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UNITED STATES SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-KSB

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(D) OF EFBECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2006

[m] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(Dlf @HE SECURITIES EXCHANGE ACT OF 1934

Commission file number:-25513

Opexa Therapeutics, Inc.

(Exact name of small business issuer as specifi@d charter)

Texas 76-0333165
(State or other jurisdiction of incorporation oganization) (IRS Employer Identification No.)
2635 N Crescent Ridge Drive, The Woodlands, Texas 77381
(Address of principal executive offices) (Zip Code

Registrant’s telephone number, including area c(it) 2729331
Securities registered pursuant to Section 12(bh@fAct: None
Securities registered pursuant to Section 12(gh@fAct: Common Stock
Check whether the Issuer is not required to fifgores pursuant to Section 13 or 15(d) of the Exgleafct.]

Check whether the Issuer (1) has filed all repoetpiired to be filed by Section 13 or 15(d) of 8ecurities Exchange Act of 1934 during the preagdid months (or fc
such shorter period that the registrant was redudile such reports) and (2) has been subjestith filing requirements for the past 90 days. ®es No O

Check if there is no disclosure of delinquent flar response to Item 405 of RegulatioB $ not contained in this form, and no discloswit be contained, to the best
registrant’s knowledge, in definitive proxy or imfisation statements incorporated by reference inIRaf this Form 10-KSB or any amendment to tRisrm 10-KSB.[X]

Indicate by check mark whether the registrantsiell company (as defined in Rule 12b-2 of the Exge Act). Yed] No
Issuer’s revenues for the fiscal year ended DeceBithe2006: $0.

The aggregate market value of the voting and ndmg@ommon equity held by naaffiliates of the Issuer as of March 13, 2007 bageah the average bid and asked
as of such date, was $18,678,512.

The Registrant’'s common stock outstanding as ofckag, 2007, was 6,696,784 shares.
DOCUMENTS INCORPORATED BY REFERENCE:

The Registrant is incorporating by reference irt Raof this Form 10-KSB certain information coimiad in the Registrarg’proxy statement for its annual meetin
shareholders, which proxy statement will be filgdthee Registrant on or before April 30, 2007.

Transitional Small Business Disclosure Format (&Hene): Yedd No
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Forward Looking Statement

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

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

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

Stock Split

In June 2006, the Compamyshareholders approved a one for ten reverse comwstark split. All share, par share and par valueoaints (except authorized shares) t
been retroactively adjusted to reflect the split.

PART I

ITEM 1. DESCRIPTION OF BUSINESS

Overview

Opexa Therapeutics, Inc. (the “Company”, “we”, “Qpéor “Opexa Therapeutics? a biopharmaceutical company developing autolsgmliular therapies to treat sev:
major illnesses, including multiple sclerosis (MBjeumatoid arthritis (RA), diabetes, and cardiouter disease. These therapies are based on thpa®gia proprietary Teell
and adult stem cell technologies.

Opexa Therapeutics’ lead product, Tovaxin™, is aell-based therapeutic vaccine for MS licensed ftbm Baylor College of Medicine, which offers a quee ani
personalized approach to treating the disease dycing an immune response against the autoimmureimpeptide-reactive Tells (MRTCs), which are believed to
responsible for the initiation of the disease pssce

Tovaxin™ is currently in a Phase lIb clinical trisitial Phase I/1l open-label human trials shdwatt T-cell vaccination (TCV) appears to safely induce iam@ respons:
that deplete and regulate MRTCs. In two ofedrel Phase I/ll clinical trials, the annualizethpse rates of patients were reduced by an averfaggproximately 90% compar
to their prior history of relapses. Some patieftés appear to experience an improvement of theitake Expanded Disability Status Scale, a scorieghod used to measure
disability of MS patients (EDSS). Improvements iDES are not frequently observed in patients folfmpreatment with other currently licensed therapithough the da
from our Phase I/Il trials appears to be promisihg, Phase llb trial is being conducted to confih@se results. Opexa Therapeutics believes thaaxiio? could be ready fc
commercialization as early as 2011.




We also hold exclusive worldwide license for theellectual property rights and research resultarofutologous Eell vaccine for RA from the Shanghai Institutee
Biological Sciences (SIBS), Chinese Academy of Sois of the People's Republic of China.

Opexa’'s RA T-cell vaccination (TCV) technology mnceptually similar to Tovaxin™. RA is an autoimneuh-cell-mediated disease in which pathogenizells trigger a
inflammatory autoimmune response of the synoviltgoof the wrists, shoulders, knees, ankles aptividnich causes pain, stiffness, and swelling addhe joints and erosi
into cartilage and bone. The RA TCV technology wHothe isolation of these pathogenic T-cells fromawial fluid drawn from a patient. Thesec&lls will be grown t
therapeutic levels and attenuated by gamma iriadiat our laboratory. The attenuatect@Hs will be injected subcutaneously into patiehereby inducing an immune respa
directed at the pathogenic T-cells in the patiebtidy. This immune response regulates the levphtifogenic Teells and potentially allows the reduction of jasmtelling in RA
patients. Human trials that have been conducte@hima show minimal side-effects and promising effi measured as a reduction of joint swelling felfg the Teell
vaccination.

We also have an exclusive license from the Uniteisi Chicago, through its prime contractor relagbip with Argonne National Laboratory, to a stesfl technology il
which adult multipotent stem cells are derived fromanocytes (white blood cells) obtained from thégua’'s own blood. We are initially pursuing indicationsdiabetes mellit
with our stem cell therapy and are conducting jméxl animal studies.

The Company’s stem cell technology isolates novelipotent stem cells derived from peripheral blandnocyteslin vitro experiments with monocytaerived stem cel
(MDSC) have shown their capacity to differentiattoia wide variety of cell types including panciefitcells. We have demonstrated that these pancretgis iclusters derivi
from MDSCs are composed of three pancreatic cgliss (a, f andd ). These islet clusters are responsive to glucoden@imics the normal pulsatile pattern observedumar
islets. The importance of these stem cells is the abititgasily isolate them from an individusli¢irculating monocytes, expand them and admintkem back into the sar
patient. This autologous approach provides a methayercome any rejection issues and the neemimunosuppressant drugs which are often assocwtaccurrent islet ce
transplantations. This technology may lead to tivenfition of an unlimited source of pancreatic islells suitable for an autologous cell therapytfe treatment of diabet
mellitus.

An overview of Opexa’s technologies and pipelinprisvided in the following chart:

Overview of Opexa Therapeutics Technologies and Pgoams

Tovaxin™ Multiple Sclerosis

Rheumatoid Arthriti

Diabete

Complete Ongoing _Planned




T-Cell Therapy

Opexa Therapeutics has the exclusive worldwidenieerom Baylor College of Medicine to an indivitimad T-cell therapeutic vaccine, TovaxinWhich is in U.S. FD;
Phase IIb human clinical trials to evaluate it®baind effectiveness in treating MS.

Tovaxin ™ consists of attenuated patiepecific MRTCs against peptides from either mylexsib protein [MBP], proteolipid protein [PLP], myreloligodendrocyt
glycoprotein [MOG]) peptides or combinations ther@atient-specific MRTCs are expanded in culturthspecific peptides identified by the Companproprietary test of tl
patient's peripheral blood. MS is the result of ergon’s own Teells attacking the myelin sheath that coats theveneells of the central nervous system (CNS). @
Therapeutics’ unique T-cell technology takes tres®reactive T-cells from the patient and expahdsitex vivo (in a celeulture environment outside the body), attenudtesr
by gamma irradiation, and then returns them tqptiitéent as a subcutaneous injection. Although &rrthsting is necessary, results from our initiahlan trials appear to indici
that these attenuated T-cells cause an immunensspibirected at the autoreactive T-cells in theep#s body, stimulating a reduction in the levEharmful T-cells.

We believe that our initial human trials show tfatzaxin ™safely induces the depletion and regulation of MRTiidssibly stabilizing the disease, reducing tiveualizet
relapse rate, and potentially improving the disgbgéicores of patients. In November 2006, the Camgpenrolled the first patient in a double blindaggbo controlled, 150 patit
Phase IIb clinical trial. We expect to completeadinment in mid 2007.

Our Rheumatoid Arthritis (RA) T-cell vaccination QV) technology is conceptually similar to Tovaxin™A is an autoimmune T-cefhediated disease in whi
pathogenic Teells trigger an inflammatory autoimmune responisthe synovial joints of the wrists, shoulders, &sgankles and feet which causes pain, stiffnexs saelling
around the joints and erosion into cartilage andeb®ur RA TCV technology allows the isolation bése pathogenic Tells from synovial fluid drawn from a patient. Wil
expand and attenuate these T-cells in our labgraidre attenuated €ells will be injected subcutaneously into patiemith the goal of inducing an immune response deg@
the Pathogenic T-cells in the patient’s body. Wkebe this immune response could reduce the lef/phathogenic Teells and potentially allow the reduction of joswelling ir
RA patients.

Stem Cell Therapy

Opexa has developed a proprietary adult stem eelinology to produce novel monocyterived stem cells (MDSC) from blood. These MDS@ ba derived from
patients monocytes, expanded ex vivo, and then admingter¢he same patient. The Company believes thause this is an autologous therapy, there shaulibhrejectio
issues as self-derived MDSC pose no immunologicablpms. Normally, allogenic cells are deleted bgtimmune responses and require the use of gatti@n drugs.

Our novel multipotent stem cell is derived from peripheral bloodnmcytes which when cultured under defined condgiare able to further differentiate into sev
cellular lineages. Molecular biology and immunobéstemical studies have shown that these MDSCs bpgeific markers that distinguish them from othtms cells. i
addition these studies have also shown a tiegendence for the expression of these specifie gesducts during the growth and differentiatiofMidSCs. In vitro experimen
with MDSCs have shown their capacity to differetgtitowards hematopoietic, epithelial, endothebaldocrine and neuronal cells. Our main focus isfuhtaer development
this monocytederived stem cell (MDCS) technology as a novelfptat for the in vitro generation of highly speciadd cells for potential application in autologoed therap
for patients with diseases such diabetes mellitascardiovascular disease.

Other Opportunities

The Company intends to conduct basic researcht@rdime the potential use of its stem cells anéedshtiated cells in other indications, such as uteacdegeneratio
stroke, myocardial infarction, wound healing andkifeon’s disease. Opexa Therapeutics intends to partnemldicense some of these indications if they ateporsued fc
internal development. For those indications whaee@ompany feels it can participate commerciallgexa Therapeutics desires to partner in key comaierarkets outside
the United States.




Organizational History

We were incorporated in Texas in 1991 and in Ma@420ve entered the biopharmaceutical business fuiig an entity that held rights to treatmenténgsadul
multipotent stem cells derived from adult humarigiesral blood. From an accounting standpoint, thesgliary is deemed the acquirer in a reverse mevbereby the parent
deemed the survivor of the reorganization. As socin financial statements are those of the subygidia November 2004, we acquired Opexa Pharmazadstilnc. which holc
rights to technology to an individualized T-celétapeutic technology for treating MS.

The Company’s Products and Services

Our T-cell Platform

Multiple Sclerosis - Background

In the United States, approximately 400,000 pespléer from multiple sclerosis, a chronic progressautoimmune disease of the central nervous syg8BM$) that i
caused by myelin autoreactivec&lls progressively eroding the myelin that surdsiand insulates nerve fibers of the brain andasmiord resulting in varying amounts
disability. Globally, there are approximately 2.9limn MS patients representing a drug market hedgto be approximately $5 billion in 2005. The bh@rkets accounted 1
slightly more than 50 percent of global MS sale@®5, approximately $2.5 billion. MS remains all#raing autoimmune disease to study because ttteoplaysiologit
mechanisms are diverse, and the chronic, unpréxdiictamurse of the disease makes it difficult teedmine whether the favorable effects of sherta treatment will be sustain
Therapies that can safely prevent or stop the pssion of disease and allow reversal of the negicdbdamage and disability caused by the disegzesent the greatest uni
need in MS.

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

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

Current Therapy for Multiple Sclerosis

Current MS disease modifying drugs on the marketraostly palliative and generally work through achemism of immunomodulation or immunosuppressidmesl
therapies for MS are dominated by three forms tdrfieron that require frequent subcutaneous oamntiscular injections (Avonex, Betaseron and Relifjpaxone is ¢
immunomodulator composed of a random copolymemafa acids that is administered daily. Novantromé@xanthrone) is an immunosuppressive drug thatardy be give
four times per year with a life time limit of 8 t® doses. All of the current therapies only slow finogression of MS and they have significant patcempliance challeng
because of the dosing schedule, limited decreaselapse rate, side effects profile (e.g., therfaten formulations produce severe fike symptoms, injection site reactio
infection and neutralizing antibodies (ranging fr&% to 45%) are developed that limits the efficafytreatment; Copaxone causes significant injecti@ reactions; whi
Novantrone causes infections, bone marrow supfessausea, hair thinning, bladder infections, modith sores). These drugs must be administerey teweekly. Tysab®,
a selective adhesion molecule inhibitor (an alphatdgrin antagonist), represents another clasel®fdrugs which works by preventing immune systefisdall leukocyte
carrying the alpha 4 integrin glycoprotein on thairface) from crossing the BBB and move into ttNSCTysabri®requires a once per month infusion and has recéeiy
reintroduced to the market after being originallghdrawn in 2005 based on safety concerns overrabpatient deaths due to virally mediated braffaeimmation -a conditior
called progressive multifocal leukoencephalopafPiyli().




Tovaxin ™ for Multiple Sclerosis

The Company believes that Tovaxin ™ works seletti@ the myelin autoreactive T-cells by harnessihg bodys natural immune defense system and feec
mechanisms to deplete these T-cells and inducerdhi® immune regulatory responses by rebalanciagrtmune system. Tovaxin ™ manufactured by taking the MRT
from the blood, expanding them to a therapeutie@dopsvivo, and attenuating them with gamma irradiatioptevent DNA replication. These attenuated MRTKestlaen injecte
subcutaneously into the body in large quantitigse Body recognizes specific CBll receptor molecules of these MRTCs as foreigah @mounts an immune response reac
against them, not only destroying the injectedraiééed MRTCs, but also the circulating, myelin aedative T-cells carrying the peptide-specificdlt receptor molecules.
addition, T-cell activation molecules on the suefaif the activated MRTCs used as vaccine induceréble immune regulatory responses, which promoteigflammatory
responses. Because the therapy uses an indivsdaalh cells, the only directly identifiable siddfesft is injection site reaction in a small percgetaf the patients. The
reactions clear within 24 hours.

We believe that this technology platform will haaygplication in other T-cell mediated diseases agirohn’s disease, psoriasis, rheumatoid artlantisType 1diabetes.

