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Statement Regarding This Amendment

This Form 10QSB is being amended to restate the accompanyingptidated 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 6 to disclose the derivative instrumeailities.

We are required to record the fair value of therasts on our balance sheet at fair value with charg the values of these derivatives reflectethéconsolidate
statement of operations as “Gain (loss) on derreatiability.” The effect of the (nomash) changes related to accounting for these aterév instrument liabilities on o
consolidated statement of operations for the timeaths ended March 31, 2006, was a decrease imefuposs of $254,140. Basic and diluted net logsbatable to commc
shareholders per share for the three months endedh\VB1, 2006 decreased by $0.01 The effect orc@nsolidated balance sheet as of March 31, 2006awasrease in curre
liabilities of $6,507,515 and a corresponding daseein stockholders’ equity.

In all other material respects, this Amended QuiyrtReport on Form 10-QSB/A is unchanged from thga@erly Report on Form 1QSB previously filed by tt
Company on May 12, 2006. This amendment shouldtese@ad in conjunction with our amended Annualdepn Form 10KSB for the year ended December 31, 2005, tog
with any subsequent amendments thereof.




PART |

FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS.

PHARMAFRONTIERS CORP.
(a development stage company
CONSOLIDATED BALANCE SHEETS

Assets
Current asset:

Cash
Other current asse

Total current asse

Intanaible assets, net of $2,298,174 and $1,8888atcumulated amortizatic

Property & equipment, net of $278,300 and $256 @f&2ccumulated depreciatic
Other asset

Total asset

Liabilities and Stockholder's Equity

Current liabilities:
Accounts payabl
Accrued expense

Note pavable
Derivative Liability

Total current liabilities

Commitments and contingenci

Stockholder' equity
Convertible preferred stock, no par value, 10,000 §hare:
authorized, none issued and outstant
Common stock, $.05 par value, 100,000,000 shartt®rdzed,
20,967,035 and 20,619,545 shares issued and oditsig

Additional paid in capita
Deficit accumulated during the development st

Total stockholders' equil
Total liabilities and stockholders' equ

(Restated)

March 31, December 31,
2006 2005
(unaudited) (audited)
$ 1,059,850 $ 2,560,66!

208,48¢ 182,52«

1,268,34. 2,743,190

25,846,15 26,130.44

549,57: 479,99t

450,94: 388,21(

$ 28,11502 $ 29,741.83
$ 77331  $ 689,46
89,70: 240,30¢

1,500,001 1,500,001

6.507,51! 6,761,65

8.870,53 9.191.43

1,048.,35: 1,030.97

40,430.46 39,783.45
(22,234 33) (20,264.02)
19,244,418 20,550,40

$ 2811502 $ 29,741.83




PHARMAFRONTIERS CORP.
(a development stage company
CONSOLIDATED STATEMENTS OF EXPENSES
Three Months ended March 31, 2006 and 2005 and the

Period from January 22, 2003 (Inception) to March 3, 2006
(unaudited)

(Restated) (Restated)
Three Months Three Months .
Ended Ended Inception throuah
March 31, March 31, March 31,
2006 2005 2006
General and administrati\ $ 1,075.88 $ 1,206,711 $ 2,279,39.
Depreciation and amortizatic 432,33! 418,31! 2,432 ,36:
Research and developme 738,45( 644,26: 13,096,33
Loss on disposal of asse¢ 362 - 480,29:
Operating los! (2,247,02) (2,269,29) (18,288,38)
Interest incom 19,62: 6,93( 107,54:
Other income 3,38t 2,44¢ 33,93¢
Gain on derivative liability 254,14( - 4,150,98
Interest expens (42€) (1.487.38) (8,238.40))
Net loss $ (1,97031) $ (3,747,300 $ (22,234,33)
Basic and diluted loss per shi $ (0.10 $ (0.37) N/A
Weiahted average shares outstanc 20,654,29 10,224,45 N/A




Cash flows from operating activitit
Net loss
Adjustments to reconcile net loss to net ¢
used in operating activitie
Stock issued for servict
Stock issued for debt in excess of princi
Amortization of discount on notes payable (
to warrants and beneficial conversion fea
Amortization of intangible asse
Gain on derivative liability
Depreciatior
Debt financing cost
Option and warrant expen
Loss on disposition of fixed asst
Changes in
Accounts pavabl
Prepaid expense
Accrued expense
Other asset

Net cash used in operating activit

Cash flows from investing activitie
Purchase of licenst
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 payva

Net cash provided by financinag activiti

Net change in cas
Cash at beginning of peric

Cash at end of peric

Cash paid for
Income tax
Interest

PHARMAFRONTIERS CORP.
(a development stage company
CONSOLIDATED STATEMENTS OF CASH FLOWS
Three Months ended March 31, 2006 and 2005 and tt
Period from January 22, 2003 (Inception) to March 3, 2006

(unaudited)

(Restated) (Restated)
Three Months Three Months Inception
Ended Ended throuah
March 31, March 31, March 31,
2006 2005 2006

$ (1,970,31) $ (3,747,30) $ (22,234,33)
- - 1,861,401

- 109,07( 109,07(

- 1,294,101 6,313,20!

409,28 396,86¢ 2,298,17.
(254,140 (4,150,98)

23.05: 21,44« 134,18

- - 365,91(

484,39. 355,40( 5,469,35.

- - 479,93.

83.85( (554,779 169.01¢

(25,96%) (34,979) (153,100

29,39: 249,57! 84,37

(62,734 - (450,94,
(1,283,18) (1,910,59) (9,704,73))
(125,000 - (357,747

(92.62¢) (28,357) (524 53()

(217,629 (28.357) (882,279

- - 5,356,21

- - (325)

- 2,856,66! 6,354,59;

- (58,614 (63,614

- 2,798,041 11.646.87

(1,500,811) 859,10: 1,059,851
2,560,661 851,99; -

$ 105985 $ 171109 $ 1,059,851
$ - $ - $ -
42¢ - 42¢




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
Issuance of common stock for accounts pay
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

180,00

34,75
17,17¢

1,433,10:
831,94!
999,07-

$

23,750,00
147,73¢
2,295,45!
525,51
180,00
6,407,98!
17,17¢
93,36¢

3,309,79
1,715,97.
1,287,441
10,658,49




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

NOTE 1 - BASIS OF PRESENTATION

The accompanying unaudited interim financial statets of PharmaFrontiers Corp., (“Pharma&)development stage company), have been prepasstandance with accounti
principles generally accepted in the United Stafe&merica and the rules of the Securities and Brgfe Commission (“SEC”and should be read in conjunction with the aut
financial statements and notes thereto containétharma’s latest Annual Report filed with the SECForm 10KSB. In the opinion of management, all adjustmeotgsisting ¢
normal recurring adjustments, necessary for apfi@sentation of financial position and the resaft®perations for the interim periods presentedeheen reflected herein. 1
results of operations for interim periods are netessarily indicative of the results to be expedtedthe full year. Notes to the financial statetsethat would substantia
duplicate the disclosure contained in the auditealnicial statements for the most recent fiscal y2@05, as reported in Form 10-KSB, have been enhitt

