenues and may netdmayin the foreseeable future.
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We will need additional capital to conduct our opeations and develop our products and our ability toobtain the necessary funding is uncertain.

We need to obtain significant additional capitadaerces from sources including equity and/or def#ricings, license arrangements, grants and/oatlodative resear
arrangements in order to develop products and moatour business. As of December 31, 2005, we hall and cash equivalents of approximately $2.5amillOur current bui
rate is approximately $400,000 per month excludiagital expenditures. Although our burn rate ipemted to increase to $800,000 per month once hiasePllb clinical trail
begin, we do not intend to start the Phase IIbl uvdi have raised additional capital. We will needraise additional capital to fund our working ¢apneeds during the secc
quarter of 2006. We do not have any credit faesitavailable with financial institutions or any ettthird parties and as such we must rely upon é#stts thirdparty debt ¢
equity funding and we can provide no assuranceweawill be successful in any funding effort. Thaldire to raise such funds will necessitate thdatiment of operations a
delay of the start of the clinical trials.

The timing and degree of any future capital requeats will depend on many factors, including:

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

scientific progress in our research and developrpesgrams;

the magnitude and scope of our research and dewelapprograms;

our ability to establish, enforce and maintaintsigec arrangements for research, developmentgelinésting, manufacturing and marketing;

« our progress with preclinical development and chiirials;

the time and costs involved in obtaining regulat@pyprovals;
« the costs involved in preparing, filing, prosecgtimaintaining, defending and enforcing patentatiand
» the number and type of product candidates thatwrsyg.

We do not have any committed sources of capit#hoagh we have issued and outstanding warrants ithestercised, would result in an equity capitaising transactio
Additional financing through strategic collaboraisy public or private equity financings, capitedde transactions or other financing sources mayadatvailable on accepta
terms, or at all. Additional equity financings cduksult in significant dilution to our stockholdeFurther, if additional funds are obtained thitoagrangements with collaborat
partners, these arrangements may require us tequidih rights to some of our technologies, prodtatdidates or products that we would otherwise seellevelop an
commercialize ourselves. If sufficient capital & available, we may be required to delay, redheestope of or eliminate one or more of our prograany of which could have
material adverse effect on our financial conditimrbusiness prospects.

Approximately 88% of our total assets are comprise@f intangible assets that are subject to review oa periodic basis to determine whether an impairmeinon thes¢
assets is required. An impairment would not only geatly diminish our assets, but would also require sito record a significant non-cash expense charge.

We are required under generally accepted accouptimgiples to review our intangible assets for @imment when events or changes in circumstancesatedthe carryin
value may not be recoverable. Goodwill is requitede tested for impairment at least annually. Atc®mber 31, 2005, our intangible assets, consistirthe University ¢
Chicago license and acquired intangible assets fhremOpexa acquisition that is an inseparable gafygatents and licenses that daflanction independently, were approxima
$26.1 million. If management determines that impaint exists, we will be required to record a siigaifit charge to expense in our financial statemeutisg the period in whic
any impairment of our goodwill is determined.

Our financial statements include substantial non-oprating gains or losses resulting from required queerly revaluation under GAAP of our outstanding derivative
instruments.

Generally accepted accounting principles in thetéthStates require that we report the value of@ederivative instruments we have issued as cuii@ilities on our balanc
sheet and report changes in the value of theseadimes as nomperating gains or losses on our statement of tipag The value of the derivatives is requiredbéorecalculate
(and resulting nomperating gains or losses reflected in our statémieoperations and resulting adjustments to tleeated liability amounts reflected on our balaskeet) on
quarterly basis, and is based on the market valoeirocommon stock. Due to the nature of the remflizalculations and the large number of sharesioEommon stock involve
in such calculations, changes in our common staéepmay result in significant changes in the vabiethe derivatives and resulting gains and losseur statement
operations.
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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 clicel trials.

Human clinical trials are very expensive and diffido design and implement, in part because theysabject to rigorous regulatory requirements. @livecal trial process
also time consuming. We estimate that clinicaldrizf our product candidates will take at leastesalryears to complete. Furthermore, failure catupat any stage of the trie
and we could encounter problems that cause us dadalm or repeat clinical trials. The commencement eompletion of clinical trials may be delayed $gveral factor
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.

In addition, we or the FDA may suspend our clinitédls at any time if it appears that we are expp9articipants to unacceptable health risks athé FDA find:
deficiencies in our IND submissions or the condifdhese trials.

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

Our business strategy is dependent upon the skitisknowledge of our management team. We belieatethie special knowledge of these individuals gives competitiv
advantage. If any critical employee leaves, we im@yinable on a timely basis to hire suitable repteents to effectively operate our business. We afmrate with a very sm
number of employees and thus have little or no bpdapability for their activities. The loss of thervices of any member of our management teamediotss of a number of ott
employees could have a material adverse effecuobusiness.

We are dependent on contract research organizationsnd 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 businesstetyg requires us to rely on contract research org#ions, independent clinical investigators anldeotthird party servic
providers to assist us with clinical testing andtaie research and development activities. As altesur success is dependent upon the succedsesé toutside parties
performing their responsibilities. Although we l®#e our contractors are economically motivated édggm on their contractual obligations, we candokctly control th
adequacy and timeliness of the resources and ésgepplied to these activities by our contracttir®ur contractors do not perform their activitiZsBan adequate or time
manner, the development and commercialization ofloug candidates could be delayed.
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Our current research and manufacturing facility is not large enough to manufacture future stem cell ach T-cell therapies.

We conduct our research and development in a 106s60@re foot facility in The Woodlands, Texas, whiocludes a 1,200 square foot suite of three rofamshe futur
manufacture of stem cell and T-cell therapies thtoBhase Ill trials. Our current facility is notde enough to conduct commercsziale manufacturing operations. We will nee
expand further our manufacturing staff and facilgiptain a new facility or contract with corporatlaborators or other third parties to assist iture drug production.

In the event that we decide to establish a comrakscale manufacturing facility, we will require sudnstial additional funds and will be required toehand train significa
numbers of employees and comply with applicablell@@ns, which are extensive. We do not have fumdslable for building a manufacturing facilityndhwe may not be able
build a manufacturing facility that both meets redory requirements and is sufficient for our connaie-scale manufacturing.

We may arrange with third parties for the manufeetaf our future products. However, our third-pasgurcing strategy may not result in a ceffective means f
manufacturing our future products. If we employdiparty manufacturers, we will not control many asgpexf the manufacturing process, including commleaby these thil
parties with the FDA's current Good Manufacturinga®ices and other regulatory requirements. Weh&rrtmay not be able to obtain adequate supplies fittird-party
manufacturers in a timely fashion for developmentommercialization purposes, and commercial gtiastiof products may not be available from contraenufacturers
acceptable costs.

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

A number of pharmaceutical, biotechnology and otteenpanies, universities and research institutiene filed patent applications or have been ispatents relating to ci
therapy, stem cells, Tells, and other technologies potentially relevantr required by our expected products. We capnedict which, if any, of such applications wilkise a
patents or the claims that might be allowed. Weaware that a number of companies have filed aafdios relating to stem cells. We are also awara atimber of pate
applications and patents claiming use of stem egitsother modified cells to treat disease, disoodénjury.

If third party patents or patent applications cantdaims infringed by either our licensed techiyl@r other technology required to make and usepotential products ai
such claims are ultimately determined to be vahére can be no assurance that we would be akdbttin licenses to these patents at a reasonabteitat all, or be able
develop or obtain alternative technology. If we anable to obtain such licenses at a reasonabtewesnay not be able to develop some products centially. There can be
assurance that we will not be obliged to defends@lves in court against allegations of infringemeithird party patents. Patent litigation is vergpensive and could consu
substantial resources and create significant uaicgigs. An adverse outcome in such a suit coubjest us to significant liabilities to third parsierequire disputed rights to
licensed from third parties, or require us to caasag such technology.

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

Our ability to compete effectively is dependenpart upon obtaining patent protection relating tio '2chnologies. The patent positions of pharmacaiuand biotechnolo¢
companies, including ours, are uncertain and irv@omplex and evolving legal and factual questidiee coverage sought in a patent application cademged or significant
reduced before or after the patent is issued. Guresgly, we do not know whether the patent appbeat for our technology will result in the issuarafepatents, or if any futu
patents will provide significant protection or comruoial advantage or will be circumvented by oth&@mce patent applications are secret until thieatpns are publishe
(usually eighteen months after the earliest eféecfiling date), and since publication of discoesrin the scientific or patent literature oftensldgehind actual discoveries,
cannot be certain that the inventors of our licensatents were the first to make the inventionseced by the patent applications or that the licérsstent applications were
first to be filed for such inventions. There cannmeassurance that patents will issue from thermpatgplications or, if issued, that such patentshve of commercial benefit to
afford us adequate protection from competing presjuar not be challenged or declared invalid.
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Our competition includes fully integrated biopharmaceutical and pharmaceutical companies that have gigficant advantages over us.

The markets for therapeutic stem cell products,tipiel sclerosis products, and rheumatoid arthptisducts are highly competitive. We expect that mast significar
competitors are fully integrated pharmaceutical pames and more established biotechnology compafieEse companies are developing stemlzzdied products and they h
significantly greater capital resources and experin research and development, manufacturingngesibtaining regulatory approvals, and marketiman we currently do. Mau
of these potential competitors are further alonthimmprocess of product development and also apéaede, companfunded research and development programs. As #,rest
competitors may develop more competitive or affoidgproducts, or achieve earlier patent protectioproduct commercialization than we are able thiae. Competitiv
products may render any products or product camedhat we develop obsolete.

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

Our business depends on three licenses from thirtlep. Additionally, any business relating to &dll vaccine for rheumatoid arthritis depends upolicense from tr
Shanghai Institute for Biological Science. Thesidttparty license agreements impose obligationsusnsuch as payment obligations and obligationsliigently pursu
development of commercial products under the liedrsatents. If a licensor believes that we havedab meet our obligations under a license agreéntiee licensor could se
to limit or terminate our license rights, which @buead to costly and timeensuming litigation and, potentially, a loss oé thcensed rights. During the period of any ¢
litigation, our ability to carry out the developmemnd commercialization of potential products cooddsignificantly and negatively affected. If oigeinse rights were restricted
ultimately lost, our ability to continue our busssebased on the affected technology platform cbeldeverely adversely affected.

Restrictive and extensive government regulation cdd slow or hinder our production of a cellular product.

The research and development of stem cell therapissbject to and restricted by extensive regofially governmental authorities in the United Stated other countrie
The process of obtaining U.S. Food and Drug Adrhiai®n, or FDA, and other necessary regulatoryraygds is lengthy, expensive and uncertain. We fiaélyto obtain th:
necessary approvals to continue our research arelagenent, which would hinder our ability to manetfizre 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 marketmgy not achieve market acceptance since hospiiaysicians, patients or the medical community inegal may decide
not accept and utilize these products. The prodatiidates that we are attempting to develop reptesibstantial departures from established tre@itmethods and will compe
with a number of more conventional drugs and thesamanufactured and marketed by major pharma@utienpanies. The degree of market acceptanceyobfanur develope
products will depend on a number of factors, inoigd

« our establishment and demonstration to the med@amunity of the clinical efficacy and safety ofrquroduct candidates;

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

« our ability to establish in the medical communty fpotential advantage of our treatments overradtare treatment methods; and
« reimbursement policies of government and thirdyppeyers.
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If the health care community does not accept oadpets for any of the foregoing reasons, or for aiier reason, our business would be materiallynkdr
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 bireess prospects.

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

As our share price is volatile, we may be or becontie 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 nesesurity holders have often instituted class a
litigation. If the market value of our common stoekperiences adverse fluctuations and we beconwvied in this type of litigation, regardless of thetcome, we could inc
substantial legal costs and our management's ateabuld be diverted from the operation of ouribass, 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 isswean€ "blank check" preferred stock with such deatgms, rights and preferences as may be deternbgeslr board ¢
directors without shareholder approval. Our preférstock could be utilized as a method of discaagdelaying, or preventing a change in our cdnamd as a method
preventing shareholders from receiving a premiuntteir shares in connection with a change of aintr

Future sales of our common stock in the public marét could lower our stock price.

We may sell additional shares of common stock msequent public or private offerings. We may atsue additional shares of common stock to finanted acquisition
We cannot predict the size of future issuancesuofcommon stock or the effect, if any, that futissuances and sales of shares of our common stitidkawe on the market pri
of our common stock. Sales of substantial amouhtaiocommon stock (including shares issued in egtion with an acquisition), or the perception thath sales could occ
may adversely affect prevailing market prices for common stock.

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

We currently anticipate that no cash dividends balpaid on the common stock in the foreseeabledutVhile our dividend policy will be based on thygerating results a
capital needs of the business, it is anticipated &fl earnings, if any, will be retained to finanthe future expansion of the our business. Thezefarospective 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.
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ITEM 2. DESCRIPTION OF PROPERTY

Our 10,200 sq. ft. facility is located on 3 acre2@35 N Crescent Ridge Drive in The Woodlands, TKis location provides space for pipeline develeptithrough resear
and development; a specialized Flow Cytometry anctddcopy lab; support of clinical trials with GMRanufacturing Suites; Quality Systems managemetht Quality Contrc
Laboratory, Regulatory Affairs, Quality Assuranes; well as administrative support space. There58@sq. ft. of space still available for futurelttout. The facility includin
the property is leased for a term of ten years ith options for an additional five years eachhatthen prevailing market rate.

The recently completed 800 sq. ft. GMP (good mactuféng practice) manufacturing area has capaoitpanufacture cellular therapy material for Phadk &nd 111 clinica
trials and renders services under the FDA (Food ndy Administration) guidelines for GMP thus assgrthe quality of the materials and componentsdpead within th
facility. The Class 10,000 (ISO Class 7) spacaiisently configured with a three phase changingacemmon corridor for shared large equipment @amdralized supply storag
and three tissue culture suites. Each culture switgains biological safety cabinets which provzlass 100 (ISO Class 2) for direct manipulatiorclafical material. The desi
allows for easy adaptation to a wide variety of ofanturing processes. Room pressurizations andsflofypersonnel, equipment and material provide fa&rontiers with &
integrated GMP-compliant operation. The Quality €oinab and the Quality Assurance provide supgoetGMP manufacturing process.

ITEM 3. LEGAL PROCEEDINGS

We are not currently a party to any material lqggakceedings.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
(a) Special Meeting of Shareholders.
On November 11, 2005, the Company held a speciatingefor shareholders of record at the close siriss on October 5, 2005.
(b) Proposal Voted Upon and Shareholder Vote.

The shareholders voted to approve an amendmetiet€ompanys Articles of Incorporation to increase the aggtegaumber of shares of common stock authorize
issuance from 50 million shares to 100 million gsarA total of 18,399,013 shares were voted reptegg approximately 91% of the outstanding shaoésyhich 12,187,77
shares voted for the amendment, 6,184,431 shated against the amendment, and 26,805 sharesradxbtai

PART II

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

Shares of our common stock are traded on the Naltidssociation of Securities Dealers Inc. Over @munter Bulletin Board under the symbol “PFTR.OBuUr commo
stock trades on a limited, sporadic and volatilsiha

The following table sets forth, for the periodsioated, the range of high and low bid information éur common stock. These quotations reflect idealer prices, witho
retail mark-up, mark-down or commission, and mayrepresent actual transactions.
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Price Ranges

Fiscal Year Ended December 31, 2004 High Low
First Quarter 0.0z 0.01
Second Quarter 14.2¢ 0.01
Third Quarter 8.1t 6.5C
Fourth Quarter 9.5( 5.9C
Fiscal Year Ended December 31, 2005
First Quarter 8.7 4.5(C
Second Quarter 5.5C 2.4¢
Third Quarter 1.41 1.2t
Fourth Quarter 0.62 0.5¢

No cash dividends have been declared on the Compamynon stock since the Company's inception arglribt anticipated that dividends will be declacedour commo
stock in the foreseeable future.