Tovaxin ™ Intellectual Property

The technology is based on discoveries made byibgwu Zang of Baylor College of Medicine in Houstdhe Company has an exclusive, worldwide license the
Baylor College of Medicine to develop and commédizgathree technology areas for MS, namelgéllvaccination, peptides, and diagnostics. Urtder_icense Agreement w
the Baylor College of Medicine, the Company habktsgo a total of 11 patents (2 U.S. and 9 foream) 80 patent applications (6 U.S. and 74 foreign)

Tovaxin ™ Manufacturing

Opexa Therapeutics’ manufactures its TCV therapgsiown Good Manufacturing Practice (“GMHFAgcility. The TCV technology is similar to that tthditional microbie
vaccine technology, where the pathogen (or thenadted derivative) is used to derive the protecéimégens necessary to induce protective immungoreses. In preparing
TCV therapy, the myelin autoreactive T-cells cagdime disease are taken from the blood, specifiéadntified, and expanded ex vivo by incubatingsth Teells with selecte
peptides of MBP, PLP, and MOG in the presence ti§an-presenting cells and growth factors. Myelepfide reactive Tells are grown to therapeutic levels and cryopresk
Prior to use, the MRTCs are expanded, formulatad, atenuated (by irradiation) to render them inpetant to replicate but viable for therapy. Thetenaated Teells art
administered in a defined schedule of subcutanagestions. We expect that a single draw of a 50May of blood is sufficient to provide a full yésitherapeutic regimen
Tovaxin ™ .

Clinical Development of Tovaxiri™

Tovaxin ™ is currently in a Phase IIb clinical triRatients treated in Opexa Therapeutics Phaseféniabel studies with trivalent (MBP, MOG, and PLP}rfaulation:
have experienced minimal side effects, an approérf@% average reduction in annualized relapsearadémprovements in EDSS scores.

Tovaxin ™ Phase IIb Clinical Trial

The Phase lIb trial, entitted “A Multicenter, Ramdized, Double-Blind, Placebo-Controlled Study ofbButaneous Tovaxin ™h Subjects with Clinically Isolate
Syndrome or Relapsing Remitting Multiple Sclerosis’ a multi-site double-blind, randomized, placefomtrolled 150 (100 treated, 50 placebo) patieiad.tThe primar
endpoint will be lesion evaluation (the total numioé gadoliniumenhancing lesions) via MRI with a secondary endpb&ing annual relapse rate. This trial is desigtu
demonstrate the safety and efficacy of Tovaxin THe Company enrolled its first patient in NovemB@06 and expects to complete enrollment in mid 2007




Our Stem Cell Platform
Stem Cells - Background

Stem cells are undifferentiated primary cells tieate the potential to become any tissue or orgaheobody. They hold therapeutic promise for theettgpment of effectiv
treatments and possibly cure for various diseaBes.current stem cell research efforts have beeidatl between embryonic and tissue specific adalhscells as potenti
therapeutic progenitor cells Recent experiments with Embryonic stem (ES) cedse demonstrated that these highly proliferatpleripotent cells can differentiate i
pancreatic-like-cells. The major problem with ES cells is theiangbotency and risk that these cells, otramsplanted, could form tumors. Given that, atisfiue specific ste
cells have become attractive as a potential cetijeutic. Adult tissue specific stem cells haveaathges over ES cells; first, these cells carsblated from a more managee
source such as bone marrow or other tissues; setioeyl proliferate in a controlled fashion and with the likelihood of tumorogenicity, and third,ethcan be used in
autologous setting and avoid the potential foratpa which exists for allogenic use of stem cells.

Hematopoietic stem cells (HS$); present in the bone marrow and precursord tdadd cells, are currently the only type of steells commonly used for therapy. Docl
have been transferring HSC’s in bone marrow traargpl for more than 40 years. Advanced techniquesdbecting or “harvesting” HSG' are now used to treat leuker
lymphoma and several inherited blood disorders.

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

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

To realize the promise of novel célzssed therapies for such pervasive and debilitatisgases, scientists must be able to easily gmddecibly manipulate stem cells
that they possess the necessary characteristissiéoessful differentiation, transplantation angraftiment. To be useful for transplant purposesmstells must be reproducil
made to: proliferate extensively and generate efit quantities of tissue, differentiate into thesired cell type(s), survive in the recipient mffansplant, integrate into t
surrounding tissue after transplant, function appetely for the duration of the recipient's lif@yoid harming the recipient in any way, and avdid problem of immur
rejection. There is no assurance that any commizeibcell-based therapies will ever be developed.

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

Opexa has developed a proprietary adult stem eefirtology to produce monocyte-derived stem cellD®@) from blood. These MDSC can be derived fromaept's
monocytes, expanded ex vivo, and then administergide same patient. The Company believes thatusecthis is an autologous therapy, there shouldoballogenic rejectic
issues as self-derived MDSC pose no immunologicablpms. Normally, allogenic cells are deleted bgtimmune responses and require the use of gatti@n drugs.




Our novel multipotent stem cell is derived from peripheral bloodnmcytes which when cultured under defined condgiare able to further differentiate into sev
cellular lineages. Molecular biology and immunobédtemical studies have shown that these MDSCs bpgeific markers that distinguish them from othems cells. i
addition these studies have also shown a tieygendence for the expression of these specifie gezducts during the growth and differentiatiorMidSCs. In vitro experimen
with MDSCs have shown their capacity to differetgtitowards hematopoietic, epithelial, endothekaldocrine and neuronal cells. Our main focus idhtaer development
this monocytederived stem cell (MDCS) technology as a novelfptat for the in vitro generation of highly speciadd cells for potential application in autologoed therap
for patients with diseases such diabetes mellidgscardiovascular disease.

Opexa Therapeutics, working either by itself ocamjunction with strategic partners, expects tbézatithese MDSC from the same patient to develtipeaapy which me
cause autologous tissue or organ repair. The linittarnal therapeutic target is diabetes mellitOsher therapeutic targets would be pursued thraeagtystage licensing
strategic alliances. The diabetes program is ctlyrémpre-clinical development.

Pancreatic Islet Cell Development

Diab etes is a disease characterized by the failuless of pancreatig-cells to generate sufficient levels of the hormorselin required to meet the bodyneed to mainta
normal nutrient homeostasis. Type 1 diabetes isexhby the complete loss of pancrefiticells when the body’s own immune system mistaketigcks and destroys a person’
B-cells. While for T ype 2 diabetes the causes ararfore complicated and poorly understood, theltesi the disease are similar in that often preells fail to generat
sufficient amounts of insulin to maintain normalneostasis. The loss of insulin results in an irsgeia blood glucose levels and will eventually leéadhe development
premature cardiovascular disease, stroke, and ifiilere. Currently there is no permanent curediabetes; however, recent clinical islet cell s@lantations have shown gc
success in restoring lortgrm endogenous insulin production and glycemibibta in subjects who have Type 1 diabetes madlitith unstable baseline control. Persistent
function without injected insulin dependence pr@gaonsiderable benefit.

Current cell transplant therapy for the treatmendiabetes is limited by an inadequate supply sllim-producing cells. Cadavericosirces are limited and up to th
pancreas are required to obtain clinically sigaificquantities op-cells for one patieniThe identification of novel adult human stem cellsvides a new prospect for obtainir
sufficient number of insulin-produc ircells for transplantation. Using our technologsirzgle blood draw may be adequate to produce elimjoantities of-cells for a patient.

In vitro experiments with MDSC have shown their @eipy to differentiate toward a wide variety of Icipes including pancreatig-like cells. These cells aggregate
clusters resembling pancreatic Islets of Langeriamaed Monocyte Derived Islets (MDI). The cluséggregates show endocrine gene expressB®inchemical assays he
demonstrated that MDI can synthesize and secrgtefisant amounts of insulin during their growthdarespond in a glucosgependent manner. In addition, MDI car
stimulated or repressed by the addition of agomisentagonists of insulin in vitro.

The importance of these stem cells is the abititgdsily and cost effectively derive them from adividual’s circulating monocytes, expand them and adminten bac
into the same patient. This autologous approachkiges a method to overcome any rejection issues aedneed for immunosuppressant drugs which are afisociated wit
current transplantations. This technology may keeithe formation of an unlimited sourceféells suitable for an autologous cell therapytfar treatment of diabetes mellitus.

Stem Cell Pre-Clinical and Clinical Development

Opexa is conducting pre-clinical studies to demmstproof of concept and method of delivery withlanned IND (Investigational New Drugpubmission to the FD
during 2007. The Company is targeting a 2008 Phagely for monocyte-derived islet transplantatidpatients with Type 1 diabetes mellitus.

Licenses, Patents and Proprietary Rights

We believe that proprietary protection of our temlogies is critical to the development of our besis. We intend to continue to protect our propnjeitgtellectual propert
through patents and other appropriate means. Weupgln tradesecret protection for some confidential and prdprieinformation and take active measures to cbmairoess t
that information. We currently have non-disclosageeements with all of our employees, consultargsdors, advisory board members and contract refs@aganizations.




The Companys intellectual property strategy includes develgpamoprietary technology for the sourcing, scale mpnufacturing, and storage of T cells and mutépi
adult stem cells and the use of these cells inipleltherapeutic applications. This strategy wiltlude expanding on technologies in-licensed tasisvell as iricensing
additional technologies through collaborations witfiversities and biotech companies.

We have exclusive, worldwide licenses to certaireps that relate to our T-cell technology and muitipotent adult stem cell technology.

T-Cell Therapy IP

We have an exclusive, worldwide license from thglBaCollege of Medicine to patent applicationsitlag rights to the treatment of multiple scleros&ng attenuate
modified T-cells and to the use of thec&H technology as a diagnostic. The license wastgd to the Company by Baylor in exchange for comratock in Opex
Pharmaceuticals which was acquired by the Companyovember 2004. The key terms of the agreementexxadusive, worldwide, and a 2% royalty on neesabf license
products. The royalty decreases to 1% after theeggge net sales exceed $500 million. There armttmer performance or payment terms in the licefbe. Company also ha:
separate consulting agreement with the inventogwii Zang, M.D., Ph.D. which grants the Companyritiet of first refusal on all future discoveriesde by Dr. Zang.

The Company has filed additional patent applicatioslated to T-Cell vaccination for MS.

Rheumatoid Arthritis Therapy IP

We have an exclusive worldwide license for theliettual property rights and research results ofatologous T cell vaccine for rheumatoid arthriitiam the Shangh
Institutes for Biological Sciences (SIBS), Chinédsmdemy of Sciences of the People's Republic oh&hiVe made a $125,000 license payment and agrqe/ta 0.5% royal
on net sales of licensed products.

The Company has filed additional patent applicatimated to T-Cell vaccination for RA.

Stem Cell Therapy IP

We have an exclusive, worldwide license from théversity of Chicago, through its prime contractetationship with Argonne National Laboratory, tpatent applicatic
claiming rights to the development of adult multgrat stem cells from monocytes isolated from abulhan peripheral blood. The technology was dise@v@nd developed
the Argonne National Laboratory, a U.S. DepartnoériEnergy Laboratory.

Pursuant to the license we have issued a totad @68 shares of our common stock to the Univeditghicago. We have also agreed to pay the Unityeo$iChicago $1.
million and issue to them 21,623 shares of Opexai@on Stock by April 30, 2007. We have agreed to p@ercentage of royalties on sales of productfestto the license
patents, as well as sublicense fees. In additf@niversity of Chicago license requires us toeexpon research and development at least $2,00Qd0i® two (2) years of tt
execution of the license and at least an additi$4e000,000 within four (4) years of the executafrthe license. Research and development expendity sublicensees
account for half of each amount. The license adspiires us to sell a product or method based oliciwesed technology by February 2011.

The Company has filed patent applications relatethé process of obtaining monocyterived stem cells and the further differentiatainthe cells into pancreatic is
cells.

Our Product Pipeline

Tovaxin™ is a vaccine approach to treating multggierosis in that it induces the bosly'nmune system to attack the MRTCs that we beliggeaesponsible for destroy
the myelin sheath coating of the axons in the e¢mtervous system. We believe that the depletiah regulation of the MRTCs may stop progression oftiple sclerosis
Tovaxin™ is currently in a Phase llb clinical tridhe Company enrolled its first patient in Novem®@06 and expects to complete enroliment in mi@i720
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Rheumatoid Arthritis Therapy

Our Rheumatoid Arthritis (RA) T-cell vaccination QV) technology is conceptually similar to Tovaxin™A is an autoimmune T-cefhediated disease in whi
Pathogenic Teells trigger an inflammatory autoimmune resporfisthe synovial joints of the wrists, shoulders, &sgankles and feet which causes pain, stiffnesksaelling
around the joints. We are currently transferring tiscchnology to our laboratory and will presentdatthe FDA in 2007 with the intention of filingt &ND and initiating a Phas:
clinical trial in 2008.

Diabetes Stem Cell Therapy

We believe that there are approximately 20.8 milli@ople the United States who have diabetes. khare 1 million of these people have Type 1 diabeteHitus. Amon
adults with diagnosed diabetes, 31% take insulicotairol their disease. Research studies have fthatdmproved glycemic control benefits peopletweither Type 1 or Type
diabetes. Islet transplantation using Opexa’s petemy monocytederived islet cell may offer the potential to impeoglycemic control in a subgroup of patients wvilitlpe 1 an
Type 2 diabetes mellitus who are disabled by rédrgchypoglycemia. The Company is in preclinicalelepment and plans to file an IND in 2007 andaté a Phase | clinic
trial in 2008.

Cardiac Stem Cell Therapy

Stem cell treatment of congestive heart failurel@éaevolutionize treatment of the disease becatiseay treat the source of the problem by repladisgased cardii
muscle tissue with stem cells that grow or inddee drowth of new healthy cardiac tissue. Elsewineuétiple Phase | clinical studies encompassing ntioa@ 70 patients ha
been run with autologous bone marrow stem cellsréort improved cardiac perfusion. A recent (2Q084) trial reported that injected autologous borarow mononucle:
cells, using electromechanical mapping into ardasobemic myocardium in patients with endstagéésuic cardiomyopathy and heart failure, showedesagbeutic effect wil
improved myocardial perfusion and exercise capaaity and 12 months, as well as increased glefta¥éntricular function. Using the experience lidge Phase | trials we p
to move through pre-clinical development and, dcassful, initiate human testing as soon as piaulic

Other Opportunities

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

Research Collaborations

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

Commercialization Through Third Parties

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

The development of therapeutic and diagnostic agémt human disease is intensely competitive. Mgbarmaceutical companies currently offer a numdfk
pharmaceutical products to treat heart attackksfrBarkinson's disease, diabetes, liver diseasisitis and other diseases for which our techgiel® may be applicable. Ma
pharmaceutical and biotechnology companies arestigaging new drugs and therapeutic approachethéosame purposes, which may achieve new efficexfjlgs, extend th
therapeutic window for such products, alter thegpiasis of these diseases, or prevent their onsetbélieve that our products, when and if succelysfidveloped, will compe
with these products principally on the basis of iayed and extended efficacy and safety and thesraleconomic benefit to the health care systera.ekpect competition
increase. We believe that our most significant cetibqrs will be fully integrated pharmaceutical quemies and more established biotechnology compaBiealler companit
may also be significant competitors, particulabyough collaborative arrangements with large phaeutical or biotechnology compani€ome of our primary competitors
the current treatment of and in the developmerttezdtments for multiple sclerosis include Bioddee, Elan, Serono, Aventis, Teva, and Schering 8@Gme of our primai
competitors in the development of stem cell thesapnclude Aastrom Biosciences, Geron, Gan@edl-Ltd, Stem Cells Inc., Cellerant Therapeuti¥gcell, and Osiri
Therapeutics. Many of these competitors have saanf products in development that could be contipetivith our potential products.