Restatements for the three months ended MarchO®B ®ere made. See Note 6 for details.
NOTE 2 - STOCK BASED COMPENSATION

Effective January 1, 2006, Pharma began recordimgpensation expense associated with stock optiodother forms of equity compensation in accordamite Statement ¢
Financial Accounting Standards (“SFAS”) No. 123Bhare-Based Paymerds interpreted by SEC Staff Accounting Bulletin M67. Prior to January 1, 2006, Pharma
accounted for stock options according to the prioms of Accounting Principles Board (“APB”) OpinioNo. 25, Accounting for Stock Issued to Employeasd relate
interpretations, and therefore no related compénrsaixpense was recorded for awards granted witimtnimsic value. Pharma adopted the modified peasipe transition methc
provided for under SFAS No. 123R, and, consequgehtye not retroactively adjusted results from ipperiods. Under this transition method, compepsatiost associated w
stock options recognized in the first quarter afdal 2006 includes the quarterly amortization eglab the remaining unvested portion of all stopkian awards granted prior
January 1, 2006, based on the grant date fair \edtimated in accordance with the original provisiof SFAS No. 123.

The following table illustrates the effect on ness and net loss per share if Pharma had appleedathvalue provisions of FASB Statement No. 1@3stockbased employ¢
compensation:

(Restated) (Restated)
Three Months Three Months .
Ended Ended Inception
March 31, March 31, throuah
2006 2005 2006
Net loss as reporte $ (1,970,311 (3,747,300 $ (22,234,33)
Add: stock based compensation determi
Under intrinsic value based meth - 355,40( 2,611,07.
Less: stock based compensat
determined under fair value based met - (453,02:) (4,417,37)
Pro forma net los $ (1,970,310 (3.84492) $ (24,040,63)
Basic and diluter
Net loss per common sha
As reportec $ (0.10 (0.37) N/A
Pro forma $ (0.10 (0.39) N/A




NOTE 3 - INTANGIBLES
Rheumatoid Arthritis License

On January 4, 2006, Pharma entered in an agreemithrthe Shanghai Institute for Biological Scien€hina Academy of Science of the People’s Repudflichina whereby it
acquired an exclusive worldwide license for thellectual property rights and research resultsxcdaologous T cell vaccine for rheumatoid arthrith exchange for a payment
and an agreed running royalty from the sale of cencmalized products, Pharma receives all infornmatiod data related to all clinical trials on altipat controls and patients with
rheumatoid arthritis with the T cell vaccine. Thisludes all clinical, cell procurement and mantifiging protocols, complete patient data sheetdabbratory materials, methods
and results and manufacturing records and docunaeitsny other data related to the intellectuaperty. The first payment under the license occuimedipril 2006 upon the
delivery of materials pursuant to the terms ofltbensing agreement.

NOTE 4 - EQUITY

In March 2006, 347,490 shares of common stock vesteed in settlement of an outstanding accountalgayin the amount of $180,000.
NOTE 5 - OPTIONS AND WARRANTS

There were no options or warrants issued durinditsiequarter.

In connection with the bridge note exchange andwafe placement offerings in June and July of 2QBEee separate types of warrants, known as Sari€gries B, and Series
to purchase the common stock of Pharma were igsuiedestors. On February 17, 2006 the Series Aawds to exercise 10,411,400 shares of common stxiked.

NOTE 6 - DERIVATIVE INSTRUMENTS AND RESTATEMENT
In 2006, we evaluated the application of SFAS 13@ BITF 00-19 for all of our financial instrumerasd identified the following financial instrumergs derivatives:

(1) Series A Warrants issued in conjunction wit lhidge note exchange and private placement offerin June and July 2005( which expired on Felgridr 2006)
(2) Series B Warrants issued in conjunction with Ithidge note exchange and private placement nfferin June and July 2005
(3) Series C Warrants issued in conjunction withthidge note exchange and private placement offerin June and July 2005

As a result, we report the value of these deriestias current liabilities on our balance sheetrapdrt changes in the value of these derivativesasoperating gains or losses on
our statements of operations. The value of thevdtvies is required to be remeasured on a quarasis, and is based on the Black Scholes Priciade\




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

The impact of the application of SFAS 133 and EODF19 on the balance sheet and statements of apesas of and for the three months ended Marcl2@06 was as follows:

Three m%nths

As of As of ende
12/31/200% 3/31/200€ 3/31/2006
Series A Warrant $ - $ - $ -
Series B Warrant 264,95 284,31 (19,35%)
Series C Warrant 6,496.69 6,223.20; 273,49!
Totals $ 6.761.65 $ 6,507.51 $ 254,14

In June 2006, we determined that certain warrangitchase our common stock should be separatebuated for as liabilities. We had not classifiedge derivative liabilities as
such in our previously issued financial statemelnterder to reflect these changes, we restatedimamcial statements for the three months endectMal, 2006 to record the fi
value of these warrants on our balance sheetiability and record changes in the values of ttaesgvatives in our consolidated statement of opemnatas unrealized “Gain (loss)
on derivative liabilities.”

The aggregate balance sheet amount shown for tleesative liabilities decreased from $6,761,6540mtember 31, 2005 to $6,507,515 on March 31, 2@&#ilting in a gain of
$254,140 in the statements of operations for theetmonths ended March 31, 2006. This resultedtat liabilities being uderstated by $6,507,515 antlloss being overstated by
$254,140.

NOTE 7 - SUBSEQUENT EVENTS
Private Placement Offering

On April 13, 2006 , Pharma closed a financing teatisn in which Pharma issued 46,000,000 sharés ebmmon stock and warrants to purchase 23,000s8@res of Pharma’
common stock for $23,000,000 to certain institugloand accredited investors (the “Transaction”).cémnection with the Transaction, Pharma agreelotd a shareholdes’
meeting by June 30, 2006 to vote on a proposafféztea 1 for 10 reverse split of Pharma commortlstihat will not reduce the number of shares of c@m stock Pharma
authorized to issue.

The warrants expire in five years, and are exebdisat $0.65 per share only after Pharma effedtda 10 reverse split. The warrants contain stath@aljustment provisions f
stock splits, distributions, reorganizations, mesgend consolidations. Pharma has the right totballarrants one year from the effective date afsale registration statemer
the closing bid price per share of Pharsnedmmon stock equals or exceeds $1.30 for twemtgexcutive trading days in which the daily averagding volume of the comm
stock is at least 200,000 shares. Additionallghé resale registration statement is not effediiveany period after April 13, 2007, the warrantdess may exercise their warra
on a cashless basis during the period the resgistr@ion statement is not effective.