As of December 31, 2005, there were approximaté® ffolders of record of our Common Stock.

Trades of our common stock may be subject to SEI& Bog9, which imposes certain requirements on brokelédeavho sell securities subject to the rule tospes othe
than established customers and accredited investorstransactions covered by the rule, brokersédeanust make a special suitability determination purchasers of tl
securities and receive the purchasevtitten agreement to the transaction prior te.seéhe SEC also has rules that regulate brokegdpadctices in connection with transactior
“penny stocks.’Penny stocks generally are equity securities wighiee of less than $5.00 (other than securitigsstered on certain national securities exchangegioted on th
Nasdaq system, provided that current price andmelinformation with respect to transactions in geturity is provided by the exchange or systerhg penny stock rules requ
a broker/ dealer, prior to a transaction in a pestogk not otherwise exempt from the rules, towéela standardized risk disclosure document prephayethe SEC that provid
information about penny stocks and the nature ewdllof risks in the penny stock market. The bridesler also must provide the customer with curbéditand offer quotatiol
for the penny stock, the compensation of the bridlealer and its salesperson in the transactionpeomthly account statements showing the marketevafieach penny stock hi
in the customes account. The bid and offer quotations, and tlo&dwwdealer and salesperson compensation informatiast be given to the customer orally or in wgtprior tc
effecting the transaction and must be given toctigomer in writing before or with the custonseconfirmation. These disclosure requirements tlageffect of reducing the le
of trading activity in the secondary market for @@ammon stock. As a result of these rules, investeay find it difficult to sell their shares.

Recent Sales of Unregistered Securities
Set forth below is certain information concerniaguances of securities during the fourth quart@066 by the Company that were not registered utideSecurities Act.

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

In October 2005, options to purchase 147,500 shafr€ommon Stock were issued to four independergctbrs at an exercise price of $1.15 per share find of th
options vested immediately, one third of the oiorst on the first anniversary date, and the neimgione third vests on the second anniversary. date

In October 2005, options to purchase 27,500 star€®mmon Stock were issued to four independemictiirs at an exercise price of $1.15 per shareoptiens vest on tt
first anniversary date.

In December 2005, options to purchase 376,000 ster€ommon Stock were issued to fifteen Opexa eygas at an exercise price of $0.70 per share.f@méh of the
options vest on the first anniversary date, onatfoof 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.
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The above transactions were completed pursuaned¢bd® 4(2) of the Securities Act and did not ins@bny public offering and were sold to a limitedgp of persons. Ea
recipient either received adequate information abloes Company or had access, through employmeather relationships, to such information, and tleen@any determined tt
each recipient had such knowledge and experienfieancial and business matters that they were tabéealuate the merits and risks of an investnretite Company.

Except as otherwise noted, all sales of the Conigasscurities were made by officers of the Compahg received no commission or other remuneratioritfersolicitatiol
of any person in connection with the respectivesalf securities described above. The recipienteotirities represented their intention to acqthieesecurities for investme
only and not with a view to or for sale in conneatiwith any distribution thereof and appropriatgeleds were affixed to the share certificates ahdranstruments issued in st
transactions.

ITEM 6. MANAGEMENT'S DISCUSSION AND ANALYSIS

The following discussion of our financial conditiand results of operations should be read in cocfiom with the accompanying financial statementsl &éme relate
footnotes theretc

Organizational History

PharmaFrontiers was incorporated in Texas in 1986 axiginally engaged in businesses other thanbtbpharmaceutical business. These other businesstigns wer
terminated in February 2002. In May 2004, we emte¢he biopharmaceutical business by acquiring dityethat held rights to treatments using adultridatent stem cells deriv:
from adult human peripheral blood, and in connectierewith we changed our name to our currentaratp name. From an accounting standpoint, theidiabg is deemed tt
acquirer in a reverse merger whereby the parede&@ned the survivor of the reorganization/reverseger. As such, our financial statements are tlodstne subsidiary. |
November 2004, we acquired Opexa which holds rightechnology to diagnose and treat multiple sdisrthrough modified autoreactive T ce

Critical Accounting Policies
General

The Consolidated Financial Statements and Not€otwsolidated Financial Statements contain inforomathat is pertinent to this managemsrtiscussion and analysis. -
preparation of financial statements in conformit§fmaccounting principles generally accepted in ltheted States requires management to make estnaai@ assumptions tl
affect the reported amounts of assets and liadsliind disclosure of any contingent assets anilitiedy Management believes these accounting simvolve judgment due
the sensitivity of the methods, assumptions anidhes¢és necessary in determining the related asskli@bility amounts. Management believes it hasreised proper judgment
determining these estimates based on the factsciacuimstances available to it at the time the esti® were made. The significant accounting polieies described in tl
Company's financial statements.

Principles of consolidation

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

Long-lived assets

Longdived assets (i.e., intangible assets) are reviefgedmpairment whenever events or changes in oistances indicate that the net book value of tsetaway not t
recoverable. An impairment loss is recognizedéf shm of the expected future cash flows (undis@xahd before interest) from the use of the asdets than the net book ve
of the asset. Generally, the amount of the impaitniess is measured as the difference betweendhb&aook value of the asset and the estimated &iurevof the related ass
Management does not believe any assets have beairéd at December 31, 2005.
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Revenue
We did not receive any revenue in 2005 and do xp¢et any revenue in 2006.
Intellectual Property

As of December 31, 2005, we had $28,019,332 ofléuteial property, $23,991,128 of which resultednfrthe acquisition of Opexa and $4,028,204 whictiaeed to th
consideration paid to date to the University of c2lgio for the worldwide license to technology depelb at Argonne National Laboratory. Of the $23,298, of acquire
intangible assets, the full amount is assignechtinaeparable group of patents and licenses thatatdunction independently by themselves. The Weid average useful life
the intangible group as of December 31, 2005 is@pmately 16.5 years. The weighted average uslffulof the University of Chicago license is 18 ygaAccumulate
amortization for the Intellectual Property as ofcBmber 31, 2005 is $1,888,891. In April 2005 thenBany obtained a fairness opinion from an indepeniwestment bankir
firm with respect to the Opexa acquisition and ¢hwas no impairment at that time. In accordanch WAS 142, the Board authorized an update to thjgairment analysis as
December 31, 2005 and it was determined that naimment existed.

Accounting for Derivative | nstruments

Statement of Financial Accounting Standard (“SFASY. 133, “Accounting for Derivative InstrumentsdaHedging Activities,”as amended, requires all derivatives t
recorded on the balance sheet at fair value. THeseatives are separately valued and accountedrfaur balance sheet. Fair values for securitiedetd in the open market ¢
derivatives are based on quoted market prices. ¥hmrket prices are not readily available, faiueal are determined using market based pricing readebrporating readi
observable market data and requiring judgment atithates.

The pricing model we use for determining fair valwé our derivatives is the Black Scholes Pricingddl. Valuations derived from this model are subfemngoing intern:
and external verification and review. The modelsuserketsourced inputs such as interest rates, exchange aatd stock price volatilities. Selection of thegeuts involve
management's judgment and may impact net income.

In September 2000, the Emerging Issues Task FOEIFK") issued EITF 09, "Accounting for Derivative Financial Instrumsrindexed to and Potentially Settled i
Company's Own Stock," ("EITF 009") which requires freestanding contracts thatsattled in a company's own stock, including commstmtk warrants, to be designated a
equity instrument, asset or a liability. Under tirevisions of EITF 0QL9, a contract designated as an asset or a liahilitst be carried at fair value on a company'srizaahee
with any changes in fair value recorded in the canys results of operations. A contract designate@n equity instrument must be included withinitgguand no fair valu
adjustments are required. In accordance with EITA® in June 2006, we determined that certain oudiétg warrants to purchase our common stock shbaldeparate
accounted for as liabilities. We had not classitieglse derivative liabilities as such in our hitak financial statements. In order to reflect #nebanges, we restated our finar
statements for the year ended December 31, 206ctwyd the fair value of these warrants on ourrx@asheet and record unrealized changes in thewvaluthese derivatives
our consolidated statement of operations as “Aass) on derivative liabilities.”

We have evaluated the provisions of the registnatights agreement that require us to pay registradelay payments in combination with the finahdmstrument an
concluded that the combined instrument meets tfinitien of a derivative under SFAS 133.

The EITF recently deliberated the impact of liquethdamages clauses in registration rights agresnagwl the effect on accounting and classificatibmstruments subje
to the scope of EITF 00-19 in EITF 05-04 The Effeta Liquidated Damages Clause on a FreestandiranEial Instrument Subject to Issue No. T®-The EITF has not react
a consensus on this issue and has deferred deidrermtil the FASB addresses certain questionshvicbuld impact a conclusion on this issue. Speddifi, EITF 0504 presen
alternative views on whether the liquidated damagemisions in registration rights agreements sticed combined with or treated separately from thgoeiated financi
instrument. As discussed above, we view the regdistr rights agreement and the financial instrunasnone combined freestanding instrument. If tiEFEVere to adopt the vie
that the registration rights agreement should bevgd as a separate instrument from the financsaliiment, we may have to account for additionaivdéres.
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Restatement of Financial Statements to Reflect Derivative Accounting

The consolidated financial statements for the yealed December 31, 2005 included in this AnnualoRdpave been restated to reflect additional noeraiing gains and
losses related to the classification of and acdogrfor warrants issued by Pharma associated Wwitbtidge note exchange and private placementingfein June 2005 and July
2005.

We have determined certain of the warrants to mgetour common stock are derivatives that we ayeined to account for as fretanding instruments under GAAP.
have also determined that we are required to datégthese derivatives as liabilities in our finahatatements. As a result, we report the valuthe$e derivatives as curr
liabilities on our balance sheet and we report gearin the value of these derivatives as aperating gains or losses on our statement of tipasa The value of the derivative:
required to be recalculated (and resulting nperating gains or losses reflected in our statémieoperations and resulting adjustments to tls@eated liability amounts reflect
on our balance sheet) on a quarterly basis, abdsed on the market value of our common stock.tBtiee nature of the required calculations andahge number of shares of (
common stock involved in such calculations, charigesur common stock price may result in significahanges in the value of the derivatives and tiesubains and losses
our statement of operations. The aggregate balsimeet amount shown for these derivatives liabdliiecordingly decreased from $10,658,496 on Oct?6e2005 to $6,761,6.
on December 31, 2005. We were required to repohiaage of $3,896,841 as loss on derivative lighifitother income on our statement of operations.

Results of Operations and Financial Condition
Net Sales.
We recorded no sales for the twelve months endesmber 31, 2005 and 2004.
General and Administrative Expenses
Our general and administrative expenses duringwieévze months ended December 31, 2005, waS(%178 as compared to $572,534 for the twelve hsehded Decemt

31, 2004. General and administrative expenses stomsmarily of salaries and benefits, office expenprofessional services fees, and other corpokesghead costs. We anticip
increases in general and administrative expense® a®ntinue to develop and prepare for commemzitibn of our technology

Research and Development Expense

Research and development expense was $9,892,28&ftwelve months ended December 31, 2005, as a@dpo $2,465,634 the twelve months ended Decefihet004
The increase in expenses was primarily due theisitign of Opexa and the assumption of its operatiand research and development programs as wellréhase I/11 clinici
trials for Tovaxin, stem cell development and plieical costs, the hiring of personnel and othgrenses associated with the increase in reseattHerelopment efforts. We he
made and expect to continue to make substantiakinvents in research and development in orderwuelale and market our technology. Research and dprednt costs cons
primarily of general and administrative and opemgtexpenses related to research and developmevitiast We expense research and development essiscurred. Propert
plant and equipment for research and developmethtas an alternative future use is capitalizedthedrelated depreciation is expensed as reseactihlevelopment costs. \
expect our research and development expense &aseras we continue to invest in the developmesaiofechnology.
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Interest Expense

Interest expense was $7,323,851 for the twelve hsoahded December 31, 2005 compared to $868,92dowelve months ended December 31, 2004. Theadse i
primarily related to the amortization of the remagdiscount under the beneficial conversion featof the 15% exchangeable convertible promissotgsnéthe “Notes”)the
accrued interest on the Notes that was convertedsimares of Common Stock.

Gain (loss) on derivative instruments liabilitiest.

The Company recognized a gain on derivative insémisiof $3,896,841 for the year ended Decembe2(15. The decrease is a result of the net unreh{izen-cash)
change in the fair value of our derivative instrunniéabilities related to certain warrants.

Net loss

We had net loss for the year ended December 315, 26f0615,517,356 or ($0.99) per share (basic ahded), compared with a net loss of $4,620,664%73) per sha
(basic and diluted), for the twelve months endededeber 31, 2004. The primary reason for the ineréaset loss is due primarily to the amortizatafrthe remaining discou
under the beneficial conversion feature of the N@ed the accrued interest on the Notes that wasected into shares of common stock, along withtstp of operations whic
included the hiring of new personnel including eaygles and directors and scientific advisory boaetnimers. These individuals have agreements withatsprovide for sala
payments. Théncrease in net loss is also attributable to thguaition of Opexa Pharmaceuticals and the asswomjofi its operations and research and developnregtams. Als
included are professional fees incurred from legatounting, and consulting services to secureeapdnd our license patent claims. Anticipated fitexpenses include resee
and development, professional and consulting f&ed .expenses associated with the expansion offfice and laboratory/manufacturing facilities. Tinerease in net loss for 2C
was offset in part by the (non-cash) gain on dérrediability of $3,896,841 recognized during thear ended December 31, 2005.

Liquidity and Capital Resources

Historically, the Company has financed its operaigrimarily from the sale of its debt and equigcwrities. As of December 31, 2005, the Company ¢eash c
approximately $2.5 million. Our current burn ré&eapproximately $400,000 per month excluding @mkpenditures. Although our burn rate is expettehcrease to $800,0
per month once the Phase Ilb clinical trails begia,do not intend to start the Phase llb until agéhraised additional capital. We will need to eaasiditional capital to fund c
working capital needs during the second quarte086. We do not have any credit facilities avaiawith 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 funeifigrt. The failure to raise such funds will nesieste
the curtailment of operations and delay of thetsththe clinical trials.

