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As filed with the Securities and Exchange Commissioon May 12, 2006 Registration No. 333-

UNITED STATES SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM SB-2
REGISTRATION STATEMENT
UNDER
THE SECURITIES ACT OF 1933

PHARMAFRONTIERS CORP.

(Name of small business issuer on its charter)

Texas 2834 76-0333165
(State or Other Jurisdiction of Incorporation or (Primary Standard Industrial (I.R.S. Employer
Organization) Classification Code Number) Identification Number)

2635 N. Crescent Ridge Drive
The Woodlands, Texas 77381
(281) 272-9331
(Address and telephone number
of principal executive offices and principal plaafebusiness)

C. William Rouse
2635 N. Crescent Ridge Drive
The Woodlands, Texas 77381
(281) 272-9331
(Name, address and telephone number
of agent for service)

Copy to:

Michael C. Blaney
Vinson & Elkins L.L.P.
1001 Fannin, Suite 2300

Houston, TX 77002

(713) 758-2222

Approximate date of commencement of proposed sale the public: From time to time after the effective date of tlégistration statement.

If the securities being registered on this form tarée offered on a delayed or continuous basisyaunt to Rule 415 under the Securities Act of 12B&ck the followin
box:

If this form is filed to register additional sedies for an offering pursuant to Rule 462(b) untler Securities Act, check the following box and tise Securities A
registration statement number of the earlier eiffeategistration statement for the same offeriog:

If this Form is a poséffective amendment filed pursuant to Rule 462aar the Securities Act, check the following boxl dist the Securities Act registration staten
number of the earlier effective registration stagatfor the same offerindd

If this Form is a poseffective amendment filed pursuant to Rule 462ujar the Securities Act, check the following boxl dist the Securities Act registration staten
number of the earlier effective registration stagatfor the same offerindd

If delivery of the prospectus is expected to be engursuant to Rule 434, check the following biak:

Proposed maximum Proposed maximum
Title of each class of Amount to be offering price per unit aggregate Amount of
securities to be registered registered (1) offering price registration fee

Common Stock, $0.05 par value 46,000,00 $ 090t $ 41,630,000 $ 4,454 .4:



Common Stock, $0.05 par value (2) 25,137,2000 $ 0.90¢  $ 22,749,16 $ 2,434 1
Total 71,137,20 $ 64,379,16 $ 6,888.5

Q) Pursuant to Rule 457(c) calculated on the hzfstise average of the bid and asked prices o€timemon stock as reported by the OTC Bulletin Baarday 10, 2006.
2) Represents the number of shares that may bebgdhe selling shareholders following exercisevafrants dated April 13, 2006.
) Pursuant to Rule 416, this prospectus also coweB Bideterminate number of shares of common sé&sckiay be necessary to prevent dilution resultiogfstocl

splits, stock dividends or similar transactionsefing the warrants.

The registrant hereby amends this registration stament on such date or dates as may be necessarydtday its effective date until the registrant shalfile a further
amendment that specifically states that this regisation statement shall thereafter become effectiven accordance with Section 8(a) of the Securitiesd or until this
registration statement shall become effective on sh date as the Securities and Exchange Commissiatting pursuant to said Section 8(a), may determine
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The information in this prospectus is not complatel may be changed. The selling stockholder maysabtthese securities until the registration steet filed with thi
Securities and Exchange Commission is effectivés prospectus is not an offer to sell these sdearénd it is not soliciting an offer to buy theseurities in any state where

offer or sale is not permitted.

SUBJECT TO COMPLETION, DATED May 12, 2006

@ g "
i s PHARMA ) N
L4 ‘

PharmaFrontiers Corp.

71,137,200 Shares of Common Stock

This prospectus relates to the sale or dispositiom time to time by the selling stockholders nantedein and their transferees of up to 71,137,2@0€es of oL
common stock, or interests therein, including 46,000 shares of common stock previously issued2anti37,200 shares of common stock issuable upoexteise of commc
stock purchase warrants.

Shares of our common stock are traded on the NASIC Bulletin Board under the symbol “PFTR.OBOn May 10, 2006, the last reported sales priceofg
common stock on the OTC Bulletin Board was $0.93spare.

We will not receive any proceeds from the salehef $hares of our common stock covered by this paigp. We will, however, receive the proceeds of east
exercise of the common stock purchase warrants.

Investing in our common stock involves a high degeeof risk. You should read carefully this entire pospectus, including the section captioned “Risk Féars”
beginning on page 3, before making a decision to pthase our stock.

Neither the Securities and Exchange Commission nany state securities commission has approved or digproved of these securities or passed upon 1
accuracy or adequacy of this prospectus. Any represitation to the contrary is a criminal offense.

The date of this prospectus is May __, 2006.
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You should rely only on the information contained i this prospectus. We have not authorized anyone farovide you with information that is different. This
prospectus may only be used where it is legal tolsthese shares of our common stock. The informatioin this prospectus may only be accurate as of theate of this
prospectus.

This prospectus is part of a registration statementhat we filed with the Securities and Exchange Comission for a continuous offering. Under thi:
prospectus, the selling stockholders may, from time time, sell or otherwise dispose of the share$ aur common stock described in this prospectus, dnterests therein
in one or more offerings. This prospectus may be gplemented from time to time to add, update or chage information in this prospectus. Any statement attained in
this prospectus will be deemed to be modified or perseded for the purposes of this prospectus to thextent that a statement contained in a prospectusupplemen
modifies such statement. Any statement so modifiedill be deemed to constitute a part of this prospeas only as so modified, and any statement so moiifl will be
deemed to constitute a part of this prospectus.

The registration statement containing this prospeats, including the exhibits to the registration statment, provides additional information about us, tke
selling stockholders and the shares of our commortogk covered by this prospectus. The registrationtatement, including the exhibits, can be read on #1 SEC websit
or at the SEC offices mentioned under the headingWhere You Can Find More Information.”
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PROSPECTUS SUMMARY

The following summary highlights selected informatirom this prospectus and does not contain athefinformation that you should consider befoneesting in ou
common stock. This prospectus contains informaggarding our businesses and detailed financiabiinfation. You should carefully read this entire gpectus, including tt
historical financial statements and related notasfore making an investment decision.

In this prospectus, “PharmaFrontiers Corp.,” the dmpany,” “we,” “us” or “our” refer to PharmaFrontiers Corp., a Texas corporatiand its subsidiaries, exct
where otherwise indicated or required by context.

Unless otherwise stated, this prospectus doesinetaffect to the proposed 1 for 10 reverse stptikte be voted upon at the annual meeting sefifore 15, 2006.
Our Business

We are a biopharmaceutical company engaged in oigingl autologous personalized cell therapies. @rategy is to develop and commercialize cell thexsipo tree
several major diseases including multiple sclerasasdiovascular diseases, and diabetes. We haegdusive license from Baylor College of Mediciteean individualized
cell therapy that is in FDA Phase I/ll human doaeging clinical trials to evaluate its safety arifit@iveness in treating multiple sclerosis. We én@an exclusive worldwic
license for the intellectual property rights ande@rch results of an autologous T cell vaccingHeumatoid arthritis from the Shanghai InstitutesBiological Sciences (SIB¢
Chinese Academy of Sciences of the People's Rapabhina. We also have an exclusive licensestem cell technology in which adult pluripotentrsteells are derived fro
monocytes obtained from the patient’'s own blood. akinitially pursuing indications in heart faduand Type | diabetes with our stem cell therapy.

Autologous therapies use cells or other materi@m fthe patiens own body to create treatments for the patienss ffreventing rejection complications that re
when “foreign” or “non-self’cells are introduced into a patient. Cellular tipgza are expected to play a large role in the treat and cure of a broad spectrum of hu
diseases. According to independent market reseacbelular therapies along with their relatechte@ogies, such as diagnostics and blood bankiray, exceed $30 billion t
2010.

Our multiple sclerosis cell therapy, Tovaxin™, igrently in Phase /1l studies. Tovaxin®nsists of modified autoreactive T cells. Multigiderosis is a result o
person’s own T cells attacking the myelin sheatit toats the nerve cells of the central nervousesysThese T cells, that attack a persoown body, are referred to
“autoreactiveT cells. In our treatment the T cells are takemfithe patient, modified and returned to the pati€ht modified T cells cause an immune respongiid at th
autoreactive T cells in the patienthody. This immune response reduces the levalitof@active T cells and potentially allows the niyelheath to be repaired. In addition,
are evaluating whether this technology will allos/to diagnose multiple sclerosis and determineséwverity of the disease through an analysis ofabel of autoreactive T ce
in a patient’s blood.

Two clinical studies of Tovaxin™ have reached catimilestones:

. The dose escalation study was designed for patweititsrelapsing-remitting or secondapyegressive MS, intolerant of, or having failedrremt therapy. Bloc
was obtained from each patient from which T cedlsctive to two peptides each of three proteins (MBHP,
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and MOG) were expanded ex vivo and prepared aivaemt formulation of MRTCs. The MRTCs were attated by Cesium137 irradiation prior to pati¢
receiving subcutaneous injections of either 6-9iomlcells (Dose 1) or 3@5 million cells (Dose 2) at weeks 0, 4, 12 andM&TC frequencies were performr
at baseline and weeks 5, 13, 21, 28 and 52. Patigstie evaluated for changes in EDSS, MSIS andeelzations.

Tovaxin is a patient-specific therapeutic vaccioatstrategy for MS patients. To formulate Tovaxigéll vaccine, the patient's own myelin peptspecific activate
T cell lines are harvested and attenuated on theflegaccine administration.

The study's results demonstrated that MRTCs irpthéheral blood were depleted in a dose dependenner and analyses showed reductions in all typees o
MRTCs at all follow-up visits. All patients in tHeose 2 group had a 100% reduction in MRTC counthetweek five followdp visit. Percentage reductions w
greater in the Dose 2 group than in the Dose 1muevery followdp visit. Correlation between the reduction in @leMRTC frequencies and the physi
component of the MSIS (p=0.0086) was strong. Theae a trend to improved EDSS (p=0.0561). The anralapse rate (ARR) for the patients prior two geagfor
therapy was 1.28 and following therapy the ARR @49 (92 percent reduction) adjusted for the nundbenonths in the study. The treatment appear®tsdie an
well tolerated with minimal adverse events and asedlimiting toxicities.

. Phase I/ll extension study: The analysis of datdaeon(10) patients that have been enrolled in ss®él open-label extension study of Tovaxin(TM)CEIl
vaccine in worsening multiple sclerosis indicatest tthe treatment is safe and wiellerated. Adverse events were mild or moderatgeirerity. None of the t
patients reported an MS exacerbation while on stadwlysis of myelin-reactive Tell (MRTC) counts showed a percentage reductiomfbaseline at 3, 6, a
9 months, for all three types of MRTC, as well las Total MRTC. Reductions in disease assessmeabitiig scores were observed at all follayg-visits. N¢
therapy induced lesions were observed on week 5ZsMB& three patients. These results suggestNRTC vaccination is safe and well tolerated ana
suggest that MRTC vaccination reduces MRTC cowgsyell as EDSS and MSIS scores.

In October 2005, the FDA approved the protocoldor Phase IIb clinical trial of Tovaxin. We intet@enroll the first patient in this pivotal Phase in the first hal
of 2006.

Our Rheumatoid Arthritis (RA) T-cell vaccination QW) technology is conceptually similar to TovaxiRA is an autoimmune T-cefhediated disease in whi
Pathogenic Teells trigger an inflammatory autoimmune resporfsthe synovial joints of the wrists, shoulders, &sgankles and feet which causes pain, stiffnesksaelling
around the joints. Our RA TCV technology allows tkelation of these pathogenic T-cells from synbflisd drawn from a patient. We expand and modifgse Teells in ou
laboratory. The modified T-cells are injected suboeously into patients thereby inducing an immresponse directed at the Pathogenic T-cells inptitents body. Thi
immune response reduces the level of Pathogemell$-and potentially allows the reduction of jogwelling in RA patients. Human trials that havemeonducted in Chil
show minimal side-effects and promising efficacyasugred as a reduction of joint swelling followirg {T-cell vaccination.

Our stem cell technology allows us to create aplultipotent stem cells from monocytes isolated friolmod drawn from the patient. We believe that ¢hstem cell:
if successfully developed, may provide the basistifierapies to treat a variety of diseases anditiond. We anticipate that our stem cell technolegll have a significar
competitive advantage over many of the other stelin ¢
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technologies. The peripheral blood monocytes, bseaur technology to produce stem cells, have theatage of being relatively abundant and easycastleffective to obtai
Our technology does not have the collection anchg difficulties presented by umbilical cord blomdthe controversial ethical and regulatory issagsociated with embryor
stem cells. In addition, our technology is lesdidiit and less risky than collecting adult stenliscédrom tissues such as bone marrow, spinal fluidadipose (fat) tisst
Furthermore, our stem cells are pluripotent, wheeghult stem cells used in competitive technologresnot likely to be pluripotent.

Our stem cell technology will also avoid rejectissues because it is autologous (“selfhis is as opposed to the embryonic, umbilical, aoche adult stem ¢
technologies, which in some cases must be takem @oe individual and given to another. Further, adieve our stem cell therapies will be regulatedaatologou
“manipulated” non-homologous use cell therapiesusTtwe use one’s own stem cells, and we thereforeod expect to encounter the same significantcpnécal and clinice
development regulatory hurdles that embryonic, licd)j and some adult stem cells therapies are@gpeo face.