Pharma has agreed to file a registration statemithtthe Securities and Exchange Commission by M&y2006 in order to register the resale of theeshaf common stock isst
pursuant to the Transaction and the shares issugble exercise of the warrants. If Pharma failsm&et this deadline, if the registration statememtat declared effective prior J
12, 2006 or August 11, 2006 (if the Securities BErdhange Commission comments on the registratatersient), or if the registration statement ceasesrhain effective, Pharr
has agreed to pay the investors liquidated damaige$% of the amount invested per 30 day periaihdusuch failure, up to 24% of the aggregate arhowested.

In connection with the Transaction, Pharma paid missions and fees to their placement agent, MDBit@a@roup LLC (“MDB"), and another broker dealer for service
connection with the Transaction an aggregate of%1,100
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and issued MDB and another broker dealer three wearants to purchase an aggregate of 2,137,20@slod common stock at an exercise price of $0&0spare, exercisal
after Pharma effects a 1 for 10 reverse split. €vearrants are not callable, have a cashless sgeogition, and have standard adjustment provisiingrma agreed to register
resale of the shares underlying the warrants issu&DB and the other broker dealer.

Pharma intends to conduct an appropriate accoumtiradysis consistent with general accepted acaogrgrinciples, including SFAS 133 and EITF 09- with respect to ti
securities issued in the Transaction, which maylteés a portion of the proceeds being classifiscaalerivative liability. Any such derivative lidiby would be measured at e¢
reporting date at fair value with the any changéainvalue resulting in a gain or loss in Pharsmstatement of expenses.. Any such derivativeliigbnitially will be reflected ir
Pharma’s financial statements for the fiscal quateling on June 30, 2006.

Additionally, the Transaction triggered certainwiment provisions contained in Pharmagries B warrants and series C warrants issuddnie and July 2005. Pursuant to
adjustment provisions, the number of shares issuasbn exercise of the Series B warrants increas6@37,365 shares from 4,163,701 shares andxbhecse price was reduc
to $2.00 from $2.90 per share. The number of shiasegble upon exercise of the Series C warracreased to 11,105,477 shares from 8,329,108 sharkthe exercise pric
was reduced to $3.00 from $4.00 per share.

Pursuant to the Transaction, the new investorhénaggregate will own approximately 69% of the ltotestanding shares of Pharma@ommon stock, without giving effect to
warrants.

University of Chicago License

On April 13, 2006, Pharma amended that certain Adednand Restated License Agreement, dated Dece3b2004, with the University of Chicago with respéo certail
payment obligations of Pharma, as follows: (i) goriA30, 2006 $1,500,000 cash payment obligatios estended until October 31, 2006; and (ii) thegattion to issue 216,2:
shares of Pharma’s common stock issuable uporidke of the Transaction was extended until Oct83e2006.

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS

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

Forward-Looking Statements

Some of the statements contained in this repodudss future expectations, contain projections st of operations or financial condition, or stather "forwardeoking"
information. The words "believe," "intend," "plarf&xpect,” "anticipate," "estimate," "project," "@ and similar expressions identify such statenves made. These statemi
are subject to known and unknown risks, uncertasntand other factors that could cause the actsallts to differ materially from those contemplatsdthe statements. T
forwarddooking information is based on various factors @nderived using numerous assumptions. Factotsrfght cause or contribute to such a discrepanclude, but are n
limited to the risks discussed in this and our otBE&C filings. The Company does not promise to tedarwardiooking information to reflect actual results oraciyes i
assumptions or other factors that could affectdtaiatements. Future events and actual results diffiér materially from those expressed in, corpéated by, or underlying su
forward-looking statements.

The following discussion and analysis of the Conymfinancial condition is as of March 31, 2006.eTBompany's results of operations and cash flowsldhbe read i
conjunction with the Company's unaudited finanstatements and notes thereto included elsewhehgsineport and the audited financial statementsthe notes thereto incluc
in the Company's Form 10-KSB for the year endedebdser 31, 2005.
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Business Overview

The Company is a biopharmaceutical company dewvedpputologous cellular therapies to treat seveggbmilinesses, including multiple sclerosis (MB)eumatoid arthriti:
diabetes, and cardiovascular disease. These therap@ based on the Company’s proprietary T-cellsé@m cell technologies.

PharmaFrontiers’ lead product, Tovaxin™, is a T-balsed therapeutic vaccine for MS, which offers igusand personalized approach to treating theadesby inducing ¢
immune response against the autoimmune myeliniveagtcells, which are believed to be responsible forittigation of the disease process. Tovaxin is ently in Phase I/
clinical trials and is cleared by the U.S. Food &rdg Administrations (FDA) Center for Biologics Evaluation and Resbaf€BER) to enter a Phase llb trial. Initial Ph/k
human trials show that T-cell vaccination (TCV) appto safely induce immune responses that deplederegulate myelin-peptide reactivec@ls. In the first half of 2006, v
plan to enroll the first patient in a Phase llbgelao controlled trial. PharmaFrontiers believes favaxin could be ready for commercialization aslyeas 2010. Moreover, t
Company is evaluating a T-cell assay technology¢ha be used to monitor T-cell therapy and pogsielelop a product for early diagnosis of MS.

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), Chinegseademy of Sciences of the People's Republic oh&hiThe license agreement permits the SIBS' sstentd publish the
research results to date after PharmaFrontier§iledsa patent application covering the rheumatnithritis T cell vaccine with the U.S. Patent amddemark Office.

PharmaFrontiers also holds the exclusive worldviicknse to adult pluripotent stem cells derivedhfrperipheral blood monocytes that allow for thdason, propagatiol
and differentiation into cells and tissues for eatispecific celbased therapies. PharmaFrontiers is currently mgsadications for congestive heart failure (CHif)d Type
diabetes with its stem cell technology. The Compalsp expects to conduct basic research to deterthi potential use of its stem cells in other indications, suchmasula
degeneration, stroke, and Parkinson’s disease.

Organizational History

PharmaFrontiers was incorporated in Texas in 1986 ariginally engaged in businesses other thanbtbpharmaceutical business. These other businesstigns wer
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 connectleerewith 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 tlodsthe 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 notélset@onsolidated financial statements contain mfaion that is pertinent to this managememwli'scussion and analysis. ~
preparation of financial statements in conformitghmaccounting principles generally accepted in theted States requires management to make estnaaie assumptions tl
affect the reported amounts of assets and liadsliind disclosure of any contingent assets anilitiesh Management believes these accounting msimvolve judgment due
the sensitivity of the methods, assumptions anidhas¢s 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 esfiirs were made. The significant accounting polieies described in tl
Company's financial statements.

Principles of consolidation

The accompanying consolidated financial statemefhtthe Company include the accounts of its whollyned subsidiaries. All significant intercompany aaats an
transactions have been eliminated.
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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@xiahd before interest) from the use of the asdets than the net book ve
of the asset. Generally, the amount of the impaitnhess is measured as the difference betweendghéaok value of the asset and the estimated #irevof the related ass
Management does not believe any assets have beairéu at March 31, 2006.