Contractual Commitments

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

Payments due by period

Less than More than
Total 1 year 1-3Years 3-5Years 5 Years
Operating Leases $ 1,361,55 $ 59,53t $ 248,49t $ 284,73 $ 768,78
Employment and consulting contracts for officerd directors 245,00( 126,50 $ 119,00( - -
Total $ 1,607,05. $ 186,03' $ 367,49 $ 284,73¢ $ 768,78
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Off-Balance Sheet Arrangements
As of December 31, 2005, the Company had no offirfiid sheet arrangements.
Recent Accounting Pronouncements

In December 2004, the Financial Accounting Stansi@dard ("FASB") enacted Statement of Financialrting Standards 123—revised 2004 ("SFAS 123&pre-
Based Paymeni, which replaces Statement of Financial Accounttgndards No. 123 ("SFAS 123A¢counting for Stock-Based Compensatiamd supersedes APB Opin
No. 25 ("APB 25"),Accounting for Stock Issued to Employe&FAS 123R requires the measurement of all empleyarehbased payments to employees, including grar
employee stock options, using a fair-value-basethatkand the recording of such expense in the ¢iolased statements of income.

The accounting provisions of SFAS 123R will be efifiee for the Company for reporting periods begmnafter December 15, 2005he pro forma disclosures previot
permitted under SFAS 123 no longer will be an ali¢ive to financial statement recognition. See Not# the Notes to Consolidated Financial Statemémt the pro forma n
income and net income per share amounts, for F&2@B through Fiscal 2004, as if the Company hastl s fair-valuebased method similar to the methods required 1
SFAS 123R to measure compensation expense for gegkiock incentive awards. The Company is evaigdtie terms and structure of its current sharedasyments and dc
not expect the adoption to have a significant, esktvémpact on the consolidated statements of incamdenet income per share as it relates to cugmmited options and warra
as of the date of the adoption.

In January 2003, the FASB issued Interpretation#6¢R) ("FIN 46"),Consolidation of Variable Interest EntitiesFIN 46 addresses consolidation by business iget
of variable interest entities (formerly special pose entities). In general, a variable interestyers a corporation, partnership, trust or anlgestlegal structure used for busir
purposes that either (a) does not have equity tov@svith voting rights or (b) has equity investénst do not provide sufficient financial resourdes the entity to support |
activities. The objective of FIN 46 is not to mdtthe use of variable interest entities, butnprove financial reporting by companies involveilhavariable interest entities. F
46 requires a variable interest entity to be cadatéd by a company if that company is subject toegority of the risk of loss from the variableangst entity's activities or entitl
to receive a majority of the entity's residual ratuor both. The consolidation requirements afecéfe for the first period that ends after Mafdh 2004; the Company electe(
adopt the requirements effective for the reporpegod ending December 31, 2004. The adoption Nf48 had no effect on the consolidated financialeshents.
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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 balaheet of PharmaFrontiers Corp., (“Pharma”) (eeld@ment stage company), as of December 31, 200%he related
consolidated statements of expenses, changescikhstiolers’ equity and cash flows for the two yeamsled December 31, 2005 and the period from Jar22ar§003 (Inception)
through December 31, 2005. These consolidated ¢inhstatements are the responsibility of Pharmasagement. Our responsibility is to express aniopion these
consolidated financial statements based on outsudi

We conducted our audits in accordance with starsdafrithe Public Company Accounting Oversight Bo@tdited States). Those standards require that e ahd perform the
audits to obtain reasonable assurance about whigilheonsolidated financial statements are frematkerial misstatements. An audit includes examinamga test basis, evidence
supporting the amounts and disclosures in the dioleged financial statements. An audit also inceidesessing the accounting principles used andisart estimates made by
management, as well as evaluating the overall dmfaed financial statement presentation. We beliéaat our audits provide a reasonable basis foopimion.

In our opinion, the consolidated financial statetagrferred to above present fairly, in all mate®spects, the consolidated financial positio®Pbérma as of December 31, 2005
and the consolidated results of its operationsi@nchsh flows for the periods described in confgywith accounting principles generally acceptedhie United States of Ameris

The accompanying consolidated financial statemieat® been prepared assuming that Pharma will agntis a going concern. As discussed in Note 2etedhsolidated financi
statements, Pharma has suffered recurring lossesdperations, which raises substantial doubt at@ability to continue as a going concern. Mamagat’s plans regarding tha
matters are described in Note 2. The consolidateth€ial statements do not include any adjustmigraismight result from the outcome of this uncenttai

As discussed in Note 15 to the financial statemerterror resulting in an understatement of liabd and an overstatement of net loss in 2005disvered by management in
2006. Accordingly, adjustments have been made &8eoémber 31, 2005, to correct the error.

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

February 7, 2006,
except for Note 15
which is dated June 20, 2006
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PHARMAFRONTIERS CORP.
(a development stage company)
CONSOLIDATED BALANCE SHEET (RESTATED)
December 31, 2005

Assets

Current assets:
Cash $ 2,560,66!
Other current assets 182,52
Total current assets 2,743,19
Intangible assets, net of $2,298,174 and $1,88888tcumulated amortization 26,130,44
Property & equipment, net of $278,300 and $256 @f&2ccumulated depreciation 479,99t
Other assets 388,21(
Total assets $ 29,741,83

Liabilities and Stockholder's Equity

Current liabilities:

Accounts payable $ 689,46
Accrued expenses 240,30¢
Note payable 1,500,001
Derivative liability 6,761,65!

Total current liabilities 9,191,43

Commitments and contingencies -

Stockholder' equity:
Convertible preferred stock, no par value, 10,000 $hares -
authorized, none issued and outstanding

Common stock, $.05 par value, 100,000,000 sharé®azed, 1,030,97

20,967,035 and 20,619,545 shares issued and oditsgan
Additional paid in capital 39,783,45
Deficit accumulated during the development stage (20,264,02)
Total stockholders' equity 20,550,40
Total liabilities and stockholders' equity $ 29,741,83
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PHARMAFRONTIERS CORP.
(A Development Stage Company)

CONSOLIDATED STATEMENTS OF EXPENSES (RESTATED)
Years ended December 31, 2005 and 2004 and the
Period from January 22, 2003 (Inception) to Decan3ie 2005

Inception
through
2005 2004 2005
General and administrative $ 550,17¢ $ 572,53« 1,203,51
Depreciation and amortization 1,735,20! 264,81 2,000,02:
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) (3,760,10) (16,041,36)
Interest income 81,93( 5,992 87,92:
Other income 28,17« 2,37¢ 30,55:
Gain on derivative liability 3,896,84. - 3,896,84
Interest expense (7,323,85) (868,92f) (8,237,97))
Net loss $ (15,517,35) $ (4,620,66-) (20,264,02)
Basic and diluted loss per share $ 0.99 $ 0.79) N/A
Weighted average shares outstanding 15,648,36 $ 6,309,14! N/A




PHARMAFRONTIERS CORP.
(A Development Stage Company)
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDEREQUITY (RESTATED)
January 22, 2003 (Inception) through December 8052

Additional
Common Stock Paid in Accumulated
Shares Par Capital Deficit Total

Shares issued for cash 5,250,001 262,50( ($261,50) $ - 3% $1,00¢
Shares repurchased and cancelled (1,706,25) (85,31 84,98¢ - (325)
Discount relating to:

- beneficial conversion feature - 28,18( - 28,18(

- warrants attached to debt - 28,18( - 28,18(
Net loss — — — (126,009 (126,009
Balances at December 31, 2003 3,543,75! 177,18 (120,157) (126,00:) (68,96¢)
Shares issued for:

- cash 22,50( 1,12¢ 7,87t - 9,00(¢

- services 2,065,001 103,25( 745,75( — 849,00(

- license 242,68t 12,13 414,94( — 427,07!

- reverse merger with Sportan 997,39¢ 49,87( (197,607 - (147,73)

- acquisition of Opexa 2,500,001 125,00( 23,625,00 - 23,750,00

- additional shares attached to
convertible debt 161,00( 8,05( 280,31t - 288,36t

- conversion of convertible notes 607,50: 30,37t 217,99! - 248,37(
Shares cancelled (80,000) (4,000 4,00( - -
Discount relating to:

- beneficial conversion feature - 855,84¢ - 855,84¢

- warrants attached to debt - 1,848,50: - 1,848,50:
Option Expense - 123,33: - 123,33:
Net loss - - - (4,620,66) (4,620,66)
Balances at December 31, 2004 10,059,83 502,99: 27,805,80 (4,746,66) 23,562,13
Shares issued for:

- cash 3,894,50! 194,72¢ 5,647,04 - 5,841,76!

- convertible debt 6,110,26: 305,51: 7,343,93: - 7,649,441

- debt 23,00( 1,15( 159,85( - 161,00(

- license 291,93! 14,597 1,853,78 - 1,868,38.

- services 240,00( 12,00( 1,000,401 - 1,012,401
Offering costs relating to
equity financing - (495,557) - (495,557)
Discount relating to: 831,94« 831,94«

- beneficial conversion feature - 1,433,10: - 1,433,10:

- warrants attached to debt - -
Option expense - 2,487,74. - 2,487,74
Warrant expense - 2,373,88i - 2,373,88:
Transition of warrants from equity instrumentsitbllity instruments - (10,658,49) (10,658,49)
Net loss - - - (15,517,35) (15,517,35)
Balances at December 31, 2005 $ 20,619,54 $ 1,030,97 $ 39,783,45 ($20,264,02) $ 20,550,40




PHARMAFRONTIERS CORP.
(A Development Stage Company)

CONSOLIDATED STATEMENTS OF CASH FLOWS (RESTATED)
Year ended December 31, 2005 and the Period fromadg 22, 2003

Cash flows from operating activitit
Net loss
Adjustments to reconcile net loss to net c
used in operating activitie
Stock issued for services
Stock issued for debt in excess of principal
Amortization of discount on notes payable due
to warrants and beneficial conversion feature
Amortization of intangible assets
Gain on derivative liability
Depreciation
Debt financing costs
Option and warrant expense
Loss on disposition of fixed assets
Changes in
Accounts payable
Prepaid expenses
Accrued expenses
Other assets

Net cash used in operating activit

Cash flows from investing activitie
Purchase of licens¢
Purchase of property & equipme

Net cash used in investing activiti

Cash flows from financing activitie
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 peric

Cash at end of peric

(Inception) through December 31, 2004 and 2005

Inception
through
2005 2004 2005

$ (15,517,35) $ (4,620,66.) (20,264,02)
1,012,401 849,00( 1,861,401
109,07( - 109,07(
5,516,63i 753,81 6,313,20!
1,637,12! 251,76: 1,888,89
(3,896,84) - (3,896,84)
98,08( 13,05¢ 111,13¢
365,91( - 365,91(
4,861,62! 123,33: 4,984,96.
22,81( 457,12. 479,93.
26,36( 58,67( 85,167
(88,18%) (38,95() (127,139
2365¢ 23,82: 54,98
(388,21() — (388,21()
(6,216,91) (2,129,03)) (8,421,55)
- (232,74)) (232,74))
(258,90:) (173,00:) (431,90)
(258,907 (405,741 (664,649
5,346,21 9,00( 5,356,21
- - (325)

2,896,88! 3,382,701 6,354,59
(58,614 (5,000) (63,614
8,184,48! 3,386,701 11,646,86
1,708,67. 851,92« 2,560,661
851,99. 68 -

$ 2,560,661 $ 851,99: 2,560,661
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CONSOLIDATED STATEMENTS OF CASH FLOWS (RESTATED) ¢6tinued)

PHARMAFRONTIERS CORP.
(A Development Stage Company)

Year ended December 31, 2004 and the Period fromadg 22, 2003
(Inception) through December 31, 2003 and 2004

NON-CASH TRANSACTIONS
Issuance of common stock for purchase of Of
Issuance of common stock to Sportan shareho
Issuance of common stock for University of Chicéigense
Issuance of common stock for accrued inte
Conversion of notes payable to common st
Conversion of accrued liabilities to common st
Conversion of accounts payable to note pay
Discount on convertible notes relating

- warrants

- beneficial conversion featu

- stock attached to not:

Fair value of derivative instrume

Inception
through
2005 2004 2005

$ - 23,750,000 $ 23,750,00
- 147,73 147,73
1,868,38. 427,07! 2,295,45!
525,51: - 525,51:
6,159,611 248,37( 6,407,98
17,17¢ - 17,17¢
- 93,36¢ 93,36«
1,433,10: 1,848,50: 3,309,791
831,94« 855,84¢ 1,715,97.
999,07- 288,36t 1,287,441
6,761,65! - 6,761,65!
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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 a bio-pharmaceuotogbany engaged in developing autologous persmthtiell therapies.
During the development stage, Pharma acquired trilwide license to technology developed at ArgoNagional Laboratory, a U.S. Department of Energparatory Operated
by the University of Chicago (“Argonne”). This ia a@xclusive license to a stem cell technology iniciwladult pluripotent stem cells are derived fromnocytes obtained from the
patient’'s own blood (the “License”). A patent applion was filed in November 2003, with the Uni&tates Patent and Trade Office regarding the tdogpanvolved in the
License.

On October 7, 2004 Pharma entered into an agreeimectuire all of the outstanding stock of Opekarfhaceuticals, Inc. (“Opexa”). The agreement claseNovember 5,
2004. A total of 2,500,000 shares of Pharma’s comstock were exchanged for all of the outstandingksof Opexa. 2,250,000 shares was issued to Ogfer@holders in
December 2004 and the balance of 250,000 shaeshdld been held in escrow for the prerequisiteyaae period, was issued in November 2005.The aitaguni was accounted
for under the purchase method, where all of Opeassets are restated to their fair market valutheracquisition date, which approximated book valiee 2,500,000 shares of
Pharma were valued at $23,750,000 or $9.50 peestdnich represents their current value at the.tifee Note 12 for details.

Opexa holds rights to technology to diagnose agat tmultiple sclerosis through modified autoreaefivcells and is currently in FDA Phase /Il huntiose ranging clinical trials
to evaluate its safety and effectiveness in trgatiultiple sclerosis.

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

Reclassifications. Certain amounts in the 2004 clidisted financial statements have been reclasisifie
to conform to the 2005 consolidated financial steat presentation.

Use of Estimates in Financial Statement Preparalibe preparation of consolidated financial statetsien conformity with accounting principles geriraccepted in the United
States of America requires management to make astgand assumptions that affect the reported arnofiassets and liabilities, the disclosure oftc@ent assets and liabilities
at the date of the consolidated financial statemeantd the reported amounts of revenues and expdnsi@g the reporting period. Actual results codiffer from those estimates.

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

Long-lived Assets. Property and equipment are dtatethe basis of historical cost less accumuldegateciation. Depreciation is provided using timaight-line method over the
estimated useful lives of the assets. Major rengwatl improvements are capitalized, while minotaggments, maintenance and repairs are chargedrent operations.
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Impairment losses are recorded on Idingd assets used in operations when indicatoispairment are present and the undiscounted casgls féstimated to be generated by ti
assets are less than the assets’ carrying amount.

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

Stock-Based Compensation. Pharma accounts for-taséd compensation under the intrinsic value niettader this method, Pharma recognizes no comfiensesxpense for
stock options granted when the number of underlgimgres is known and exercise price of the opsagreéater than or equal to the fair market valuthefstock on the date of
grant. The following table illustrates the effectiet loss and net loss per share if Pharma hddedphpe fair value provisions of FASB Statement 383, Accounting for Stock-
Based Compensation, to stock-based employee comipams

Inception
2005 2004 through 2005

Net loss as reporte $ (15,517,35) $ (4,620,66) $ (20,264,02)
Add: stock based compensation determined

under intrinsic value based method 2,487,74. 123,33: 2,611,07.
Less: stock based compensation determined

under fair value based method (4,264,01) (153,36 (4,417,37)
Pro forma net loss $ (17,293,62) $ (4,650,69) $ (22,070,32)
Basic and diluted

Net loss per common share:

As reported $ 0.99 $ (.73 N/A

Pro forma $ 111 $ (.79) N/A

The weighted average fair value of the stock optigranted during 2004 was $3.09. Variables uséldeiBlack-Scholes option-pricing model include 2% risk-free interest rate,
(2) expected option life is the actual remainirig bf the options as of each year end, (3) expeaatility is from 0.1% to 796.30% and (4) zergexted dividends.