Initially we are conducting prelinical research to develop stem cell therapiesdat Type | diabetes and heart failure. We belighat with our stem cell technolc
plus our additional technology related to the défeiation of stem cells into islet cells, we Wik able to create insulin producing islet cellswagt from the patiens own blooc
We are currently conducting laboratory research plad to move expeditiously through pekrical development of our diabetes stem cell dpgrand, if successful, initie
human testing in 2006.

Recent Developments

In April 2006, the Company closed upon a transadtiowhich the Company issued 46,000,000 shardbeofCompanys common stock and warrants to purcl
23,000,000 shares of the Company’s common stock$28;000,000 to certain institutional and accretlitevestors (the “Financing”)n connection with the Financing, f
Company will hold a shareholdsrineeting on June 15, 2006 to vote on a proposefféct a 1 for 10 reverse split of the Company own stock that will not reduce the num
of shares of common stock the Company is authotizéssue.

The warrants will expire in five years, and arereigable at $0.65 per share only after the Compedfects a 1 for 10 reverse split. The warrants @ionstandar
adjustment provisions for stock splits, distribugp reorganizations, mergers and consolidations. Gtmpany has the right to call the warrants conuingnone year from tt
effective date of a resale registration statemetite closing bid price per share of the Compangdmmon stock equals or exceeds $1.30 (subjeatjtestment in certa
circumstances) for twenty consecutive trading deysvhich the daily average trading volume of thanooon stock is at least 200,000 shares. Additiopaflyhe resal
registration statement is not effective for anyigerafter April 13, 2007, then the warrant holderay exercise their warrants on a cashless basisgdtire period the res:
registration statement is not effective.

In addition, the Company agreed to file a regigtrastatement with the Securities and Exchange Cigsiam in order to register the resale of the shafeommon
stock issued pursuant to the Financing and theeshasuable upon exercise of the warrants. Ifelyestration statement is not declared effectivergo July 12, 2006 or August
11, 2006 (if the Securities and Exchange Commiss@mnments on the registration statement), or ifréfggstration statement ceases to remain effedfiaeCompany has agreed
to pay the investors liquidated damages of 1.5%h®famount invested per 30 day period during saittrg, up to 24% of the aggregate amount invested.
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Additionally, the Financing triggered certain adjusnt provisions contained in the Company’s seBi@grrants and series C warrants issued in Jundag®005. Pursuant to
the adjustment provisions, the number of sharemise upon exercise of the series B warrants isedt# 6,037,365 shares from 4,163,701 sharesharekercise price was
reduced to $2.00 from $2.90 per share. The numhb&nares issuable upon exercise of the series €mtarincreased to 11,105,477 shares from 8,32%fi@&s and the exerc
price was reduced to $3.00 from $4.00 per share.

In connection with the Financing, the Company paichmissions and fees to our placement agent, MD@t&laGroup LLC (“MDB”), and another broker dealer
services in connection with the Financing an agategf $1,754,100 and issued MDB and another bro&eler three year warrants to purchase an aggref&t137,200 shar
of common stock, exercisable after the Companyceffthe proposed 1 for 10 reverse split. Theseamgsrare not callable, have a cashless exercisenppind have stande
adjustment provisions. The Company agreed to mgike resale of the shares underlying the wariasted to MDB and the other broker dealer.

Our Executive Offices

Our principal executive and administrative offieeifity is located in The Woodlands, Texas at 26B%rescent Ridge Drive, The Woodlands, Texas 77881 ou
telephone number is (281) 2B331. We maintain a website at www.pharmafront@mscom, however the information on our websit@as part of this prospectus, and '
should rely only on information contained in thi@gpectus when making a decision as to whetheotioninvest in shares of our common stock.

RISK FACTORS

The shares offered hereby have not been approvetisapproved by the SEC or the securities regujatsthority of any state, nor has any such regulatoody
reviewed this prospectus for accuracy or compleden&he shares offered hereby are speculativeiewn unusually high degree of risk and should/drd purchased by thc
who can afford to lose their entire investment.réfare, prospective investors should carefully édasthe following risk factors before purchasimgtshares offered hereby.

The following factors affect our business and thdustry in which we operate. The risks and uncetitss described below are not the only ones thatfage
Additional risks and uncertainties not presentlpwn or that we currently consider immaterial magodhave an adverse effect on our business. If &thyeamatters discussed
the following risk factors were to occur, our biesis, financial condition, results of operationshcfiows, or prospects could be materially adveraéfected.

Risks Related to Our Business

Our business is at an early stage of development.

Our business is at an early stage of developmeatdivhot have any products in latage clinical trials or on the market. We ard stithe early stages of identifyi
and conducting research on potential products. ©nby of our products has progressed to the stapein§ studied in human clinical trials. Our potahproducts will requir
significant research and development and preclirgiod clinical testing prior to regulatory approwalthe United States and other countries. We nwybe able to develop a
products, to obtain regulatory approvals, to entimical trials for any of our product candidates,to commercialize any products. Our product cdaidis may prove to hs
undesirable and unintended side effects or otharacteristics adversely affecting their safetyicaffy or coseffectiveness that could prevent or limit their .uday produc
using any of our technology may fail to
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provide the intended therapeutic benefits, or aghterapeutic benefits equal to or better tharstaedard of treatment at the time of testing odpction.
We have a history of operating losses and do notect to be profitable in the near future.

We have not generated any profits since our emty the biotechnology business, have no sourcewd#nues, and have incurred significant operatisgds. W
expect to incur additional operating losses for fitreseeable future and, as we increase our réseand development activities, we expect our opegakbsses to increa
significantly. We do not have any sources of reesnand may not have any in the foreseeable future.

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

We need to obtain significant additional capitadaerces from sources including equity and/or déirricings, license arrangements, grants and/oatmmitive
research arrangements in order to develop produatscontinue the Comparsybusiness. We believe that we have sufficient wgricapital to finance operations through
third quarter of 2007. Thereafter, we will needdtse additional working capital. Our current buate is approximately $800,000 per month excludiagital expenditures. T
timing and degree of any future capital requireraavitl depend on many factors, including:

. the accuracy of the assumptions underlying oumesés for capital needs in 2006 and beyond,;

. scientific progress in our research and developrpesgrams;

. the magnitude and scope of our research and develupprograms;

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

. the time and costs involved in obtaining regulatapprovals;

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

. the number and type of product candidates thatwrsue.

We do not have any committed sources of capitéhoagh we have issued and outstanding warrants ithekercised, would result in an equity capitalsing
transaction. Additional financing through strategatlaborations, public or private equity financingapital lease transactions or other financingcas may not be available
acceptable terms, or at all. Additional equity finengs could result in significant dilution to astbockholders. Further, if additional funds are oi#d through arrangements w
collaborative partners, these arrangements mayreegs to relinquish rights to some of our techgas, product candidates or products that we wotliérwise seek to devel
and commercialize ourselves. If sufficient capis¢ahot 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 88% of our total assets are comprisedf intangible assets that are subject to review oa periodic basis to determine whether an impairmeinon these
assets is required. An impairment
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would not only greatly diminish our assets, but wold also require us to record a significant non-caslexpense charge.

We are required under generally accepted accouptingiples to review our intangible assets for @mment when events or changes in circumstancesaitedthe carryin
value may not be recoverable. Goodwill is requiethe tested for impairment at least annually. Aréh 31, 2006, our intangible assets, consisting@University of Chicac
license, the Shanghai Institute for Biological 8cie license and acquired intangible assets fronOfexa acquisition that is an inseparable groupadénts and licenses t
cant function independently, were approximately $2%i8ion. If management determines that impairmerists, we will be required to record a significaharge to expense
our financial statements during the period in whadly impairment of our goodwill is determined.

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

Human clinical trials are very expensive and diffic¢o design and implement, in part because theysabject to rigorous regulatory requirements. @livgcal trial
process is also time consuming. We estimate tlatal trials of our product candidates will takeleast several years to complete. Furthermorkjréacan occur at any stage
the trials, and we could encounter problems thaseaus to abandon or repeat clinical trials. Thmmencement and completion of clinical trials mayda¢ayed by sever
factors, 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 investigatdrsfollow our clinical protocols.

In addition, we or the FDA may suspend our clinigéls at any time if it appears that we are exppgparticipants to unacceptable health risks ahéf FDA find:
deficiencies in our IND submissions or the condfdhese trials.

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

Our business strategy is dependent upon the skisknowledge of our management team. We belieaettie special knowledge of these individuals giues
competitive advantage. If any critical employeeviesss we may be unable on a timely basis to hireblgé replacements to effectively operate our lessinWe also operate wit
very small number of employees and thus have littlao backup capability for their activities. Tloss of the services of any member of our managéeteam or the loss ol
number of other employees could have a materiadsaveffect on our business.

We are dependent on contract research organizatiorsnd other contractors for clinical testing and forcertain research and development activities, thuthe timing and
adequacy of our clinical trials and such researchdivities are, to a certain extent, beyond our comol.
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The nature of clinical trials and our businesstsgp requires us to rely on contract research dzgéions, independent clinical investigators andeotthird party servic
providers to assist us with clinical testing andtaia research and development activities. As altesur success is dependent upon the succedsesé toutside parties
performing their responsibilities. Although we le®i¢ our contractors are economically motivated édfgsm on their contractual obligations, we candwéectly control th
adequacy and timeliness of the resources and és@epplied to these activities by our contracttfreur contractors do not perform their activitissan adequate or time
manner, the development and commercialization ofloug candidates could be delayed.

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

We conduct our research and development in a 16s60@re foot facility in The Woodlands, Texas, whiscludes a 1,200 square foot suite of three rofamshe
future manufacture of stem cell and T-cell theraglgough Phase Il trials. Our current facilitynist large enough to conduct commeraiefle 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.

In the event that we decide to establish a comrakscale manufacturing facility, we will require sudostial additional funds and will be required toehand trai
significant numbers of employees and comply withlEpable regulations, which are extensive. We dbhave funds available for building a manufacturdagility, 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 manufeetf our future products. However, our third-pasturcing strategy may not result in a ceffective means f
manufacturing our future products. If we employrdiparty manufacturers, we will not control many aspexd the manufacturing process, including compéby these thii
parties with the FDA’s current Good Manufacturincga®ices and other regulatory requirements. Weh&urimay not be able to obtain adequate supplias ftard-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 in infhgement claims against us that are costly to defiel and which may limit our ability to use the dispued technologie
and prevent us from pursuing research and developnm or commercialization of potential products.

A number of pharmaceutical, biotechnology and oftmmpanies, universities and research institutivenge filed patent applications or have been isquagdnt
relating to cell therapy, stem cells,c&lls, and other technologies potentially releveantor required by our expected products. We cammetlict which, if any, of suc
applications will issue as patents or the clainad thight be allowed. We are aware that a numbeopfpanies have filed applications relating to stetts. We are also aware
a number of patent applications and patents clajmse of stem cells and other modified cells tatttisease, disorder or injury.

If third party patents or patent applications camtelaims infringed by either our licensed techmpicor other technology required to make and usepatentia
products and such claims are ultimately determioduk valid, there can be no assurance that wednmeilable to obtain licenses to these patentsedsonable cost, if at all,
be able to develop or obtain alternative technaldigwe are
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unable to obtain such licenses at a reasonable westay not be able to develop some products caonially. There can be no assurance that we willbebbliged to defer
ourselves in court against allegations of infringatnof third party patents. Patent litigation isywexpensive and could consume substantial ressuand create significe
uncertainties. An adverse outcome in such a suwildcsubject us to significant liabilities to thiparties, require disputed rights to be licensecdhfthird parties, or require us
cease using such technology.

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

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

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

The markets for therapeutic stem cell products,tipial sclerosis products, and rheumatoid arthiitieducts are highly competitive. We expect that mos
significant competitors are fully integrated phacmatical companies and more established biotecggaompanies. These companies are developing s#tbased produc
and they have significantly greater capital resesirand expertise in research and development, @etnuhg, testing, obtaining regulatory approvalsd marketing than v
currently do. Many of these potential competitors further along in the process of product develepirand also operate large, compé&myded research and developm
programs. As a result, our competitors may develope competitive or affordable products, or achieadier patent protection or product commercigiorathan we are able
achieve. Competitive products may render any prizdoicproduct candidates that we develop obsolete.

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

Our business depends on three licenses from thiriep. Additionally, any business relating to a&ell vaccine for rheumatoid arthritis depends upditense fror
the Shanghai Institute for Biological Science. Thésird party license agreements impose obligatmmais, such as payment obligations and obligatiordiligently pursu
development of commercial products under the liedrgatents. If a licensor believes that we havedad meet our obligations under a license agreéntiee licensor could se
to limit or terminate our license rights, which @lead to costly and timeensuming litigation and, potentially, a loss o€ thicensed rights. During the period of any ¢
litigation, our ability to carry out the developmiemnd commercialization of potential products cdwédsignificantly and negatively affected. If oizehse rights were restrictec
ultimately lost, our ability to continue our busisebased on the affected technology platform cbeldeverely adversely affected.
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Restrictive and extensive government regulatiordccelow or hinder our production of a cellular puatl

The research and development of stem cell therapisabject to and restricted by extensive regutaby governmental authorities in the United Stated othe
countries. The process of obtaining U.S. Food anghDAdministration, or FDA, and other necessarytatpry approvals is lengthy, expensive and unaeri&é/e may fail t
obtain the necessary approvals to continue ouareseand development, which would hinder our gbtlit manufacture or market any future product.