Intellectual Property

As of March 31, 2006, we had $25,846,159 of inttllel property, net of amortization, $23,991,128ndfich resulted from the acquisition of Opexa, $8,204 whicl
pertained to the consideration paid to date tdthwersity of Chicago for the worldwide licensetazhnology developed at Argonne National Laboratorg $125,000 paid to t
Shanghai Institute for Biological Science, Chinaademy of Science of the People’s Republic of Chimereby it acquire@n exclusive worldwide license for the intellec
property rights and research results of an autalsdb cell vaccine for rheumatoid arthritis. Of 23,991,128 of acquired intangible assets, thednibunt is assigned to
inseparable group of patents and licenses thatotanction independently by themselves. The weighaverage useful life of the intangible group &#arch 31, 2006
approximately 16 years. The weighted average udiédubf the University of Chicago license as of M 31, 2006 is 17.5 years. Accumulated amortinat@ the Intellectu:
Property as of March 31, 2006 is $2,298,174.

Accounting for Derivative | nstruments

Statement of Financial Accounting Standard (“SFASY) 133, “Accounting for Derivative Instrumentsdaidedging Activities,” as amended, requires aligives to
be recorded on the balance sheet at fair valueseltierivatives are separately valued and accotioteh our balance sheet. Fair values for secsritizded in the open market ¢
derivatives are based on quoted market prices. B\Mimarket prices are not readily available, faiuealare determined using market based pricing madebrporating readily
observable market data and requiring judgment atichates.

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. Thedel uses market-sourced inputs such as intextest, rexchange rates and stock price volatiliBegection of these inputs
involves management's judgment and may impacteenie.

In September 2000, the Emerging Issues Task FOEIER") issued EITF 00-19, "Accounting for Derivegi Financial Instruments Indexed to and Potenti@éytled in,

a Company's Own Stock," ("EITF 00-19") which regsifreestanding contracts that are settled in gpeoyis own stock, including common stock warratatde designated 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 withinitygand no fair value
adjustments are required. In accordance with EIOFA®, in June 2006, we determined that certaintanténg warrants to purchase our common stock shimellseparately
accounted for as liabilities. We had not classitieglse derivative liabilities as such in our higakrfinancial statements. In order to reflect thehanges, we restated our financial
statements for the three months ended March 3% #Deecord the fair value of these warrants onb@lance sheet and record unrealized changes irathes of these derivatives
in our consolidated statement of operations asri@ass) on derivative liabilities.”

We have evaluated the provisions of the registnatights agreement that require us to pay registratelay payments in combination with the finahaiatrument and concluded
that the combined instrument meets the definitiba derivative under SFAS 133.

The EITF recently deliberated the impact of liqguethdamages clauses in registration rights agreenagnl the effect on accounting and classificadibimstruments 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 019.The EITF has not reached a
consensus on this issue and has deferred delibenatitil the FASB addresses certain questions wiiehd impact a conclusion on this issue. Spedific&ITF 05-04 presents
alternative views on whether the liquidated
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damages provisions in registration rights agreemsiould be combined with or treated separatey fitte associated financial instrument. As discusde/e, we view the
registration rights agreement and the financiakrimsent as one combined freestanding instrumethelEITF were to adopt the view that the regigiratights agreement should
be viewed as a separate instrument from the fishistrument, we may have to account for additiateaivatives.

Restatement of Financial Statements to Reflectvagvie Accounting

The consolidated financial statements for the timeaths ended March 31, 2006 included in this Imtd®eport have been restated to reflect additiopaloperating gains and
losses related to the classification of and acdogrfor warrants issued by Pharma associated Wwitbtidge note exchange and private placementingf®in June 2005 and July
2005 .

We determined certain of the warrants to purchaseommon stock are derivatives that we are reduveaccount for as liabilities in our financiahments. As a result, we
report the value of these derivatives as curranilities on our balance sheet and we report chaimgthe value of these derivatives as non-opegaains or losses on our
statement of operations. The value of the derieatig required to be remeasured on a quarterlg basil is based on the market value of our comruak sDue to the nature of
the required calculations and the large numbehafes of our common stock involved in such caléoiest, changes in our common stock price may rasgignificant changes in
the value of the derivatives and resulting gairg lasses on our statement of operations. The agtgdmlance sheet amount shown for these derivisiviéities decreased from
$6,761,654 on December 31, 2005 to $6,507,515 achMail, 2006, resulting in a gain of $254,140 ia skatements of operations for the three monthedMhrch 31, 2006. Th
resulted in total liabilities being uderstated 18;57,515 and net loss being overstated by $254,140

Results of Operations and Financial Condition
Three Months Ended March 31, 2006 Compared witle@Months Ended March 31, 2005
Net SalesWe recorded no sales for the three months endedhvair, 2006 and 2005.

General and Administrative ExpensesOur general and administrative expenses decreaswagdhe three months ended March 31, 2006, t0&5,882 as compared
$1,206,715 from the same period in 2005. The deergageneral and administrative expenses is dineaply to a reduction in legal fees associatechvgatent filings, a low:
allocation of facilities costs and overhead nowoedked to research and development offset in padrbincrease in stodkased compensation expense. In January 1, 20(
adopted Statement of Financial Accounting Standatds 123 (revised 2004), “Share-Based Payment,FAS 123R") which requires the measurement and recognitic
compensation expense for all shaesed payment awards made to our employees amtadgencluding stock options and restricted stbelksed on estimated fair values.
elected to adopt the modified prospective transititethod as provided by SFAS 123R and, accordinglgr year results have not be restated. Stoaded compensation expe
recognized under SFAS 123R for the three monthsa@iharch 31, 2006 was $484,392.

Research and Development ExpenseResearch and development expense increased to4503®r the three months ended March 31, 2006, emetpto $644,264 for t
same period in 2005. The increase is primarilyteelan increase in consulting fees related to dweuRatoid Arthritis program and a higher allocatadrfacilities and overhe:
costs to research and development due to increfesedopment activities.

Interest Expense.Interest expense was $429 for the three monthsdehtdech 31, 2006 compared to $1,487,384 for theesperiod in 2005. The interest expense dt
2005 was due to notes that were outstanding dahiadirst quarter of 2005 which were subsequentiyverted into equity in June 2005.

Gain (loss) on derivative instruments liabilitiegt. The Company recognized a gain on derivative instnisiof $254,140 for the three months ended Matct2306. This
gain is a result of the net unrealized (non-caslange in the fair value of our derivative instrumigabilities related to certain warrants.
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Net loss.The Company had net loss for the three months eiMidh 31, 2006, of ($1,970,310), or ($0.10) pearsh(basic and diluted), compared with a net Idt
($3,747,304), or ($0.37) per share (basic andetilytfor the same period in 2005. The decreasetifioss is primarily due to the reduction in instrexpense discussed above.