The weighted average fair value of the stock optigranted during 2005 was $2.49. Variables uséldeiBlack-Scholes option-pricing model include 2% risk-free interest rate,
(2) expected option life is the actual remainirig bf the options as of each year end, (3) expeatdatility is 175.40% and (4) zero expected divids.

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 oflaanf converted" basis, by the weighted averagelmer of common shares outstanding plus potentiafici securities. Basic
and diluted loss per share is the same due to paiteiiutive securities had an anti-dilutive effend were not included in the calculation of dihiinet income per common share.

Research and development. Research and developxperises include salaries, related employee expermsesulting fees, facility costs, and laboratmogts. All costs for
research and development activities are expenset@ased. Pharma expenses the costs of licensgatefts and the prosecution of patents untilshaance of such patents and
the commercialization of related products is reabbnassured.
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Accounting for Derivative Instruments. StatemenEofancial Accounting Standard (“SFAS”) No. 133,c#ounting for Derivative Instruments and Hedgindiwities,” as
amended, requires all derivatives to be recordetheralance sheet at fair value. Our derivativesaparately valued and accounted for on our balaheet. Fair values for
securities traded in the open market and derivatiare based on quoted market prices. Where marikesgare not readily available, fair values areedrined using market based
pricing models incorporating readily observable keadata and requiring judgment and estimates.

The pricing model we use for determining fair valwd our derivatives is the Black Scholes Pricingddl. Valuations derived from this model are subjemngoing internal and
external verification and review. The model useskaasourced inputs such as interest rates, exeheatgs and option volatilities. Selection of thegmits involves management's
judgment and may impact net incon

In September 2000, the Emerging Issues Task FUEER") issued EITF 00-19, "Accounting for Derivegi Financial Instruments Indexed to and Potenti@#ytled in, a
Company's Own Stock," ("EITF 00-19") which requifesmestanding contracts that are settled in a coyipawn stock, including common stock warrantdealesignated as an
equity instrument, asset or a liability. Under firevisions of EITF 00-19, a contract designatedraasset or a liability must be carried at faiueabn a company's balance sheet,
with any changes in fair value recorded in the canys results of operations. A contract designatedn equity instrument must be included withinitggand no fair value
adjustments are required.

The EITF recently deliberated the impact of liqguethdamages clauses in registration rights agreenaa the effect on accounting and classificatibimstruments subject to the
scope of EITF 00-19 in EITF 05-Ofhe Effect of a Liquidated Damages Clause on a$teeeling Financial Instrument Subject to Issue 0@19.The EITF has not reached a
consensus on this issue and has deferred delibenaritil the FASB addresses certain questions wbiehd impact a conclusion on this issue. Spedlfic&ITF 05-04 presents
alternative views on whether the liquidated damamesisions in registration rights agreements stidned combined with or treated separately from #s»aiated financial
instrument. We view the registration rights agreetand the financial instrument as one combineesfi@nding instrument. If the EITF were to adoptuiesv that the registration
rights agreement should be viewed as a separdtanmsnt from the financial instrument, we may h&veaccount for additional derivatives.

Restatement of Financial Statements to ReflectMaéivie Accounting. The consolidated financial sta¢ats for the year ended December 31, 2005 inclid#ds Annual Report
have been restated to reflect additional non-opegafains related to the classification of and aedimg for warrants issued by Pharma associated thvé bridge note exchange
and private placement offerings in June 2005 ahd2n05 .

Recently Issued Accounting Pronouncements. In Deeer2004, the FASB issued SFAS No0.123R, “AccountorgdStock-Based Compensation.” SFAS N0.123R eistiadd
standards for the accounting for transactions irckvan entity exchanges its equity instrumentsyfowds or services. This Statement focuses primanilgccounting for
transactions in which an entity obtains employew®ises in share-based payment transactions. SFA$28R requires that the fair value of such equistiuments be recognized
as expense in the historical financial statemesitseavices are performed. Prior to SFAS No.123R;, certain pro forma disclosures of fair value wezquired. SFAS No0.123R
shall be effective for small business issuers gah@beginning of the first interim or annual reprg period that begins after December 15, 2005il&WWharma has issued options
to employees recently, the adoption of this newoanting pronouncement is not expected to have anmahtmpact on the consolidated financial statetmef Pharma during the
calendar year 2006.

Pharma does not expect the adoption of any otleently issued accounting pronouncements to haignifisant impact on their consolidated financialsgtion, results of
operations or cash flow.
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NOTE 2 - GOING CONCERN

As shown in the accompanying consolidated finarsti@lements, Pharma incurred recurring net loss$$5517,356 and $4,620,664 in 2005 and 2004peively, and has an
accumulated deficit of $20,264,023 as of Decemie2805. These conditions raise substantial dosild #harma ability to continue as a going concern. Managerigetnying tc
raise additional capital through sales of convéatitebt and equity. The consolidated financialestants do not include any adjustments that mighidaessary if Pharma is
unable to continue as a going concern.

NOTE 3 - LICENSE AGREEMENT

In February 2004, Pharma entered into an agreewiémthe University of Chicago (“University”) fohe worldwide license to technology developed atofrge National
Laboratory, a U.S. Department of Energy Laborafpgrated by the University. In consideration fa license, Pharma paid the University $57,742 andeal to issue 375,375
shares of its common stock. 187,688 shares valu$d@=075 were issued on February 20, 2004. In Beee 2004, the License Agreement was amended ggaRtiarma an
exclusive, non-transferable worldwide license ® thiversity’s stem cell technology. In considesatfor the amendment, Pharma paid the Universitgdatitional $175,000,
issued the University 55,000 shares of common stabtlked at $352,000, bringing the total ownersHiplwarma by the University to 242,688 shares, aptegay the University
$1,500,000 on the earlier of October 30, 2005 @nughe closing of a Pharma financing where proceeegreater than $10 million and agreed to issaeJniversity shares of
Pharma common stock, including the shares alresslied, equal to 2.6% of the total outstanding nurabshares after conversion of the 15% exchangeadnhvertible
subordinated promissory notes upon the later oftte financing or November 30, 2005 and aften@sse 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 wsteed to the University of Chicago per the terma lidense agreement. These shares were record863064.
In August 2005, 17,099 shares of common stock vesteed to the University of Chicago per the terina license agreement. These shares were recor@dd9,434.
By amendment dated October 31, 2005 Pharma ardriiversity agreed to extend the date upon whichsth&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 ugeedpheral blood stem
cells for cardiac regeneration. This option to ri&ge the licensing agreement expired on Septe@be?004 and the non-refundable fee of $50,000wviten off during 2004.
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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 $231liA6iscal 2005 and 2004, respectively.

NOTE 5 - PROPERTY AND EQUIPMENT

Property and equipment consisted of the followihBecember 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 deferre@ssets and liabilities are determined based eexpected future tax consequences of temporderelifces between the
carrying amounts of assets and liabilities for ficial and income tax reporting purposes. Duringdif005 and 2004, Pharma incurred net lossestla@afore, has no tax liabilit
The net deferred tax asset generated by the logsfcaward has been fully reserved. The cumulatiee operating loss carry-forward is approximatl@,000,000 at December
31, 2005, and will expire in the years 2024 thro@gR5.

At December 31, 2005, deferred tax assets consigtér following:

Deferred tax assets

Net operating losses $ 4,080,001
Less: valuation allowance (4,080,001
Net deferred tax asse 3$ R
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NOTE 7 - THIRD PARTY CONVERTIBLE NOTES

Between September 2004 and February 2005, Phasmediconvertible notes to investors totaling $6,824. In March 2005, 451,688 shares of common stattka relative fair
value of $999,074 were issued to note holderseis #ldlditional shares for their subscription inwesint in Pharma. In June 2005 a total of $6,650¢®r@prised of the principal of
the notes of $6,124,859 and accumulated intere®$25,513, which accrued at a rate of 15% per anmas exchanged for 4,433,598 units at $1.50 paresftach unit is
comprised of one share of common stock and thneerate types of warrants to purchase a total & &hares of common stock as stated below. In additi,224,977 shares of
Common Stock were issued in consideration for thieemder of the rights to the Bridge Warrants hsidhe note holders. All of the Bridge Notes anidBe Warrants were
exchanged so that none are now outstanding.

» Warrants: In connection with the bridge note exdeaand private placement offerings in June and thuBe separate types of warrants to purchaseabao®.75 shares
common stock were issued as follows: (i) a Serie&/@rant which expired on February 17, 2006; (iBexies B Warrant for onlealf of a share with an exercise prict
$2.90 which expires on October 17, 2006; (iii) a@eries C Warrant for one share with an exeraise pf $4.00 that expires on May 25, 2010.

Pharma analyzed the convertible notes and the ntarfar derivative accounting consideration undeAS 133 and EITF 00-19. Pharma determined the edezbdonversion
option in the convertible notes met the criterindiassification in stockholders equity under SFES3 and EITF 00-19. Therefore, derivative accountiras not applicable for
these convertible notes payable . See Note 14 discussion of the accounting for the warrants.

NOTE 8 - NOTE PAYABLE
Note payable consists of the followir

Note payable to the University of Chicago; no ietgr due
earlier of

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 eigm@enh operating lease from Opexa for a researdhityad he lease commenced in June 2003 and wagalegpire in
November 2004. Pharma extended the lease initaiy March 31, 2005 and extended it again untpt®mber 30, 2005. Pharma terminated the lease wb€rc7, 2005 an
entered into a ten-year lease with a new landldittivcommenced on October 1, 2005.

Future minimum lease payments under the non-catidelbperating lease are $72,474 for 2006, $117a72007, $137,196 for 2008, $139,782 for 20094 %540 for 2010 and
$731,883 for thereafter

Rent expense for 2005 was $178,963 and $389,3020f4.

NOTE 10 - EQUITY
During 2003, Pharma sold 5,250,000 shares of constauk for $1,000.

In April 2003, 1,706,250 shares were reacquireds%25 and canceled.
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Additional contributions to capital of $56,360 résd from the discounted value to notes payabletdwearrants and beneficial conversion featureschatid to convertible notes
was issued in 2003.

During 2004, 22,500 shares of common stock were fewl$9,000.
During 2004, 2,065,000 shares of common stock hhigheir then fair value of $849,000 were issteeBharma’s employees and consultants for theitices.

In February 2004, 187,688 shares of common stokledaat their then fair value of $75,075 were iskteethe University of Chicago per the terms oicarise agreement. In
December 2004, 55,000 shares of common stock valugetir then fair value of $352,000 were isswethe 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 vested for net liabilities of $147,733 to Sportastisreholders for the reverse merger with Sportea.Nbte 14 for details.

In November 2004, 2,500,000 shares of common stakled at their then fair value of $23,750,000 wieseied to 30 accredited investors in connectidh thie acquisition of
Opexa, of which 2,250,000 shares were issued imatedgliand the balance of 250,000 shares held mwseere issued in November 2005. See Note 12 dtaild.

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

During 2004, 607,501 shares of common stock wesgeid 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 employsepéaration agreement.

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

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

In June 2005, Pharma sold 3,387,217 shares of canstock with 9,314,868 warrants for $5,080,826. Magrants have exercise prices ranging from $24tar®l expire in seven
months to four years. The relative fair value @& tommon stock is $886,913 and the relative fdirevaf the warrants is $4,198,913. Offering co$t$484,262 related to shares
issued were charged to additional paid in capital.

In July 2005, Pharma sold 507,292 shares of constawk with 1,395,053 warrants for $760,943. Therazts have exercise prices ranging from $2 to $4expire in seven
months to four years. The relative fair value a&f tommon stock is $216,801 and the relative fdirevaf 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 witélative fair value of $999,074 were issued termlders 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 $6,829 of principal and $525,513 interest from catils notes.

During February 2005, 23,000 shares of common statilked at their fair value of $161,000 were issteedote holders for the conversion of $51,930rafgpal and interest from
the notes.
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In June 2005, 274,836 shares of common stock weted to the University of Chicago per the terma lidense agreement. These shares were recor@dd7ai,950.
In August 2005, 17,099 shares of common stock vesteed to the University of Chicago per the terina license agreement. These shares were recor@dd9,434.
During 2005, 240,000 shares of common stock vahieheir fair value of $1,012,400 were issued tarffa’s consultants for their services.

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

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

Employee stock option expense was $2,487,741 i8.200

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 grantingstdck options to employees and consultants of Paarm

Options granted under the Plan may be either imgestock options or nonqualified stock optionsdntive stock options (“ISO”) may be granted omyPharma employees
(including officers and directors who are also esgpks). Nonqualified stock options (“NSO”) may barged to Pharma employees and consultants. ThelBdé®irectors has
discretion to determine the number, term, exengigee 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 emgégy 200,000 warrants were granted to consultadtd @27,993 warrants were granted to investoetadlto the convertible
notes.

Stock Options:

In January 2005, options to purchase 192,000 slwdit@mmon Stock were issued to several employeas axercise price of $3.00 per share. One tHitle@options vest on the
first anniversary date, one third of the optionstsen the second anniversary date, and the remgaimie third vests on the third anniversary daltes€ options have an intrinsic
value of $785,800, of which $261,933 has been esgeduring 2005.

In April 2005, options to purchase 12,500 shareSa@hmon Stock were issued to three Opexa emplatess exercise price of $3.00 per share. One dfitte options vest on t
first anniversary date, one third of the optionstsen the second anniversary date, and the remgaimie third vests on the third anniversary daltes€ options have an intrinsic
value of $14,925, of which $4,975 has been expedsedg 2005.
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In June 2005, options to purchase 30,000 shar€®mimon Stock were issued to two employees at artisgeprice of $3.00 per share, of which optionsted immediately. The:
options have no intrinsic value due to exercisegéxceeded the market price at the date of the.gra

In August 2005, options to purchase 20,000 shar€@mmon Stock were issued to an employee at artiseeprice of $1.14 per share. One third of thiooo vested
immediately, one third of the options vest on tingt fanniversary date, and the remaining one thtsts on the second anniversary date. These oftaresno intrinsic value due
exercise price exceeded the market price at theafahe grant.

In December 2005, options to purchase 376,000 siireéommon Stock were issued to fifteen Opexa eyges at an exercise price of $0.70 per share f@mgh of the options
vest on the first anniversary date, one fourthhefaptions vests on the second anniversary dagefoomth of the options vests on the third anniagrslate, and the remaining one
fourth vests on the fourth anniversary date. Thgg®ns 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 slo@smmon Stock were issued to a consultant &xancise price of $3.00 per share of which oneltbfrthe warrants vest on
the first anniversary date, one third of the watsarests on the second anniversary date, and thaimang one third of warrants vests on the thirdieersary date. These warrants
have a fair value of $183,033, of which $61,011 isn expensed during 2005.