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

Our product candidates, if approved for marketimgy not achieve market acceptance since hospitaysicians, patients or the medical community inegal ma
decide to not accept and utilize these products. gleduct candidates that we are attempting toldpwepresent substantial departures from estaisteatment methods ¢
will compete with a number of more conventionalgirand therapies manufactured and marketed by mphg@maceutical companies. The degree of markefpsaece of any
our developed products will depend on a numbeaciols, including:

. our establishment and demonstration to the medaalmunity 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 communtg ppotential 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
Risks Related to Our Common Stock

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

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

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

In the past, following periods of market volatility the price of a company’'securities or the reporting of unfavorable nesesurity holders have often instituted ¢
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 managemattgstion could be diverted from the operation af lbusiness, causing our business to suffer.
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Our "blank check" preferred stock could be isswegdrevent a business combination not desired byagement or our current majority shareholders.

Our articles of incorporation authorize the iss#aot"blank check" preferred stock with such deatgms, rights and preferences as may be deterntipedir boar
of directors without shareholder approval. Our enefd stock could be utilized as a method of disaging, delaying, or preventing a change in ourtrmbrand 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 maré&t could lower our stock price.

We may sell additional shares of common stock imseguent public or private offerings. We may aksué additional shares of common stock to finaoterd
acquisitions. We cannot predict the size of futssmiances 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 dividends oour common stock.

We currently anticipate that no cash dividends W@l paid on the common stock in the foreseeabledutWhile our dividend policy will be based on thgerating
results and capital needs of the business, it ticipated that all earnings, if any, will be retaghto finance the future expansion of the our bessn Therefore, prospect
investors who anticipate the need for immediaterne by way of cash dividends from their investrrsnduld not purchase the shares offered in thigioffe

FORWARD LOOKING STATEMENTS

This prospectus contains forwalabking statements within the meaning of SectioA 27 the Securities Act of 1933. These statemeeliste to future events and
future financial performance and involve known amknown risks, uncertainties and other factors thay cause the actual results, levels of our dgtiyierformance «
achievements or the industry in which we operatbeanaterially different from any future resultsyéls of activity, performance or achievements egped or implied by tl
forward-looking statements. These risks and othetofs include those listed under “Risk Factors! tiose described elsewhere in this prospectus.

In some cases, you can identify forward-lookingtesteents by our use of terms such as “may,” “wilshould,” “expects,” “plans,” “anticipates,” “behes,”
“estimates,” “predicts,” “potential,br the negative of these terms or other compartshainology. These statements are only predictidwsual events or results may dif
materially. In evaluating these statements, yowkhepecifically consider various factors, incluglithe risks outlined under “Risk Factor§Hhese factors may cause our ac
results to differ materially from any forward-lookj statement.

" u

Although we believe that the expectations refledtethe forwardlooking statements are reasonable, it cannot gtegdnture results, levels of activity, performa)
or achievements. Moreover, neither the Companyangrother person assumes responsibility for theracy and completeness of these forwlaaking statements. We do 1
intend to update any of the forward-looking statetaafter the date of this prospectus to conforior mtatements to actual results.
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USE OF PROCEEDS

The selling stockholders will receive all of theopeeds from the sale or other disposition of treresh of our common stock covered hereby, or intetégrein. W
will not receive any of the proceeds from any ssafe by any selling stockholder. See “Selling Shmttters.”We will, however, receive all of the net proceedsoy cas
exercise of the warrants. If all of the warrantgevexercised for cash, the proceeds to us wouldppeoximately $14,950,000. Any net proceeds fromdash exercise of t
warrants will be added to working capital and umdgeneral corporate purposes. No assurance cg@ivbe as to whether or how many of the warrantt lvei exercised fc
cash.

PRICE RANGE OF OUR COMMON STOCK AND DIVIDEND POLICY

Shares of our common stock are traded on the Natidssociation of Securities Dealers Inc. Over @munter Bulletin Board under the symbol “PFTR.OBur
Common Stock trades on a limited, sporadic andti®lbasis. As of May 10, 2006, the last reportalés price of our common stock on the OTC Bull&oard was $0.93. As
May 10, 2006, there were 66,967,035 shares of @mnton stock outstanding that were held of recor83f persons.

The following table sets forth, for the periodsigated, the range of high and low bid information éur common stock. These quotations reflect idealer price:
without retail mark-up, mark-down or commissiongdanay not represent actual transactions.

Price Ranges

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

Fiscal Year Ended December 31, 2006
First Quarter 0.62 0.5

Holders of shares of common stock will be entitedeceive cash dividends when, as and if declasedur Board of Directors, out of funds legally dable for
payment thereof. However, if dividends are not desd by our Board of Directors, no dividends shallpaid. We have not paid any dividends on our comstock since ol
inception.

We do not anticipate that any cash dividends vélplid in the foreseeable future. While our dividi@olicy will be based on the operating results eapital needs
the business, we anticipate that all earningsyf avill be retained to finance our future expansidherefore, prospective investors who anticiplageneed for immediate incol
by way of cash dividends from their investment dtiawot purchase the shares offered by this prospect
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SELECTED HISTORICAL FINANCIAL DATA

The following selected consolidated financial dsit@uld be read in conjunction with “Managemsridiscussion and Analysis of Financial Condition &esults ¢
Operations”and our consolidated financial statements andaélabtes included elsewhere in this prospectus. sBtected consolidated financial data in this sects no
intended to replace the consolidated financiakstents and accompanying footnotes. The selectesblidated balance sheet data as of December 35, &0 2004 have be
derived from our audited consolidated financiatestaents included elsewhere in this prospectus.s€lectecdconsolidated financial data for the three monttds @ of March 3:
2006 are unaudited. Historical results are not seamdly indicative of the results to be expectethafuture.

Three Months Ended Year Ended Year Ended
March 31, December 31, December 31,
2006 2005 2004
Consolidated Statements of Operations Data:
Revenues $ — 3 — —
Operating Expenses:
General and administrative $ 1,075,88. $ 550,17¢ $ 572,53«
Depreciation and amortization 432,33: 1,735,20! 264,81¢
Research and development 738,45( 9,892,25. 2,465,63.
Loss on disposal of assets 362 22 81( 457.12;
Net operating loss (2,247,02) (12,200,45) (3,760,10)
Interest Income 19,62 81,93( 5,992
Other Income 3,38t 28,17¢ 2,37¢
Interest expense (42€9) (7,323,85) (868,92¢)
Net loss $ (2,224,45) $ (19,414,19) $ (4,620,66.)
Net loss per common share, basic and dill $ 0.1 $ 1.2 $ (0.79)
Weighted average number of common shares outstgniisic and diluted 20,654,29. 15,648,36 6,309,14!
As of March 31, As of December 31,
2006 2005 2004
Consolidated Balance Sheet Data:
Cash and cash equivalents and prepaid expenses 1,268,34. 2,743,19 946,32¢
Intangible assets 25,846,15 26,130, 44 26,791,07
Fixed Assets 549,57« 479,99¢ 341,98
Other assets 450,94 388,21 —
Total assets 28,115,02 29,741,83 28,079,38
Current liabilities 2,363,01! 2,429,77 4,883,16!
Common stock 1,048,35. 1,030,97 502,99.
Additional paid in capital 51,088,96 50,441,94 27,439,89
Deficit accumulated during the development stage (26,385,31) (24,160,86) (4,746,66)
Total stockholders’ equity 25,752,00 27,312,06 23,196,22
Total liabilities and stockholders’ equity 28 115 02 29 741 83 28.079 .38
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MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITIONS AND RESULTS OF OPERATIONS

The following discussion of our financial conditiand results of operations should be read togetiterthe consolidated financial statements andeelaotes that a
included elsewhere in this prospectus. This didonsmay contain forwardboking statements based upon current expectathmtsinvolve risks and uncertainties. Our ac
results may differ materially from those anticighta these forward-looking statements as a reguladous factors, including those set forth untiRisk Factors”, ‘Disclosurt
Regarding Forward-Looking Statements” or in othart® of this prospectus. We undertake no obligationpdate any information in our forwalabking statements except
required by law.

Overview

We are a developmestage company and have a limited operating histoty.predecessor company for financial reportingppses was formed on January 22, ?
to acquire rights to our adult stem cell technololyy November 2004 we acquired Opexa Pharmacestitat. and its multiple sclerosis treatment tedbgy. We are sti
developing all of our technology, and to date, \agennot generated any revenues from our operatiksaie continue to execute our operations planexgect our developme
and operating expenses to increase.

Research and developmerniVe have made and expect to continue to make antfrtinvestments in research and developmentderao develop and market «
technology. Research and development costs cquisarily of general and administrative and opemgtexpenses related to research and developmaevitiast We expens
research and development costs as incurred. Pyogdeant and equipment for research and developrifeatt has an alternative future use is capitaliaead the relate
depreciation is expensed as research and developmuosts. We expect our research and developmer@negpto increase as we continue to invest in teldement of ot
technology.

General and administrative General and administrative expenses consist piimaf salaries and benefits, office expense, pssfonal services fees, and o
corporate overhead costs. We anticipate increasgsrieral and administrative expenses as we cantindevelop and prepare for commercializationuwftechnology

Results of Operations
Comparison of Three Months Ended March 31, 2006 with the Three Months Ended March 31, 2005
Net SalesWe recorded no sales for the three months endedhVadr, 2006 and 2005.

General and Administrative ExpensesOur general and administrative expenses decrease@ijdhe three months ended March 31, 2006 to7&1882 as compar
to $1,206,715 from the same period in 2005. Theedse in general and administrative expenses ipdmarily to a reduction in legal fees associateith patent filings, a lowe
allocation of facilities costs and overhead nowaidted to research and development offset in paanbincrease in stodkased compensation expense. In January 1, 20(
adopted Statement of Financial Accounting Stand&lds 123 (revised 2004), “Share-Based Payment,FAS 123R”)which requires the measurement and recognitic
compensation expense for all shaesed payment awards made to our employees ardadgréncluding stock options and restricted stbaked on estimated fair values.
elected to adopt the modified prospective transitioethod as provided by SFAS 123R and, accordingipr year results have not be restated. Stiaded compensati
expense recognized under SFAS 123R for the threghm@nded March 31, 2006 was $484,392.
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Research and Development ExpenseResearch and development expense increased to4$03®y the three months ended March 31, 2006 cosdp® $644,2€
for the same period in 2005. The increase is pilyneglated an increase in consulting fees relatedur Rheumatoid Arthritis program and a highdoation of facilities an
overhead costs to research and development duereased development activities.

Interest Expense.Interest expense was $429 for the three monthsdeltdech 31, 2006 compared to $1,487,384 for theesperiod in 2005. The interest expe
during 2005 was due to notes that were outstardiimigg the first quarter of 2005 which were subsstly converted into equity in June 2005.

Net loss.The Company had net loss for the three months eWiedh 31, 2006 of ($2,224,450), or ($0.11) penst{dasic and diluted), compared with a net lo:
($3,747,304), or ($0.37) per share (basic andetilytfor the same period in 2005. The decreasetitoss is primarily due to the reduction in int#rexpense discussed above.

Recent Financing

In April 2006, the Company closed upon a transadtiowhich the Company issued 46,000,000 shardbeofCompanys common stock and warrants to purcl
23,000,000 shares of the Company’s common stock$28;000,000 to certain institutional and accretlitevestors (the “Financing”)n connection with the Financing, |
Company agreed to hold a shareholgleneeting by June 30, 2006 to vote on a proposefféat a 1 for 10 reverse split of the Company own stock that will not reduce 1
number of shares of common stock the Company feaized to issue.

The warrants will expire in five years, and arereigable at $0.65 per share only after the Compedfects a 1 for 10 reverse split. The warrants @ionstandar
adjustment provisions for stock splits, distribugp reorganizations, mergers and consolidations. Gtmpany has the right to call the warrants conuingnone year from tt
effective date of a resale registration statemfettitel closing bid price per share of the Compargdmmon stock equals or exceeds $1.30 for twesgecutive trading days
which the daily average trading volume of the comrmtock is at least 200,000 shares. Additionaflyhe resale registration statement is not effectar any period after Api
13, 2007, then the warrant holders may exercise Waarants on a cashless basis during the pehieddsale registration statement is not effective.

Comparison of Year Ended December 31, 2005 with the Year Ended December 31, 2004
Net SalesWe recorded no sales for the twelve months endedmber 31, 2005 and 2004.

General and Administrative ExpensesOur general and administrative expenses duringtwletve months ended December 31, 2005, was $550%7&mpared
$572,534 for the twelve months ended December 824.2General and administrative expenses consisiagty of salaries and benefits, office expens®fgssional servict
fees, and other corporate overhead costs. We paticincreases in general and administrative exgseas we continue to develop and prepare for comatieation of ou
technology.

Research and Development ExpensBesearch and development expense was $9,892,288fowelve months ended December 31, 2005, as a@udo $2,465,634 t
twelve months ended December 31, 2004. The inclieasepenses was primarily due the acquisition péxa and the assumption of its operations and refsead developme
programs as well as our Phase I/1l clinical trfalsTovaxin,
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stem cell development and pekrical costs, the hiring of personnel and othepenses associated with the increase in reseactilerelopment efforts. We have made
expect to continue to make substantial investmientssearch and development in order to developnaadket our technology. Research and developmests consist primari
of general and administrative and operating expenslated to research and development activities.eWpense research and development costs as ithcBraperty, plant ar
equipment for research and development that hadtamative future use is capitalized and the eglatepreciation is expensed as research and develdgosts. We expect (
research and development expense to increase esnitisue to invest in the development of our tedbgy.