Recent Financing

In April 2006 , the Company closed upon a traneacih which the Company issued 46,000,000 shargdbeofCompanys common stock and warrants to purcl
23,000,000 shares of the Company’s common stockb®®,000,000 to certain institutional and accretlilevestors (the “Financing”)ln connection with the Financing,
Company agreed to hold a shareholsleneeting by June 30, 2006 to vote on a proposeffézxt a 1 for 10 reverse split of the Company omm stock that will not reduce 1
number of shares of common stock the Company reaized to issue.

The warrants will expire in five years, and arereisable at $0.65 per share only after the Compeffects a 1 for 10 reverse split. The warrants @onstandar
adjustment provisions for stock splits, distribuso reorganizations, mergers and consolidations. Gbmpany has the right to call the warrants conuingnone year from tt
effective date of a resale registration statemfetite closing bid price per share of the Companydmmon stock equals or exceeds $1.30 for twemnrgecutive trading days
which the daily average trading volume of the commtock is at least 200,000 shares. Additionall{hé resale registration statement is not effector any period after April 1
2007, then the warrant holders may exercise thairamts on a cashless basis during the perioce@e registration statement is not effective.

Liquidity and Capital Resources

Changes in cash flowCash used in operations for the three month penmttd March 31, 2006 decreased from $1,910,5%héosame period in 2005 to $1,283,181 due to an
increase in working capital in 2005. Cash usedhuesting activities for the three month period eht#arch 31, 2006 increased from $28,352 in the spenied of 2005 to
$217,629. The increase was due to the license paymede to Shanghai Institute related to the lieststained during the period for its RheumatoichAtis T-cell technology an
the purchase of laboratory equipment. Cash provined financing activities was $0 as compared t(¥98,046 for the same period of 2005. In 2005 #shdlows were a result
proceeds from debt.

Historically, the Company has financed its operaiprimarily from the sale of its debt and equitgwrities. As of March 31, 2006, the Company hashoof approximate
$1,059,856. Our current burn rate is approxima$&@90,000 per month excluding capital expenditubasa result of the April 2006 Financing, we belichave sufficient workin
capital to fund operations through the third quaae2007. Thereafter, we will need to raise addil capital to fund our working capital needs. e not have any mater
commitments from investors or any credit faciliteagailable with financial institutions or any othiird parties. Therefore, we expect that we wiked to engage in best effc
sales of our securities to raise needed workingtalag here is no assurance that we will be sudoéss any funding effort. The failure to raise $ufunds will necessitate t
curtailment of operations and delay of the stathefclinical trials.

Off-Balance Sheet Arrangements

As of March 31, 2006, the Company had no off-batasiteet arrangements.
Recent Accounting Pronouncements

Effective January 1, 2006, we adopted the provsminStatement of Financial Accounting Standards 3R, “Share-Based Payment” (“SFAS 123R") which
establishes accounting for equity instruments emghd for employee service. We utilize the Black<3ek option pricing model to estimate the fair eatf employee stock based
compensation at the date of grant, which requhresrtput of highly subjective assumptions, includexpected volatility and expected life. Furtherrequired under SFAS 123R,
we now estimate forfeitures for options grantediclvtare not expected to vest. Changes in thesasrgnd assumptions can materially affect the measiuestimated fair value of
our share-based compensation. These assumptiosalgeetive and generally require
significant analysis
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and judgment to develop. When estimating fair vasene of the assumptions will be based on, oraéted from, external data and other assumptionsmealerived from our
historical experience with stock-based paymentgeaents. The appropriate weight to place on hicstbexperience is a matter of judgment, basedetevant facts and
circumstances.

We estimated volatility by considering historicedck volatility. As allowed by Staff Accounting Batin (SAB) No. 107, Share-Based Payment, we hatedito use
the simplified method for estimating expected temual to the midpoint between the vesting periadithe contractual term.

For the period ended March 31, 2006, there werether changes to our critical accounting policiesdentified in our annual report of Form K&B for the year endt
December 31, 2005.

Risks Related to Our Business and Our Common Stock

The following factors affect our business and tigtustry in which we operate. The risks and uncetites described below are not the only ones thafawe. Additione
risks and uncertainties not presently known or #hatcurrently consider immaterial may also havadwerse effect on our business. If any of the matiiscussed in the followil
risk factors were to occur, our business, financtaidition, results of operations, cash flows, @spects could be materially adversely affected.

Our business is at an early stage of development

Our business is at an early stage of developmeatd@vnot have any products in latge clinical trials or on the market. We ard Btithe early stages of identifyi
and conducting research on potential products. @nky of our products has progressed to the stapein studied in human clinical trials. Our potehproducts will requir
significant research and development and preclirsind clinical testing prior to regulatory approwalthe United States and other countries. We natybe able to develop a
products, to obtain regulatory approvals, to ewotarical trials for any of our product candidates,to commercialize any products. Our product cdatis may prove to he
undesirable and unintended side effects or otharacieristics adversely affecting their safetyiceffy or costeffectiveness that could prevent or limit their.usay product usin
any of our technology may fail forovide the intended therapeutic benefits, or aghtberapeutic benefits equal to or better thansthadard of treatment at the time of testir
production.

We have a history of operating losses and do np¢ebto be profitable in the near future

We have not generated any profits since our entrythe biotechnology business and have incurrguifgiant operating losses. We expect to incur &olakl operatin
losses for the foreseeable future and, as we iserear research and development activities, weatxpe operating losses to increase significaliz. do not have any source:
revenues and may not have any in the foreseeatolefu

We will need additional capital to conduct our ogigons and develop our products and our abilitytiiain the necessary funding is uncertain.

We need to obtain significant additional capitaaerces from sources including equity and/or dielairfcings, license arrangements, grants and/caloalbtive resear
arrangements in order to develop products and meatthe Compang’business. We believe that we have sufficient wgrkapital to finance operations through the tlojdirte
of 2007. Thereafter, we will need to raise addaioworking capital. Our current burn rate is appntately $800,000 per month excluding capital exptemes. The timing ar
degree of any future capital requirements will degpen many factors, including:

the accuracy of the assumptions underlying oumegés for capital needs in 2006 and beyond;

scientific progress in our research and developmsydrams;

« the magnitude and scope of our research and dewelapprograms; our ability to establish, enforce amaintain strategic arrangements for researcheldpment
clinical testing, manufacturing and marketing;

« our progress with preclinical development and chiirials;
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« the time and costs involved in obtaining regulatapprovals;
« the costs involved in preparing, filing, prosecgtimaintaining, defending and enforcing patentnetgiand
« the number and type of product candidates thatwrsue.