In April 2005, warrants to purchase 100,000 shaféommon Stock were issued to a consultant akarcese price of $3.00 per share of which 40,00€raves vested
immediately, and the remaining 60,000 warrants &efite rate of 2,500 warrants per month for tweéaty 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 shaféSoonmon Stock were issued to a consultant at ancese price of $3.00 per share of which one thfrthe warrants vest on the
first anniversary date, one third of the warrardsts on the second anniversary date, and the remgaine third of warrants vests on the third anrsaey date. These warrants h:
a fair value of $83,562, of which $27,854 has bexgrensed during 2005.

In June 2005, warrants to purchase 175,000 sha@smmon Stock were issued to four consultantsaeercise price of $4.00 per share. One thirdhefwtarrants vested
immediately, one third of the warrants vest onftte anniversary date, and the remaining one thfrthe warrants vests on the second anniversaey @aese warrants have a fair
value of $467,120, of which $84,813 has been exguedsring 2005.

In July 2005, warrants to purchase 8,100 shar€paimon Stock were issued to a consultant at arciseeprice of $1.50 per share, of which warranste@ immediately. 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 shdr€@mmon Stock were issued to several brokeragesfas the offering costs and commissions for Pharfimancing activities
at an exercise price of $1.50 per share. Theseamarhave a fair value of $2,197,162 and vest imatelg.

In August 2005, warrants to purchase 200,000 shar€®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 occur. @wesmrants have a fair value of $175,484.
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In September 2005, warrants to purchase 15,00@sluiiCommon Stock were granted to a consultaaum &xercise price of $1.19 per share of which wdsraested immediately.
These warrants have a fair value of $13,161, ottwi13,161 has been expensed during 2005.

In October 2005, warrants to purchase 167,500 shEr€ommon Stock were issued to four independietibrs at an exercise price of $1.15 per shane third of the warrants
vested immediately, one third of the warrants westhe first anniversary date, and the remainingthird vests on the second anniversary date. Tlhasants have a fair value of
$191,658, of which $53,397 has been expensed dafiag.

In 2005, 99,134 warrants previously granted wergrexl.
Investor warrants:
During first quarter of 2005, 965,628 warrants wgranted to investors related to the convertibles.o

In connection with the bridge note exchange andgpei placement offerings in June and July, 2,54By8&rrants granted in prior years and early 200&ewancelled and three
separate types of warrants to purchase a total’éf ghares of common stock were issued as folliyv$0,411,400 units of Series A Warrant for 1.2aues with an exercise price
of $2.00 which expires on February 17, 2006; (i)68,701 units of Series B Warrant for one-halaahare with an exercise price of $2.90 which egn October 17, 2006; (iii)
and 8,329,108 units of Series C Warrant for oneeshéth an exercise price of $4.00 that expireday 25, 2010.

Summary information regarding options is as follows

Weighted Weighted
Average Average
Exercise Exercise
Options Price Warrants Price
Year ended December 31, 2003:

Granted - 8 - 150,000 $ AC
Outstanding at December 31, 2003 - - 150,00 .1C
Year ended December 31, 2004:

Granted 965,00( 3.17 1,627,99: 2.2¢8
Outstanding at December 31, 2004 965,00( 3.17 1,777,99: 2.2
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)) 2.4F
Outstanding at December 31, 2005 1,553,83. $ 2.4¢ 24,176,52 $ 2.8E

F-16




Options and warrants outstanding and exercisabdé 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 -5year - - 8,504,10: 8,362,44
3.00 4 -5year 219,50( 63,33¢ 145,00( 75,00(
3.00 3-4year 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 -5year - - 468,94° 8,10(
1.19 4 -5year - - 215,00( -
1.15 4 -5 year - - 167,50( -
1.14 4 -5year 20,00( 6,661 - -
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 acquioéthle outstanding stock of Opexa. The agreerolasied on November 5, 2004. Pharma issued Opexa
shareholders 2,500,000 shares of Pharma’s comrook &ir all of the outstanding stock of Opexa. 280, of the 2,500,000 shares were put in escrowa fame-year period
pursuant to the escrow agreement. The balanced5h,000 shares were issued to Opexa sharehaiddosvember 2005. The acquisition was accountedifmter the purchase
method, where all of Opexa’s assets are restatttbinfair market value on the acquisition datéjek approximated book value. The 2,500,000 shafr®harma were valued at
their then fair value of $23,750,000 or $9.50 gears.

Pharma acquired Opexa because Opexa holds rigteshinology to diagnose and treat multiple sclerdsiough modified autoreactive T cells and is ently in FDA Phase /1l
human dose ranging clinical trials to evaluatesifety and effectiveness in treating multiple szdés.

The results of operations for Opexa from Novemhe&20®4 through December 31, 2005 are includederStatements of Operations and the Statementsstf Elaws.

The following table summarizes the estimated faiues of the assets acquired and the liabilitissragd at the date of acquisition:

Current asset $ 55,38
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 acquired $ 23,750,00
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Of the $23,991,128 of acquired intangible assbesfull amount is assigned to an inseparable gofygatents and licenses that cannot function indéeetly by themselves. The
weighted average useful life of the intangible grais of December 31, 2005 is approximately 15 years

NOTE 13 - STOCK PURCHASE AGREEMENT

In June 2004, Pharma was acquired by Sportan Uhithgstries, Inc. in a transaction accounted fos asverse acquisition. Pharma’s shareholders issved 6,386,439 Sportan
shares in exchange for 100 percent of the outstgmmbmmon shares of Pharma. Immediately followirig transaction, Sportan changed its name to Phani&,383,838 shares
were outstanding.

NOTE 14 - DERIVATIVE INSTRUMENTS
We evaluated the application of SFAS 133 and EITA9 for all of our financial instruments and idéetl the following financial instruments as defiives:

(1) Series A Warrants issued in conjunction witl binidge note exchange and private placement offerin June and July 2005( which expired on Felyridr 2006)
(2) Series B Warrants issued in conjunction with Ithidge note exchange and private placement offerin June and July 2005
(3) Series C Warrants issued in conjunction withihidge note exchange and private placement nfferin June and July 2005

We evaluated the provisions of the registratiomtsgagreement that require us to pay registrat@daydpayments in combination with the financialtinment and concluded tt
the combined instrument meets the definition obawdtive under SFAS 133 because the most econfamit of settlement under the warrant agreementdavoe for us to isst
registered shares which is deemed outside of autr@aunder EITF 00-19.

We determined that certain warrants to purchaseonmon stock are derivatives that we are requoetcount for as free-standing liability instrurtem our financial
statements. As a result, we report the value afehterivatives as current liabilities on our ba&skeet and report changes in the value of theseatiees as non-operating gains
or losses on our statements of operations. Theewalthe derivatives is required to be remeasured quarterly basis, and is based on the BlackI8siRyicing Model.

Variables used in the Black-Scholes option-priaimgdel include (1) 4.08% to 4.35% riflee interest rate, (2) expected warrant life & altual remaining life of the warrants a
each period end, (3) expected volatility is fron¥8t 475% and (4) zero expected dividends.

Due to the nature of the required calculationstaedarge number of shares of our common stockleebin such calculations, changes in our commooksprice may result in
significant changes in the value of the derivatiged resulting gains and losses on our statemesypterfations.
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The impact of the application of SFAS 133 and EODF19 on the balance sheet and statements of apesas of and through December 31, 2005 was ksl

Transition Date Liability as of Gain through
(10/26/2005) 12/31/2005 12/31/2005
Series A Warrants $ 332,44: % - 0% 332,44:
Series B Warrants 905,84( 264,95 640,88:
Series C Warrants 9,420,21! 6,496,69 2,923,51!
Totals $ 10,658,49 $ 6,761,65 $ 3,896,84:

NOTE 15 - RESTATEMENT

In accordance with SFAS 133 and EITF D®-in June 2006, we determined that certain wisranpurchase our common stock should be sepgi@tebunted for as liabilities (s
note 14 for details). We had not classified themgvdtive liabilities as such in our previouslyussl financial statements. In order to reflect thesnges, we restated our financial
statements for the year ended December 31, 20@&twd the fair value of these warrants on ourriasheet as a liability and record changes ivaihees of these derivatives in
our consolidated statement of operations as uzeghliGain (loss) on derivative liabilities.”

The aggregate balance sheet amount shown for tleesative liabilities decreased from $10,658,4@60xtober 26, 2005, the date the warrants becahéities, to $6,761,654
on December 31, 2005, resulting in a gain of $3885 in the statements of operations for the yaded December 31, 2005. This resulted in totallitas being understated by
$6,761,654 and net loss being overstated by $3896,

NOTE 16 - SUBSEQUENT EVENTS

Pharma entered into a remodeling construction achto complete three Good Manufacturing PractiGdP”) production suites at its new facility. Therstruction contract plus
equipment purchased separately cost approxima&€l9,$00. The construction began October 1, 2005.

The construction of the GMP facilities was compdeite January and certified on March 20, 2006 akSah 7 facility.

The Series A Warrant issued to investors in conoeetith the bridge note exchange and private ptaa offerings in June and July of 2005 expired-ebruary 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 procedures dhatdesigned to ensure that information requicetlet disclosed in Exchange Act reports is recorgeacesse!
summarized and reported within the time period<isige in the SEC's rules and forms, and that dnébrmation is accumulated and communicated tanéagement, includil
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 13ac). In designing and evaluating the disclosuretiols and procedures, management recognizeatlyatontrols and procedures, no matter how
designed and operated, can provide only reasoraegserance of achieving the desired control objestiand management necessarily was required ty #ppjudgment i
evaluating the cogtenefit relationship of possible controls and pchoes. We maintain that the controls and procedarptace do provide reasonable assurance thata#issal
disclosures are communicated as required.

At the end of the period covered by this Annual &&pwe carried out an evaluation, under the supienv and with the participation of management|uding the Chie
Financial Officer, of the effectiveness of the desand operation of our disclosure controls and@dares. Based on the foregoing, our Chief Find@fiticer concluded that o
disclosure controls and procedures were not effedt ensure that all material information requitede disclosed in this Annual Report has beenenkadwn to him in a time
fashion, because of an error in internal identffaraand Black Scholes valuation of stock issueadsfrvices. In connection with the completion of its audit afid the issuance
its report on, our financial statements for therye@ded December 31, 2005, Malone & Bailey, PCtified this deficiency that existed in the designoperation of our intern
control over financial reporting that it considéosbe “material weaknesses.” The Public Companyofioting Oversight Board has defined a material weak as asignifican
deficiency or combination of significant deficieasithat results in more than a remote likelihoad thmaterial misstatement of the annual or inténrancial statements will n
be prevented or detected.”

This error in the Black Scholes adjustment to steaked compensation was not detected until the prmliess and has been appropriately recorded anbtbsied in thi
Form 10KSB. We are in the process of improving our intéantrol over financial reporting in an effort temediate this deficiency through improved supémvisand training ¢
our accounting staff. This deficiency has beenldssd to our Board of Directors. We believe thas #gffort is sufficient to fully remedy this defemcy and we are continuing
efforts to improve and strengthen our control psses and procedures. Our Chief Financial Officerdirectors will continue to work with our auditcaisd other outside advis:
to ensure that our that our controls and procedamresdequate and effective.

In addition, we identified deficiencies in our imel controls and disclosure controls related ®abcounting for equity with detachable warrantanarily with respec
to accounting for derivative liabilities in accort® with EITF 0019 and SFAS 133. We restated our consolidated dinastatements for the year ended December 315 26¢
for the interim period ending March 31, 2006, iderto correct the accounting in such financialesteents with respect to derivative liabilities ikcardance with EITF 009 anc
SFAS 133. Since June 2006, we have undertaken iraprents to our internal controls in an effort tonegliate these deficiencies by improving supervigiod training of ot
accounting staff to understand and implement thairements of EITF 00-19 and SFAS 133.

ITEM 8B. OTHER INFORMATION

None
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PART Il

ITEM 9. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT DIRECTORS AND EXECUTIVE OFFICERS

The following are directors and executive officefshe Company as of May 3, 2006:

Name Age Position
David B. McWilliams 63 President, Chief Executive Officer and Director
Paul M. Frison 69 Director
Scott B. Seaman 50 Director
Gregory H. Bailey 50 Director
David Hung 48 Director (1)
C. W. Bill Rouse 58 Chief Financial Officer

(1) Proposed Director who will be appointed to servarenboard of directors on the tenth day followihg date of mailing of the Schedule fwhich the Company file
with SEC on May 5, 2006

David B. McWilliams - was appointed President and Director in Augus#2G@om December 2004 until August 2004, Mr. McV&iths was a private investor. Fr
June 2003 to December 2003, Mr. McWilliams senegr@sident and chief executive officer of BacléBiarcodes, Inc., a molecular diagnostics comp&ngm May 2002 to Jul
2003, Mr. McWilliams served as chief executive céfi of Signase, Inc., a cancer therapy company MdkVilliams served as chief executive officer ofdgesive Pharmaceutic:
Inc., a cardiovascular therapeutics company fromeJL992 to March 2002. Prior to June 1992, Mr. Mit¢ns served as chief executive officer of Zonadea, a huma
reproductive products company. Prior to that tifie, McWilliams was a senior executive with Abbotatoratories and a management consultant with MeKir& Co. He
currently serves as a director of Novelos Therapsuinc. Mr. McWilliams also serves on the boanfishe Texas Healthcare and Bioscience Institutttha Houston Technolo
Center. Mr. McWilliams received an MBA in finana®in the University of Chicago, and a B.A. in chemyisPhi Beta Kappa, from Washington and JefferGotiege.

Paul M. Frison - has served as a Director of the Company since idbee, 2004. Mr. Frison has been president and exetutive officer of the Houston Technol:
Center since January 1999. Before helping to fatedHouston Technology Center in 1999, Frison spdnyears as president and/or chief executive exffiwilding three publ
companies, NYSE-listed LifeMark, Nasdag-listed ComepCraft, and Nasdasted LifeCell Corp. Mr. Frison currently servesi aghe Board of Directors of Microm
Technologies, Inc. He received his B.A. from Ocaité College in Los Angeles, California.

Scott B. Seaman has served as a Director of the Company sincel A2006. Mr. Seaman currently serves as the exezulirector and treasurer of the Albert
Margaret Alkek Foundation of Houston, Texas, agévfoundation primarily supporting institutionstire Texas Medical Center in Houston, Texas. Siaceiary 1996 to prese
Mr. Seaman has served as the chief financial affi€&haswil Ltd., an investment management comp8&iyce September 1986, Mr. Seaman has servedeetay and treasul
of M & A Properties Inc., a ranching and real estadncern. Since January 2003, Mr. Seaman hasdsasvehairman and, since July 2004, president 8fNManagement Inc., tl
general partner of Impact Composite Technology,laccomposite industry supplier. Since May 2004, 8aman has served as a Member of the Investnoenin@tee of Glob:
Hedged Equity Fund LP, a hedge fund. Mr. Seamagived a bachelor’s degree in business administrdtam Bowling Green State University.

Dr. Gregory H. Bailey - has served as a Director of the Company since 2006. Since May 2004, Dr. Bailey has served asaaging director of MDB. From Ju
2002 to June 2003, Dr. Bailey served as a managjiegtor of Gilford Securities, Inc and from 19983une 2002, Dr. Bailey served as a managing direftKnightsford Ban
Corp. Since May 2005, Dr. Bailey has served asctlir of Medivation, Inc., a public company focusedacquiring biomedical technologies. Dr. Bailejds a M.D. from th
University of Western Ontario.