Interest Expense Interest expense was $7,323,851 for the twelve hsoemded December 31, 2005 compared to $868,926ddwelve months ended December 31, 2
The increase is primarily related to the amort@atdf the remaining discount under the benefictaversion feature of the 15% exchangeable conventitbmissory notes (tl
“Notes”); in 2005 the accrued interest on the Notas converted into shares of Common Stock.

Net loss.We had a net loss for the year ended December08b, Df $19,414,197 or ($1.24) per share (basicdilnted), compared with a net loss of $4,620,664$073
per share (basic and diluted), for the twelve merghded December 31, 2004. The increase in neidaise primarily to the amortization of the remagndiscount under tt
beneficial conversion feature of the Notes andatterued interest on the Notes that was convertedsimares of common stock, along with stgptef operations which includ
the hiring of new employees, directors and scignéifivisory board members. These individuals h@reements with us that provide for salary payméftis. increase in net Ic
is also attributable to the acquisition of Opexaftaceuticals and the assumption of its operagmaisresearch and development programs. Also indlade professional fe
incurred from legal, accounting, and consultingvieers to secure and expand our license patent slafnticipated future expenses include research dexlopmen
professional and consulting fees, and expensesiagst with the expansion of the office and labmngmanufacturing facilities.

Liquidity and Capital Resources

Historically, the Company has financed its operai@rimarily from the sale of its debt and equiecwities. As of March 31, 2006, the Company hashco
approximately $1.3 million. Our current burn rageapproximately $800,000 per month excluding cépitpenditures. As a result of the Financing, tleen@any believes that
has sufficient working capital to fund operatiohsough the third quarter of 2007. Thereafter,@enpany will need to raise additional capital tadtits working capital neec
The Company does not have any material commitmigais investors or any credit facilities availabléttwfinancial institutions or any other third padi Therefore, it
expected that the Company will need to engage $h éforts sales of its securities to raise neededking capital. There is no assurance that we lvdlsuccessful in any fundi
effort. The failure to raise such funds will nedests the curtailment of operations and delay efgtart of the clinical trials.

Off-Balance Sheet Arrangements
As of March 31, 2006, we had no off-balance sheaingements.
Critical Accounting Policies
Our discussion and analysis of our financial caoditand results of operations is based on our dmaed financial statements, which have been pezpar

accordance with accounting principles generallyepted in the United States of America. The preparaif these consolidated financial
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statements requires us to make estimates and judgrtiat affect the reported amounts of assetsjitias and expenses. We base our estimates ¢orical experience and
various other assumptions that we believe to bgoregble under the circumstances, the results aftwioirm the basis for making judgments about threygey values of asse
and liabilities that are not readily apparent frother sources. Actual results may differ from thesemates under different assumptions or condititie believe the followir
critical accounting policies affect our most sigedait judgments and estimates used in preparafionroconsolidated financial statements.

Reverse AcquisitionWe treated the merger of PharmaFrontiers Cotp.$portan as a reverse acquisition. Pursuanetguidance in Appendix B of SEC Account
Disclosure Rules and Practices Official Text, theefger of a private operating company into a oparating public shell corporation with nominal mstets typically results
the owners and management of the private compavipdpactual or effective operating control of tr@mbined company after the transaction, with theedin@ders of the form
public shell continuing only as passive investdisese transactions are considered by the stafé twapital transactions in substance, rather thambss combinations. That
the transaction is equivalent to the issuanceafksby the private company for the net monetargtsssf the shell corporation, accompanied by apitalézation.” Accordingly
the reverse acquisition has been accounted for escapitalization. For accounting purposes, thgioal PharmaFrontiers Corp. is considered the aegun the revers
acquisition. The historical financial statements @ose of the original PharmaFrontiers Corp. Eaysiper share for periods prior to the merger estated to reflect the numl
of equivalent shares received by the acquiring amyp

Impairment of Long-Lived Asset8Ve review longived assets and certain identifiable assets fgainment whenever events or changes in circumssandécate th¢
the carrying amount of an asset may not be recbiert the sum of the expected future undiscourish flows is less than the carrying amount ofetbeet, further impairme
analysis is performed. An impairment loss is meaedwas the amount by which the carrying amount elctee fair value of assets.

Stock-Based Compensation Effective January 1, 2006, we adopted the promsiof Statement of Financial Accounting Standaxas 123R, “Shard3ase(
Payment” (“SFAS 123R”) which establishes accounfmgequity instruments exchanged for employeeisenWe utilize the Blaclscholes option pricing model to estimate
fair value of employee stock based compensatidheatlate of grant, which requires the input of higfubjective assumptions, including expected vihatand expected life
Further, as required under SFAS 123R, we now egtifftafeitures for options granted, which are nqgpexted to vest. Changes in these inputs and assunsgan material
affect the measure of estimated fair value of firebased compensation. These assumptions are subjectilygenerally require significant analysis amijjuent to develo
When estimating fair value, some of the assumptiaiide based on, or determined from, externahdatd other assumptions may be derived from otwrigal experience wit
stock-based payment arrangements. The appropr&ithiro place on historical experience is a mattgudgment, based on relevant facts and circuncsts

We estimated volatility by considering historictdck volatility. As allowed by Staff Accounting Batin (SAB) No. 107, SharBased Payment, we have opted to
the simplified method for estimating expected teguoal to the midpoint between the vesting periatithe contractual term.

Research and Developmenthe costs of materials and equipment or facditieat are acquired or constructed for researchdandlopment activities and that h
alternative future uses are capitalized as tangilstets when acquired or constructed. The costuaf materials consumed in research and developasgivities and th
depreciation of such equipment or facilities usethbse activities are research and developmets.ddewever, the costs of materials, equipmentadilities acquired or
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constructed for research and development activitiashave no alternative future uses are congidergearch and development costs and are expentweel tane the costs ¢
incurred.

OUR BUSINESS
Overview

We are a biopharmaceutical company engaged in dgwngl autologous personalized cell therapies. @ategyy is to develop and commercialize cell thegpo tree
several major diseases including multiple sclerasisdiovascular diseases, and diabetes. We hagrcausive license to an individualized T cell gygy that is in FDA Phase |
human dose ranging clinical trials to evaluatesétfety and effectiveness in treating multiple sides. We also have an exclusive license to a stdhtechnology in which adt
pluripotent stem cells are derived from monocytetimed from the patiers’own blood. We are initially pursuing indicationsheart failure and Type | diabetes with our <
cell therapy.

Our lead product, Tovaxin™, is a T-celsed therapeutic vaccine for MS, offering a unigne personalized approach to treating the diseageducing an immur
response against the pathogenic myelin autorea€tisls. Tovaxin has just been accepted by the Bo®d and Drug Administratios’'(FDA) Center for Biologics Evaluati
and Research (CBER) for a Phase llb clinical stedyitled “A Multicenter, Randomized, Double-Blinglacebo-Controlled Study of Subcutaneous Tovaxin™8ubjects wit
Clinically Isolated Syndrome or Relapsing RemittiMgltiple Sclerosis” following two successful Phaéé opendabel studies. The results from two Tovaxin PhaBeclinical
trials provided safety and effectiveness informatisluman trials have shown that the oucdll vaccination (TCV) safely induces immune resggmthat deplete and regu
myelin autoreactive Tells, thus stabilizing the disease and it is thst MS drug to demonstrate sustained improvementany of the patients and sustained reversalsaibdity
in some of the patients that were treated. Moreowerare evaluating T-cell assay technology, witieh be used to monitor dell therapy and may have the potential for €
diagnosis of MS.

We also hold the exclusive worldwide license tolagluripotent stem cells derived from peripher&ddd monocytes that allow for the isolation, progian, an
differentiation into cells and tissues for patispecific cellbased therapies. We are currently pursuing indinatfor congestive heart failure (CHF) and Typeddbetes (T1C
with its stem cell technology. We expect to conchasic research to determine the potential usesaftém cells in other indications, such as maaiiégeneration, stroke, ¢
Parkinson’s disease.

Overview of PharmaFrontiers Corp Technologies amdjiRms

ATTOLOGOUS CELL-BASED

THERAFIES

2 Stem Cell Thenpy
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In the United States, approximately 400,000 pespféer from multiple sclerosis, a chronic progressautoimmune disease of the central nervous sy&idhs) tha
is caused by myelin autoreactivec&Hs progressively eroding the myelin that surdsiand insulates nerve fibers of the brain andaggiord. Globally, there are approxima
2.5 million MS patients representing a drug maikegxcess of $4 billion. The US markets accountedd per cent of global MS sales in 2004, at US$llion. MS remains
challenging autoimmune disease to study becausgeti®physiologic mechanisms are diverse, andhhenec, unpredictable course of the disease mald#icult to determin
whether the favorable effects of shtetm treatment will be sustained. Therapies thatgavent or stop the progression of disease dod akéversal of the neurological dam:
and disability caused by the disease represergréaest unmet need in MS.

In recent years, the understanding of MS pathogemas evolved to comprise an initial, T-celediated inflammatory activity followed by sele&idemyelinatio
(erosion of the myelin coating of the nerve fibeas)l then neurodegeneration. The discovery of gésedevant immune responses has accelerated theopeveht of targete
therapeutic products for the treatment of the estdges of MS. Healthy individuals have been foumbave autoreactive T-cells, which recognize aetpiof selfantigens (e.c
myelin basic protein [MBP], proteolipid protein [Pl, and myelin oligodendrocyte glycoprotein [MOGB part of the normal €ell repertoire and circulate naturally in
periphery without causing an autoimmune disease.

Some subjects unfortunately who have the apprepganetic background have increased susceptilidityhe in vivo activation and clonal expansionmyelin
autoreactive T-cells. These myelin autoreactiveells may remain dormant, but at some point theyaativated in the periphery, possibly by molecuatémicry (i.e., recognitio
of epitopes that are common to autoantigens andobiia antigens as exogenous triggers), thus emgitiem to cross the blodatain barrier (BBB) and infiltrate the heal
tissue of the brain and spinal cord. The cascagatbfogenic events leads to demyelination of axehgh causes nerve impulse transmissions to dff® the tissue.

Current Therapy for Multiple Sclerosis

Current MS disease modifying drugs on the marketcaly palliative and generally work through a metbm of immunomodulation or immunosuppression.sg
therapies for MS are dominated by three forms tdrferon that require frequent subcutaneous oamntiscular injections. Copaxone is an immunomoduledanposed of
random copolymer of amino acids that is administetaily. Novantrone (mitoxanthrone) is an immungsegsive drug that can only be given four timesygar with a life tim
limit of 8 to 12 doses. All of the current therapienly slow the progression of MS and they havaiigant patient compliance challenges becauséefibsing schedule, limit
decrease in relapse rate, side effects profile,(#hg interferon formulations produce severelifte-symptoms, injection site reactions, infectenmd neutralizing antibodies (rar
from 5% to 45%) are developed that limits the effiz of treatment; copaxone causes significant figecsite reactions; while novantrone causes iidest bone marro
suppression, nausea, hair thinning, bladder irdesti and mouth sores). These drugs must be adergdstaily to weekly and they reduce relapses muaB875% (a:
compared to a patient’s prior 2-year history).

Tysabri, a selective adhesion molecule inhibitor §pha 4 integrin antagonist), represents anatlass of MS drugs which works by preventing immsypstem cell
(all leukocytes carrying the alpha 4 integrin glyoatein on their surface) from crossing the BBB amave into the CNS. Unfortunately, Tysabri blocke tmovement of ¢
inflammatory T-cells not just the myelin autoresetiT-cells and leaves patients at a risk of life#itening infections. Tysabri with a reductionétepse rates
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of 67% (versus placebo) was still expected to gaee$2 to 3 billion in peak annual sales in antsgsproducts market of approximately $4 billiondhianot been for the seve
side effects.

A number of companies have committed resourcesgearch and development programs to develop noetlidg therapies. These programs represent inctaf
improvements over current therapy and their medmasiof action are similar to current therapy. Tawas the only whole Teell based vaccination strategy that safely
effectively eliminates the myelin autoreactivec@lis and induces immune tolerance with the poaéii prevent the disease or stop disease progreasid perhaps to allow 1
reversal of disease symptoms and progression raelsability.

In our opentabel Phase /1l studies, Tovaxin has shown a reéaudn relapses in excess of 90% with virtually side effects based on only 4 injections anni
administered over & months. Furthermore, approximately 40% of the pients treated with Tovaxin demonstrated a reves§ disability as measured by the Kurt
Expanded Disability Status Scale (EDSS; a methaguahtifying disability of MS patients) while themainder of patients (except for one relapse) éspeed no progression
disease. Based on the results of the Phase Iflestia Phase Ilb clinical trial to study Tovaxierdpy in early (clinically isolated syndrome (CES)d early relapsing remittii
(RR)) MS patients has been cleared by the FDA asdlieduled to be initiated the first half of 2006.