Additional financing through strategic collaboraiso public or private equity financings, capitade transactions or other financing sources maypedatvailable c
acceptable terms, or at all. Additional equity finang could result in significant dilution to outoskholders. Further, if additional funds are obéai through arrangements v
collaborative partners, these arrangements mayireegs to relinquish rights to some of our techgas, product candidates or products that we wothérwise seek to devel
and commercialize by itself. If sufficient capitalnot available, we may be required to delay, cedhe scope of or eliminate one or more of oug@ms, any of which could he
a material adverse affect on our financial conditio business prospects.

Our financial statements include substantial norping gains or losses resulting from required deey revaluation under GAAP of our outstandingidative instruments.

Generally accepted accounting principles in thetéthBtates require that we report the value ohaederivative instruments we have issued as culiailities on our
balance sheet and report changes in the valueeséttierivatives as non-operating gains or lossesioatatement of operations. The value of thevdéries is required to be
recalculated (and resulting naperating gains or losses reflected in our statémeoperations and resulting adjustments to tiseiated liability amounts reflected on our bale
sheet) on a quarterly basis, and is based on thieetnealue of our common stock. Due to the natdrh® required calculations and the large numbeshaires of our common stc
involved in such calculations, changes in our comrsiock price may result in significant changethimvalue of the derivatives and resulting gairs lasses on our statement of
operations.

Clinical trials are subject to extensive regulatagquirements, very expensive, ticasuming and difficult to design and implementt @wducts may fail to achie
necessary safety and efficacy endpoints durindcdirrials.

Human clinical trials are very expensive and diffico design and implement, in part because threysabject to rigorous regulatory requirements. €hr@cal trial
process is also time consuming. We estimate tliwital trials of our product candidates will takel@ast several years to complete. Furthermorkjréacan occur at any stage
the trials, and we could encounter problems thaseais to abandon or repeat clinical trials. Tharoencement and completion of clinical trials mayde&ayed by several factc
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 duringadter treatment; and

inability or unwillingness of medical investigatdsfollow our clinical protocols.

In addition, we or the FDA may suspend our clinigals at any time if it appears that we are expgparticipants to unacceptable health risks d¢hé& FDA find:
deficiencies in our IND submissions or the condifdhese trials.

We are dependent upon our management team andlaremaer of employees.

Our business strategy is dependent upon the skils knowledge of our management team. We belieaettie special knowledge of these individuals giues
competitive advantage. If any critical employeevkss we may be unable on a timely basis to hirakle replacements to operate our business. Weoaklsiate with a very sm
number of employees and thus have little or no bpaapability for their activities. The loss of thervices of any member of our management teatmedioss of a number of ott
employees could have a material adverse effecuobusiness.
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We are dependent on contract research organizatamsother contractors for clinical testing and foertain research and development activities, tinestiming an
adequacy of our clinical trials and such researdiaties are, to a certain extent, beyond our coht

The nature of clinical trials and our businesststya requires us to rely on contract research drgéions, independent clinical investigators arfieothird party servic
providers to assist us with clinical testing andtaie research and development activities. As altesur success is dependent upon the successeet toutside parties
performing their responsibilities. Although we leee our contractors are economically motivated édggm on their contractual obligations, we candaoectly control th
adequacy and timeliness of the resources and és@epplied to these activities by our contracttir®ur contractors do not perform their activitiZsBan adequate or time
manner, the development and commercialization ofdoug candidates could be delayed.

Our current research and manufacturing facilitynist large enough to manufacture future stem cedl &rcell therapies.

We conduct our research and development in a 10s608re foot facility in The Woodlands, Texas, whiocludes a 1,200 square foot suite of three rofanghe
future manufacture of stem cell and T-cell theraglgough Phase 11l trials. Our current facilitynist large enough to conduct future commersedie manufacturing operatio
We will need to expand further our manufacturingffsand facility, obtain a new facility or contrawsith corporate collaborators or other third pastte assist with future dr
production.

In the event that we decide to establish a commakscale manufacturing facility, we will require sudstial additional funds and will be required toeh&nd trai
significant numbers of employees and comply witplepble regulations, which are extensive. We dbhave funds available for building a manufacturfagility, and we ma
not be able to build a manufacturing facility thath meets regulatory requirements and is sufftdi@nour commercial-scale manufacturing.

We may arrange with third parties for the manufeetof our future products. However, our third-pasturcing strategy may not result in a ceffective means f
manufacturing our future products. If we employrdiparty 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&rtmay 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 innigément claims against us that are costly to défend which may limit our ability to use the digziitechnologie
and prevent us from pursuing research and developmrecommercialization of potential products.

A number of pharmaceutical, biotechnology and otlenpanies, universities and research institutfene filed patent applications or have been isqatents relatin
to cell therapy, stem cells, @ells, and other technologies potentially relevanor required by our expected products. We capnedict which, if any, of such applications \
issue as patents or the claims that might be atloWée are aware that a number of companies heaeg dipplications relating to stem cells. We are alsare of a number of pat
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 techmyylar other technology required to make and usepotential produc
and such claims are ultimately determined to bey#iere can be no assurance that we would betaldbtain licenses to these patents at a reasoalt, if at 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 defendselfiin court against allegations of infringemefitlurd party patents. Patent litigation is verypersive 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 caasiag such technology.
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If we are unable to obtain future patents and otprietary rights our operations will be signifintly harmed

Our ability to compete effectively is dependentpart upon obtaining patent protection relating tor technologies. The patent positions of pharmacaiuanc
biotechnology companies, including ours, are ugernd involve complex and evolving legal and datiquestions. The coverage sought in a patentcapipin can be denied
significantly reduced before or after the paterisssied. Consequently, we do not know whether #terp applications for our technology will resultthe issuance of patents, ¢
any future patents will provide significant protect or commercial advantage or will be circumvenbsdothers. Since patent applications are secrek tine applications a
published (usually eighteen months after the esdtrledfective filing date), and since publication d@iEcoveries in the scientific or patent literatwoken lags behind actt
discoveries, we cannot be certain that the inventdrour licensed patents were the first to makeitiventions covered by the patent applicationshat the licensed pate
applications were the first to be filed for suclkentions. There can be no assurance that pateltssue from the patent applications or, if issutht such patents will be
commercial benefit to us, afford us adequate ptimbedrom competing products, or not be challengedeclared invalid.

Our competition includes fully integrated biophameatical and pharmaceutical companies that havei@ant advantages over us

The markets for therapeutic stem cell products,tipial sclerosis products, and rheumatoid arth@tie highly competitive. We expect that our mostnsigant
competitors are fully integrated pharmaceutical pames and more established biotechnology compafiese companies are developing stemlzzdied products and they h
significantly greater capital resources and experin research and development, manufacturingnggsibtaining regulatory approvals, and marketiman we currently do. Mau
of these potential competitors are further alonthiaprocess of product development and also opéaege, companfunded research and development programs. As #,rest
competitors may develop more competitive or affoidgproducts, or achieve earlier patent protectioproduct commercialization than we are able thieae. Competitiv
products may render any products or product catedhat we develop obsolete.