Sales and Marketing

We intend to develop a sales force to market outiphel sclerosis cell therapy products in the U3ven the concentration of multiple sclerosis amanglatively sma
number of specialized neurologists, we believe ghaiodest size sales force would be sufficient &oket the multiple sclerosis products.

We plan to partner with large biotech and pharmacalucompanies for the marketing and sales ofM8rand RA Teell products outside the United States and oun
cell therapy products.

Government Regulation

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

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

FDA Approval

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

1. PreclinicaLaboratory and Animal TestsPreclinical tests include laboratory evaluatiéthe product and animal studies in specific disgasdels to assess
the potential safety and efficacy of the produat aar 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 MBgicome Effective Before U.S. Human Clinical T
May CommenceThe results of the preclinical tests are submhittethe FDA as part of an IND, and the IND becomfésctive 30 days following its receipt by the FDés long
as there are no questions, requests for delayjectidns from the FDA.

3. Adequate and Well-Controlled Human Clinical TrisdsEstablish the Safety and Efficacy of the ProdGénical trials involve the evaluation of the pradun
healthy volunteers or, as may be the case wittpotential products, in a small number of patiermtdar the supervision of a qualified physician. @k trials are conducted
accordance with protocols that detail the objestiokthe study, the parameters to be used to mogafety and the efficacy criteria to be evaluatety product administered ir
U.S. clinical trial must be manufactured in accomawith GMP. Each protocol is submitted to the F&part of the IND.
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The protocol for each clinical study must be appobby an independent Institutional Review Board|RMB, at the institution at which the study is canted and tr
informed consent of all participants must be olgdinThe IRB will consider, among other things, éxésting information on the product, ethical fastothe safety of hum.
subjects, the potential benefits of the therapytaedoossible liability of the institution.

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

* In Phase |, products are typically introduced inéalthy human subjects or into selected patientfabipns to test for adverse reactions, dosageaote, absorptic
and distribution, metabolism, excretion and clihjgaarmacology.

. Phase Il involves studies in a limited patient dapan to (i) determine the efficacy of the proddiot specific targeted indications and populatiofiiy,determine
optimal dosage and dosage tolerance and (iii) iiyepossible adverse effects and safety risks. Waetose is chosen and a candidate product is fuibe
effective and to have an acceptable safety profiRhase Il evaluations, Phase lll trials begin.

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

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

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

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

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

FDA Manufacturing Requirements

Among theconditions for product licensure is the requiretrtéat the prospective manufacturer's quality adrdand manufacturing procedures conform to the BB200(
Manufacturing Practice, or GMP requirements. Eviéer @roduct licensure approval, the manufacturasintomply with GMP on a continuing basis, and wdmatstitutes GM
may change as the state of the art of manufactutisgnges. Domestic manufacturing facilities argesiitio regular FDA inspections for GMP complianaejich are normall
held at least every two years. Foreign manufaaguideilities are subject to periodic FDA inspecBa inspections by the foreign regulatory authesitvith reciprocal inspecti
agreements with the FDA. Domestic manufacturingifses may also be subject to inspection by foremthorities.
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Fast Track, Priority Review and Accelerated Apprdva

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

Fast Track is a formal mechanism to interact with the FDA gsaipproaches that are available to all applicantsnfarketing claims. The Fact Track mechanis
described in the Food and Drug Administration Maidlgation Act of 1997. The benefits of Fast Tracklinle scheduled meetings to seek FDA input intcetigament plans, tt
option of submitting a New Drug Application (NDA) isections rather than all components simultangpasid the option of requesting evaluation of stadising surrogs
endpoints as discussed below. The Fast Track dasignis intended for the combination of a prodaictl a claim that addresses an unmet medical neéds ldependent
Priority Review and Accelerated Approval. An apafit may use any or all of the components of FaatK without the formal designation. Fast Track gestion does n
necessarily lead to a Priority Review or Accelatag@proval.

Priority Review is a designation for an application after it hagrbsubmitted to the FDA for review for approval afmarketing claim. Under the Food and C
Administration Modernization Act of 1997, reviewar fNDAs are designated as either Standard or Bricki Standard designation sets the target datedorpleting all aspec
of a review and the FDA taking an action on theliapfion (approve or not approve) at 10 monthsrafie date it was filed. A Priority designationss#te target date for the FI
action at 6 months. A Priority designation is irded for those products that address unmet medézais

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

Special Protocol Assessment

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

Good Tissue Practices Regulation

The FDA requires human cell, tissue, and cellufat issuebased product (HCT/P) establishments to follow entrgood tissue practice, which governs the methises
in, and the facilities and controls used for, thenofacture of HCT/Ps; recordkeeping; and the estabknt of a quality program. The agency has issegdlations pertaining
labeling, reporting, inspections, and enforcemkat aipply to manufacturers of those HCT/Ps regdlateler the authority of the Public Health SenAa#, or as drugs, device
and/or biological products.

As part of this approach, the FDA requires regigiraof establishments that engage in the recov@msgening, testing, processing, storage or digtdh of human cell
tissues, and cellular and tissue-based produatisfaarthe listing of such products unless such potsl are performed under an IND (InvestigationalvNRrug) . These produc
specifically include stem cells that are progesitof blood cells; however, the FDA makes no expBtatement regarding the inclusion of other typlestem cells. In additio
the FDA has published rules for making suitabitlgterminations for donors of cells and tissue ama@irrent good tissue practice for manufactureisgithem.

14




Other Regulations

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

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

Research and Development

Research and development expenses for the yead éhefember 31, 2006 were approximately $7.6 milliinly reflecting the costs of the Phase I/ll d&ttase I
clinical trials for Tovaxin™ and research and depahent in support of prelinical diabetes stem cell therapies. Researchdandlopment expenses for the year ended Dect
31, 2005, were approximately $4.2 million.

Risk Factors

The following factors affect our business and tigustry in which we operate. The risks and uncstitss described below are not the only ones we. fadditional risk:
and uncertainties not presently known or which weently consider immaterial may also have an asiesffect on our business. If any of the mattessudised in the followir
risk factors were to occur, our business, financtaldition, results of operations, cash flows, mspects could be materially adversely affected .

Our business is at an early stage of development.

Our business is at an early stage of developmeatddVnot have any products in latage clinical trials or on the market. We ard stithe early stages of identifying
conducting research on potential products. Only @heur products has progressed to the stage afyjb&iudied in human clinical trials in the U.S. Quatential products wi
require significant research and development awedlipical and clinical testing prior to regulatoapproval in the United States and other countiiée. may not be able
develop any products, to obtain regulatory appval enter clinical trials for any of our prodeeindidates, or to commercialize any products. Qoayrct candidates may prc
to have undesirable and unintended side effectsth@r characteristics adversely affecting theiesafefficacy or coseffectiveness that could prevent or limit their .uday
product using any of our technology may fail topde the intended therapeutic benefits, or achtbeeapeutic benefits equal to or better than thadsrd of treatment at 1
time of testing or production.

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

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

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

We need to obtain significant additional capitaaerces from sources including equity and/or datanicings, license arrangements, grants and/oalomiative resear:
arrangements in order to develop products and mea@tour business. As of December 31, 2006, we hall, cash equivalents and marketable securitiepmfoximately $1
million. Our current burn rate is approximately @19,000 per month excluding capital expenditures.Will need to raise additional capital to fund eworking capital neec
beyond first quarter 2008. We must rely upon b#stts third-party debt or equity funding and we can provideassurance that we will be successful in any funeiifigrt. The
failure to raise such funds will necessitate theaikment of operations and impact the completibthe clinical trials.
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The timing and degree of any future capital requiats will depend on many factors, including:

. the accuracy of the assumptions underlying ounmesés for capital needs in 2007 and beyond,;

. scientific progress in our research and developmpmgrams;

. the magnitude and scope of our research and dewelopprograms;

. our ability to establish, enforce and maintaintsigéc arrangements for research, developmentgelitésting, manufacturing and marketing;
. our progress with preclinical development and chhirials;

. the time and costs involved in obtaining regulatapyprovals;

. the costs involved in preparing, filing, prosecgtimaintaining, defending and enforcing patentnatgiand

. the number and type of product candidates thatwrsue.

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

Approximately 60% of our total assets are compriggfdintangible assets that are subject to review ameriodic basis to determine whether an impairnh@m thes:
assets is required. An impairment would not onlyegtly diminish our assets, but would also requirs 1o record a significant non-cash expense charge.

We are required under generally accepted accouptingiples to review our intangible assets for @mment when events or changes in circumstancesaitadthe carryin
value may not be recoverable. At December 31, 2006,net intangible assets, consisting of the Uity of Chicago license, acquired intangible asdeam the Opex
acquisition that is an inseparable group of patantslicenses that carfunction independently and the RA license acqufrem the Shanghai Institutes for Biological Scies
Chinese Academy of Sciences of the People's RepoblChina were approximately $24.7 million. If nagement determines that impairment exists, we lvéllrequired t
record a significant charge to expense in our fiferstatements during the period in which any impant of our intangibles is determined. An impadmhanalysis, as defined
FAS 142, conducted by an independent consultaetéted that there is no impairment of Opexa’srigtale assets for 2006.

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

Generally accepted accounting principles in theté¢thStates require that we report the value obaederivative instruments we have issued as cuhagilities on our balanc
sheet and report changes in the value of theseadiees as nomperating gains or losses on our statement of tipag The value of the derivatives is requiredéorecalculate
(and resulting nomperating gains or losses reflected in our statémieoperations and resulting adjustments to tls®ciated liability amounts reflected on our balaskeet) o
a quarterly basis, and is based on the market \@flweir common stock. Due to the nature of the ireglucalculations and the large number of sharesuofcommon stoc
involved in such calculations, changes in our commstock price may result in significant changethimvalue of the derivatives and resulting gairg lasses on our statemen
operations.
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Clinical trials are subject to extensive regulatorgquirements, very expensive, tinsensuming and difficult to design and implement. ©products may fail to achie\
necessary safety and efficacy endpoints during wai trials.

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

. unforeseen safety issues;

. determination of dosing issues;

. lack of effectiveness during clinical trials;

. slower than expected rates of patient recruitment;

. inability to monitor patients adequately duringafter treatment; and

. inability or unwillingness of medical investigatdosfollow our clinical protocols.

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

We are dependent upon our management team and allsmenber of employees.

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

We are dependent on contract research organizatiansl other contractors for clinical testing and farertain research and development activities, ttihe timing anc
adequacy of our clinical trials and such researcltavities are, to a certain extent, beyond our crit

The nature of clinical trials and our businesstegig requires us to rely on contract research ézgéons, 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 fe®i¢ our contractors are economically motivated édgsm on their contractual obligations, we candéctly control th
adequacy and timeliness of the resources and ésg@epplied to these activities by our contracttfreur contractors do not perform their activitissan adequate or time
manner, the development and commercialization ofloug candidates could be delayed.

Our current research and manufacturing facility isot large enough to manufacture future stem cell @ -cell therapies.

We conduct our research and development in a 1Gs80@re foot facility in The Woodlands, Texas, vhiccludes an approximately 800 square foot stitdree room
for the manufacture of stem cell and T-cell theeapthrough Phase I trials. Our current facilgynot large enough to conduct commersigdle manufacturing operations.
will need to expand further our manufacturing stafid facility, obtain a new facility or contractttvicorporate collaborators or other third partiesassist with future drt
production.
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In the event that we decide to establish a commkscale manufacturing facility, we will require sudostial additional funds and will be required toehiand trai
significant numbers of employees and comply withl@able regulations, which are extensive. We dbhave funds available for building a manufacturagility, and we ma
not be able to build a manufacturing facility thath meets regulatory requirements and is suffidienour commercial-scale manufacturing.

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

Patents obtained by other persons may result irrimjement claims against us that are costly to dedeand which may limit our ability to use the disfrd technologie
and prevent us from pursuing research and developiner commercialization of potential products.

A number of pharmaceutical, biotechnology and ottenpanies, universities and research institutieme filed patent applications or have been ispatents relating
cell therapy, stem cells, @ells, and other technologies potentially relevardr required by our expected products. We capredict which, if any, of such applications wilsis
as patents or the claims that might be allowed.a¢eaware that a number of companies have fileticapipns relating to stem cells. We are also awara number of pate
applications and patents claiming use of stem egltsother modified cells to treat disease, disoodénjury.

If third party patents or patent applications cantdaims infringed by either our licensed technpl@r other technology required to make and usepotential products ai
such claims are ultimately determined to be vdliére can be no assurance that we would be aldbtéin licenses to these patents at a reasonabigitat all, or be able
develop or obtain alternative technology. If we an@ble to obtain such licenses at a reasonabtewesnay not be able to develop some products cemtially. There can be |
assurance that we will not be obliged to defendelves in court against allegations of infringemeinthird party patents. Patent litigation is vexpensive and could consu
substantial resources and create significant uaicgigs. An adverse outcome in such a suit coulgesti us to significant liabilities to third parsierequire disputed rights to
licensed from third parties, or require us to caasieg such technology.

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

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

Our competition includes fully integrated biopharnautical and pharmaceutical companies that haversfgcant advantages over us.

The markets for therapeutic stem cell productstipial sclerosis products, and rheumatoid arthptisducts are highly competitive. We expect that mast significar
competitors are fully integrated pharmaceutical pames and more established biotechnology compaffesse companies are developing stem lzadled products and tt
have significantly greater capital resources ankgise in research and development, manufactur@sging, obtaining regulatory approvals, and mimkethan we currently d
Many of these potential competitors are furthemglin the process of product development and gisoate large, comparfynded research and development programs.
result, our competitors may develop more competitiv affordable products, or achieve earlier pafentection or product commercialization than we able to achiev
Competitive products may render any products odypcbcandidates that we develop obsolete.
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If we fail to meet our obligations under our liceesagreements, we may lose our rights to key tecbgi@s on which our business depends.

Our business depends on three licenses from thartlep. These third party license agreements impbgigations on us, such as payment obligations abigjations t
diligently pursue development of commercial produmder the licensed patents. If a licensor betigkiat we have failed to meet our obligations uradkcense agreement,
licensor could seek to limit or terminate our liserrights, which could lead to costly and tiotsuming litigation and, potentially, a loss of ficensed rights. During the per
of any such litigation, our ability to carry outtllevelopment and commercialization of potentiatipcts could be significantly and negatively aféekctif our license rights we
restricted or ultimately lost, our ability to camtie our business based on the affected technolagfgqn could be severely adversely affected.