Tovaxin™ for Multiple Sclerosis

Tovaxin works selectively on the myelin autoreaetil-cells by harnessing the body’s natural immueferise system and feedback mechanisms to depee T
cells and induce favorable immune regulatory respsrwhich rebalance the immune system. Tovaxincieglimmune responses that deplete (Appendix C)regualate th
myelin autoreactive pro-inflammatory dells that cause the inflammation and erosion efrttyelin sheath resulting in MS. Specifically, Tewvais manufactured by taking t
MRTCs from the blood, expanding them to a therdpeddse exvivo, and attenuating them with gamma irradiatiorptevent DNA replication. These attenuated MRT&
then injected subcutaneously into the body in lapgantities. The body recognizes specificdll receptor molecules of these MRTCs as foreigsh mounts an immune respo
reaction against them, not only destroying thecige attenuated MRTCs, but also the circulatingelinyautoreactive T-cells carrying the peptide-#fied-cell receptc
molecules. In addition, T-cell activation molecutas the surface of the activated MRTCs used asinadnduce favorable immune regulatory responsésctwpromote anti-
inflammatory responses. Because the therapy useslandual’s own cells, the only directly identifiable sidéeef is injection site reaction in a small percegetaf the patient
These reactions clear within 24 hours. Clinicatigs indicate that following TCV therapy the bodyed not attack normal ells so the patient is not put at peril for siffe&ts
and life threatening infections.

Tovaxin consists of a trivalent formulation (MBA,FPand MOG) of attenuated myelin-peptide reactiveells (MRTCs) which targets only the myebpecific subsi
of T-cells. Current therapies on the market and undeeldpment do not eliminate the MRTCs and are, foeee only a palliative treatment to reduce thegérency an
occurrence of MS symptoms. The current iteratiol @faxin is a trivalent formulation, which uses peptides (two each from three myelin proteins3dtect the MRTCs. Tr
formulation is very pharmacologically active withlp minimal local and systemic side effects. Tovexa whole Teell vaccine, is a completely new class of drught8 tha
works in concert with the body’s immune regulateygtem to suppress the T-cell-mediated inflammaaetivity and deplete the MRTCs.

This same technology platform will have applicatiorother T-cell mediated diseases such as Crafis&ase, psoriasis, rheumatoid arthritis and tyfebktes.
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Tovaxin™ Intellectual Property

Tovaxin is protected by a series of patents andmatpplications. There is also substantial ki surrounding the Tovaxin manufacturing procéss should b
patentable.

The technology was discovered by Dr. Jingwu ZhanBaylor College of Medicine in Houston. We haveelusive, worldwide license from the Baylor Cgleo
Medicine to develop and commercialize three teabgwlareas for MS, namely dell vaccination, peptides, and diagnostics. Urnttier License Agreement with the Bay
College of Medicine, we have rights to a total gfatents (2 U.S. and 5 foreign) and 69 patent epfptins (6 U.S., 62 foreign, and 1 Patent Coopmnafreaty [PCT]).

The license was granted to us by Baylor in exchdngeommon stock in Opexa Pharmaceuticals, Ineqfaed by us in November 2004). The key termshe
agreement are: exclusive, worldwide, and a 2% tgyat net sales of licensed products. The royaitgréases after the aggregate net sales exceedh$biod. There are n
other performance or payment terms in the liceée also have a separate consulting agreement étinventor, Dr. Jingwu Zhang, which grants usrtpbt of first refusal o
all future discoveries made by Dr. Zhang.

Tovaxin™ Manufacturing

We manufacture our TCV therapy in our own GMP facilThe TCV technology is similar to that of tréidnal microbial vaccine technology, where the pgén (o
the attenuated derivative) is used to derive tlegtive antigens necessary to induce protectivaurme responses. In preparing a TCV therapy, thdimgatoreactive Teells
causing the disease are taken from the blood, fspalyi identified, and expanded ex vivo by incubgtthese T-cells with MBP, PLP, and MQOgglected peptides in the prese
of antigen-presenting cells and growth factors. Nypeptide reactive Tells are grown to therapeutic levels and cryopxesk Prior to use, the MRTCs are expan
formulated, and attenuated (by irradiation) to emthem incompetent to replicate but viable fordipg. These attenuatedcElls are administered subcutaneously thror
series of injections. A single draw of a 500 ml ledédplood is sufficient to provide a full year'saitapeutic regime of Tovaxin.

We have improved the manufacturing process of Tiovdased on a new process, turnaround (receiptoafd from the patient and return Tovaxin to théepd) is
decreased from 12 to 5 weeks and it is anticiptitatithe material and labor costs of an annualsmof therapy will be approximately $4,000. Currérgrapies are priced
$16,000 to $25,000 annually. The price of newerapies with better safety and efficacy profiles améicipated to be priced at $20,000 to $25,00@aty

We have also validated supply chain logistics improents that make manufacturing with a regionatreéfacility economical. The viability of blood MRCs fron
the time the blood is drawn from the patient toeiptat the processing facility has been estahdisitea minimum of 24 hours, which is sufficient forywhere in the Unite
States and, likely, Canada. Experiments are undetwvdetermine whether blood MRTCs viability caneb¢ended to at least 72 hours. Stability on thalflTCV formulation fo
injection into patients has already been estaldisti&2 hours. We are actively conducting experisiemimprove the stability profile of Tovaxin.

We are developing a supply chain agreement withhlifod Biological Services (Memphis, TN) in whickfdblood will manage blood collection and shipmenbui
manufacturing facility using the
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same infrastructure that is used to collect trasadfle products. We will manage direct shipmenheffCV to the investigator for administration tdieat.

Clinical Development of Tovaxin ™

The intent of our clinical development programadspbsition Tovaxin as firdine therapy for MS. Improvements in efficacy comdd with the inherent safety of -
treatment make this goal realistic. If successfolyaxin would be the first product that specifigathrgets the “root cause” of MS—the myelin autota@ T-cells. Compared
other treatments available, this therapy is indigitzed autologous, easier to tolerate and poténfiaces the disease into remission. If patients treated early enough in
disease course, this therapy may prevent progressimore serious forms of MS and possibly allohes iteversal of disease. Furthermore, Tovaxin se¢erhe appropriate to
combined with existing therapies to form a therajpecocktail that could be used over the entire tifcle of a patient as other treatments are addeeplaced. Remyelinati
therapies should be easier to develop and implefootving the depletion and regulation of the mgelutoreactive T-cells.

The clinical effectiveness of whole dell vaccines has evolved from 1990 to 2005 dulmmulation improvements. There are three primaselin proteins (MBF
MOG and PLP) that have been implicated in T-cethpgenesis of MS. In the early 1990’s, Dr. Zhangdusionovalent MBReactive T cell formulations to treat patients i
opendabel clinical trial, which demonstrated an exceflsafety profile and a 40% reduction in AnnualiZeelapse Rate (ARR; a primary outcome measureidensing M¢
therapies) (Table 1). Patients treated in Isra#i widivalent (MBP, MOG) formulation had an excetlsafety profile and reduced ARR by 55% (TableMgst recently, patien
treated in our Phase I/Il opéabel studies with trivalent (MBP, MOG, and PLP)rfaulations had an excellent safety profile and ceduARR by 93% (Table 1). In the upcon
Phase IIb trial, a new formulation refinement vol implemented that is expected to further impreffieacy.

Table 1. Comparizson of Annual Redapse Rate Reducions with T-Cdl Vaccine Farmulati ons
T-Cell Vacoine Pephide Annual Relapze Fate Humber Patients
Formulahon Formulshon Reduction (3"
Ionovalent MEFP 40 114
Drwalent MEP, MOE 55 a0
Tavalent MBP, MOG, PLP 93 I &
Pahent-Specific** Vanahle based on TBD*** L50
pahent-speafic T-cells

* Al thes chniesl tnals wee epérilabel ** The Phaze b tial wall select peptide.speafae myelin.
reachve T-cellsto talor the T-cell vaccins specifically for the indondus] patiast, *** TED = ta be
determoned. Over the past 10 years | 5 pabents have been tresled with T-cell vaccme

Tovaxin™ Phase IlIb

The Phase llb trial, entitled “A Multicenter, Ramdized, Double-Blind, Placebo-Controlled Study ofbButaneous Tovaxin™h Subjects with Clinically Isolate
Syndrome or Relapsing Remitting Multiple Sclerosis’be initiated in the first half of 2006, wileba multi-site double-blind, randomized, placelootrolled 150 (100 treate
50 placebo) patient trial. The patient populatioiii e those patients with early stage disease efA@vaxin is likely to have its greatest impacteTgrimary endpoint will k
lesion evaluation (the total number of gadoliniemhancing lesions) via MRI with a secondary endplo@ing annual relapse rate. This trial is desigoedgorously demonstre
the safety and efficacy of Tovaxin in the fastesbst economical manner prior to initiating a pivéaase lll trial approximately the second hal26D7.

-21-




Back to Table of Contents
Index to Financial Statements

A rigorous, blinded study is now required usingigratspecific formulation(s) in subjects with early stadisease (where the therapy is likely to work Y&
specifically define safety and efficacy parameteri®r to entering a Phase Il registration studjeTTovaxin vaccine unlike other MS products in depment activate
regulatory T-cells (Tregs) that (1) induce the ééph of the myelin autoreactive T-cells (anti-igipic response of anté networks of CD4+ and CD8+ Tregs) that recog
specific MRTCs by their unique TCR CDR3 peptidag] &) induce immune responses to T-cell activati@ankers (antergotypic response that recognizes the state ifagion
of T-cells irrespective of their TCR specificitygnd (3) skews the pro-inflammatory Thl phenotypeantigen-specific cells that produce IFN-gamma iaterleukin [IL]-2 anc
IL-12 to anti-inflammatory Th2 phenotype autoantiggpecific cells that produce IL-4, IL-10, IL-6 atid 12. These combined effects of TCV have the potktatiallow the bod
to repair the multiple sclerosis lesions.

Stem Cell Therapy

Stem cells are undifferentiated primary cells thate the potential to become any tissues and orgfatie body. They hold enormous therapeutic prenfis the
development of effective treatments and possibhe aarious diseases. Hematopoietic stem cellsepteés the bone marrow and precursors to all bloglts, are currently tt
only type of stem cells commonly used for therdpgctors have been transferring HSCs in bone matramsplants for more than 40 years. Advanced tegctasi for collecting «
“harvesting” HSCs are now used to treat leukenyimphoma 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 cahktmvever, thes
new therapies have been offered only to a verytdichhumber of patients using adult stem cells.

New clinical applications for stem cells are cuthgibeing tested therapeutically for the treatmehtiver diseases, coronary diseases, autoimmudenaataboli
disorders (amyloidosis), chronic inflammatory dses(lupus) and other advanced cancers.

Unfortunately stem cell therapies have technicdiical and legal hurdles to overcome before they lvé able to be used to effect tissue and orgaairen diseas
states that heretofore have only treated the symmpté significant hurdle to most uses of stem dslihat scientists do not yet fully understandgigmals that turn specific get
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 knogdeaf the signals controlling differentiation falell short of being able to mimic these conditigmiscisely to consistent
have identical differentiated cells for each spediuse.

To realize the promise of novel célksed therapies for such pervasive and debilitalisgpses, scientists must be able to easily grddecibly manipulate stem ce
so that they possess the necessary charactefatisaccessful differentiation, transplantation amgjraftment. The following is a list of steps urcsessful celbased treatmer
that scientists will have to learn to precisely ttohto bring such treatments to the clinic. Touseful for transplant purposes, stem cells musepeoducibly made to:

. Proliferate extensively and generate sufficientrgitias of tissue
. Differentiate into the desired cell type(s)

. Survive in the recipient after transplant

. Integrate into the surrounding tissue after trazsipl

. Function appropriately for the duration of the peent's life

. Avoid harming the recipient in any way

. Avoid the problem of immune rejection
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Although there are many ways to access stem aalis,autologous blood monocyterived stem cells offer distinct advantages. Thes has been focused
embryonic stem cells because, intrinsically, thayenthe most potential but recent studies haveated that adult stem cells maybe better clinicélipbryonic stem cells ha
three major drawbacks: (1) They are very expengiaccess, requiring 150 to 250 embryos to devetapcell line; (2) They are very difficult to cookrand (3) They are us
by administering them into another individual (gkmeic), thus risking rejection. Some of these thenks can be overcome if the cord blood stem egedisfrozen at birth; b
most people have not done this. Therefore, the prdgtical way to access osebwn stem cells is either through bone marrow, gpi@al cord or fat tissue. All of the
procedures require expensive, hospital treatmethtaas fairly traumatic to the patient.

Stem cell transplants have been shown to be sdotebs/estigators have conducted clinical studieslate stage heart failure patients using sters ¢edm the
patients’ bone marrow injected directly into ther@eyed parts of the heart. This procedure involheeading a catheter through an artery into theviefitricle (the hears’ mair
pumping chamber) and “mappingpecific sites of muscle damage. Stem cells wee ihjected into these areas. After two monthstriseted patients had significantly less b
failure and angina and were better able to pumpdtban the untreated patients. The treated grtagptended to do better on treadmill tests, anerdftur months, the treat
patients had a sustained improvement in pumpingepand the ability to supply blood to the entire$po

Stem Cell Platform

Our second exciting opportunity and comprehensaghitology platform involves a proprietary procesgptoduce large quantities of monocyterived stem cel
(MDSC) from blood at a relatively low cost. The iattance of these MDSC is that they can be prepfaoed a patiens monocytes, expanded ex vivo, and then administe
the same patient. Because this is an autologouwappethere should be no rejection issues and ed fier the use of debilitating amjection drugs. Moreover, this mett
avoids the controversial ethical issues associatddembryonic stem cells. Lastly, since the sowt®DSC is the patiens’ own peripheral blood, it has the advantage ofd
abundant, easy to obtain even on a repetitive pbasiscost effective.