If we fail to meet our obligations under our licersgreements, we may lose our rights to key teolgies on which our business depends.

Our business depends on two licenses from thirtlgsarAdditionally, any business relating to a Tl gaccine for rheumatoid arthritis depends upditanse from th
Shanghai Institute for Biological Science. Thesidttparty license agreements impose obligationsusnsuch as payment obligations and obligationsliigently pursu
development of commercial products under the liednzatents. If a licensor believes that we haveddo meet our obligations under a license agreéntiee licensor could se
to limit or terminate our license rights, which tbuead to costly and timeensuming litigation and, potentially, a loss oé thcensed rights. During the period of any ¢
litigation, our ability to carry out the developnieand commercialization of potential products cobédsignificantly and negatively affected. If oigelnse rights were restricted
ultimately lost, our ability to continue our busssebased on the affected technology platform cbeldeverely adversely affected.

Restrictive and extensive government regulatioriccslow or hinder our production of a cellular prock .

The research and development of stem cell therapissibject to and restricted by extensive regatatly governmental authorities in the United Stated othe
countries. The process of obtaining U.S. Food andgyAdministration, or FDA, and other necessaryutatpry approvals is lengthy, expensive and unaert&e may fail to obtai
the necessary approvals to continue our reseatil@relopment, which would hinder our ability tomméacture or market any future product.

To be successful, our product candidates must bepded by the health care community, which candrg slow to adopt or unreceptive to new technolegiac
products.

Our product candidates, if approved for marketimgy not achieve market acceptance since hospghigicians, patients or the medical community inggal ma
decide to not accept and utilize these products.rbduct candidates that we are attempting toldpvepresent substantial departures from estaisteatment
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methods and will compete with a nhumber of more emtional drugs and therapies manufactured and rreatkey major pharmaceutical companies. The degfemaske
acceptance of any of our developed products wpkthel on a number of factors, including:

our establishment and demonstration to the medmaimunity of the clinical efficacy and safety ofrqaroduct candidates;

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

our ability to establish in the medical communite potential advantage of our treatments overratare treatment methods; and
« reimbursement policies of government and thirdyppayers.

If the health care community does not accept oadpets for any of the foregoing reasons, or for aiier reason, our business would be materiallynkdr

There is currently a limited market for our commstock, andany trading market that exists in our common stowy be highly illiquid and may not reflect
underlying value of the Company’s net assets omless prospects

Although our common stock is currently traded oa @TC Bulletin Board, there is currently a limitethrket for our common stock and there can be narasse the
an improved market will ever develop. Investors@ationed not to rely on the possibility that ative trading market may develop.

As our share price is volatile, we may be or bectimetarget of securities litigation, which is dgsand 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 c
action litigation. If the market value of our commstock experiences adverse fluctuations and werbednvolved in this type of litigation, regardlesfsthe outcome, we cot
incur substantial legal costs and our managemattesition could be diverted from the operation wif bbusiness, causing our business to suffer.

Future sales of our common stock in the public reacould lower our stock price

We may sell additional shares of common stock ibssquent public or private offerings. We may alssué additional shares of common stock to finaniterd
acquisitions. We cannot predict the size of fuisseiances of our common stock or the effect, if, @ngt future issuances and sales of shares ad@mumon stock will have on t
market price of our common stock. Sales of substamounts of our common stock, or the perceptiat such sales could occur, may adversely affientgiling market price
for our common stock.

We presently do not intend to pay cash dividendsusrcommon stock

We currently anticipate that no cash dividends Wwél paid on the common stock in the foreseeabladutWhile our dividend policy will be based on theeratin
results and capital needs of the business, ittisipated that all earnings, if any, will be retaghto finance the future expansion of the our lessnTherefore, prospective inves
who anticipate the need for immediate income by wfagash dividends from their investment shouldmatchase the shares offered in this offering.

20




ITEM 3. CONTROLS AND PROCEDURES
(a) Evaluation of Disclosure Controls and Procedes.

Management is responsible for establishing and tamiimg adequate internal control over financigaeing for the Company. Our principal executivéagr and
principal financial officer, after evaluating thffextiveness of the Company's disclosure controts@ocedures (as defined in the Securities Exahaug of 1934 (Exchange Act)
Rules 13a-15(e) and 18d5(e) as of March 31, 2006, have concluded that@malosure controls and procedures are not effeati providing reasonable assurance that infoni
required to be disclosed by the Company in thentsfbat it files or submits under the Exchange i&aecorded, processed, summarized and reportédéhvifie time periods
specified in the Commission's rules and forms. Biady, we identified deficiencies in our interheontrols and disclosure controls related to theoanting for equity with
detachable warrants, primarily with respect to aatimg for derivative liabilities in accordance WiEITF 00-19 and SFAS 133. We restated our conast@difinancial statements
for the year ended December 31, 2005 and for tteeim period ending March 31, 20086, in order toreot the accounting in such financial statementh véspect to derivative
liabilities in accordance with EITF 00-19 and SFAS3. Since June 2006, we have undertaken improvisnteour internal controls in an effort to remeedithese deficiencies by
improving supervision and training of our accougtstaff to understand and implement the requiremehEITF 00-19 and SFAS 133.

(b) Changes in Internal Control Over Financial Rgorting.

The management of the Company, with the particypatif the principal executive officer and princifiaiancial officer, has concluded there were nasigant changes in ti
Company's internal controls over financial repatthat occurred during our last fiscal quarter ta$ materially affected, or is reasonably likeyntaterially affect, our intern
control over financial reporting.

PART Il
OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS.
None.

ITEM 2. RECENT SALES OF UNREGISTERED SECURITIES.

In March 2006, the Company issued 347,490 sharés obmmon stock to two accredited persons iesatint of an outstanding account payable of $18D,08is transaction w
completed pursuant to Section 4(2) of the Secsritiet of 1933 and did not involve any public offegiand was sold to a limited group of persons. Eaclpient either receiv
adequate information about the Company or had acti@ough employment or other relationships, ttchsaformation, and the Company determined thah eacipient had sur
knowledge and experience in financial and businestters that they were able to evaluate the manitisrisks of an investment in the Company.

All sales of the Company's securities were madefbigers of the Company who received no commissionther remuneration for the solicitation of argrgon in connection wi
the respective sales of securities described abdwe recipients of securities represented theénitibn to acquire the securities for investmenyamnd not with a view to or f
sale in connection with any distribution thereoflappropriate legends were affixed to the sharéficates and other instruments issued in suchsaations.

On April 13, 2006, Pharma closed a financing tratisa in which Pharma issued 46,000,000 sharets aommon stock and warrants to purchase 23,00G/68@s of Pharms’
common stock for $23,000,000 to certain institudilcend accredited investors (the “Transaction"gaBk refer to the aforementioned Note 6 to Mtés to Consolidated Financ
Statements” for further details.
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ITEM 3 DEFAULTS UPON SENIOR SECURITIES.