Restrictive and extensive government regulation ktbslow or hinder our production of a cellular pragtt.

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

To be successful, our product candidates must beegpted by the health care community, which can lEwslow to adopt or unreceptive to new technolsganc
products.

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

. our establishment and demonstration to the medaaimunity of the clinical efficacy and safety ofrquoduct candidates;

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

. our ability to establish in the medical communltig potential advantage of our treatments overratere treatment methods; and
. reimbursement policies of government and thirdyppetyers.

If the health care community does not accept oadyets for any of the foregoing reasons, or for atier reason, our business would be materiallynbdr

There is currently a limited market for our commostock, andany trading market that exists in our common stookay be highly illiqguid and may not reflect ti
underlying value of the Company'’s net assets or iness prospects.
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Although our common stock is traded on the Nasdiadp& Market, there is currently a limited market dur common stock and there can be no assuraatan improve
market will ever develop. Investors are cautionetita rely on the possibility that an active treglimarket may develop.

As our share price is volatile, we may be or becametarget of securities litigation, which is cdgtand time-consuming to defend.

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

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

Our articles of incorporation authorize the isswan€ "blank check" preferred stock with such deatgmns, rights and preferences as may be deternfipesir board ¢
directors without shareholder approval. Our preférstock could be utilized as a method of discanaglelaying, or preventing a change in our cdrdred 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 matkcould lower our stock price.

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

We presently do not intend to pay cash dividendsoon common stock.

We currently anticipate that no cash dividends bipaid on the common stock in the foreseeabledutVhile our dividend policy will be based on thgerating resul
and capital needs of the business, it is anticipttat all earnings, if any, will be retained todnce the future expansion of the our business.

Employees

As of December 31, 2006, we had 32 full time emplsy We believe that our relations with our empdsyare good. None of our employees is representedumion o

covered by a collective bargaining agreement.

ITEM 2. DESCRIPTION OF PROPERTY

Our 10,200 sq. ft. facility is located on 3 acre2@35 North Crescent Ridge Drive in The Woodlafdsas. This location provides space for reseanchd@velopment ai
manufacturing capacity for clinical trials; a spdided Flow Cytometry and Microscopy lab; suppdrtcbnical trials with 800 sq. ft. of GMP (good mafiacturing practice
manufacturing suites; Quality Systems managemetit @uality Control Laboratory, Regulatory Affair@uality Assurance; as well as administrative supgpace.There i
2,500 sq. ft. of space still available for futurglt-out. The facility including the property is leaded a term of ten years with two options for an itiddal five years each at t
then prevailing market rate.

ITEM 3. LEGAL PROCEEDINGS

We are not currently a party to any material lggakeedings.
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.
PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY , REL ATED STOCKHOLDERS MATTERS AND SMALL BUSINESS ISSUER PURCHASES OF
EQUITY SECURITIES
Shares of our common stock are traded on the NaSt#mal Market under the symbol “OPXA”. Our commstnck trades on a limited, sporadic and volatilsida

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

Price Ranges

High Low
Fiscal Year Ended December 31, 2005
First Quarte! $ 87.0( $ 45.0C
Second Quarte 55.0C 24.6(C
Third Quartel 14.1C 12.5C
Fourth Quarte 6.3C 5.9C
Fiscal Year Ended December 31, 2006
First Quarte! $ 70C $ 4.4C
Second Quarte 10.1C 5.1C
Third Quartel 9.1t 4.9z
Fourth Quarte 7.0z 5.1C

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

As of December 31, 2006, there were approximatgé8/t®lders of record of our Common Stock.
Equity Compensation Plan Information

The following table sets forth information, as oéd&@mber 31, 2006, with respect to the Compamygmpensation plans under which common stock tisoaized fo
issuance. We issue options to officers, directemgployees and consultants under our stockholdenapg 2004 Compensatory Stock Plan. We believettizaéxercise price f
all of the options set forth below reflects fairnket value.
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Number of Securities
to be Issued Upon
Exercise of
Outstanding Options,

Warrants and Rights

Weighted Average
Exercise Price of
Outstanding Options,

Warrants and Rights

Number of Securities
Remaining Available for
for Future Issuance
Under Equity
Compensation Plans
(Excluding Securities

Reflected in Column A)

Plan Category (A) (B) (C)
Equity Compensation Plai
Approved by Security Sharehold¢ 762,97( 10.8: 437,03(
Equity Compensation Plans N
Approved by Security Sharehold¢ - - -
Total 762,97C $ 10.8: 437,03(

Recent Sales of Unregistered Securities and EquiBurchases by Company
None.
ITEM 6. MANAGEMENT'S DISCUSSION AND ANALYSIS OR PLA N OF OPERATION

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

Organizational History

We were incorporated in Texas in 1991 and in Ma@420wve entered the biopharmaceutical business Quidrg an entity that held rights to treatmentingsadul
multipotent stem cells derived from adult humarigiesral blood. From an accounting standpoint, thesgliary is deemed the acquirer in a reverse mevbereby the parent
deemed the survivor of the reorganization. As socin financial statements are those of the subgidia November 2004, we acquired Opexa Pharmazadstilnc. which holc
rights to technology to an individualized T-celethpeutic technology for treating MS.

Critical Accounting Policies
General

The Consolidated Financial Statements and Noté&otsolidated Financial Statements contain inforomathat is pertinent to this managemsrdiscussion and analy:s
The preparation of financial statements in conftymiith accounting principles generally acceptedhie United States requires management to makaatss and assumptic
that affect the reported amounts of assets anditie® and disclosure of any contingent assets latillities. Management believes these accountiolicies involve judgmel
due to the sensitivity of the methods, assumptemd estimates necessary in determining the reksedt and liability amounts. Management believésd exercised prof
judgment in determining these estimates based@fettts and circumstances available to it at time the estimates were made. The significant acoaupblicies are describ
in the Company's financial statements.

Principles of Consolidation

The accompanying consolidated financial statemeftthe Company include the accounts of its whollyned subsidiary. All significant intercompany acotauan
transactions have been eliminated.
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Long-Lived Assets

Longdived assets (i.e., intangible assets) are reviefleednpairment whenever events or changes in oistances indicate that the net book value of tsetaray not
recoverable. An impairment loss is recognized & slum of the expected future cash flows (undis@xland before interest) from the use of the assketss than the net bc
value of the asset. Generally, the amount of theairment loss is measured as the difference bettfeenet book value of the asset and the estinfatedalue of the relate
asset. Management does not believe any assetsmaiged at December 31, 2006.

Revenue

We did not receive any revenue in 2005 and 2006damubt expect any revenue in 2007.

Intellectual Property

As of December 31, 2006, we had $28,256,772 ofléuteal property, $23,991,128 of which resultednirthe acquisition of Opexa, $4,028,204 which peeié to th
consideration paid to date to the University of c2lgio for the worldwide license to technology depelb at Argonne National Laboratory, $112,440 stpagable to th
University of Chicago accrued at September 30, Z00@1,623 shares of common stoekd $125,000 paid to the Shanghai Institute foldgjical Science, China Academy
Science of the People’s Republic of China wheratgcquiredan exclusive worldwide license for the intellectpabperty rights and research results of an autaledr cel
vaccine for rheumatoid arthritis. Of the $23,998 1 acquired intangible assets, the full amourasisigned to an inseparable group of patents aeddes that cannot funct
independently by themselves. The weighted averaggullife of the intangible group as of Decembgy 3006 is approximately 17 years. The weightedages useful life of tr
University of Chicago license is approximately 1§ays. Accumulated amortization for the IntellectBabperty as of December 31, 2006 is $3,533,56Adril 2005 the
Company obtained a fairness opinion from an inddpetinvestment banking firm with respect to thee@pacquisition and there was no impairment attthrag. In accordant
with FAS 142, the Board authorized an update t®ithpairment analysis as of December 31, 2006 tands determined that no impairment existed.

Accounting for Derivative Instrument:

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 securitatet! in the open market ¢
derivatives are based on quoted market prices. gVimarket prices are not readily available, faiueslare determined using market based pricing madebrporating readi
observable market data and requiring judgment atithates.

The pricing model we use for determining fair valug our derivatives is the Black Scholes Pricingddl. Valuations derived from this model are subjecongoing
internal and external verification and review. Thedel uses markesourced inputs such as interest rates, exchange aatl stock price volatilities. Selection of thegsuts
involves management's judgment and may impacteenie.

In September 2000, the Emerging Issues Task FOEIER") issued EITF 0Qt9, "Accounting for Derivative Financial Instrumerihdexed to and Potentially Settled i
Company's Own Stock," ("EITF 0D9") which requires freestanding contracts thatsatéed in a company's own stock, including comrsimtk warrants, to be designated a
equity instrument, asset or a liability. Under fitevisions of EITF 0QL9, a contract designated as an asset or a liabilist be carried at fair value on a company'sriz@ahee
with any changes in fair value recorded in the canys results of operations. A contract designatedn equity instrument must be included withinitygand no fair valu
adjustments are required. In accordance with EITA® in June 2006, we determined that certain outihg warrants to purchase our common stock shbeldeparate
accounted for as liabilities. We had not classifieglse derivative liabilities as such in our higakfinancial statements. In order to reflect thehanges, we restated our finar
statements for the year ended December 31, 20@¥tod the fair value of these warrants on ourr@asheet and record unrealized changes in thewvaluthese derivatives
our consolidated statement of operations as “Gass) on derivative liabilities.”
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We have evaluated the provisions of the registnatights agreement that require us to pay registradelay payments in combination with the finahaestrument an
concluded that the combined instrument meets tfiritien of a derivative under SFAS 133.

In December 2006, the FASB issued FASB Staff RamsiNo. EITF 00-19-2, Accounting for RegistrationyReent Arrangements ( EITF 00-19-2). EITF 00-2@ddresse¢
an issuers accounting for registration payment arrangemdntspecifies that the contingent obligation to mdkture payments or otherwise transfer considamatinder
registration payment arrangement, whether issuedseparate agreement or included as a provisiarfiofincial instrument or other agreement, shbeldeparately recogniz
and measured in accordance with FASB Statemen&NAccounting for Contingencies. The guidance iTFEI00-192 amends FASB Statements No. 133, Accountin
Derivative Instruments and Hedging Activities, aNd. 150, Accounting for Certain Financial Instrurteemvith Characteristics of both Liabilities and Hgu, and FASE
Interpretation No. 45, GuaranterAccounting and Disclosure Requirements for Guees) Including Indirect Guarantees of Indebtedoés3thers, to include scope excepti
for registration payment arrangements. EITF O®1&iso requires additional disclosure regardingrthiire of any registration payment arrangemeiitsgnative settleme
methods, the maximum potential amount of considmraand the current carrying amount of the liapjlif any. This EITF is effective immediately foegistration payme
arrangements and the financial instruments sulbjettiose arrangements that are entered into orfraddiubsequent to the date of issue of this EHd¥. registration payme
arrangements and financial instruments subjedtidse arrangements that were entered into pridreassuance of this EITF, this is effective forafiicial statements issued
fiscal years beginning after December 15, 2006, iatetim periods within those fiscal years. Thepant of implementing EITF 00-18-n the fiscal year 2007 will result ir
cumulative effect of a change in accounting prifeciith a credit to beginning retained earnings$6f656,677 and a reversal of the same amount tale¢hgative liability
account.

Results of Operations and Financial Condition

Net Sales.

We recorded no sales for the twelve months endegiber 31, 2006 and 2005.

General and Administrative Expenses

Our general and administrative expenses duringwieédve months ended December 31, 2006, w&s4$61,047 as compared to $6,259,075 for the tweleaths ende
December 31, 2005. The decrease in expenses idueombination of factors including a decreasstotk compensation expenses, professional sefe@seand overhe
expenses in 2006. General and administrative exgeransist primarily of salaries and benefits, lsttmmpensation expense, office expense, profedssemaces fees, and ott
corporate overhead costs. We anticipate increasgsrieral and administrative expenses as we centindevelop and prepare for commercializationusftechnology.

Research and Development Expense

Research and development expense was $7,612,93Reftwelve months ended December 31, 2006, as a@udo $4,183,356 the twelve months ended Decef3ib
2005. The increase in expenses was primarily duke@osts of the Phase /Il and Phase llb clinticals for Tovaxin™ and research and developmerstipport of preslinical
diabetes stem cell therapies. We have made andetpeontinue to make substantial investmentesearch and development in order to develop anélenaur technolog'
We expense research and development costs asdadciiroperty, plant and equipment for researchdewklopment that has an alternative future usepitalized and tr
related depreciation is expensed as research aradopenent costs. We expect our research and dawvelopexpense to increase as we continue to inndbei development
our technology.

Interest Expense

Interest expense was $984 for the twelve montheemkcember 31, 2006 compared to $7,323,851 fotwktve months ended December 31, 2005. Intergséres
during 2005 was due to notes payable that weretamdsg during the second quarter of 2005 whichewsubsequently converted into equity in June 2088ulting ir
acceleration of the amortization of the discoutstesl to the notes.

24




Interest Income

Interest income was $688,299 for the twelve moetitied December 31, 2006 compared to $81,930 fawttlge months ended December 31, 2005. The inereas du
to the investment of the cash proceeds from a 200y financing in short term and cash equivaleméstments.

Gain (Loss) on Derivative Instruments Liabilitiesiet.

The Company recognized a gain on derivative insénisof $104,978 for the twelve months ended Deeerdb, 2006 compared to $3,896,841 for the tweloatirs
ended December 31, 2005. The decrease is a résh# et unrealized (non-cash) change in thevigdire of our derivative instrument liabilities.

Net Loss

We had net loss for the year ended December 38, 20(614,056,407 or ($2.61) per share (basic adted), compared with a net loss of $15,517,35650r90) per sha
(basic and diluted), for the twelve months endedddeber 31, 2005.

Liquidity and Capital Resources

Historically, the Company has financed its operai@rimarily from the sale of its debt and equigcwwities. As of December 31, 2006, the Compary d¢ash, cas
equivalents and marketable securities of approxatpa15 million.

We used approximately $11.0.million of cash forrgpieg activities for the year ended December 3D62compared to approximately $6.2 million for #ame period «
2005. The increase in use of cash is primarily uan increase in research and development expeeslitelated to the clinical trials for our Tovatirerapy for MS and tt
purchase of marketable securities.

Capital expenditures were approximately $0.6 nrillio 2006 and consisted primarily of laboratory ipment and leasehold improvements related to tmsteaction o
manufacturing facilities.

Our financing activities generated approximatelyl.82million for the year endeBecember 31, 2006 as compared to approximately ®ln for the same period
2005. In both periods, the cash generated frorméiimay activities resulted from the sale of CommaoocE in equity financings.