Dr. David Hung - is a proposed director who will assume his direstigr after ten days of the filing the Schedule 1dijch the Company plans to file with SEC
May 4, 2006. Dr. Hung has served as the presidimf executive officer and on a board member ofiMation, Inc. since December 17, 2004. Dr. Hurgpdias served as -
President and Chief Executive Officer, and membidehe board of directors, of Medivation, Ing.Subsidiary, Medivation Neurology, Inc. sinceiitseption in September 20(
From 1998 until 2001, Dr. Hung was employed by RroDHealth, Inc., a privately held medical devieempany, as Chief Scientific Officer (199899) and as President :
Chief Executive Officer (1992001). From December 2001 to January 2003, Dr. Hamged as a consultant to Cytyc Health Corporaftwam July 1999 to November 2001,
Hung served as president and chief executive afi€€roDuct Health, Inc. Dr. Hung received his Mfibm the University of California at San Frandsand his M.A. and A.
in biology and organic chemistry from Harvard Cgle
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C. William “Bill” Rouse - Mr. Rouse has served as the Comparghief financial officer since May 2004. Prior May 2004, Mr. Rouse was managing directc
Rouse Associates from April 1999 until May 2004orRrJanuary 1995 to April 1999 he was chief marlgtfficer for Futorian Inc. and from December 138Qanuary 1995 |
was a division general manager for Masco Corpamatior to 1990 Mr. Rouse was President of BEt¢, Mr. Rouse has led several startups and turndsoand founded seve
successful companies.

Audit Committee

The Audit Committee of the Board currently consisftshe entire Board of Directors, but it is expetthat the audit committee will be reconstituedansist of at lea
two nonemployee directors. The audit committee selectdedralf of our Board of Directors, an independartiligc accounting firm to be engaged to audit onaficial statemen
discuss with the independent auditors their inddpane, review and discuss the audited financi&stants with the independent auditors and manageamehrecommend to ¢
Board of Directors whether the audited financidiswdd be included in our Annual Reports to be fileith the SEC. The audit committee operates puttsicaa written charte
which was adopted in February 2005. During thefiastl year, the audit committee held 4 meetimys the then members of the Audit Committee atteridatimeeting.

Upon the reconstitution of the Audit Committeesiexpected that all of the members of the auditroittee will be noremployee directors who: (1) met the criterie
independence set forth in Rule 1&b)(1) under the Securities Exchange Act; (2) midd participate in the preparation of our finanattements or the financial statemen
Opexa Pharmaceuticals, Inc.; and (3) are ablead emd understand fundamental financial stateméerdisiding a balance sheet, income statement asl ffaw statement. Tl
Board has determined that Mr. Seaman qualifiendadit committee financial expert” as definedllgm 401(e) of Regulation S-B of the Exchange Act.

Compliance with Section 16(a) of the Exchange Act

Section 16(a) of the Exchange Act requires ouratiines, executive officers, and the persons who tigaly own more than ten percent of our commoaockt to file
reports of ownership and changes in ownership thighSecurities and Exchange Commission. Copied| difeal reports are required to be furnished to Based solely on fl
reports received by us and on the representatibtieeaeporting persons, we believe that thesegmardiave complied with all applicable filing reqnirents during the fiscal ye
ended December 31, 2005, except the following weperted late: (i) a Form 4 for the grant of optida Messrs. Boveroux, Wesner, Kamin for their & rendered; (ii) a Fol
4 for the grant of options to Messrs. Kamin anddii for reelection to the Board of Directors; (iii) a Fornf@ Mr. Wesner; (iv) a Form 4 for the exchange eftain Compan
securities by Messrs. Rouse and McWilliams; (v)oank4 for the purchase of certain Company secsribtye Mr. McWilliams; (vi) a Form 4 for the sale shares of Compa
common stock by Warren Lau, a then existing tercergrbeneficial holder; and (vii) a Form 4 for ij&ing of Company common stock to a charity and flurchase of certe
Company securities by George Jarkesy, a then egitth percent beneficial holder. Each late Foran@ Form 4 has been filed.

Code of Ethics for the CEO, CFO and Senior FinancieOfficers

In 2005, in accordance with SEC rules, the thentaz@immittee and the Board of Directors adopted @O, CFO and Senior Financial Officers Code ofidat
Conduct. The Board of Directors believes that theséviduals must set an exemplary standard of achdparticularly in the areas of accounting, intdraccounting contrc
auditing and finance. This code sets forth ethstahdards the designated officers must adhered@tuer aspects of accounting, auditing and firdreompliance.

30




ITEM 10. EXECUTIVE COMPENSATION.

Executive Compensation

The following tables contain compensation dateoiarnamed executive officers for the fiscal yeatieg December 31, 2005.

Summary Compensation Table

Long Term
Compensation
Annual Compensation Awards
Securities
Underlying All Other
Name and Salary Bonus Options Compensation
Principal Position Year ($) ($) (#) ($)

David B. McWilliams (1) 200t 250,00( - 50,00( -
200¢ 83,00( - 370,000 (3 -
200z - - - -

C. William Rouse (3) 200t 180,00( - 50,00( -
200¢ 77,50( - 100,000 () -
200z - - - -

(1) Served as chief executive officer since Audig€4.

(2) See “Executive Employment Contracts” for a di&sion of the option.

(3) Served as chief financial officer since May 200

Option Grants in Last Fiscal Year
(Individual Grants)
Number of Securities % of Total Options Exercise/Base Price Expiration
Name Options Granted Granted to Fiscal Year ($/Share) Date
David B. McWilliams 50,000 2% 3.00 01/21/2010
Bill Rouse 50,000 2% 3.00 01/21/2010
Options Exercises and Fiscal 2005 Year End Values
Number of Shares Value of Unexercised
Underlying Unexercised In-the-Money Options
Options at December 31, 2005 at December 31 2005 (1)
Name Exercisable Unexercisable Exercisable Unexercisable
David B. McWilliams A
243,33: 176,66° $ - (1) $ - (1)
Bill Rouse 99,99¢ 50,00: $ -1) $ -(1)
(1)  The value of “in-the-money” stock options represehe difference between the $3.00 exercise pfisesch options and the fair market value of $0.60ghare of common

stock as of December 31, 2005, the closing pricd@tommon stock reported on the OTC Bulletin Bdar December 30, 2005.
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David B. McWilliams has an existing employment agnent with the Company that he entered into effectiugust, 2004. Mr. McWilliams current agreemeont the
position of chief executive officer is at an annsalary of $250,000 and may be terminated by usrorat any time for any or no reason. Mr. McWillismas the right to purche
370,000 shares of Company common stock exercisalagrice per share of $3.00, which all vestechupe closing of the April 2006 financing. In Janu2005, Mr. McWilliam:
was granted an option to purchase 50,000 sharesrofnon stock at a purchase price of $3.00 per sloérehich 16,667 shares vested immediately, 16 §ftares vested
January 2006 and 16,666 shares will vest in Jan2@@8y. In May 2006, subject to the shareholderprayal of an amendment to the June 2004 Compensatory Stock iOpta
(“Plan”) increasing the number of shares of common stodkoaizied for issuance under the Plan, Mr. McWilliawess granted a ten year option for purchase 1,P00sBares «
common stock at $0.50 per share vesting in threesyeith ninety day acceleration upon Mr. McWilliattermination.

C. William “Bill” Rouse entered into an employment agreement, egpitime 2006, providing for an annual salary of $080. Mr. Rouse has the right to purct
100,000 shares of Company common stock exercisabdeprice per share of $3.00. This option willtviesthree parts: 33,333 on April 29, 2005, 33,888April 29, 2006 an
finally 33,334 on April 29, 2007. Any unexerciseptions will expire on April 29, 2009. In January(X) Mr. Rouse was granted an option to purchasg0b0shares of comm
stock at a purchase price of $3.00 per share, @ftwt6,667 shares vested immediately, 16,667 shessted in January 2006 and 16,666 shares willimeXnuary 2007. In Mi
2006, subject to the shareholders’ approval of amendment to the Plan increasing the number obshaircommon stock authorized for issuance undePthn, Mr. Rouse w
granted two options: (i) a five year option exeabie at $0.50 per share to purchase 650,000 sbhcesnmon stock, 1/3 vesting immediately and thiamee vesting one year fr
the grant date, with no acceleration or terminapoovisions resulting from Mr. Rousetermination of employment with the Company; aida( five year option exercisable
$0.50 per share to purchase 100,000 shares of corstnok to become vested if the Companggistration statement to be filed pursuant eAbril 2006 financing is filed wit
the SEC and deemed effective by the SEC withoggériing any payment obligations as provided fothia April 2006 financing, with no acceleration errhination provisior
from Mr. Rouse’s termination of employment with fempany.

Compensation of Directors

Mr. Frison was compensated $2,500 quarterly plu®CEL for each regular board meeting attended irsquerand $500 for each regular meeting attende
teleconference. Mr. Frison is also compensatedd1f0r each compensation committee meeting he @gtamd $500 for each nominating committee meetm@ttends. M
McWilliams who is a director and an officer doeg neceive any compensation for his services asmbwee of our board of directors. Subject to the shalders’ approval of an
amendment to the Plan increasing the number oeshafrcommon stock authorized for issuance unaePtan, as directs’compensation for the period ending April 13, 2a6¢
Company approved the issuance of a ten year ofigurchase 350,000 shares of common stock to 8itey§ Mr. Seaman and Dr. Hung at an exercise @fc®0.52 per shar
Each of these options vest 50% on the date of g&&i% on the first anniversary and the remaining 2% the second anniversary with ninety day acagter upon the directc
termination We reimburse our directors for traved &0dging expenses in connection with their attero@ at board and committee meetings.

In May 2006, the Board approved the acceleratetingesf the options held by Messrs. Boveroux, Weskamin and Frison and extended the term to eserfur thre
years. In addition, subject to the sharehol’ approval of an amendment to the Plan increasing the number oeshafrcommon stock authorized for issuance undePtan, s
compensation for the directorgtior efforts, the board approved the issuancéne year options to purchase 20,000 shares toaaddiessrs. Boveroux, Wesner and Kamin
25,000 shares to Mr. Frison. These options arecesadsle at $0.52 per share and vest in one year.

ITEM 11. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT AND RELATED STOCKHOLDER MATTER S.

The following table sets forth, as of May 3, 2008e number and percentage of outstanding shat€smpany common stock owned by: (a) each personisvkeowr
by us to be the beneficial owner of more than 5%uwf outstanding shares of common stock; (b) edadundirectors; (c) the named executive officessdafined in Item 402
Regulation S-B; and (d) all current directors ardcaitive officers, as a group. As of May 3, 200@&re were 66,967,035 shares of common stock issuédutstanding.
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Beneficial ownership has been determined in acemelavith Rule 138 under the Exchange Act. Under this rule, certdiares may be deemed to be benefic
owned by more than one person (if, for examplesqes share the power to vote or the power to despbshe shares). In addition, shares are deembd beneficially owned by
person if the person has the right to acquire shéfile example, upon exercise of an option or wajravithin 60 days of the date as of which the infation is provided. |
computing the percentage ownership of any pers@namount of shares is deemed to include the anudigitares beneficially owned by such person bgaeaf such acquisitic
rights. The warrants issued in the April 2006 ficiag are only exercisable upon the effectivenesthefl for 10 reverse stock split. The Companydfite Preliminary Pro»
Statement on or about May 5, 2006, to hold a slddeh meeting on June 15, 2006, to vote on, amdhgratems, the 1 for 10 reverse stock split. Forppses of benefici
ownership calculations herein, it is assumed thatlt for 10 reverse stock split will be effectedi dhe warrants issued in the April 2006 financinil e exercisable within €
days from May 5, 2006. As a result, the percentdgrutstanding shares of any person as shown ifolfeving table does not necessarily reflect tleesons actual voting pow:
at any particular date.

To our knowledge, except as indicated in the fotasdo this table and pursuant to applicable conityymoperty laws, the persons named in the tabletsole votin
and investment power with respect to all sharesoafmon stock shown as beneficially owned by them.

Number of
Shares
Name and Address of Beneficial Owne(l) Owned Percentage of Class
Beneficial Owners of more than 5%
SF Capital Partners Ltd. (2) 10,000,000 (= 14.93%
Magnetar Capital Master Fund, Ltd (4) 6,725,000 (£ 9.99%
Austin Marxe and David Greenhouse (6) 15,000,000 (¢ 20.84%
Albert and Margaret Alkek Foundation (7) 6,859,724 (¢ 9.99%
Alkek & Williams Ventures Ltd. (9) 4,167,974 (1( 6.08%
DLD Family Investments, LLC (11) 3,707,780 (1 5.43%
Officers and Directors
Scott B. Seaman (9) 4,685,807 (12 6.81%
David B. McWilliams 577,148 (14 *
C. William Rouse 499,957 (1& *
Gregory H. Bailey 714,275 (1€ 1.06%
Paul Frison 75,000 (17 *
David Hung 175,000 (1€ *
All directors and executive officers as a groupéssons) ** 6,552,187 (1¢ 9.4%

* Less than 1%
** Dr. Hung, a proposed director, is excluded froalculation of directors and executive officersaagroup. If Dr. Hung were included in such caldglat the number of shai
beneficially owned by directors and executive waulctease to 6,727,187 shares of common stock 8649

Q) Unless otherwise indicated, the mailing addresh®tbeneficial owner is c/o PharmaFrontiers C&635 N. Crescent Ridge Drive, The Woodlands, Texa81.

2) Michael A. Roth and Brian J. Stark exercise joioting and dispositive power over all of the shasesommon stock beneficially owned by SF Capitattfers Ltd., bt
Messrs Roth and Stark disclaim beneficial ownersliipuch sharesthe information in this footnote is primarily based a Schedule 13G filed with the SEC on A
17, 2006 and other information provided to Tlke mailing address of SF Capital Partners Ltat/dasStark Offshore Management, LLC, 3600 South LBkiee, St
Francis, WI 53235.
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©)

Q)

®)

(6)

@

Excludes 5,000,000 shares of Company common stodkrlying a Warrant that SF Capital Partners Lscdtantractually prohibited from exercising to theeat that i
would beneficially own in excess of 9.999% of th&at number of issued and outstanding shares oframmstock after such exercise.

Magnetar Financial LLC is the investment advisoMzgnetar Capital Master Fund, Ltd. (“Magnetaaf)d consequently has voting control and investrdesaretior
over securities held by Magnetar. Magnetar FirelncLC disclaims beneficial ownership of the shahedd by Magnetar. Alec Litowitz has voting contavel
Supernova Management LLC, which is the generalnpardof Magnetar Capital Partners LP, the sole magagember of Magnetar Financial LLC. As a resMit,
Litowitz may be considered the beneficial owneranly shares deemed to be beneficially owned by Magrfeinancial LLC. Mr. Litowitz disclaims benefa

awnershin of these shares The mailina addredsenheneficial nwner is 16802 Orrinaton Ave Y Flnar Fvanstan  lllinais 8020°

Excludes 2,875,000 shares of Company common staderlying a Warrant that Magnetar is contractugtphibited from exercising to the extent that ituid
beneficially own in excess of 9.999% of the totamber of issued and outstanding shares of comnuwk sifter such exercise.