None.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITMOLDERS.
None.

ITEM 5. OTHER INFORMATION.

None.

ITEM 6. EXHIBITS.

Exhibit 31.1 Chief Executive Officer Certification Pursuant tecion 13a-14 of the Securities Exchange Act (1)
Exhibit 31.2 Chief Financial Officer Certification Pursuant tection 13a-14 of the Securities Exchange Act (1)
Exhibit 32.1 Certification Pursuant to 18 U.S.C. Section 1350Adopted Pursuant to Section 906 of the SarbaDeley Act of 2002 (1)

Exhibit 32.2 Certification Pursuant to 18 U.S.C. Section 1350Adopted Pursuant to Section 906 of the SarbaDeley Act of 2002 (1)

(1) Filed herewith.

SIGNATURES

In accordance with Section 13 or 15(d) of the ExgfeaAct, the registrant has caused this reporetsigned on its behalf by the undersigned, theceduly authorized.

Opexa Therapeutics, In

By: /s/ David B. McWilliams

David B. McWilliams, CEO

By: /s/ C. William Roust

C. William Rouse, CFO

Date: June 20, 2006
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EXHIBIT 31.1

CHIEF EXECUTIVE OFFICER CERTIFICATION
PURSUANT TO SECTION 13A-14 OF THE SECURITIES EXCHANGE ACT

1, David B. McWilliams, certify as Chief Executiv@fficer of Opexa Therapeutics, Inc. that:
1. | have reviewed this quarterly report on ForraQ®B of Opexa Therapeutics, Inc.

2. Based on my knowledge, this quarterly reportsdo@ contain any untrue statement of a materil da omit to state a material fact necessary tharthe statements made
light of the circumstances under which such statésm@ere made, not misleading with respect to #réeod covered by this report;

3. Based on my knowledge, the financial statemeatd, other financial information included in thisagterly report, fairly present in all material pests the financial conditic
results of operations and cash flows of the regidtas of, and for, the periods presented in thésterly report;

4. The registrant's other certifying officer andré responsible for establishing and maintainisgldsure controls and procedures (as defined im&ge Act Rules 13&5(e) an
15d-15(e)) for the registrant and have:

a. Designed such disclosure controls and proceduoresaused such disclosure controls and procedarbs designed under our supervision, to enswaerttaterial informatio
relating to the registrant, including its consotith subsidiaries, is made known to us by otherhiwithose entities, particularly during the periadwhich this report is beir
prepared;

b. Evaluated the effectiveness of the registratigslosure controls and procedures and presentddsimeport our conclusions about the effectivengfsthe disclosure controls ¢
procedures, as of the end of the period coveretthisyreport based on such evaluation; and

c. Disclosed in this report any change in the tegig's internal control over financial reportirftat occurred during the registrant's most recestiafi quarter that has materii
affected, or is reasonably likely to materiallyeadf, the registrant's internal control over finahcéporting; and

5. The registrant's other certifying officer andave disclosed, based on our most recent evaluefiarternal control over financial reporting, toet registrant's auditors and
audit committee of the registrant's board of dwes{or persons performing equivalent functions):

a. All significant deficiencies and material weakses in the design or operation of internal contradr financial reporting which are reasonably ljkeo adversely affect tt
registrant's ability to record, process, summaaizé report financial information; and

b. Any fraud, whether or not material, that invawveanagement or other employees who have a signifiole in the registrant's internal control ofieancial reporting.

By: /s/ David B. McWilliams

David B. McWilliams, CEO

Date: June 20, 2006



EXHIBIT 31.2

CHIEF FINANCIAL OFFICER CERTIFICATION
PURSUANT TO SECTION 13A-14 OF THE SECURITIES EXCHANGE ACT

I, C. William Rouse, certify as Chief Financial @#r of Opexa Therapeutics, Inc. that:
1. | have reviewed this quarterly report on ForraQ®B of Opexa Therapeutics, Inc.

2. Based on my knowledge, this quarterly reportsdogt contain any untrue statement of a mater@lda omit to state a material fact necessary t@erthe statements made
light of the circumstances under which such statemeere made, not misleading with respect to #réd covered by this report;

3. Based on my knowledge, the financial statemeatd, other financial information included in thisagterly report, fairly present in all material pests the financial conditic
results of operations and cash flows of the reaigtas of, and for, the periods presented in théstgrly report;

4. The registrant's other certifying officer andré responsible for establishing and maintainirsgldsure controls and procedures (as defined im&@e Act Rules 1345(e) an
15d-15(e)) for the registrant and have:

a. Designed such disclosure controls and procedaresaused such disclosure controls and procedarbe designed under our supervision, to enswaerttaterial informatio
relating to the registrant, including its consotith subsidiaries, is made known to us by otherkiwithose entities, particularly during the periadwhich this report is beir
prepared;

b. Evaluated the effectiveness of the registrati$slosure controls and procedures and presentitdsimeport our conclusions about the effectiverefshe disclosure controls ¢
procedures, as of the end of the period coveretthisyreport based on such evaluation; and

c. Disclosed in this report any change in the tegig's internal control over financial reportirtat occurred during the registrant's most recestiafi quarter that has materi:
affected, or is reasonably likely to materiallyeadf, the registrant's internal control over finahcéporting; and

5. The registrant's other certifying officer antdve disclosed, based on our most recent evaluefigrternal control over financial reporting, toet registrant's auditors and
audit committee of the registrant's board of dwes{or persons performing equivalent functions):

a. All significant deficiencies and material weagses in the design or operation of internal comrar financial reporting which are reasonably Ikt adversely affect tt
registrant's ability to record, process, summaaize report financial information; and

b. Any fraud, whether or not material, that invaveanagement or other employees who have a signifiole in the registrant's internal control ofieancial reporting.

By: /s/ C. William Rouse

C. William Rouse, CFO

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-QSB for the quarter ended Mafc2B06 (the “Report’jully complies with the requirements of Section d)3¢r Section 15(d), as applicable, of the Seas
Exchange Act of 1934 and that the information ciorgd in the Report fairly presents, in all materegpects, the financial condition and resultsp#rations of the Company.

By: /s/ David B. McWilliams

David B. McWilliams, CEO

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 “Compgnyiereby certifies, to such officer's knowleddettthe Companyg' Annua
Report on Form 10-QSB for the quarter ended Mafc2B06 (the “Report’jully complies with the requirements of Section d)3¢r Section 15(d), as applicable, of the Seas
Exchange Act of 1934 and that the information ciorgd in the Report fairly presents, in all materegpects, the financial condition and resultsp#rations of the Company.

By: /s/ C. William Rouse

C. William Rouse, CFO

Date: June 20, 2006