Our current burn rate is approximately $1,000,080 month excluding capital expenditures. We weékd to raise additional capital to fund our workapital neec
beyond the first quarter of 2008. We must rely upest efforts thirgsarty debt or equity funding and we can provideassurance that we will be successful in any funéifigrt.
The failure to raise such funds will necessitatedtrtailment of operations and impact the comptetf the clinical trials.

Contractual Commitments

A tabular disclosure of contractual obligation®acember 31, 2006, is as follows:
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Operating Lease

Consulting and Research Agreeme

Total

Off-Balance Sheet Arrangements

Payments Due by Period

Less than More than

Total 1 year 1 -3 years 3 -5years 5 years
1,274,17" $ 117,77 $ 276,97¢ $ 295,08( $ 584,34
142,646.! $ 142,14° $ 50C $ - $ =
1,416,82. $ 259,92. $ 277,47¢ $ 295,08( $ 584,34

As of December 31, 2006, the Company had no ofisfixa sheet arrangements.

Recent Accounting Pronouncements

Effective January 1, 2006, we adopted the provssiohStatement of Financial Accounting Standards MNtBR, “Share-Based Paymenthich establishes accounting
equity instruments exchanged for employee serWe utilize the BlackScholes option pricing model to estimate the falue of employee stock based compensation at tie
of grant, which requires the input of highly sultjee assumptions, including expected volatility aexpected life. Further, as required under SFASRL28e now estima
forfeitures for options granted, which are not estpd to vest. Changes in these inputs and assumsptan materially affect the measure of estimaa@dvalue of our sharbasel
compensation. These assumptions are subjectivgemetally require significant analysis and judgnmendevelop. When estimating fair value, some efalssumptions will
based on, or determined from, external data aner @ssumptions may be derived from our historiggkeience with stockased payment arrangements. The appropriate v
to place on historical experience is a matter dfjuent, based on relevant facts and circumstances.
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ITEM 7. FINANCIAL STATEMENTS

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

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

We have audited the accompanying consolidated balsieet of Opexa Therapeutics, Inc. (a developstage company), as of December 31, 2006 and ldedeconsolidated
statements of expenses, changes in stockholdargyend cash flows for the years ended Decembg2@16 and 2005 and the period from January 223 20@eption) through
December 31, 2006. These consolidated financiggrsents are the responsibility of Opexa’s managén@ur responsibility is to express an opinion bese consolidated
financial statements based on our audits.

We conducted our audits in accordance with starsdafrthe Public Company Accounting Oversight Bo@tdited States). Those standards require that e @hd perform the
audits to obtain reasonable assurance about whittaeonsolidated financial statements are frematerial misstatements. An audit includes examinimga test basis, evidence
supporting the amounts and disclosures in the diolased financial statements. An audit also inchidesessing the accounting principles used andisagt estimates made by
management, as well as evaluating the overall dmtated financial statement presentation. We beligat our audits provide a reasonable basis foopinion.

In our opinion, the consolidated financial stateteenferred to above present fairly, in all matergspects, the consolidated financial positiofPb&rma as of December 31,
2006 and the consolidated results of its operatimmbsits cash flows for the periods described imf@onity with accounting principles generally actegpin the United States of
America.

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

March 14, 2007
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OPEXA THERAPEUTICS, INC.
(a development stage company)
(formerly PharmaFrontiers Corp.)
CONSOLIDATED BALANCE SHEET

December 31,

2006
Assets
Current asset:
Cash and cash equivalel $ 12,019,91.
Investment in marketable securit 2,952,091
Other current asse 472,88:
Total current assets 15,444,89
Intangible assets, net accumulated amortizatid®B8d#33,56¢ 24,723,20
Property & equipment, net accumulated amortizatib$395,284 1,361,37
Total asset $ 4152947
Liabilities and Stockholders' Equity
Current liabilities:
Accounts payabl $ 868,86
Stock payabl 112,44(
Accrued expense 135,06¢
Note payable 1,500,001
Current maturity of long term de 14,08(
Derivative liability 6,656,67
Total current liabilities 9,287,12i
Long term liabilities:
Loan payable 96,24
Total liabilities 9,383,37
Commitments and contingenci -
Stockholders' equity
Convertible preferred stock, no par value, 10,000 ghare: -
authorized, none issued and outstanding
Common stock, $0.50 par value, 100,000,000 shartb®azed, 3,348,35!
6,696,784 shares issued and outstanding
Additional paid in capita 63,118,18
Deficit accumulated during the development si (34,320,43)
Total stockholders' equity 32,146,10
Total liabilities and stockholders' equity $ 41,529,47

See accompanying summary of accounting policies and
notes to consolidated financial statements
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Research and developme
General and administrati\
Depreciation and amortizatic
Loss on disposal of ass¢

Operating los:

Interest incom«
Other income

Gain on derivative liability
Interest expens

Net loss

Basic and diluted loss per shi

Weighted average shares outstanc

OPEXA THERAPEUTICS, INC.
(a development stage company)
(formerly PharmaFrontiers Corp.)

CONSOLIDATED STATEMENTS OF EXPENSES
Years ended December 31, 2006 and 2005 and the
Period from January 22, 2003 (Inception) to Decembie31, 2006

Inception
through
2006 2005 2006
$ 7,612,93. $ 4,183,35 $ 12,428,90
5,461,04 6,259,07! 14,206,46
1,818,79! 1,735,20! 3,818,82:
2,37¢ 22,81( 482,30¢
(14,895,15) (12,200,45) (30,936,51)
688,29¢ 81,93( 776,22:
46,45( 28,17 77,00%
104,97¢ 3,896,84. 4,001,81!
(984) (7,323,85) (8,238,96)
$ (14,056,40) $ (15,517,35) $ (34,320,43)
$ (267) $ (9.90 N/A
5,390,91( 1,564,83 N/A

See accompanying summary of accounting policies and

notes to consolidated financial statements
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OPEXA THERAPEUTICS, INC
(a development stage company)
(formerly PharmaFrontiers Corp.)
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY
Period from January 22, 2003 (Inception) through Deember 31, 2006

Additional
Common Stock Paid in Accumulated
Shares Par Capital Deficit Total

Shares issued for ca 525,000 $ 262,500 $ (261,500 $ - 1,00
Shares repurchased and cance (170,629 (85,319 84,98¢ - (325
Discount related tc

beneficial conversion featu - - 28,18( - 28,18(

warrants attached to de - - 28,18( - 28,18(
Net loss - - - (126,00 (126,00
Balances at December 31, 2( 354,37" 177,18° (120,15)) (126,009 (68,96%)
Shares issued fo

cash 2,25(C 1,12¢ 7,87¢ - 9,00

services 206,50( 103,25( 745,75( - 849,00(

license 24,26¢ 12,13t 414,94( - 427,07!

reverse merger with Sporti 99,74( 49,87( (197,609 - (147,73))

acquisition of Opex: 250,00( 125,00( 23,625,00 - 23,750,00

additional shares attached

convertible deb 16,10( 8,05( 280,31¢ - 288,36¢

conversion of convertible not 60,75( 30,37 217,99t - 248,37(
Shares cancelle (8,000 (4,000 4,00C - -
Discount related tc

beneficial conversion featu - - 855,84¢ - 855,84¢

warrants attached to de - - 1,848,50. - 1,848,50:.
Option expens - - 123,33 - 123,33
Net loss - - - (4,620,66) (4,620,66)
Balances at December 31, 2( 1,005,98. 502,99: 27,805,80 (4,746,66) 23,562,13
Shares issued fo

cash, net of offering cos 389,45: 194,72! 5,151,49: - 5,346,21

convertible deb 611,02¢ 305,51¢ 7,343,93: - 7,649,441

debt 2,30( 1,15C 159,85( - 161,00(

license 29,19« 14,597 1,853,78 - 1,868,38:

services 24,000 12,00( 1,000,401 - 1,012,401
Discount related tc

beneficial conversion featu - - 831,94« - 831,94«

warrants attached to de - = 1,433,10: - 1,433,10:
Option expens - - 2,487,74. - 2,487,74.
Warrant expens - = 2,373,88i - 2,373,88:i
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, 2(C 2,061,95! 1,030,97 39,783,45 (20,264,02) 20,550,40

Shares issued fo



cash, net of offering cos
debt

Option expens

Warrant expens

Net loss

Balances at December 31, 2(

4,600,001 2,300,001 18,853,51 - 21,153,51
34,82¢ 17,37 162,62t - 180,00

- - 2,749,61 - 2,749,61

- - 1,568,961 - 1,568,961

- - - (14,056,40) (14,056,40)
6,696,86: $ 3,348,35 $  63,118,18 $  (34,320,43) $ __ 32,146,10

See accompanying summary of accounting policies and
notes to consolidated financial statements
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OPEXA THERAPEUTICS, INC.
(a development stage company)
(formerly PharmaFrontiers Corp.)

CONSOLIDATED STATEMENTS OF CASH FLOWS
Years ended December 31, 2006 and 2005 and the
Period from January 22, 2003 (Inception) to Decembie31, 2006

Cash flows from operating activitit
Net loss
Adjustments to reconcile net loss to net ¢
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
Unrealized gain on marketable securities
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
Marketable securities
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 cash and cash equival
Cash and cash equivalents at beginning of pe¢

Cash and cash equivalents at end of pe

Cash paid for
Income tax

Inception
through
2006 2005 2006

$ (14,056,40) $ (15,517,35) $ (34,320,43)
- 1,012,401 1,861,401

- 109,07( 109,07(

= 5,516,63i 6,313,20!
(25,919 - (25,919
1,644,67i 1,637,12! 3,5633,56!
(104,979 (3,896,84) (4,001,81Y)
174,11° 98,08( 285,25¢

- 365,91( 365,91(

4,318,58: 4,861,62! 9,303,54!
2,37¢ 22,81( 482,30¢
359,39¢ 26,36( 444,56
(2,926,18) - (2,926,18)
(340,87¢) (88,185 (468,01)
(105,24() 23,65¢ (50,259
- (388,210 (388,210
(11,060,44) (6,216,91) (19,482,00)
(125,000 - (357,749
(619,14 (258,907 (1,051,05)
(744,14) (258,909 (1,408,791
21,153,52 5,346,21 26,509,73
- - (325)

110,32: 2,896,88! 6,464,91:
- (58,61 (63,61

21,263,84 8,184,48i 32,910,71
9,459,24i 1,708,67 12,019,91.
2,560,66! 851,99: -

$ 12,01991  $ 2,560,66( $ 12,019,91.
$ - % - % -



Interest

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 Chicdigense
Issuance of common stock for accrued inte
Conversion of notes payable to common si
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
Stock payable

112,44(

See accompanying summary of accounting policies and
notes to consolidated financial statements
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1,868,38:
525,51¢
6,159,61!
17,17¢

1,433,10:i
831,94
999,07«
6,761,65!

23,750,000
147,73¢
2,295,45!
525,51!
6,407,98I
197,17¢
93,36¢

3,309,791
1,715,97.
1,287,441
6,761,65!

112,44(




OPEXA THERAPEUTICS, INC.
(a development stage company)
(formerly PharmaFrontiers Corp.)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF ACCOUNTING POLICIES

Opexa Therapeutics, Inc. (“Opexa”), was incorpatateTexas in March, 1991 as a bio-pharmaceuticaigany engaged in developing autologous persombdiek therapies.
During the development stage, Opexa acquired thlwile license to technology developed at ArgoNagional Laboratory, a U.S. Department of Energpdratory Operate
by the University of Chicago (“Argonne”). This ia axclusive license to a stem cell technology inciwladult multi-potent stem cells are derived fromanocytes obtained from
the patient’s own blood (the “License”). A patepphcation was filed in November 2003, with the téni States Patent and Trade Office regarding ttentdogy involved in the
License.

On October 7, 2004, Opexa acquired all of the antting stock of Opexa Pharmaceuticals, Inc., aityethiat has the exclusive worldwide license fromyBr College of
Medicine to an individualized T-cell therapeuticeme, Tovaxin™, which is in U.S. FDA Phase Ilb amtlinical trials to evaluate its safety and efifemess in treating
multiple sclerosis.

Development Stage CompanylThe Company is considered to be in the Developrsiage as defined in Statement of Financial Accogritandards No. 7. The Company has
no revenues to date.

Basis of Presentationln June 2006, the Company (i) changed its namepex® Therapeutics, Inc. from PharmaFrontiers Camgl. (i) effected a one-for-ten reverse common
stock split. All references to number of shares p&dshare amounts reflect such split as if it ogzlion the first day of the first period presentBlde consolidated financial
statements include the accounts of Opexa Theragselttic. and its wholly-owned subsidiary, OpexarRtaeuticals, Inc. Significant inter-company acdsiwand transactions
have been eliminated.

Reclassifications Certain prior year amounts have been reclassifiehform with the current year presentation

Use of Estimates in Financial Statement PreparatianThe preparation of consolidated financial statesmi@ntonformity with accounting principles geneyaccepted in the
United States of America requires management teeneakmates and assumptions that affect the repan®unts of assets and liabilities, the disclosfi@ntingent assets and
liabilities at the date of the consolidated finahatatements, and the reported amounts of reveangesxpenses during the reporting period. Actesilits could differ from thos
estimates.

Cash, Cash Equivalents and Marketable Securitieszor purposes of the statements of cash flows, egalvalents include all highly liquid investmentg&tworiginal maturities
of three months or less. Marketable securitiesuhelinvestments with maturities greater than timeaths but less than one year. The primary objestfer the fixed income
investment portfolio are liquidity and safety ofrpnipal. Investments are made with the objectivadifieving the highest rate of return consisteti wiese two objectives.
Opexa’s investment policy limits investments totaer types of instruments issued by institutionsnarily with investment grade credit ratings andqgas restrictions on
maturities and concentration by type and issuer.

Long-lived Assets.Property and equipment are stated on the basistfrital cost less accumulated depreciation. Deiatien is provided using the straiglite method over tF
estimated useful lives of the assets. Major rengaatl improvements are capitalized, while minofasgments, maintenance and repairs are chargedrent operations.
Impairment losses are recorded on long-lived assed in operations when indicators of impairmeatpesent and the undiscounted cash flows estintatee generated by
those assets are less than the assets’ carryingramo

Income Taxes.Income tax expense is based on reported earniffigeeiiacome taxes. Deferred income taxes reflezinipact of temporary differences between assets an
liabilities recognized for consolidated financiaporting purposes and such amounts recognizedXgrurposes, and are measured by applying enactedtes in effect in years
in which the differences are expected to reverse.
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Stock-Based CompensationOn January 1, 2006, Opexa began recording compensapense associated with stock options and éters of equity compensation in
accordance with Statement of Financial Accountitap8ards No. 123R5hare-Based Paymeists interpreted by SEC Staff Accounting Bulletin M67. Prior to

January 1, 2006, Opexa had accounted for stockrpticcording to the provisions of Accounting Fples Board Opinion No. 2%\ccounting for Stock Issued to Employees,
and related interpretations, and therefore noedlabmpensation expense was recorded for awardgegrevith no intrinsic value. Opexa adopted the ifiexdl prospective
transition method provided for under SFAS No. 128/, consequently, have not retroactively adjustsdits from prior periods. Under this transitioethod, compensation
cost associated with stock options recognizedaerfitist quarter of fiscal 2006 includes the qudytamortization related to the remaining unvestedipn of all stock option
awards granted prior to January 1, 2006, baseti@grant date fair value estimated in accordante twe original provisions of SFAS No. 123.