Consisting of: (i) 3,310,000 shares of common staec# 1,655,000 shares of common stock issuable tipoaxercise of a Warrant held by Special SituastiBund |1
QP, L.P., (ii) 284,000 shares of common stock a421d00 shares of common stock issuable upon theisgeof a Warrant held by Special Situations FUhd..P., (iii)
906,000 shares of common stock and 453,000 shdresnamon stock issuable upon the exercise of a &varheld by Special Situations Cayman Fund, L.iR)
4,000,000 shares of common stock and 2,000,00@shdircommon stock issuable upon the exerciseVBaeant held by Special Situations Private Equitnd, L.P.
and (v) 1,500,000 shares of common stock and 780s@@res of common stock issuable upon the exeotigé/Narrant held by Special Situations Life Scis Func
L.P. MGP Advisors Limited (“MGP”)s the general partner of Special Situations FUhdQ)P, L.P. and Special Situations Fund Ill, LARVM Investment Compan
Inc. (“AWM?") is the general partner of MGP and theneral partner of and investment adviser to tleciapSituations Cayman Fund, L.P. MG Advisers,.C.L(“MG")
is the general partner of and investment advisénédSpecial Situations Private Equity Fund, L.B.Advisers, LLC (“LS")is the general partner and investment ad
to the Special Situations Life Sciences Fund, IABstin W. Marxe and David M. Greenhouse are thagyial owners of MGP, AWM, MG and LS. Through ti
control of MGP, AWM, MG and LS, Messrs. Marxe ante@house share voting and investment control theeportfolio securities of each of the funds listbove
The information in this footnote is primarily based a Schedule 13D filed with the SEC on April 2806 and other information provided to iibe mailing address
Messrs. Marxe and Greenhouse is 527 Madison Avesuite 2600, New York, New York 10022.The mailirdfeess of the beneficial owner is 3600 South Lakied,
St. Francis, WI 53235.

This information is based on the Schedule 13D filétth the SEC on April 24, 2006, as amended, byeflland Margaret Alkek Foundation (the “Foundatjoiikek &
Williams Ventures, Ltd. (“Ventures”), Scott Seamddi,D Family Investments, LLC, and the other repugtipersons named therein (the” Foundation 13DHe
Foundation acts through an investment committa@esdfoard of directors, which includes Mr. Danighald, Mr. Joe Bailey, Mr. Scott Seaman and Ms.dabBunca
Williams. Mr. Seaman is the executive director foé Foundation and chairman of the investment cotemifThe investment committee has sole voting amesitmer
power over all of the shares of common stock berly owned by the Foundation. However, pursuanthte Foundation 13D, neither the executive dinecm
any member of the investment committee may acwiddally to vote or sell shares of common stockdhgy the Foundation; therefore, the Foundationduwaxlude:
that no individual committee member is deemed toelieially own, within the meaning of Rule 13def the Exchange Act, any shares of common st@té hy the
Foundation solely by virtue of the fact that hesbe is a member of the investment committee. Aaiuttily, pursuant to the Foundation 13D, the Foundaha:
concluded that because Mr. Seaman, in his capasigxecutive director or chairman of the investnoammittee, cannot act in such capacity to votsedirshares «
common stock held by the Foundation without therapal of the investment committee, he is not deemodakeneficially own, within the meaning of Ruledt3 of the
Exchange Act, any shares of common stock held byFtsundation by virtue of his position as executlirector or chairman of the investment commitfEee mailing
address of the beneficial owner is 1221 McKinne§28} Houston, Texas 77010.
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®)

©)

(10)

1y

(12)

Consisting of: (i) 120,834 shares of common stoo#teulying series B warrants exercisable at $2.0Cshare; (i) 222,223 shares of common stock updeglseries (
warrants exercisable at $3.00 per share; and1(j850,000 shares of common stock underlying a Wariaxcludes 1,150,000 shares of Company commock
underlying a Warrant that the Foundation is cortralty prohibited from exercising to the extentttitavould beneficially own in excess of 9.999%tbé total numbe
of issued and outstanding shares of common stdek sich exercise. Pursuant to the Foundation #f8Df-oundation and other reporting persons natme@in may b
deemed to constitute a group for purposes of Sedtfd) or Section 13(g) of the Exchange Act. Idwer, the Foundation, Ventures, Chaswil, Ltd., krd Seama
expressly disclaim (i) that, for purposes of Settl@(d) or Section 13(g) of the Exchange Act, they a member of a group with respect to securitidke Compan
held by DLD Family Investments, LLC, Mr. Arnold, MBailey or Ms. Williams and (ii) that they haveragd to act together with DLD Family InvestmentsClL. Mr.
Arnold, Mr. Bailey or Ms. Williams as a group othiran as described in the Foundation 13D. Theretbis does not include the following securities} 2,333,33:
shares of common stock held by DLD Family InvesttaehlL C; (ii) 96,667 shares of common stock undedyseries B warrants exercisable at $2.00 peresheld b
DLD Family Investments, LLC; (iii) 177,779 sharesammmon stock underlying series C warrants exahbies at $3.00 per share held by DLD Family Invesiis
LLC; (iv) 1,200,000 shares of common stock undedya Warrant held by DLD Family Investments, LL@} 266,667 shares of common stock held by Mr. Adn@¥i)
48,334 shares of common stock underlying seriesaBamts exercisable at $2.00 per share held byAkold; (vii) 88,889 shares of common stock undiedyseries |
warrants exercisable at $3.00 per share held byAvirold; (viii) 100,000 shares of common stock urigiag a Warrant held by Mr. Arnold; (ix) 100,00Gi&es c
common stock held by Mr. Bailey; (x) 50,000 shasscommon stock underlying a Warrant held by Mr.il®g (xi) 2,636,667 shares of common stock hel
Ventures; (xii) 99,084 shares of common stock ulyitey series B warrants exercisable at $2.00 peresimeld by Ventures; (xiii) 182,223 shares of camnstocl
underlying series C warrants exercisable at $3®0spare held by Ventures; (xiv) 1,250,000 shafesoommon stock underlying a Warrant held by Vensurev)
200,500 shares of common stock held by Mr. Searfiai);, 29,000 shares of common stock underlyingeseB8 warrants exercisable at $2.00 per share heldrt
Seaman; (xvii) 53,333 shares of common stock uwiherlseries C warrants exercisable at $3.00 peresheld by Mr. Seaman; and (xviii) 75,000 sharesahmot
stock underlying a Warrant held by Mr. Seaman. ififiemation in this footnote is primarily based the Foundation 13D and other information provideds.

Chaswil, Ltd. is the investment manager of Ventuaed holds voting power and investment power witspect to Company securities held by Ventures jpuntsto
written agreement. Scott B. Seaman is a principakaswil, Ltd and has shared voting power and eshamvestment power over all of the shares of comstocl
beneficially owned by Ventures. The informatiortliis footnote is primarily based on the Foundati@® and other information provided to T$he mailing address
the beneficial owner is 1221 McKinney #4545, Hoasfbexas 77010.

Consisting of: (i) 99,084 shares of common stocHarlying series B warrants exercisable at $2.00spere; (ii) 182,223 shares of common stock undeglgeries (
warrants exercisable at $3.00 per share; andL(R$0,000 shares of common stock underlying a \Marra

Randa Duncan Williams is the principal of DLD Fayniihvestments, LLC and she may be deemed to exevciing and investment power with respect to sidres
The information in this footnote is primarily based the Foundation 13D and other information predido usThe mailing address of the beneficial owner is FBGX
4735, Houston, Texas 77210-4735.

Consisting of: (i) 2,333,334 shares of common stbhekd by DLD Family Investments, LLC; (ii) 96,66 haes of common stock underlying series B war
exercisable at $2.00 per share held by DLD Fammlyestments, LLC; (i) 177,779 shares of commortistonderlying series C warrants exercisable at®bB&r shar
held by DLD Family Investments, LLC; and (iv) 1,1000 shares of common stock underlying the Warraeks by DLD Family Investments, LLC. Ms. Willianis or
the investment committee for the Foundation. Pursta the Foundation 13D, the Foundation has cateduthat no individual committee member is deena
beneficially own, within the meaning of Rule 13df the Exchange Act, any shares of common stetd by the Foundation solely by virtue of the fdwt he or she
a member of the investment committee. The inforamatn this footnote is primarily based on the Foatimh 13D and other information provided to Tiee mailing
address of the beneficial owner is P.O. Box 473&ydton, Texas 77210-4735.
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(13)

(14

(15)

(16)

@an

(18)

(19)

Consisting of: (i) 175,000 shares underlying ariapt(ii) 2,636,667 shares of common stock heldMentures; (iii) 99,084 shares of common stock ulyitey series |
warrants exercisable at $2.00 per share held bytwest (iv) 182,223 shares of common stock undeglyseries C warrants exercisable at $3.00 per dielck by
Ventures; (v) 1,250,000 shares of common stock tiyidg the Warrants held by Ventures; (vi) 29,00@ues of common stock underlying series B warrargscisabl
at $2.00 per share; (vii) 53,333 shares of commocksunderlying series C warrants exercisable &@d@per share; and (viii) 75,000 shares of comntooksunderlyin
the Warrants. (See footnote 8 for additional dis@mrsof the information set forth in clauses (fijdugh (v) of the preceding sentence.) Pursuatited-oundation 13l
this does not include the following shares which BMeaman has determined he does not have beneifierarship or disclaimed beneficial ownership:5i166,66
shares of common stock held by the Foundation1#i),834 shares of common stock underlying serie@Bants exercisable at $2.00 per share held dytundatior
(iii) 222,223 shares of common stock underlyingieeIC warrants exercisable at $3.00 per share Inelthe Foundation; (vi) 2,500,000 shares of comratutk
underlying a Warrant held by the Foundation; and1&,000 shares of common stock that Mr. Seamarapesed to transfer to his &%fe pursuant to an Agreemt
Incident to Divorce dated April 4, 2006. (See famin7 for additional discussion of the informattet forth in clauses (i) through (iv) of the preicedsentence.) Ti
mailing address of the beneficial owner is 1221 lfotey #4545, Houston, Texas 77010.

Consisting of: (i) 403,333 shares of common stoeHeaxlying stock options; (ii) 37,885 shares of coomnstock underlying series B warrants exercisab®2z00 pe
share; and (iii) 69,674 shares of common stock tiyidg series C warrants exercisable at $3.00 pares

Consisting of: (i) 316,665 shares of common stoclarlying stock options; (ii) 6,647 shares of conmnstock underlying series B warrants exercisabl$2ad0 pe
share; and (iii) 12,225 shares of common stock tiyidg series C warrants exercisable at $3.00 pares

Consisting of: (i) 175,000 shares underlying stopkions; (ii)a warrant to purchase 389,275 shafemmmon stock exercisable at $0.50 per sharg;1@0,000 shares
of common stock held by Palantir Group, Inc., atitgin which Dr. Bailey has investment and votipgwer; and (iv) 50,000 shares of common stock uUwihey a
Warrant held by Palantir Group, Inc.

Consisting of 75,000 shares of common stock undweylgptions.
Consisting of 175,000 shares of common stock upiteristock options.

Consisting of: (a) the following held by Mr. Seam@rwhich Mr. Seaman may be deemed to have votigimvestment power (i) 175,000 shares underlyimgtion
(ii) 2,636,667 shares of our common stock held leptdres; (iii) 99,084 shares of our common stoattenlying series B warrants exercisable at $2.00share held t
Ventures; (iv) 182,223 shares of our common staudtedlying series C warrants exercisable at $3.0Gspare held by Ventures; (v) 1,250,000 sharesuofcommoi
stock underlying a Warrant held by Ventures; (@)a0 shares of our common stock underlying s@iasrrants exercisable at $2.00 per share; (viij333 shares
our common stock underlying series C warrants és&lte at $3.00 per share; and (viii) 75,000 shafesir common stock underlying a Warrant; (b) filikowing helc
by Mr. McWilliams (i) 403,333 shares of common $temderlying stock options; (ii) 37,885 shares ofmenon stock underlying series B warrants exercesabl$2.0
per share; and (iii) 69,674 shares of our commookstinderlying series C warrants exercisable a2d®per share; (c) the following held by Dr. Baileywhich Dr
Bailey has voting and investment power; (i) 175,88@res underlying stock options; (ii)389,275 shiafecommon stock underlying a warrant exercisabl$0.50 pe
share; (iii) 100,000 shares of common stock heldPhiantir Group, Inc.; and (iv) 50,000 shares ahowmns underlying a Warrant held by Palantir Grouap,; (d’
38,333 shares of common stock underlying stockoogtheld by Mr. Frison; and (e) the following hélg Mr. Rouse (i) 316,665 shares of common stockedgihg
stock options; (ii) 6,647 shares of common stocleaulying series B warrants exercisable at $2.00spare; and (iii) 12,225 shares of our common staufterlying
series C warrants exercisable at $3.00 per share.
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Equity Compensation Plan Information

The following table sets forth information, as oéd&@mber 31, 2005, with respect to the Compaegmpensation plans under which common stock tisoaized fo
issuance. Additionally, prior to July 2004, the Gmany issued warrants and options to certain officéirectors and consultants not approved by stldieins, which issuances w
negotiated between the recipient and the Boardirfcibrs on an issuance basis. We believe thatxthecise price for all of the options set forthdvelreflects fair market value.

Number of Securities
Remaining Available for

Number of Securities To Weighted Average Future Issuance Under Equity
be Issued Upon Exercise Exercise Price of Compensation Plans
of Outstanding Options, Outstanding Options, (Excluding Securities
Warrants and Rights Warrants and Rights Reflected in Column A)
Plan Category (A) (B) ©)
Equity Compensation Plans Approved b
auity P ] PP y 2,376,933 (1) $2.46 623,067 (2)
Security Holders
Equity Compensation Plans Not Approved
auity P ) PP 200,000 $00 e
by Security Holders
Total 2,576,933 623,067(2)

(1) As of March 20, 2006, there were 2,946,933 sharesmmon stock issuable upon exercise of outstanstiock options under the Plan.

(2) As of March 20, 2006, there were only 53,067 shafesmmon stock remaining available for futuraiesce under the Plan.