Adult stem cells are unspecialized cells that hpetential to develop into many different cell typiesthe body. Adult stem cells are believed to bpotentia
autologous renewable replacement source which niightised to treat various diseases, such as hisaedsd, type 1 diabetes, stroke, heart attack, ibjuries, spinal cor
injuries, Parkinson’s and Alzheimerdiseases, and many others. Adult stem cellsracddinical trials globally and are currently beinged therapeutically in Thailand wh
hematopoietic stem cells (HSCs) are being usecktd tardiac disease (severe angina pectorisdditien, adult stem cells are in clinical trialstime U.S. (mesenchymal st
cells), Brazil, Uruguay and Europe (bone marrowwet stem cells).

Working either alone or in conjunction with strategartners, we intend to utilize these MDSC frdre same patient to effect autologous tissue ormorgpair. Th
initial internal therapeutic targets are late sthgart failure and type 1 diabetes. Other therapéatgets would be pursued through eatgge licensing or strategic allianc
This program is currently in preinical development. The value proposition is tifirm that we can make large amounts of inexpenginctional stem cells from eas
accessible monocytes and then leverage off thenmégebeing made globally to accelerate clinicalgri

Our technology and solution circumvents many of gheblems other stem cell technologies have bydalile to access large quantities of pluripotebte(¢o sel
replicate and be differentiated into all cell tygesept germ cells) stem cells from a patients blend. The proprietary system works by first
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separating the monocytes (a type of white bloo) é®im a patient’s blood. These monocytes are tiesersed in their evolution (d#fferentiated) by applying specific grov
factors to them to yield a unique MDSC. Blood @hrin monocytes and a 500 ml bag of blood will gieler 100 million stem cells.

Stem Cell Pre-Clinical and Clinical Development

We plan to conduct prelinical animal studies on these MDSC in 2006 befiling an IND. The plan is to leverage off of ersive international research and clir
trials and develop these cells internally for latage heart failure and type 1 diabetes. All offwtential applications will be olicensed to generate upfront cash, miles
payments, and royalties.

Type 1 diabetes and heart failure were chosemternal development because they are large maftee¢s 1 million patients in the U.S.) and we havereprietan
method of creating islet cells. Stem cell researsing more expensive processes has shown encogrelgiical results for the use of cellular therapythese indications. Tl
objective will be to develop these programs thropgdof of principle in human and then out-liceniserh to a major company.

Stem Cell Intellectual Property

We have an exclusive, worldwide license from theiversity of Chicago, through its prime contractelationship with Argonne National Laboratory, tce
development of pluripotent stem cells from monosyisolated from human peripheral blood dhéir use in treating diseases. The technology dissovered at the Argon
National Laboratory, a U.S. Department of Energhdratory. Under the License Agreement with the @rsity of Chicago, we have the rights to a totaB gfatent applicatioi
(3 US, 2 PCT and 3 Foreign). We hold a licensertmipce cells that generate insulin using its céeeenscell technology as well as a license for the alssome unique grow
factors, which have overcome the challenge of difféating an adult stem cell to produce insulinp#ent application has been filed for the use &3¢ to develop betslel
cells for treatment of type 1 diabetes. We hawféh patent application for the use of MDSC totthesrt disease based on technology developed bines acquiring the licen
from the University of Chicago. Under the termgha$ license, the University is entitled to 4% rltyan sales.

Stem Cell Strategy

We will review possible strategic partners for steelis following the proof-ofrinciple in animal models and the submission ofND for diabetes and cardiolog
Possible licensing would be for marketing rightekthange for upfront money, milestone paymentgmgat of all ongoing clinical costs in licensedriteries, and royalties ¢
sales.

Synergy between T-Cell Vaccination and Stem Celtapreutics

Insulin dependent type 1 diabetes (T1D; insulinatefent diabetes (IDDM)) mellitus is a T celediated inflammatory autoimmune disease of themgas, resultir
in a lack of insulin. In a person with T1D, betdl€®f Langerhans are damaged by autoimmune inflatiom, leading to an insufficiency of insulin. IriD several autoantigen-
specific T cell autoreactivities have been ideatlfi These include islet-specific antigens, likeuiims and other nonislet-specific antigens, likaeitgimic aciddecarboxylas
(GAD), carboxypeptidase H (CPH), and tyrosine phasase (IA2) among others. Of all the known autoantigens icapdd in the disease process, treatment with imisiylin,
GAD 65, and the heat shock protein 60 (HSP60) degiR77 can protect nonobese diabetic (NOD) mm® flisease.
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Insulin and GAD 65 are also the most prominent isleoantigens shown to be recognized by peripferalls from T1D patients. These antigens, amahgrs, may form tr
basis for a PharmaFrontier's TCV therapy for T1D.

Our TCV program has significant synergy with owemstcell program with respect to the treatment mtdfdr T1D. Because autoreactivecEills are implicated in ti
destruction of beta cells, a therapeutic stratbgy includes T1D TCV followed by ne stem cell derived beta cell replacement couldmextraordinary therapy or cure for T?

Licenses, Patents and Proprietary Rights

We believe that proprietary protection of our temlogies will be critical to the development of darsiness. We intend to protect our proprietaryllietéual propert
through patents and other appropriate means. Weupgln tradesecret protection for some confidential and prdprieinformation and take active measures to cbmiroess t
that information. We currently have non-disclosageeements will all of our employees.

Our intellectual property strategy includes deveigmroprietary technology for the sourcing, sagte manufacturing, and storage of T cells and pbignt adult ste
cells and the use of these cells in multiple theutip applications. This strategy will include erding on technologies in-licensed to us as wellnalicensing addition:
technologies through collaborations with univeesitand biotech companies.

We have licenses to certain patents that relabeitd cell technology and our pluripotent adulinsteell technology.

T Cell Therapy IP

We have an exclusive, worldwide license from theg/lBaCollege of Medicine to patent applicationsielag rights to the treatment of multiple sclerossing
modified T cells and to the use of the T cell taalbgy as a diagnostic. Under the Baylor licenseang obligated to pay a percentage of net salesaufupts subject to tl
licensed patents.

We also have an exclusive worldwide license forititellectual property rights and research resoitan autologous T cell vaccine for the treatmentheumatoi
arthritis from the Shanghai Institutes for BiologliSciences (SIBS), Chinese Academy of SciencéiseoPeople's Republic of China. Pursuant to theSSiBnse agreement,
made an initial payment to SIBS and we are obl@jatepay a percentage of net sales of productesuly the licensed technology. SIBSitial human clinical trial resul
indicate that the T cell vaccination induces immuesponses that correlate with clinical improveraemeasured as reductions in ACR50 (American ColRgeumatolog
(ACR) criteria, which measures joint swelling aedderness and other factors such as pain andldigadnd reductions in rheumatoid arthritis labtorg parameters

Stem Cell Therapy IP

We have an exclusive, worldwide license from thévigrsity of Chicago to a patent application claimiights to the development of adult pluripotemnstcells fron
monocytes isolated from additiman peripheral blood. The technology was devel@gtehe Argonne National Laboratory, a U.S. Departt of Energy Laboratory operatec
the University of Chicago.
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Pursuant to the license we have issued a totaB8f064 shares of our common stock to the UnivemsitZhicago. We have also agreed to pay the Unityeos
Chicago $1.5 million upon the later of October 3206 or our raising $10 million or more in any ficeng. We are also obligated to issue to the Usitenf Chicago sufficier
additional shares of common stock so that the Unityeholds a total of 2.6% of our outstanding &t@dter our raising $10 million or more in any fir@ng to be issued |
October 31, 2006. We have agreed to pay a percemtfagyalties on sales of products subject tolitensed patents, as well as sublicense fees.ditiawnl the University ¢
Chicago license requires us to expend on reseamtidavelopment at least $6,000,000 before Febr2@®B. To date we have spent in excess of $2,00G66thave met o
obligations required by the license. The license akquires us to sell a product or method basdtelicensed technology by February 2011.

Research Collaborations

We anticipate that from time to time in the futuve will enter into collaborative research agreemamith other academic and research institutions viMeuse sucl
agreements to enhance our research capabilitiggcdlly, in the industry, such agreements provite industry partner with rights to license the lietstual property creatt
through the collaboration. We may also enter irdthaborative research agreements with other phasotaal companies when we believe such collabaratiol support thi
development and commercialization of our technology

Commercialization Through Third Part ies

We anticipate that we will grant sublicenses fortaie applications of our technologies. We beli¢hat by sublicensing some of the rights to our netbgy tc
pharmaceutical companies and other third partiesyill be able to more efficiently develop some laggiions of our technologies. We currently do hate any sublicenses.

Competition

The development of therapeutic and diagnostic agéart human disease is intensely competitive. Majoarmaceutical companies currently offer a nunif
pharmaceutical products to treat heart attackketrBarkinsors disease, diabetes, liver diseases, arthritiso#met diseases for which our technologies may Ipdicgble. Man
pharmaceutical and biotechnology companies arestigating new drugs and therapeutic approachethé&same purposes, which may achieve new efficeafjigs, extend th
therapeutic window for such products, alter thegpasis of these diseases, or prevent their onsetb&leve that our products, when and if succelgsfidveloped, will compe
with these products principally on the basis of iayed and extended efficacy and safety and thedralveconomic benefit to the health care systera.e&pect competition
increase. We believe that our most significant cetitqrs will be fully integrated pharmaceutical qoamies and more established biotechnology compaSrasller companit
may also be significant competitors, particulaHyough collaborative arrangements with large phaeutical or biotechnology companies. Some of oumary competitors i
the current treatment of and in the developmentredtments for multiple sclerosis include Biogemtart: Serono, Aventis, Teva, and Schering AG. Sofeun primary
competitors in the development of stem cell thezaphclude Aastrom Biosciences, Geron, Gan@igdl-Ltd, Stem Cells Inc., Cellerant Therapeutiwgcell, and Osiri
Therapeutics. Many of these competitors have saarif products in development that could be contipetivith our potential products.

Sales and Marketing
We intend to develop a sales force to market outipie sclerosis cell therapy and diagnostic prdadue the U.S. Given the concentration of multiptéerosis amor

a relatively small number of
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specialized neurologists, we believe that a mosiestsales force would be sufficient to marketrthétiple sclerosis products. Our plan is to staitding the sales force with t
launch of the multiple sclerosis diagnostic product

We expect to partner with large biotech and phaeuatical companies for the marketing and sales ostem cell therapy products.
Description of Property

Our principal executive offices are located at 26BXrescent Ridge Drive, The Woodlands, Texas,andelephone number is (281) 29231. This 10,200 sq.
facility is located on 3 acres. This location pes space for research and development laboratarigsecialized flow cytometry and microscopy labpport of clinical trial
with GMP manufacturing suites; quality systems nggmaent with a quality control laboratory, regulgtaffairs offices, quality assurance space; as aghdministrative supp:
space. There is 2500 sqg. ft. of space in the faglill available for future buildut. The facility including the property is leasied a term of ten years with two options for
additional five years each at the then prevailirayat rate. We believe that our lease is at a ctithygeor market rate.

Government Regulation

Our research and development activities and therduthanufacturing and marketing of our potentiaduorcts are, and will be, subject to regulation gafety an
efficacy by a number of governmental authoritiethie United States and other countries.

In the United States, pharmaceuticals, biologieald medical devices are subject to Food and DrugiAidtration or FDA, regulation. The Federal FoBdug ant
Cosmetic Act, as amended, and the Public Healthi@eAct, as amended, the regulations promulgdtedetinder, and other Federal and state statuteseguotations gover
among other things, the testing, manufacture, paééficacy, labeling, storage, export, record kegpapproval, marketing, advertising and promotdrour potential product
Product development and approval within this remuiaframework takes a number of years and invobigsificant uncertainty combined with the expeurét of substanti.
resources.

FDA Approval

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

1. Preclinical Laboratory and Animal Testdreclinical tests include laboratory evaluatidriree product and animal studies in specific dise@®dels to asse
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 ktigational New Drug Exemption, or IND, Which MBgtcome 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 TritdsEstablish the Safety and Efficacy of the Prod@iinical trials involve the evaluation of the prect ir
healthy volunteers or, as may be the case witlpotential products, in a small number of patiemdar the supervision of a qualified
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physician. Clinical trials are conducted in accomawith protocols that detail the objectives & tudy, the parameters to be used to monitorysafet the efficacy criteria to
evaluated. Any product administered in a U.S. chhirial must be manufactured in accordance wiithiaal good manufacturing practices, or GMP, detieed by FDA. Eac
protocol is submitted to the FDA as part of the IND

The protocol for each clinical study must be apprbby an independent Institutional Review BoardRB, at the institution at which the study is cantéd 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 conductedtiimee sequential phases, which may overlap:

D In Phase |, products are typically introduced ih&althy human subjects or into selected patienuladipns to test for adverse reactions, dosageaote
absorption and distribution, metabolism, excretiod clinical pharmacology.

. Phase Il involves studies in a limited patient dapian to (i) determine the efficacy of the prodémt specific targeted indications and populatigiiy 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 Il trials are undertaken to conclusively destrate clinical efficacy and to test further &afety within an expanded patient population, galheat
multiple study sites.

The FDA continually reviews the clinical trial pkand results and may suggest changes or may eedjszontinuance of the trials at any time if sfigaint safet
issues arise.