The following table illustrates the effect on netd and net loss per share if Opexa had appliefaithealue provisions of FASB Statement No. 123tck-based employee
compensation prior to January 1, 2006:

Inception through

2005 2006
Net loss as reporte $ (15,517,35) $ (34,320,43)
Add: stock based compensation determined u
intrinsic value based method 2,487,74. 2,611,07.
Less: stock based compensation determined u
fair value based meth (4,264,01) (4,417,37)
Pro forma net los $ (17,293,62) $ (36,126,73)
Basic and dilutes
Net loss per common she $ (9.90 N/A
As reportec $ (11.10 N/A

Research and DevelopmenResearch and development expenses include sal@i@gd employee expenses, clinical trial expenmesgarch expenses, consulting fees, and
laboratory costs. All costs for research and depralent activities are expensed as incurred. Opepareses the costs of licenses of patents and tiseqrtion of patents until the
issuance of such patents and the commercializafioglated products is reasonably assured. Reseactklevelopment expense for the year ended Deece3thb2006 was
$7,612,932, as compared to $4,183,356 for the greded December 31, 2005.

Accounting for Derivative Instruments. Statement of Financial Accounting Standard (“SHA®. 133, “Accounting for Derivative Instrumerasd Hedging Activities,” as
amended, requires all derivatives to be recordetthemalance sheet at fair value. Opexderivatives are separately valued and accounteahfour balance sheet. Fair values
securities traded in the open market and derivatire based on quoted market prices. Where markespare not readily available, fair values areedeined using market
based pricing models incorporating readily obselevatarket data and requiring judgment and estimates

The pricing model Opexa used for determining failues of its derivatives is the Black Scholes Rgdilodel. Valuations derived from this model arbjsat to ongoing internal
and external verification and review. The modelsusarket-sourced inputs such as interest ratebaege rates and option volatilities. Selectiorhefe inputs involves
management's judgment and may impact net income.

In September 2000, the Emerging Issues Task FUECER") issued EITF 00-19, "Accounting for Derivei Financial Instruments Indexed to and Potenti@éitled in, a
Company's Own Stock," ("EITF 00-19") which requife=estanding contracts that are settled in a caylpawn stock, including common stock warrantdhealesignated as an
equity instrument, asset or a liability. Under fitevisions of EITF 0QL9, a contract designated as an asset or a ljabilist be carried at fair value on a company'srz@aheet
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.

F-33




In December 2006, the FASB issued FASB Staff RosiNo. EITF 00-19-2, Accounting for RegistrationyReent Arrangements (EITF 00-19-2). EITF 00-19-2raddes an
issuer’s accounting for registration payment aresmgnts. It specifies that the contingent obligatmmake future payments or otherwise transferidenation under a
registration payment arrangement, whether issuedseparate agreement or included as a provisiarfinéncial instrument or other agreement, shbeldeparately recognized
and measured in accordance with FASB StatemenbNaccounting for Contingencies. The guidance iifFE00-19-2 amends FASB Statements No. 133, Accogritir
Derivative Instruments and Hedging Activities, aal. 150, Accounting for Certain Financial Instrurtewith Characteristics of both Liabilities and Eguand FASB
Interpretation No. 45, Guarantor’s Accounting ariddibsure Requirements for Guarantees, Includingréet Guarantees of Indebtedness of Others, tadecscope exceptions
for registration payment arrangements. EITF 00-E9s® requires additional disclosure regardingntéieire of any registration payment arrangemenes;retive settlement
methods, the maximum potential amount of considmratnd the current carrying amount of the liabjlif any. This EITF is effective immediately foggistration payment
arrangements and the financial instruments subjetttose arrangements that are entered into orfraddiubsequent to the date of issue of this ERd¥.registration payment
arrangements and financial instruments subjedided arrangements that were entered into pridretéssuance of this EITF, this is effective fordfiitial statements issued for
fiscal years beginning after December 15, 2006, iaredim periods within those fiscal years. Theauat of implementing EITF 00-19-2 in the fiscal y2807 will result in a
cumulative effect of a change in accounting prifecipith a credit to beginning retained earning$®656,677 and a reversal of the same amount tdetheative liability
account.

Recently Issued Accounting Pronouncements.

In February 2006, the FASB issued SFAS 155, "Actiagrfor Certain Hybrid Financial Instruments," whiamends SFAS 133, "Accounting for Derivative lmstents and
Hedging Activities" and SFAS 140, "Accounting forahsfers and Servicing of Financial Assets andrigxishments of Liabilities." SFAS 155 simplifiegtaccounting for
certain derivatives embedded in other financiarimaents by allowing them to be accounted for ahale if the holder elects to account for the whiakrument on a fair value
basis. SFA 155 also clarifies and amends certdiargirovisions of SFAS 133 and SFAS 140. SFAS &55fective for all financial instruments acquiretued or subject to a
remeasurement event occurring in fiscal years Iméginafter September 15, 2006 and is thereforeiredjto be adopted by the Company as of Octob2006. Management is
still evaluating what effect this will have on tBempany’s financial statements.

In July 2006, the FASB issued Interpretation No.(BBN No. 48), "Accounting for Uncertainty in IncanTaxes." This interpretation requires recognitéma measurement
uncertain income tax positions using a "more-likiflgnnot" approach. FIN No. 48 is effective for fiscalays beginning after December 15, 2006. Managemmetitl evaluatin
what effect this will have on the Company’s final@tatements.

In September 2006, the FASB issued SFAS 1Fajr*Value Measurements." This standard definesvaliue, establishes a framework for measuring ¥alue in generall
accepted accounting principles, and expands disi@oabout fair value measurements. This statensegfféctive for financial statements issued focdlsyears beginning aft
November 15, 2007. Early adoption is encourageé. adoption of SFAS 157 is not expected to havetemahimpact on the financial statemer

There were various other accounting standardsraecdpbretations issued during 2006 and 2005, nomeéhath are expected to have a material impact erCtbmpany’s
consolidated financial position, operations or cieWs.
NOTE 2 — MARKETABLE SECURITIES

At December 31, 2006, Opexa invested $10.9 miliioim A-1/P-1 commercial paper, of which $2.9 nailliis invested in marketable securities, and $3li@omis invested in a
money market account with an average market yie&38% and average time to maturity of 1.32 monithierest income of $688,299 was recognized fertivelve months
ended December 31, 2006 in the consolidated statsméexpenses.

NOTE 3 — LICENSE AGREEMENTS

University of Chicago License Agreement
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In 2004 Opexa entered into an agreement with thgadsity of Chicago (“University”for the worldwide license to technology developedigonne National Laboratory, a U.
Department of Energy Laboratory Operated by thevéhsity. In consideration for the license, Opexal e University $57,742 and issued 237,188 sheafsed at $1,199,706.
In December 2004, the License Agreement was ameni@eding Opexa an exclusive, non-transferable dvade license to the University’s stem cell tectoggyl. In
consideration for the amendment, Opexa paid theédgity an additional $175,000, issued the Uniwer5j500 shares of common stock valued at $352 @f@ed to pay the
University $1,500,000 on October 30, 2005 and abteéssue the University shares of Opexa commaeksincluding the shares already issued, equ2lG® of the total
outstanding number of shares after conversion®flB?o exchangeable convertible subordinated pramyisotes. In June 2005, 27,484 shares of comnumk stere issued to
the University of Chicago per the terms of a lieeagreement. These shares were recorded at $86M08dgust 2005, 1,710 shares of common stock vesweed to the
University of Chicago per the terms of a licenseeagient. These shares were recorded at $109,48¢tdter 2006, the $1,500,000 cash payment oldigatias extended until
April 30, 2007 and (ii) the obligation to issue @23 shares of Opexa’s common stock issuable waseet until April 30, 2007, with $112,440 accrué®acember 31, 2006.

Shanghai Institute for Biological Science Licensegfeement

In January 2006, Opexa acquired an exclusive wade\cense for the intellectual property rightslarsearch results of an autologous T cell vadtneheumatoid arthritis
from the Shanghai Institute for Biological Scien€hjna Academy of Science of the People’s Repudflichina. In exchange for a payment of $125,000amndgreed running
royalty from the sale of commercialized productpefa receives all information and data relatedltcliaical trials on all patient controls and peis with rheumatoid arthritis
with the T cell vaccine. This includes all clinicakll procurement and manufacturing protocols, glete patient data sheets, all laboratory matenaéthods and results and
manufacturing records and documents and any otitarrélated to the intellectual property. The fi@yment under the license occurred in April 20p6ruthe delivery of
materials pursuant to the terms of the licensimg@agent. Opexa amortizes this intangible assetiteséfe of 19 years and as of December 31, 20@6intangible asset had an
unamortized balance of $120,311.

NOTE 4 — INTANGIBLE ASSETS

Intangible assets consisted of the following atéweber 31, 2006:

Description Life Amount
University of Chicago license (see Note 17 years $ 4,140,64.
Opexa intangible group (see Note 15 years 23,991,12
Rheumatoid arthritis license (see Note 19 years 125,00(
Subtotal 28,256,77
Less: accumulated amortizati (3,533,56)
Intangible assets, n $ 24,723,20

The Company believes that patent rights form oniesahost valuable assets. Patents and patentatiplis are a key currency of intellectual propeggpecially in the early
stage of product development, as their purchaseraidtenance gives the Company access to key prdéuelopment rights from Opexa’s academic partrigie company
amortizes its patent and license costs over ageifid5 to 19 years. These intangible assetseaiewed for impairment whenever events or chamgescumstances indicate
that the carrying amount may not be recoverabléndfsum of the expected undiscounted cash flovesssthan the carrying value of the related amsgtoup of assets, a loss is
recognized for the difference between the fair gand the carrying value of the related assetarmof assets. The Company expenses payments mélgat firms that are
engaged in filing and protecting rights to intetflead property and rights for our current product®oth the domestic and international markets. Airation expense totaled
$1,644,678 and $1,637,129 in fiscal 2006 and 2f&pectively.

NOTE 5 - PROPERTY AND EQUIPMENT

Property and equipment consisted of the followihDecember 31, 2006:
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Description Life Amount

Computer equipmer 3 years $ 134,02:
Office furniture and equipmel 3-10 years 220,112
Software 3-5 years 46,08¢
Laboratory equipmer 3-10 years 912,70¢
Leasehold improvemen 10 years 443,72
Subtotal 1,756,66.
Less: accumulated depreciati (395,289
Property and equipment, r $ 1,361,37

Property and equipment is carried at cost lessraotated depreciation. Depreciation is calculatedhgystraight-line method over the estimated udd&ubf three to ten years,
depending upon the type of equipment, except fsdhold improvements which are amortized usingtiaghtliine method over the remaining lease term or tieedf the asse
whichever is shorter. The cost of repairs and neaimnce is charged as an expense as incurred. Rejmeexpense totaled $174,117 and $98,080 imlfid806 and 2005,
respectively.

NOTE 6 — INCOME TAXES

Opexa uses the liability method, where deferredatsets and liabilities are determined based oaxpected future tax consequences of temporargrdiites between the
carrying amounts of assets and liabilities for ficial and income tax reporting purposes.

At December 31, 2006, for federal income tax amerahtive minimum tax reporting purposes, the Comydead approximately $31,383,048 of unused netatjmgy losses
available for carryforward to future years. The d&fetrfrom carryforward of such net operating losaéié expire in various years through 2026. Undee provisions of Section
382 of the Internal Revenue Code, the benefit fatilization of approximately $5,650,429 of net optang losses incurred prior to October 7, 2004 sigsificantly limited as a
result of the change of control that occurred inregction with the Company’s acquisition of Opexhe benefit could be subject to further limitatighsignificant future
ownership changes occur in the Company.

At December 31, 2006, deferred tax assets consistéae following:

NOL @ 12/31/0¢

$(21,540,24)

Net loss- 2006 $(14,056,40)
Subtotal (35,596,65)
Derivative (gain) los: (104,979
Option expens 2,749,61
Warrant expens 1,568,96!
NOL @ 12/31/0¢ (31,383,04)
Estimated tax rat X 34%
Deferred tax assi (10,670,23)
Valuation allowanct 10,670,23
Net deferred tax ass $ =

NOTE 7 — THIRD PARTY CONVERTIBLE NOTES
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Between September 2004 and February 2005, Opexedis®nvertible notes to investors totaling $6,824, In March 2005, 45,169 shares of common stattk avrelative fair
value of $999,074 were issued to note holderseis ddditional shares for their subscription invesat in Opexa . In June 2005, a total of $6,650@&%Aprised of the principal
of the notes of $6,124,859 and accumulated intefe®525,513, which accrued at a rate of 15% peuam was exchanged for 443,360 shares of commak,sBitass A and
Class B warrants that expired in 2006, and Clas&fants to purchase 1,110,548 shares at an exgnite of $30 per share.

Opexa analyzed the convertible notes and the wiarfanderivative accounting consideration undeASH33 and EITF 00-19. Opexa determined the emtbddeversion
option in the convertible notes met the criterindlassification in stockholders equity under SFE83 and EITF 00-19. Therefore, derivative accountias not applicable for
these convertible notes payable. See Note 13 discassion of the accounting for the warrants.

NOTE 8 — NOTE PAYABLE
Note payable consists of a note in the amount (8GKL,000 payable to the University of Chicago, sedy license, no interest and due April 30, 2(®ae Note 3 for detail

Loan payable consists of an equipment line of up2s0,000 with Wells Fargo of which $110,322 watstanding as of December 31, 2006. This loan hastarest rate of
7.61% per annum, matures in May 2011 and is sedw&lpexa’s furniture and equipment purchased thighloan proceeds.

NOTE 9 — COMMITMENTS AND CONTINGENCIES
Office Lease

In October 2005, Opexa entered into a ten-yeaeléasts office and research facilities. Ther@,800 sq. ft. of space still available for futurglt-out. The facility including th:
property is leased for a term of ten years with bptions for an additional five years each at tlentprevailing market rate. Future minimum leasemEnts under the non-
cancellable operating lease are $117,774 for 26037,196 for 2008, $139,782 for 2009, $147,54@fi0, $147,540 for 2011 and $584,343 for years 202015. Rent
expense for 2006 was $136,153 and $178,963 for.2005

Contract Research Organization Agreement

In September 2006, Opexa engaged PharmaNet, Lt@ntaact research organization focused on managgngal nervous system trials to provide it withvéEes in connection
with its Phase Ilb clinical trial. An initial prpayment of $400,000 was made to PharmaNet, LLCpinl 2006, of which $133,334 remains as a prepaidrce as of December
31, 2006. An additional $235,000 payment was mad@dtober representing an advance for investiggtamt expenses, of which $191,329 remains a prégaahce as of
December 31, 2006.