ITEM 12. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

Prior to the April 2006 financing, Mr. Seaman, widually owned 50,500 shares of the Compangdmmon stock, series B warrants to purchase @&béres of tt
Company’s common stock, and series C warrants tchaige 40,000 shares of the Compamgmmon stock. In addition, Ventures, an entitwhich Mr. Seaman may be deer
to have voting power and/or investment power, owh26,667 shares of the Company’s common stockes&iwarrants to purchase 99,084 shares of the @ayigpcommo
stock, and series C warrants to purchase 182,22@stof the Company’common stock. In connection with the April 2008ahcing, (i) Mr. Seaman individually purcha
150,000 shares of the Company’s common stock ardissaed a Warrant to purchase 75,000 shares @dhganys common stock, and (ii) Ventures acquired 2,500 £tare
of the Company’s common stock and a Warrant tolpase 1,250,000 shares of the Compamgmmon stock. Pursuant to the Foundation 13D Sdaman has concluded tha
does not have beneficial ownership of the sharestaak held by Foundation. Additionally, pursuamthe Foundation 13D, Mr. Seaman and other rempgarsons named ther
may be deemed to constitute a group for purpose3eofion 13(d) or Section 13(g) of the Exchange. Attowever, the Foundation, Ventures, Chaswil,.Léshd Mr. Seam:
expressly disclaim (i) that, for purposes of Settl@(d) or Section 13(g) of the Exchange Act, taegya member of a group with respect to securitieie Company held by DL
Family Investments, LLC, Mr. Arnold, Mr. Bailey ds. Williams and (ii) that they have agreed totagether with DLD Family Investments, LLC, Mr. Arido Mr. Bailey or Ms
Williams as a group other than as described inFtvendation 13D. The reporting persons in the Fotiodd 3D, other than Mr. Seaman and Ventures, awtiné aggregate: iy
7,866,668 shares of common stock; (ii) 235,835 eshaf common stock underlying series B warrantgais@ble at $2.00 per share; (iii) 444,446 shafesoonmon stoc
underlying series C warrants exercisable at $3édGpare; and (iv) 2,600,000 shares of common siadkrlying Warrants.
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In connection with the April 2006 financing, (i) IBatir Group, Inc., an entity in which Dr. Bailep$voting power and/or investment power, acqui@@do0 shares
the Company’s common stock and a Warrant to puB&000 shares of the Compasmgommon stock, (iij) MDB, an entity in which Dr. iBgy is an managing director, t
disclaims any voting power and/or investment powequired 2,000,000 shares of the Company’s comstaek and a Warrant to purchase 1,000,000 shardseofompanye
common stock, and (iii) MDB received $1,723,300 itsrservices in the April 2006 financing and aethiyear warrant to purchasg,083,300 shares of the Compangommo
stock at $0.50 per share, of which MDB assigneditie to purchase 389,275 shares of common sték tBailey on April 24, 2006.

None of our executive officers or directors andrtfemily members or affiliates are indebted to @@mpany in an amount greater than $60,000

ITEM 13. EXHIBITS

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

Exhibit No. Description
Exhibit 2.1 Stock Purchase Agreement (incorporated by referemEshibit 2.1 to the Company's Current Reporfonm K filed June 4, 2004)
Exhibit 2.2 Merger Agreement (incorporated by reference to Eixfi.1 to the Company's Current Report on 8-Kdfi@ctober 8, 2004)
Exhibit 3.1 Amended and Restated Articles of Incorporation diporated by reference to Exhibit A to the Comparyéfinitive Information Stateme
filed on June 29, 2004)
Exhibit 3.2 By-laws (incorporated by reference to Exhibit 21te Company's Registration Statement on Form @& July 19, 2005)
Exhibit 4.1 Form of Common Stock Certificate (incorporated bference to Exhibit 2.3 to the Company's Registra8tatement on Form 18B (File No

000-25513), initially filed March 8, 1999

Exhibit 10.1 2004 Compensatory Stock Option Plan (incorporatetekerence to Exhibit B to the Company's Defirétinformation Statement filed on Ji
29, 2004)

Exhibit 10.2 Employment Agreement of David McWilliams (incorpted by reference to Exhibit 10.1 to the Companyisu@rly Report on Form 1QSE
filed November 16, 2004)

Exhibit 10.3 Second Amended Employment Agreement of William Ro(iscorporated by reference to Exhibit 99.1 to @@mpany's Current Report
Form 8-K filed February 4, 2005)

Exhibit 10.4 Director's Agreement of David McWilliams (incorpted by reference to Exhibit 10.4 to the Companysi@erly Report on Form 1QSE
filed November 16, 2004)

Exhibit 10.5 Director's Agreement of Paul Frison (incorporatgddference to Exhibit 10.7 to the Company's AnrReport on Form 1@&SB filed April 15
2005)

Exhibit 10.6 Termination Settlement and Release Agreement witRyne Fritzsche (incorporated by reference toiliik99.3 to the Company's Curn
Report on Form 8-K filed February 4, 2005)

Exhibit 10.7 Form of Warrant Agreement (incorporated by refeeetacExhibit 10.13 to the Company's Annual Reparform 10KSB filed April 15, 2005

Exhibit 10.8 Amended and Restated License Agreement with Bagldtege of Medicine (incorporated by reference thiBit 10.14 to the Compan'

Annual Report on Form 10-KSB filed April 15, 2005)
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Exhibit 10.9

Exhibit 10.10

Exhibit 10.11

Exhibit 10.12

Exhibit 10.13

Exhibit 10.14

Exhibit 10.15

Exhibit 10.16

Exhibit 10.17

Exhibit 10.18

Exhibit 10.19

Exhibit 10.20

Exhibit 10.21

Exhibit 10.22

Amended and Restated License Agreement with Urityeo$ Chicago (incorporated by reference to Exhitd).15 to the Company's Ann
Report on Form 10-KSB filed April 15, 2005)

Second Amendment to the Amended and Restated ldckgseement (incorporated by reference to Exhibiglof the Compang’ Report o
Form 8-K filed April 18, 2006)

Form of Series A Common Stock Purchase Warrano(parated by reference to Exhibit 10.15 to the Canys Registration Statement
Form SB-2 filed July 19, 2005)

Form of Series B Common Stock Purchase Warrant(oeated by reference to Exhibit 10.16 to the ComyfsmRegistration Statement
Form SB-2 filed July 19, 2005)

Form of Series C Common Stock Purchase Warrant(acated by reference to Exhibit 10.17 to the ComyfsmRegistration Statement
Form SB-2 filed July 19, 2005)

Securities Purchase Agreement dated June 17, 20@Rdamong the Company and the Investors nameelinh€incorporated by reference
Exhibit 10.18 to the Company's Registration Stateno@ Form SB-2 filed July 19, 2005)

Registration Rights Agreement dated June 17, 20&nil among the purchasers of common stock nanegditifincorporated by reference
Exhibit 10.19 to the Company's Registration Statenoa Form SB-2 filed July 19, 2005)

Securities Purchase Agreement dated June 30, 200&nd among the Company and the purchasers of comstmck named therein
(incorporated by reference to Exhibit 10.20 to @@npany's Registration Statement on Form SB-2 flidg 19, 2005)

Securities Purchase Agreement dated July 15, 290Gt among the Company and the Investors nameelith€incorporated by reference
Exhibit 10.21 to the Company's Registration Stateno@ Form SB-2 filed July 19, 2005)

Registration Rights Agreement dated July 15, 20p%id among the Company and the Investors nameithéincorporated by reference
Exhibit 10.22 to the Company's Registration Statenoa Form SB-2 filed July 19, 2005)

License Agreement dated January 13, 2006 by thep@oynand Shanghai Institute for Biological Servidescorporated by reference to Exh
10.23 to the Post-Effective Amendment No. 1 of@mmpany’s Registration Statement on Form SB-2 fitetruary 9,2006)

Lease Agreement dated August 19, 2005 by the Coynpad Dirk D. Laukien (incorporated by referenceEixhibit 10.13 to the Compan
Annual Report on Form 10-KSB filed March 31, 2006)

Purchase Agreement dated April 11, 2006 (incoreardty reference to Exhibit 10.1 to the Company’sré€ut Report on Form 8- filed
April 18, 2006)

Registration Rights Agreement dated April 11, 2Q@@orporated by reference to Exhibit 10.2 to thepany’s Current Report on Formk8-
filed April 18, 2006)
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Exhibit 10.23 Form of Warrant issued in connection with April BOfthancing (incorporated by reference to Exhilfit3lto the Compang’ Current Report ¢
Form 8-K filed April 18, 2006)

Exhibit 10.24 Form of Broker Stock Purchase Warrant issued to MCdpital Group LLC (incorporated by reference tchibx 10.5 of the Company’
Current Report on Form 8-K filed April 18, 2006)

Exhibit 31.1 Certification of Chief Executive Officer Pursuant$ection 302 of the Sarbanes-Oxley Act of 2002

Exhibit 31.2 Certification of Chief Financial Officer Pursuant$ection 302 of the Sarbanes-Oxley Act of 2002

Exhibit 32.1 Certification of Chief Executive Officer Pursuant18 U.S.C. Section 1350, as Adopted Pursuant ¢tidcde906 of the Sarban&xley Act o'
2002

Exhibit 32.2 Certification of Chief Financial Officer Pursuamt 18 U.S.C. Section 1350, as Adopted Pursuant ¢tid®e906 of the Sarbané&xley Act o
2002

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES.

Independent Public Accountants

The aggregate fees billed by the principal accauntdalone & Bailey PC for the three quarterly mws and related audit services for the period enBiecembe
31, 2005, were $115,710 and $81,575 for the thueeterly reviews and related audit services forgéeod ending December 31, 2004.

No other fees were billed for services by MaloneBéiley, PC, other than those covered in the prexegiaragraph. No professional fees were billedfiftancia
information, tax advice or planning, or system dasind implementation.

Policy on Audit Committee Pre-Approval and Permissble Non-Audit Services of Independent Auditors

The Audit Committee is responsible for appointisgtting compensation for and overseeing the wortk@fndependent auditor. The Audit Committee fsakdished
policy requiring its pre-approval of all audit apdrmissible noraudit services provided by the independent auditbe Audit Committee considers whether such sesvar
consistent with the rules of the SEC on auditoepehdence as well as whether the independent auslibest positioned to provide the most effectwel efficient service, fi
reasons such as familiarity with the Company’s beiss, people, culture, accounting systems, riskl@rand other factors and input from the Companyianagement. The Au
Committee’s charter authorizes the Audit Commitizelelegate to one or more of its members the ppeeval of audit and permissible namdit services provided that thi
members report any pre-approvals to the full corrgritThe policy prohibits the Audit Committee fratalegating to management the Audit Committee’s aasibility to pre-
approve permitted services of the independent audiuring the fiscal year ended December 31, 2@0I50f the services related to the audit fees diesd above were pre-
approved by the Audit Committee and none were pieipursuant to any waiver of the pre-approval irequent.
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Pursuant to the requirements of Section 13 or 16{dhe Securities Exchange Act of 1934, the Reggthas duly caused this report to be signed ©hehalf by th
undersigned, thereunto duly authorized.

SIGNATURES
OPEXA THERAPEUTICS, INC.

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

Date: June 20, 20C

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed béipwhe following persons on behalf of the Registrand in th
capacities and on the dates indicated.

Signature Title Date

/ s/ DAVID B. MCWILLIAMS President, Chief Executive Officer And Director

David B. McWilliams June 20, 2006
/sl C. WILLIAM ROUSE Chief Financial Officer and Principal Accountingfioér June 20, 2006

C. William Rouse

/sl GREGORY H. BAILEY Director June 20, 2006
Gregory H.Bailey

/s| DAVID HUNG Director June 20, 2006
David Hung
/s| MICHAEL RICHMAN Director June 20, 2006

Michael Richman

[s| SCOTT B.SEAMAN Director June 20, 2006
Scott B. Seaman
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Exhibit 31.1
CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT

I, David B. McWilliams, certify that:

1. I have reviewed this annual report on Form 10-KSBfOpexa Therapeutics, Inc. (the “registrant);

2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omitaie a material fact necessary to make the s¢atisnmade,
light of the circumstances under which such statgmeere made, not misleading with respect to tréod covered by this report;

3. Based on my knowledge, the financial statementd,aher financial information included in this repdairly present in all material respects theafigial conditior
results of operations and cash flows of the regdtas of, and for, the periods presented in gpent;

4. The registrant's other certifying officer(s) andre responsible for establishing and maintainirsgldsure controls and procedures (as defined irn&xge Act Rule
13a-15(e) and 15d-15(e)) for the registrant ancchav

a. Designed such disclosure controls and proceduresawsed such disclosure controls and procedurég tdesigned under our supervision, to ensure
material information relating to the registrant;lirding its consolidated subsidiaries, is made kmowvus by others within those entities, particylaiuring
the period in which this report is being prepared;

b. Evaluated the effectiveness of the registrant'slaisire controls and procedures and presentedsdrréport our conclusions about the effectivendsthe
disclosure controls and procedures, as of the étiteeriod covered by this report based on swelfuation; and

c. Disclosed in this report any change in the regmtsanternal control over financial reporting thaicurred during the registrant's fourth fiscal teiathat ha
materially affected, or is reasonably likely to evélly affect, the registrant's internal contreko financial reporting; and

5. The registrant's other certifying officer(s) anldalve disclosed, based on our most recent evaluatiotiernal control over financial reporting, teetregistrant's auditc
and the audit committee of the registrant's bo&directors (or persons performing the equivalemictions):

a. All significant deficiencies and material weaknesge the design or operation of internal controbwofinancial reporting which are reasonably liked
adversely affect the registrant's ability to reggmibcess, summarize and report financial inforomgtand

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

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

Date: June 20, 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-KSBfpexa Therapeutics, Inc. (the "registrant”);

2. Based on my knowledge, this report does not corgajnuntrue statement of a material fact or omgttde a material fact necessary to make the sgasnmad:
in light of the circumstances under which suchestagnts were made, not misleading with respecte@ériod covered by this report;

3. Based on my knowledge, the financial statementd, @ther financial information included in this repofairly present in all material respects theafigia
condition, results of operations and cash flowthefregistrant as of, and for, the periods preskimt¢his report;

4. The registrant's other certifying officer(s) andrke responsible for establishing and maintainirggldsure controls and procedures (as defined im&xge Ac
Rules 13a-15(e) and 15d-15(e)) for the registradttzave:

a. Designed such disclosure controls and proceduresawsed such disclosure controls and procedurég tdesigned under our supervision, to ensure
material information relating to the registrant;lirding its consolidated subsidiaries, is made kmowvus by others within those entities, particylaiuring
the period in which this report is being prepared;

b. Evaluated the effectiveness of the registrant'slasire controls and procedures and presentedsiréport our conclusions about the effectivendsthe
disclosure controls and procedures, as of the étiteeriod covered by this report based on swelfuation; and

c. Disclosed in this report any change in the regmtsanternal control over financial reporting tratcurred 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) antave disclosed, based on our most recent evaluafiarternal control over financial reporting, toet registrant
auditors and the audit committee of the registsant'ard of directors (or persons performing thewedent functions):

a. All significant deficiencies and material weaknesge the design or operation of internal controbwofinancial reporting which are reasonably liked
adversely affect the registrant's ability to reggmibcess, summarize and report financial inforomgtand

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

s/ C. WILLIAM ROUSE
C. William Rouse
Chief Financial Officer and Principal Accountingfi@ér

Date: June 20, 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@féder of Opexa Therapeutics, Inc. (the “Compgnyiereby certifies, to such officer's knowleddettthe Companyg' Annua
Report on Form 10-KSB/A for the year ended Decen8igr2005 (the “Report’jully complies with the requirements of Section d3¢r Section 15(d), as applicable, of
Securities Exchange Act of 1934 and that the infdfom contained in the Report fairly presents, limeaterial respects, the financial condition aegults of operations of t
Company.

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

Date: June 20, 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@féder of Opexa Therapeutics, Inc. (the “Companyiereby certifies, to such officer's knowleddeattthe Companyg' Annua
Report on Form 10-KSB/A for the year ended DecenBier2005 (the “Report”jully complies with the requirements of Section d36r Section 15(d), as applicable, of
Securities Exchange Act of 1934 and that the infdfom contained in the Report fairly presents, limeaterial respects, the financial condition aegults of operations of t
Company.

s/ C. WILLIAM ROUSE
C. William Rouse
Chief Financial Officer and Principal Accountingfi@ér

Date: June 20, 2006