1. Submission to the FDA of Marketing Authorization flications. The results of the preclinical studiesl clinical studies are submitted to the FDA ie
form of marketing approval authorization applicago

2. FDA Approval of the Application(S) Prior to Any Canercial Sale or Shipment of the Drug Biologic PradManufacturing Establishments Locate:
Certain States Also May be Subject to Separate Regy and Licensing Requirement. The testing aopr@val process will require substantial time, gffand expense. T
time for approval is affected by a number of fastancluding relative risks and benefits demonsttan clinical trials, the availability of alterra treatments and the severity
the disease. Additional animal studies or clintcals may be requested during the FDA review gknghich might add to that time.

After FDA approval for the product, the manufaatgriand the initial indications, further clinicaiais may be required to gain approval for the usthe product fc
additional indications. The FDA may also requirausumal or restrictive postiarketing testing and surveillance to monitor fdverse effects, which could involve signific
expense, or may elect to grant only conditionarayals.

FDA Manufacturing Requiremer

Among the conditions for product licensure is teguirement that the prospective manufacturer’sitjuabntrol and manufacturing procedures confornthi FDA's
current good manufacturing practices, or GMP, negment. Even after product licensure approval,nfamufacturer must comply with GMP on a continuiregib, and whi
constitutes GMP may change as the state of the
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art of manufacturing changes. Domestic manufaogufatilities are subject to regular FDA inspectidas GMP compliance, which are normally held atskeavery two year
Foreign manufacturing facilities are subject toipeic FDA inspections or inspections by the forerggulatory authorities with reciprocal inspectigreements with the FD
Domestic manufacturing facilities may also be sabje inspection by foreign authorities.

Fast Track, Priority Review and Accelerated Appic

Fast Track refers to a process for interacting wlith FDA during drug development. Priority Revieppkes to the time frame the FDA targets for revigye
completed application. Accelerated Approval (SubpBrapplies to the design and content of the studsed to support a marketing claim.

Fast Track is a formal mechanism to interact with the FDA gsapproaches that are available to all applicamtsrfarketing 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 prodaict! a claim that addresses an unmet medical ne¢ds lhdependent
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 hasrbsubmitted to the FDA for review for approvaleofmarketing claim. Under the Food and C
Administration Modernization Act of 1997, reviews New Drug Applications, or NDAs, are designateceéther Standard or Priority. A Standard desigmasiets the target di
for completing all aspects of a review and the Ralking an action on the application (approve orapjrove) at 10 months after the date it was fife@riority designation se
the target date for the FDA action at 6 months.ridiy designation is intended for those produbest address unmet medical needs.

Accelerated Approval or Subpart H Approval is a program described in the NDA regulations ftlaintended to make promising products for lifeettenin
diseases available on the market on the basisetifipnary evidence prior to formal demonstratiorpatient benefit. The studies are designed to measud the FDA evaluatit
is performed on the basis of a surrogate markengasurement intended to substitute for the climoahdsurement of interest, usually prolongationuofisal) that is considere
likely to predict patient benefit. The approval tthe granted may be considered a provisional apgrawth a written commitment to complete clinicatdies that formall
demonstrate patient benefit. The Federal Registelighed a discussion of Accelerated Approval witimments. Absent a formal demonstration of patiemtefit, a risk bene:
assessment cannot be made. Accelerated Approvghdésn does not necessarily lead to a Priorityi®e.

Proposed FDA Regulatior

The FDA is requiring human cell, tissue, and caliuhnd tissudased product (HCT/P) establishments to follow entrrgood tissue practice, which governs
methods used in, and the facilities and controé&ldsr, the manufacture of HCT/Ps; recordkeepimgt e establishment of a quality program. The agés also issuing ne
regulations pertaining to labeling, reporting, iestions, and enforcement that will apply to mantufeers of those HCT/Ps regulated solely under thtbaaity of the Publi
Health Service Act, and not as drugs, devices,aaridblogical products.

As part of this approach, the FDA has publishedilfiules for registration of establishments thagage in the recovery, screening, testing, procgssitorage ¢
distribution of human cells, tissues, and cell@ad tissuesased products, and for the listing of such pragluthese products specifically include stem célé are progenito
of blood cells; however, the FDA makes no explstdtement regarding the inclusion of other typestein cells. In addition, the FDA has publishedppsed rules for makit
suitability determinations for donors of cells atissue and for current good tissue practice for ufesturers using them. We cannot now determinefuliesffects of thit
regulatory initiative, including precisely how itay affect the clarity of regulatory obligations athe extent of regulatory burdens associated wihigotent adult stem ce
research (for stem cells that give rise to variigsie types, including blood), and the manufactaumr@ marketing of adult stem cell products.
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Other Regulations

In addition to safety regulations enforced by tHi®AFwe are also subject to regulations under theupational Safety and Health Act, the Environmemtatectiol
Act, the Toxic Substances Control Act and othespnt and potential future foreign, Federal, statktlacal regulations.

Outside the United States, we will be subject mutations that govern the import of drug produetsf the United States or other manufacturing sites foreigi
regulatory requirements governing human clinicalgrand marketing approval for our products. Téquirements governing the conduct of clinical sjiglroduct licensin
pricing and reimbursements vary widely from courttiycountry. In particular, the European Unionesising its regulatory approach to high tech prasluand representativ
from the United States, Japan and the EuropeannUari® in the process of harmonizing and making maitorm the regulations for the registration ofpimaceutical produc
in these three markets.

Employees

As of March 31, 2006, we had 19 full time employe&® believe that our relations with our employass good. None of our employees is representedunjaam o
covered by a collective bargaining agreement.

Legal Proceedings
We are not currently a party to any legal procegslin
MANAGEMENT

Our executive officers are elected by the boardifctors and serve at the discretion of the boalidbf the current directors serve until the nexinual stockholders’
meeting or until their successors have been delgtedl and qualified. The following table sets fargihtain information regarding our current direstand executive officers:

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

(1) Dr. Hung will be appointed a Director on May, P06.
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Biographical information for our directors and extee officers is set forth below:

David B. McWilliams was appointed President and Director in August 260dm December 2004 until August 2004, Mr. McWdittis was a private investor. Fr
June 2003 to December 2003, Mr. McWilliams servedPeesident and CEO of Bacterial Barcodes, Inmo#ecular diagnostics company. From May 2002 toeJ2@03, Mr
McWilliams served as CEO of Signase, Inc., a catteerapy company. Mr. McWilliams served as CEO p€ysive Pharmaceuticals Inc., a cardiovasculaaffertics compat
from June 1992 to March 2002. Prior to June 1992 ,MtWilliams served as CEO of Zonagen Inc., a hameproductive products company. Prior to that fiMe McWilliams
was a senior executive with Abbott Laboratories amdanagement consultant with McKinsey & Co. Heaenity serves as a director of Novelos Therapeubis and Fairwa
Medical Systems, Inc. He also serves on the bazfrttee Texas Healthcare and Bioscience Institutetha Houston Technology Center. He received an NtBffnance from th
University of Chicago, and a B.A. in chemistry, Bta Kappa, from Washington and Jefferson College.

C. William Rouse has served as our Chief Financial Officer since @94. Prior to May 2004, Mr. Rouse was Managinge€tor of Rouse Associates from A
1999 until May 2004. From January 1995 to April 298 was Chief Marketing Officer for Futorian Iramd from December 1990 to January 1995 he was BidivGenere
Manager for Masco Corporation. Prior to 1990 Mr.uB® was President of BEI, Inc. Mr. Rouse has laersg startups and turnarounds and founded seseiaessft
companies.

Paul M. Frison has served as a Director since November, 2004FNBon has been President and CEO of the Houstohribdogy Center since January 1999. Be
helping to found the Houston Technology Center 389, Frison spent 24 years as President and/or REQing three public companies, NYSE-listed LifeMaNASDAQ-
listed ComputerCraft, and LifeCell Corp. (LIFC: NB8Q-NM). Mr. Frison currently serves on the Board ofrdgiors of the Houston Technology Center, Micro
Technologies, Inc., The Institute of Research aedaRilitation, The Entrepreneurship Institute, Hauston Entrepreneurs Foundation, Texas CoundEA, Texchange, ar
the Advisory Council of the University of HoustoiCellege of Technology. He received his B.A. frorncf@lental College in Los Angeles, California.

Scott B. Seamarhas served as a Director of since April, 2006. 8&aman currently serves as the executive direatbtraasurer of the Albert and Margaret Al
Foundation of Houston, Texas, a private foundagidmarily supporting institutions in the Texas Meali Center in Houston, Texas. Since January 19%8dsent, Mr. Seam
has served as the chief financial officer of Cha&wd., an investment management company. SincéeSdyer 1986, Mr. Seaman has served as secretatyeastirer of M & /
Properties Inc., a ranching and real estate con&nee January 2003, Mr. Seaman has served asnamand, since July 2004, president of ICT Managdrnc., the gener
partner of Impact Composite Technology Ltd., a cosite industry supplier. Since May 2004, Mr. Searhasserved as a Member of the Investment Committee lob&
Hedged Equity Fund LP, a hedge fund. Mr. Seamagived a bachelor’s degree in business administrdtam Bowling Green State University.

Dr. Gregory H. Bailey has served as a Director of since April, 2006. SiMey 2004, Dr. Bailey has served as a managiregidir of MDB Capital Group LLC. Fro
June 2002 to June 2003, Dr. Bailey served as a giragdirector of Gilford Securities, Inc and froB28 to June 2002, Dr. Bailey served as a managiegtdr of Knightsfor:
Bank Corp. Since May 2005, Dr. Bailey has servedigctor of Medivation, Inc., a public company @sed on acquiring biomedical technologies. Dr. 8ahiolds a M.D. fror
the University of Western Ontario.
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Dr. David Hung has served as a Director of the Company since M¥6.2Dr. Hung has served as the president, chietwgive officer and as a director
Medivation, Inc. since December 17, 2004. Dr. Haigp has served as the President and Chief ExecOfificer, and member of the board of directorsMefdivation, Inc.§
subsidiary, Medivation Neurology, Inc. since itséption in September 2003. From 1998 until 2001,Hdng was employed by ProDuct Health, Inc., agtely held medici
device company, as Chief Scientific Officer (19989) and as President and Chief Executive Offit6092001). From December 2001 to January 2003, Dr. Haemged as
consultant to Cytyc Health Corporation. From Ju®®9 to November 2001, Dr. Hung served as presidedtchief executive officer of ProDuct Health, IBr. Hung receive
his M.D. from the University of California at Sanalcisco, and his M.A. and A.B. in biology and arigachemistry from Harvard College.

Committees of the Board of Directors
We currently have an audit committee, a compensaionmittee, and a nominating and corporate govesmaommittee.

Audit Committee The Audit Committee of the Board currently cotsisf the entire board of directors, but it is eoted that the audit committee will be reconstit
to consist of at least two n@mployee directors. The audit committee selectheatralf of our board of directors, an independeridip accounting firm to be engaged to audit
financial statements, discuss with the independaditors their independence, review and discusauidéed financial statements with the independewitors and managem:
and recommend to our board of directors whetheatluited financials should be included in our ArriR@ports to be filed with the SEC. The audit comteei operates pursui
to a written charter, which was adopted in Febr2@95. During the last fiscal year, the audit cotteei held 4 meetings and the then members of thtet Aommittee attendt
that meeting.

Upon the reconstitution of the Audit Committeeisiexpected that all of the members of the auditroittee will be noremployee directors who: (1) met the crit
for independence set forth in Rule 10A-3(b)(1) unithe Securities Exchange Act of 1934, as amenttexl “Exchange Act”); Z) did not participate in the preparation of
financial statements or the financial statement®péxa Pharmaceuticals, Inc.; and (3) are ablead and understand fundamental financial statemiewtading a balance she
income statement and cash flow statement. The Bbasddetermined that Mr. Seaman qualifies as aulit'@ommittee financial expertas defined by Item 401(e)
Regulation S-B of the Exchange Act.

Compensation CommitteeThe Compensation Committee of the board consiktslr. Frison, who is an independent director, &fireed in Rule 10A3 of the
Exchange Act. The Compensation Committee revievesamproves (1) the annual salaries and other cosagien of our executive officers and (2) individstbck and stoc
option grants. The Compensation Committee also igesvassistance and recommendations with respeotitccompensation policies and practices and asgigh the
administration of our compensation plans. The Campton Committee held 4 meetings in the fiscal yeamled December 31, 2005, and the then membéhe dompensatic
Committee attended each meeting.

The Report of the Compensation Committee is induthethis Information Statement. In addition, theaBd has adopted a written charter for the Comgiem
Committee, adopted in August 2004, which is avédain the Company’s website at www.pharmafrontienscom.

Nominating and Corporate Governance Committéghe nominating and corporate governance commdfene board currently consists of the entire Hoai
directors, but the it is expected that the nomigaéind corporate governance committee will be rstitoiied to consisting of members each of
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whom are found by the board of directors to beiadépendent directofjursuant to the applicable rules and regulationsnpitgated by the SEC. The nominating and corp
governance committee assists our board of diredtofslfilling its responsibilities by: identifyincand approving individuals qualified to serve asmhers of our board
directors, selecting director nominees for our ahrmeetings of shareholders, evaluating the perdoaca of our board of directors, and developing mmdmmending to o
board of directors corporate governance guidelares oversight with respect to corporate governamzkethical conduct. This committee operates puatsioaa written chart
adopted in February 2005, which is available onGloenpany’s website at http://www.pharmafrontierpcoom under the heading “Investor Inf@uring the fiscal year end
December 31, 2005, the nominating and corporatemawnce committee held 4 meetings, and the thenbmenof the Compensation Committee attended eaetinge

Compensation Committee Interlocks And Insider legudtion. Our Compensation Committee is comprised of Misdfr. None of the committee members has
been an employee of PharmaFrontiers Corp. NonauoErecutive officers serve as a member of thedoédirectors or compensation committee of anytemhat has an
executive officer serving as a member of our BadrBirectors or Compensation Committee.