NOTE 10 — EQUITY

During 2003, equity related transactions were ds\s:
— 525,000 shares of common stock were sold for $1,000

- 170,625 shares were reacquired for $325 and cahcele

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

During 2004, equity related transactions were He\s:
- 2,250 shares of common stock were sold for $9,000.

- 206,500 shares of common stock valued at their thievalue of $849,000 were issued to employeescamsultants for their services.

- 24,269 shares of common stock valued at their thievalue of $427,075 were issued to the UnivgrsftChicago per the terms of a license agreen@s#.Note 2 fc
details.
— 99,740 shares of common stock were issued foriatgtities of $147,733 pursuant to the 2004 reoiggiion.

- 250,000 shares of common stock valued at their thiewalue of $23,750,000 were issued to Opexaraeeuticals, Inc., shareholders. See Note 12dtaild.
- 16,100 shares of common stock with a relativeviaiue of $288,366 were issued to note holderseis édditional shares for their subscription invesit.

- 60,750 shares of common stock were issued to rdtiefs for the conversion of $248,370 of princigadl interest from convertible notes.

— 8,000 shares of common stock were cancelled pursodhne terms of an employment separation agreemen

- Additional contributions to capital of $2,704,3%sulted from the discounted value to notes payfabfe warrants, beneficial conversion features igaicto
convertible notes.
- Employee stock option expense was $123,333 for 2004
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During 2005, equity related transactions were ds\s:

389,451 shares of common stock with warrants tehmse 1,070,993 shares were sold for $5,841,769rdlative fair value of the common stock is $1,703 and
the relative fair value of the warrants is $4,748,00ffering costs of $495,552 related to sharssed were charged to additional paid in capital.
45,168 shares of common stock with a relativevfaiue of $999,074 were issued to note holderseis d@ldditional shares for their subscription invesht.

565,858 shares of common stock were issued tohwitiers for the conversion of $6,124,859 of priatignd $525,513 interest from convertible notes.

2,300 shares of common stock valued at their fainer of $161,000 were issued to note holders ®ictinversion of $51,930 of principal and interestrf the notes.
29,194 shares of common stock were issued to theetsity of Chicago per the terms of a license agrent. These shares were recorded at $1,868,384.
24,000 shares of common stock valued at theinvglire of $1,012,400 were issued to consultantshfar services.

Additional contributions to capital of $2,265,0%ating to the discounted value to notes payaloie fivarrants, beneficial conversion features attdd¢beonvertible
notes.
Employee stock option expense was $2,487,741 10520

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

Transition of warrants from equity instrumentsitbllity instruments in the amount of $10,658,49%swecorded. See Note 13 for details.

During 2006, equity related transactions were Hevis:

In March 2006, 34,829 shares of common stock wemeeid to settle an outstanding accounts payalte iamount of $180,000.

In April 2006 , Opexa sold 4,600,000 shares of@smon stock and warrants to purchase 2,300,00@sl& Opexa’s common stock for $23,000,000. Opexd
$1,846,481 for the commissions and fees relatedisooffering and granted to its brokers warrantpurchase 213,720 shares of common stock at anisaerice of
$5.00 per share. These warrants are not callabldave a cashless exercise option.

Employee stock option expense was $2,749,617 10620

Warrant expense was $1,568,966 for 2006.

NOTE 11 — STOCK OPTIONS AND WARRANTS

In 2004, Opexa adopted the 2004 Stock Option Ptae Plan”) for the granting of stock options to@oyees and consultants of Opexa. Options grantdénthe Plan may be
either incentive stock options or nonqualified &toptions. The Board of Directors has discretiodétermine the number, term, exercise price antingesf all grants.

Employee Stock Option:

During 2004, options to purchase 96,500 shares grarged to employees at exercise prices rangorg $30.00 to $50.00. These options have termsefyféars and vest from
one to three years. Fair value of $5,623,186 wesrded using the Black-Scholes method of calculatitih a volatility of 75.05% and a discount rafe286.
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During 2005, options to purchase 63,050 shares grarged to employees. at exercise prices of $7.08se options have terms of ten years and véstimyears. Fair value of
$261,879 was recorded using the Black-Scholes mathoalculation with a volatility range of 175.48ad a discount rate of 2%.

During 2005, options to purchase 4,167 shares feefeited and cancelled.

During 2006, options to purchase 389,160 sharesmimon stock were granted by Opexa to its emplogeesgercise prices ranging from $5.00 to $9.4@&sEhoptions have
terms from five to ten years, vest from one to¢hyears and have a fair value of $3,126,168. Usiadlack-Scholes method, stock compensation f6620as $1,066,451 with
a volatility range of 401.34% to 429.86% and a dlist rate range of 4.72% - 5.22%.

Opexa recorded $2,749,617 stock-based compensatfmse to the management and employees during 2006
During 2006, options to purchase 14,133 shares foeigited.
Consultant Warrants:

During 2004, warrants to purchase 20,000 shares granted to consultants at exercise prices rarfgimg $30.00 to $50.00. These options have ternivefyears and vest
from one to three years. Fair value of $1,011,7@8 vecorded using the Black-Scholes method withlatility range of 75.05% and a discount rate of. 2%

During 2005, warrants to purchase 71,060 shares granted to consultants. Using the Black-Scholethat, fair value for 2005 was $1,552,936 with ktitity range of
175.4% and a discount rate of 2%.

During 2005, warrants to purchase 46,085 shar€uofmon Stock ere issued to several brokerage fusrthe offering costs and commissions for Opexa&nting activities at
an exercise price of $1.50 per share. These wartave a fair value of $2,197,162 and vest immeljiat

During 2005, warrants to purchase 9,914 shares foeieted and cancelled.

In April 2006, warrants to purchase 213,720 shafesmmon stock were granted by Opexa to the beokeconnection with the $23,000,000 equity finaggciat an exercise
price of $5.20. These warrants have a term of theaes, vest immediately and have a fair valuelg®®%7,778.

During 2006, warrants to purchase 156,500 sharesrafnon stock were granted by Opexa to its constsltairectors and exiting directors at the exerpisces ranging from
$5.20 to $9.80. These warrants have a term of éansy vest from one to three years and have adhie of $1,496,375. Using the Black-Scholes metlstmtk compensation for
2006 was $931,597 with a volatility range of 40283t 429.86% and a discount rate range of 4.72%29%.

Opexa recorded $1,568,966 stock-based compensatiEmse to the consultants, directors and exitirggtrs during 2006.
During 2006, warrants to purchase 5,000 shares &rieed.

Investor Warrants:

During 2003, warrants to purchase 15,000 sharee granted to investors related to the convertibles

During 2004, warrants to purchase 142,800 shares granted to investors related to the convertibles.

During 2005, warrants to purchase 2,386,984 shaees granted to investors related to the convertiloites and warrants to purchase 254,363 sharesfovézited and
cancelled.

During 2006, warrants to purchase 2,765,043 shaees granted to investors related to the Aril 260&ncing and warrants to purchase 1,645,002 sheees forfeited and
cancelled.

Summary information regarding options and warrats follows:

F-39




Year ended December 31, 201
Granted

Outstanding at December 31, 2(

Year ended December 31, 20!
Granted

Outstanding at December 31, 2(

Year ended December 31, 20!

Granted
Forfeited and cancele

Outstanding at December 31, 2(

Year ended December 31, 20!

Granted
Forfeited and cancele

Outstanding at December 31, 2(

Weighted Weighted

Average Average

Exercise Exercise

Options Price Warrants Price

- 3 = 15,000 $ 1.0C
- - 15,00( 1.0C
96,50( 31.7¢ 162,80( 22.3(
96,50( 31.7¢ 177,80( 22.4C
63,05( 15.7¢ 2,504,12! 28.6(
(4,167) 42.8( (264,27°) 24.5(
155,38¢ 24.9C 2,417,65: 23.51]
389,16( 5.4¢ 3,135,26- 9.2¢
(14,137 34.7¢ (1,649,99) 12.77
530,41( $ 10.3¢ 3,902,92. $ 13.52

Summary of options and warrants outstanding andceseble as of December 31, 2006 is as follows:

Exercise Price

Remaining Life

Options Outstanding

Options Exercisable

Warrants Outstanding

Warrants Exercisable

$40.00
$30.00
$30.00
$15.00
$11.90
$11.50
$11.40
$9.80
$9.40
$8.25
$7.09
$7.00
$6.50
$5.20
$5.20
$5.00
$5.00
$5.00

3 -4 years
2 - 3years
3 -4 years
3 -4 years
3 -4 years
2 - 3years
2 - 3years
9-10 years
9 - 10 years
9 -10 years
9 - 10 years
9 -10 years
4 - 5 years
2 - 3years
9 - 10 years
3 -4 years
4 - 5 years
9 -10 years

= = 17,50( 8,37¢
84,50( 58,66 5,00( 3,33t
18,85( 8,95( 1,125,05! 1,116,38!
- - 46,89t 46,89t

- - 21,50( 3,00(¢

- - 16,75( -

2,00 - - -

- - 37,00( 17,50(
30,90( = 4,50( 50C
12,50( - 1,50¢ -
3,30(C = = 9
37,00( 9,25( - -
- - 2,300,00t 2,300,00t¢

- - 8,50( -

- - 105,00( 52,50(

- - 213,72 213,72
75,00( 32,10( - -
266,36( - - -
530,41( 108,96° 3,902,92 3,762,21:




NOTE 12 - PURCHASE OF OPEXA PHARMACEUTICALS

In October 2004, Opexa acquired all of the outstanding stdd®pexa Pharmaceuticals, Inc. The acquisition veasanted for under the purchase method, wherd @lpexa
Pharmaceuticals, Inc.’s assets are restated tof¢tiemarket value on the acquisition date. The,280 shares of Opexa were valued at their thevéie of $23,750,000 or

$95.00 per share. The results of operations fox@f®m November 6, 2004 through December 31, 20@5ncluded in the Statements of Operations aa®dthtements of Ca
Flows.

The following table summarizes the estimated falues of the assets acquired and the liabilitisaragd at the date of acquisition:

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

Of the $23,991,128 of acquired intangible assk&sfull amount is assigned to an inseparable gofygatents and licenses that cannot function indéeetly by themselves. The
weighted average useful life of the intangible gras of December 31, 2006 is approximately 15 years

NOTE 13 — DERIVATIVE INSTRUMENTS

For the years ended December 31, 2006 and 200%a(waluated the application of SFAS 133 and EITA9 for all of its financial instruments and idiéiet the following
financial instruments as derivatives:

(1) Series A Warrants issued in conjunction with bidge note exchange and private placement nffefin June and July 2005, which expired on Felrlidr 2006;
(2) Series B Warrants issued in conjunction with hidge note exchange and private placement offsrin June and July 2005, which expired on OctdBe2006; and
(3) Series C Warrants issued in conjunction withihidge note exchange and private placement offerin June and July 2005.

These three series of warrants are derivativesusedhe liquidated damage provision in the redismmaights agreement covering each warrant reguitéhe conclusion that it
was more economic to issue registered shares ¢hiaaue unregistered shares and pay the penaltyuBe issuing registered shares is outside of Opeaatrol, Opexa
concluded the warrants should be accounted foeasgalive liabilities under SFAS 133 and EITF 00-19

As a result, Opexa reports the value of these dtvies as current liabilities in its balance steed report changes in the value of these derivatigenon-operating gains or
losses in its statements of operations. The valtieeoderivatives is required to be remeasured quaaterly basis, and is based on the Black ScHieing Model.

Variables used in the Black-Scholes option-prigimadel include (1) risk free interest rate, (2) eotpd warrant life is the actual remaining life bétwarrants as of each period
end, (3) expected volatility and (4) zero expedat®itdends as further detailed in the table as fedio
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As of 12/31/2005 As of 12/31/2006

Risk-free rate for tern

A Warrant 4.0&% -
B Warrant 4.37% -
C Warrant 4.35% 501%

Expected volatility

A Warrant 30% -
B Warrant 112% -
C Warrant 47% 487%

The impact of the application of SFAS 133 and EODF19 on the balance sheets as of December 31,&808005 and the statements of operations arttidorears ended
December 31, 2006 and 2005 and the period fronptiare through December 31, 2006 is as follows:

Gain(Loss) Year Ended Gain(Loss) Year Ended  Gain(Loss) Inception

As of 12/31/200¢ As of 12/31/200¢ 12/31/200% 12/31/200€ Through 12/31/200€
Series A Warrant $ -$ -3 332,44( $ -$ 332,44(
Series B Warrant 264,95 - 640,88 264,95° $ 905,83¢
Series C Warran 6,496,69! 6,656,67 2,923,51! (159,979 $ 2,763,54l
Totals $ 6,761,65' $ 6,656,67 $ 3,896,84 $ 104,97¢ $ 4,001,81!

The warrants granted during the April 2006 finagoivere determined to qualify as for equity treatmerder SFAS 133 and EITF 00-19. Nothing in therasaragreements
required cash settlement or allowed for the polisilaf cash settlement including the impact of tlyplidated damages penalty under the registratgiits agreement. It was
determined on the date of grant and at Decembe2@®J§ that it was more economic to issue unregidtehares and pay the penalty than to issue registbares.

In December 2006, the FASB issued FASB Staff RosiNo. EITF 00-19-2, Accounting for RegistratioryReent Arrangements (EITF 00-19-2). EITF 00-19-2raddes an
issuer’s accounting for registration payment areangnts. It specifies that the contingent obligatmmake future payments or otherwise transferidenation under a
registration payment arrangement, whether issuedsaparate agreement or included as a provisiarfinéncial instrument or other agreement, shbeldeparately recognized
and measured in accordance with FASB StatemenbNaccounting for Contingencies. The guidance iffEED0-19-2 amends FASB Statements No. 133, Accogrftr
Derivative Instruments and Hedging Activities, ahal. 150, Accounting for Certain Financial Instrurteewith Characteristics of both Liabilities and Bguand FASB
Interpretation No. 45, Guarantor’'s Accounting arnddibsure Requirements for Guarantees, Includidirdéct Guarantees of Indebtedness of Others, tadecscope exceptions
for registration payment arrangements. EITF 00-EIs? requires additional disclosure regardingnteire of any registration payment arrangemertesrative settlement
methods, the maximum potential amount of considmratnd the current carrying amount of the liapjlit any. This EITF is effective immediately faggistration payment
arrangements and the financial instruments subjetttose arrangements that are entered into orfreddiubsequent to the date of issue of this EFd¥.registration payment
arrangements and financial instruments subjedidsd arrangements that were entered into pridretéssuance of this EITF, this is effective forafitial statements issued for
fiscal years beginning after December 15, 2006, iargdim periods within those fiscal years. Theaut of implementing EITF 00-19-2 in the fiscal y2807 will result in a
cumulative effect of a change in accounting prifecipith a credit to beginning retained earning$6656,677 and a reversal of the same amount tdetheative liability
account.
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NOTE 14 — STOCK PURCHASE AGREEMENT
In June 2004, Pharma was acquired by Sportan Uhitigbstries, Inc. in a transaction accounted foa asverse acquisition. Pharreahareholders were issued 6,386,439 Sp

shares in exchange for 100 percent of the outstgrmbmmon shares of Pharma. Immediately followhig transaction, Sportan changed its name to Phanu&,383,838
shares were outstanding.
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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 proceduresatetiesigned to ensure that information requindaketdisclosed by us in the reports that we filsubmit to the Securities a
Exchange Commission under the Securities ExchangeofA 1934, as amended, is recorded, processednatimed, and reported within the time periods dpetiby the
Securities and Exchange Commiss®mules and forms, and that information is accutedleand communicated to our management, includumgpoincipal executive ar
principal financial officers (whom we refer to ihis periodic report as our Certifying Officers), agpropriate to allow timely decisions regardinguieed disclosure. O
management evaluated, with the participation of Gertifying Officers, the effectiveness of our désure controls and procedures as of December @06, 2pursuant 1
Rule 13a15(b) under the Securities Exchange Act. Based upanevaluation, our Certifying Officers concludétit, as of December 31, 2006, our disclosurerotsnanc
procedures were effective.

There were no changes in our internal control dwamncial reporting that occurred during our mastantly completed fiscal year that have materiaffgcted, or are reasona

likely to materially affect, our internal controver financial reporting.

ITEM 8B. OTHER INFORMATION

None

PART Il

ITEM 9. DIRECTORS , EXECUTIVE OFFICERS, PROMOTERS A ND CONTROL PERSONS; COMPLIANCE WITH SECTION 16(a) O F THE EXCHANGE ACT

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

ITEM 10. EXECUTIVE COMPENSATION.

The information required by this item is incorpetby reference from the information provided untter heading "Executive Compensation" of the ComgjsaRrox
Statement.

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

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

ITEM 12. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

The information required by this item is incorpe@therein by reference from the information prodidethe Company’s Proxy Statement.
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ITEM 13. EXHIBITS

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

Exhibit No. Description

Exhibit 2.1 Stock Purchase Agreement (incorporated by referenEshibit 2.1 to the Company's Current Reporfonm K filed June 4, 2004)

Exhibit 2.2 Merger Agreement (incorporated by reference to Exii.1 to the Company's Current Report on 8-Kdfil@ctober 8, 2004)

Exhibit 3.1 Amended and Restated Articles of Incorporationdiporated by reference to Exhibit A to the Compauefinitive Information Statems
filed June 29, 2004)

Exhibit 3.2 By-laws (incorporated by reference to Exhibit Xte Company's Registration Statement on Form 8B«&July 19, 2005)

Exhibit 3.3 Amended and Restated Articles of Incorporation ipocated by reference to Exhibit 3.1 of the CompaReport on Form & filed Jung
19, 2006)

Exhibit 4.1 Form of Common Stock Certificate (incorporated bference to Exhibit 2.3 to the Company's RegistnaStatement on Form 1%B (Filg
No. 00(-25513), initially filed March 8, 1999

Exhibit 10.1 2004 Compensatory Stock Option Plan (incorporateteference to Exhibit B to the Company's Defirdtinformation Statement filed Jy
29, 2004)

Exhibit 10.2 Employment Agreement of David McWilliams (incorpted by reference to Exhibit 10.1 to the Companyisi@@rly Report on Form 10-
QSB filed November 16, 2004)

Exhibit 10.3 Second Amended Employment Agreement of William Rofiiscorporated by reference to Exhibit 99.1 to@wenpany'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 Companyisu@@rly Report on Form 1QSH
filed November 16, 2004)

Exhibit 10.5 Director's Agreement of Paul Frison (incorporatgdéference to Exhibit 10.7 to the Company's AnRRport on Form 16SB filed April
15, 2005)

Exhibit 10.6 Termination Settlement and Release Agreement witWWRyne Fritzsche (incorporated by reference toilix99.3 to the Company
Current Report on Form 8-K filed February 4, 2005)

Exhibit 10.7 Form of Warrant Agreement (incorporated by refeesttc Exhibit 10.13 to the Company's Annual ReporfForm 10KSB filed April 15
2005)

Exhibit 10.8 Amended and Restated License Agreement with Bay@idlege of Medicine (incorporated by reference iiBit 10.14 to the Compan
Annual Report on Form 10-KSB filed April 15, 2005)

Exhibit 10.9 Amended and Restated License Agreement with Untyes§ Chicago (incorporated by reference to Exhitf).15 to the Company's Ann
Report on Form 10-KSB filed April 15, 2005)

Exhibit 10.10 Second Amendment to the Amended and Restated lackgseement (incorporated by reference to ExhiBi#d lof the Compang’ Repo
on Form 8-K filed April 18, 2006)

Exhibit 10.11 Form of Series A Common Stock Purchase Warranofparated by reference to Exhibit 10.15 to the Canys Registration Statement
Form SB-2 filed July 19, 2005)
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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

Exhibit 10.23

Exhibit 10.24

Exhibit 10.25

Exhibit 31.1
Exhibit 31.2
Exhibit 32.1

Exhibit 32.2

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

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

Securities Purchase Agreement dated June 17, 308Bdamong the Company and the Investors nameeinhéincorporated by referer
to Exhibit 10.18 to the Company's Registration Stegnt on Form SB-2 filed July 19, 2005)

Registration Rights Agreement dated June 17, 2@0&nkl among the purchasers of common stock nanegditifincorporated by refere
to Exhibit 10.19 to the Company's Registration Stent on Form SB-2 filed July 19, 2005)

Securities Purchase Agreement dated June 30, 290fhé among the Company and the purchasers of comstuzk named thergi

(incorporated by reference to Exhibit 10.20 to @@mmpany's Registration Statement on Form SB-2 flldg 19, 2005)

Securities Purchase Agreement dated July 15, 29GH& among the Company and the Investors nameeithéincorporated by refere
to Exhibit 10.21 to the Company's Registration Stent on Form SB-2 filed July 19, 2005)

Registration Rights Agreement dated July 15, 20p&rmd among the Company and the Investors nameelithéincorporated by referer
to Exhibit 10.22 to the Company's Registration Stegnt on Form SB-2 filed July 19, 2005)

License Agreement dated January 13, 2006 by thep@oynand Shanghai Institute for Biological Servid@scorporated by reference)
Exhibit 10.23 to the Post-Effective Amendment Nafthe Company’s Registration Statement on Forn2Sted February 9,2006)

Lease Agreement dated August 19, 2005 by the Coyngiadh Dirk D. Laukien (incorporated by referencéesdnibit 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€nt Report on Form 8-filed
April 18, 2006)

Registration Rights Agreement dated April 11, 20@6orporated by reference to Exhibit 10.2 to tt@pany’s Current Report on Forn]
K filed April 18, 2006)

Form of Warrant issued in connection with April BOftnancing (incorporated by reference to Exhilit3lto the Compang’ Current Repd
on Form 8-K filed April 18, 2006)

Form of Broker Stock Purchase Warrant issued to MIxpital Group LLC (incorporated by reference tdhibk 10.5 of the Compans
Current Report on Form 8-K filed April 18, 2006)

Third Amendment to the Amended and Restated Lic&gseement (incorporated by reference to Exhibitl1df the Company Report 0
Form 8-K filed October 31, 2006)

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

Certification of Chief Executive Officer Pursuant18 U.S.C. Section 1350, as Adopted Pursuant ¢tid®e906 of the Sarban&xley Ac
of 2002

Certification of Chief Financial Officer Pursuant18 U.S.C. Section 1350, as Adopted Pursuant ¢tid®e906 of the Sarban&xley Ac

of 2002
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ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES.

The information required by this item is incorpetby reference from the information provided ie tbompany's Proxy Statement under the discussidineo€ompan
Audit Committee and under the item regarding shaidsr ratification of the Company's independenbaatants.

Pursuant to the requirements of Section 13 or 16f(dhe Securities Exchange Act of 1934, the Regidthas duly caused this report to be signedsohehalf by th
undersigned, thereunto duly authorized.

SIGNATURES

OPEXA THERAPEUTICS, INC.

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

Date: March 15, 2007

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

Signature Title Date
/s/ DAVID B. MCWILLIAMS President, Chief Executive Officer
David B. McWilliams And Director March 15, 2007
[SILYNNE HOHLFELD Chief Financial Officer and March 15, 2007
Lynne Hohlfeld Principal Accounting Officer
/sl GREGORY H. BAILEY Director March 15, 2007
Gregory H.Bailey
/s/ DAVID HUNG Director March 15, 2007
David Hung
/sI MICHAEL RICHMAN Director March 15, 2007
Michael Richman
/s| SCOTT B.SEAMAN Director March 15, 2007

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. | have reviewed this annual report on Form 10-K$Bpexa Therapeutics, Inc. (the “small businessags

2. Based on my knowledge, this report does not corgajnuntrue statement of a material fact or omittie a material fact necessary to make the statisrmade, |
light of the circumstances under which such statesneere made, not misleading with respect to gred covered by this report;

3. Based on my knowledge, the financial statementd,adner financial information included in this repdairly present in all material respects theafigial conditior
results of operations and cash flows of the smagiress issuer as of, and for, the periods predémtéis report;

4. The small business issuer's other certifying of{&eand | are responsible for establishing andhtaaiing disclosure controls and procedures (ameefin Exchanc
Act Rules 13a-15(e) and 15d-15(e)) and internakrobrover financial reporting (as defined in ExchanAct Rules 13a-15(f) and 18df)) for the small busine
issuer and have:

a. Designed such disclosure controls and proceduresawsed such disclosure controls and procedurbs wesigned under our supervision, to ensur¢
material information relating to the small businéssuer, including its consolidated subsidiarissmiade known to us by others within those ent
particularly during the period in which this repartbeing prepared,;

b. Designed such internal control over financial reéipgr, or caused such internal control over finahoggoorting to be designed under our supervisic
provide reasonable assurance regarding the rétjabfl financial reporting and the preparation ofancial statements for external purposes in acsun
with generally accepted accounting principles.

c. Evaluated the effectiveness of the small businesgei's disclosure controls and procedures ancemiessb in this report our conclusions about
effectiveness of the disclosure controls and proces] as of the end of the period covered by #pent based on such evaluation; and

d. Disclosed in this report any change in the smafliless issuer's internal control over financialorépg that occurred during the small businessess
fourth fiscal quarter that has materially affected,is reasonably likely to materially affect, thenall business issuer's internal control over fama
reporting; and

5. The small business issuer's other certifying off&eand | have disclosed, based on our most remagitiation of internal control over financial regiog, to the sma
business issuer's auditors and the audit comnoftdee small business issuer's board of directmrpérsons performing the equivalent functions):

a. All significant deficiencies and material weaknesge the design or operation of internal controkiofinancial reporting which are reasonably likéd
adversely affect the small business issuer's glbdditecord, process, summarize and report finAndiarmation; and

b.  Any fraud, whether or not material, that involveamagement or other employees who have a significéain the small business issuer's internal @bntr
over financial reporting.

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

Date: March 15, 2007



EXHIBIT 31.2

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT

I, Lynne Hohlfeld, certify that:

1. | have reviewed this annual report on Form 10-K$Bpexa Therapeutics, Inc. (the “small businessags

2. Based on my knowledge, this report does not comtajnuntrue statement of a material fact or omgtate a material fact necessary to make the seatism
made, in light of the circumstances under whicthsstatements were made, not misleading with regpebe period covered by this report;

3. Based on my knowledge, the financial statementadimer financial information included in this repdairly present in all material respects theafigial
condition, results of operations and cash flowthefsmall business issuer as of, and for, the gefwesented in this report;

4.  The small business issuer's other certifying off&eand | are responsible for establishing anchta@iing disclosure controls and procedures (ame@fin
Exchange Act Rules 13a-15(e) and 15d-15(e)) amdtriat control over financial reporting (as defined&xchange Act Rules 13a-15(f) and 15d-15(f))tfe
small business issuer and have:

Designed such disclosure controls and proceduregused such disclosure controls and procedures tesigned under our supervision, to ensure
that material information relating to the small imess issuer, including its consolidated subsidgris made known to us by others within those
entities, particularly during the period in whidfigt report is being prepared;

Designed such internal control over financial réjpgr;, or caused such internal control over finah@gorting to be designed under our supervision to
provide reasonable assurance regarding the rétiabilfinancial reporting and the preparation wfancial statements for external purposes in
accordance with generally accepted accounting iplee:

Evaluated the effectiveness of the small busiresseir's disclosure controls and procedures anémiessin this report our conclusions about the
effectiveness of the disclosure controls and proces] as of the end of the period covered by #pent based on such evaluation; and

Disclosed in this report any change in the smaditess issuer's internal control over financiabrépg that occurred during the small business
issuer's fourth fiscal quarter that has materiaffected, or is reasonably likely to materiallyeadt, the small business issuer's internal contret o
financial reporting; and

5. The small business issuer's other certifying off&eand | have disclosed, based on our most resaitiation of internal control over financial refag, to the
small business issuer's auditors and the audit dtieerof the small business issuer's board of threqor persons performing the equivalent functjon

/s/ LYNNE HOHLFELD
Lynne Hohlfeld

All significant deficiencies and material weaknessethe design or operation of internal contradiofimancial reporting which are reasonably likely
to adversely affect the small business issuerlgyatn record, process, summarize and report famarinformation; and

Any fraud, whether or not material, that involveamagement or other employees who have a significdain the small business issuer's internal
control over financial reporting.

Chief Financial Officer and Principal Accountingfioér

Date: March 15, 2007



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 undersigféider of Opexa Therapeutics, Inc.(the “Companyigreby certifies, to such officer’'s knowledgeattithe Company’
Annual Report on Form 10-KSB for the year endeddddmer 31, 2006 (the “Reportfilly complies with the requirements of Sectiond)3¢r Section 15(d), as applicable, of
Securities Exchange Act of 1934 and that the infdiom contained in the Report fairly presents, limmterial respects, the financial condition aeduits of operations of t
Company.

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

Date: March 15, 2007



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@i@ider of Opexa Therapeutics, Inc. (the “Compgnyiereby certifies, to such officer's knowledgeatt the Companyg’
Annual Report on Form 10-KSB for the year endeddddmer 31, 2006 (the “Reportfilly complies with the requirements of Sectiond)3¢r Section 15(d), as applicable, of
Securities Exchange Act of 1934 and that the infdiom contained in the Report fairly presents, limmterial respects, the financial condition aeduits of operations of t
Company.

/s/ LYNNE HOHLFELD
Lynne Hohlfeld
Chief Financial Officer and Principal Accountingfioér

Date: March 15, 2007