Compensation of Directors

Mr. Frison was compensated $2,500 quarterly plu®CKL for each regular board meeting attended isguerand $500 for each regular meeting attende
teleconference. Mr. Frison is also compensated0®1{0r each compensation committee meeting he ddtand $500 for each nominating committee meetmgttends. M
McWilliams who is a director and an officer doeg rexeive any compensation for his services asmlme of our board of directors. Subject to the shalders’approval of a
amendment to the Plan increasing the number oeshafrcommon stock authorized for issuance undePthn, as directas’compensation for the period ending April 13, 2
the Company approved the issuance of a ten yeamoft purchase 350,000 shares of common stock t@8&lley, Mr. Seaman and Dr. Hung at an exerciseepf $0.52 pe
share. Each of these options vest 50% on the dageant, 25% on the first anniversary and the reximgi 25% on the second anniversary with ninety aegeleration upon tl
directors termination We reimburse our directorstfavel and lodging expenses in connection withirthttendance at board and committee meetings.

In April 2006, the board approved the acceleratesting of the options held by Messrs. Boveroux, NéesKamin and Frison and extended the term tocesesifol
three years. In addition, subject to the sharelsldgproval of an amendment to the Plan increasingitimber of shares of common stock authorized &uasce under tl
Plan, as compensation for the directqusbr efforts, the board approved the issuancéhade year options to purchase 20,000 shares toadadiessrs. Boveroux, Wesner ¢
Kamin and 25,000 shares to Mr. Frison. These optée exercisable at $0.52 per share and veseiyear.
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EXECUTIVE COMPENSATION

Summary Compensation Table

The following tables set forth certain informaticegarding our CEO and each of our most higtdyapensated officers whose total annual salarybemdis for th
fiscal years ending December 31, 2005, 2004 an8 286eeded $100,000.

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

David B. McWilliams (1) 200% 250,00( — 50,00( —

2004 83,00( — 370,000 () —

2002 — — — —
C. William Rouse (3) 200t 180,00( — 50,00( —

2004 77,50( — 100,000 (}) —

2002 — — — —
Warren Lau (4) 200t — — — —

2004 98,00( — — —

2002 — — — —
Jason Otteson (5) 200= — — — —

2004 42,00( — — —

2002 102,00( — 24,00( —
Q) Served as chief executive officer since August 2004
2) See “Executive Employment Contracts” for a disoussif the option.
) Served as chief financial officer since May 2004.
4) Served as chief executive officer from June 200dubh August 2004.
(5) Served as chief executive officer until June 2004.

Option Grants in Last Fiscal Year
(Individual Grants)
% of Total Options
Number of Securities Granted to Fiscal Exercise/Base Price
Name Options Granted Year ($/Share) Expiration Date

David B. McWilliams 50,00( 2% 3.0C 01/21/201
C. William Rouse 50,00( 2% 3.0C 01/21/201!
Warren Lau — — — —

Jason Otteson — — — _
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Options Exercises and Fiscal 2005 Year End Values

Number of Shares Value of Unexercised
Underlying Unexercised In-the-Money Options
Options at December 31 2005 at December 31 2005 (1)
Name Exercisable Unexercisable Exercisable Unexercisable
David B. McWilliams 243,33 176,660 $ 0-(1) S -0- (1)
C. William Rouse gg’ggs 50’001 -0- (l) ). (1)

Warren Lau

Jason Otteson

(1) The value of “in-the-moneystock options represents the difference betweert#h@0 exercise price of such options and the rfedrket value of $0.60 per share
common stock as of December 31, 2005, the closiitg pf the common stock reported on the OTC BullBbard for December 30, 2005.

No options were exercised during the fiscal yealeenDecember 31, 2005. No stock appreciation riglete outstanding at the end of the 2005 fiscat.yea
Executive Employment Contracts

David B. McWilliams has an existing employment agnent with us that he entered into effective Aug2804. Mr. McWilliams current agreement for thesiion of
chief executive officer is at an annual salary 5@ 000 and may be terminated by us or him at amg for any or no reason. Mr. McWilliams has thghtito purchase 370,0
shares of our common stock exercisable at a pecaipare of $3.00, which all vested in April 2006January 2005, Mr. McWilliams was granted an aptio purchase 50,0
shares of common stock at a purchase price of $808hare, of which 33,333 shares vested in Jpr2@06. In May 2006, subject to the shareholdapgroval of the propos
amendment to the Plan increasing the number ofeshafr common stock authorized for issuance undeiPtan, Mr. McWilliams was granted a ten year aptior purchas
1,200,000 shares of common stock at $0.50 per sfesteng in three years with ninety day acceleratipon Mr. McWilliams termination.

C. William “Bill” Rouse entered into an employment agreement, egpitine 2006, providing for an annual salary of $080. Mr. Rouse has the right to purct
100,000 shares of our common stock exercisablepata per share of $3.00. This option will vesthinee parts: 33,333 on April 29, 2005, 33,333 @ril&29, 2006 and finall
33,334 on April 29, 2007. Any unexercised optioril$ @pire on April 29, 2009. In January 2005, NRouse was granted an option to purchase 50,00@sbé&common stock
a purchase price of $3.00 per share, of which 3g3tares vested in January 2006. In May 2006, suliiethe shareholdersipproval of the proposed amendment to the
increasing the number of shares of common stodkoaized for issuance under the Plan, Mr. Rousegvasted two options: (i) a five year option exeabie at $0.50 per sh:
to purchase 650,000 shares of common stock, 1/8ngeBnmediately and the balance vesting one yeamfthe grant date, with no acceleration or termdmaprovision:
resulting from Mr. Rouses’termination of employment with the Company; aifjda(five year option exercisable at $0.50 persta purchase 100,000 shares of common stc
become vested if our registration statement toilbed pursuant to the April 2006 private offering,filed with the SEC and deemed effective by th€ SEthout triggering an
payment obligations as provided for in the April0BOprivate offering, with no acceleration or teration provisions from Mr. Rousg’termination of employment with t
Company.
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth, as of May 4, 200&he number and percentage of outstanding shar€omipany common stock owned by: (a) each personig
known by us to be the beneficial owner of more th8mof our outstanding shares of common stockeéiwh of our directors; (c) the named executiveceff as defined in Ite
402 of Regulation S-B; and (d) all current direstand executive officers, as a group. As of Mag006, there were 66,967,035 shares of common #&eakd and outstanding.

Beneficial ownership has been determined in acecmelavith Rule 138 under the Exchange Act. Under this rule, certiares may be deemed to be benefic
owned by more than one person (if, for examplesqes share the power to vote or the power to déspbthe shares). In addition, shares are deembd keneficially owned t
a person if the person has the right to acquireesh@or example, upon exercise of an option omadj within 60 days of the date as of which th@rmation is provided. |
computing the percentage ownership of any perdom,amount of shares is deemed to include the ammfughares beneficially owned by such person bgaeaof suc
acquisition rights. The warrants issued in the ApBI06 financing are only exercisable upon theatifeness of the 1 for 10 reverse stock split. Toenpany filed a Prelimina
Proxy Statement on May 5, 2006, to hold a sharemalkeeting on June 15, 2006, to vote on, among dttis, the 1 for 10 reverse stock split. For psgs of benefici
ownership calculations herein, it is assumed thatlt for 10 reverse stock split will be effected dme warrants issued in the April 2006 financing e exercisable within €
days from May 5, 2006. As a result, the percentfgeutstanding shares of any person as shown irfdll@ving table does not necessarily reflect tresons actual votin
power at any particular date.

To our knowledge, except as indicated in the fomsdo this table and pursuant to applicable conityyroperty laws, the persons named in the talaleehsol:
voting and investment power with respect to alirsbaf common stock shown as beneficially ownethieyn.

Number of Shares
Name and Address of Beneficial Owner (1) Owned Percentage of Class

Beneficial Owners of more than 5%:

SF Capital Partners Ltd. (2) 10,000,000 () 14.9%
Magnetar Capital Master Fund, Ltd (4) 6,725,000 () 9.9%%
Austin W. Marxe and David M. Greenhouse (6) 15,000,000 () 20.8%%
Albert and Margaret Alkek Foundation (7) 6,859,724 () 9.9%
Alkek & Williams Ventures Ltd. (9) 4,167,974 (1) 6.08%
DLD Family Investments, LLC (11) 3,707,780 (1) 5.4%

Officers and Directors:

Scott B. Seaman (9) 4,685,807 (1) 6.81%
David B. McWilliams 577,148 (1) *
C. William Rouse 499,957 (1) *
Gregory H. Bailey 714,275 (1) 1.06%
Paul Frison 75,000 (1) *
David Hung 175,000 (1) *
All directors and executive officers as a groupé€bsons) ** 6,552,187 (1) 9.4%
* Less than 1%
** Dr. Hung, a proposed director, is excluded frontakation of directors and executive officers agaug. If Dr. Hung were included in such calculatitiie number ¢

shares beneficially owned by directors and exeeutiould increase to 6,727,187 shares of commork stod 9.66%

-36-




Back to Table of Contents
Index to Financial Statements

@

@)

®

4

©)

(6)

Unless otherwise indicated, the mailing addresh@beneficial owner is c/o PharmaFrontiers C@$35 N. Crescent Ridge Drive, The Woodlands, T&X&81.

Michael A. Roth and Brian J. Stark exercise joint votingl alispositive power over all of the shares of commtwck beneficially owned by SF Capital Partneis,
but Messrs Roth and Stark disclaim beneficial owhigr of such share$he information in this footnote is primarily based a Schedule 13G filed with the SEC
April 17, 2006 and other information provided ta Tlke mailing address of SF Capital Partners Ltd/dasStark Offshore Management, LLC, 3600 South LRkige,
St. Francis, WI 53235.

Excludes 5,000,000 shares of Company common stodkrlying a Warrant that SF Capital Partners Lsccantractually prohibited from exercising to theeat tha
it would beneficially own in excess of 9.999% oé ttotal number of issued and outstanding sharesrafnon stock after such exercise.

Magnetar Financial LLC is the investment advisbMagnetar Capital Master Fund, Ltd. (“Magnejaaihd consequently has voting control and investrdesatretior
over securities held by Magnetar. Magnetar Fir@nciC disclaims beneficial ownership of the shahetd by Magnetar. Alec Litowitz has voting cortover
Supernova Management LLC, which is the generahpanf Magnetar Capital Partners LP, the sole magagember of Magnetar Financial LLC. As a reshit,
Litowitz may be considered the beneficial owneraofy shares deemed to be beneficially owned by Magriénancial LLC. Mr. Litowitz disclaims benefa

awnershin of these shares The mailina addredsedféneficial awner is 1802 Orrinatan Ave N Elnar Fvanstan  lllinnis A020°

Excludes 2,875,000 shares of Company common staderlying a Warrant that Magnetar is contractugltphibited from exercising to the extent that ituld
beneficially own in excess of 9.999% of the totahtber of issued and outstanding shares of comnomk sffter such exercise.

Consisting of: (i) 3,310,000 shares of common stauit 1,655,000 shares of common stock issuable thgoaxercise of a Warrant held by Special Situatieund I
QP, L.P., (ii) 284,000 shares of common stock a42,d00 shares of common stock issuable upon theisgeof a Warrant held by Special Situations Flihd..P.,
(iif) 906,000 shares of common stock and 453,0G@0eshof common stock issuable upon the exerciseWgarrant held by Special Situations Cayman Fund,, l(iv)
4,000,000 shares of common stock and 2,000,00@sleicommon stock issuable upon the exercise/déaant held by Special Situations Private EquindF, L.P.
and (v) 1,500,000 shares of common stock and 780sB@res of common stock issuable upon the exestis@Varrant held by Special Situations Life ScesFunc
L.P. MGP Advisors Limited (“MGP”)s the general partner of Special Situations FUhdP, L.P. and Special Situations Fund lll, LARVM Investment Compan

Inc. (“AWM”) is the general
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partner of MGP and the general partner of and iinvest adviser to the Special Situations Cayman FuriRl MG Advisers, L.L.C. (“MG")is the general partner
and investment adviser to the Special Situatiorigalr Equity Fund, L.P. LS Advisers, LLC (“LST1$ the general partner and investment adviser ¢oSpecic
Situations Life Sciences Fund, L.P. Austin W. Maaxel David M. Greenhouse are the principal ownéM®P, AWM, MG and LS. Through their control of MG
AWM, MG and LS, Messrs. Marxe and Greenhouse shatiag and investment control over the portfolicseéties of each of the funds listed aboVle informatiol
in this footnote is primarily based on a Scheddb filed with the SEC on April 24, 2006 and otheformation provided to uhe mailing address of Messrs. Ma
and Greenhouse is 527 Madison Avenue, Suite 268@, YXbrk, New York 10022.

This information is based on the Schedule 13D filétth the SEC on April 24, 2006, as amended, byeflland Margaret Alkek Foundation (the “Foundatjoiikek
& Williams Ventures, Ltd. (“Ventures”), Scott SeamaLD Family Investments, LLC, and the other repay persons named therein (the” Foundation 13DHe
Foundation acts through an investment committeé#soboard of directors, which includes Mr. Danietnald, Mr. Joe Bailey, Mr. Scott Seaman and Ms. d&
Duncan Williams. Mr. Seaman is the executive doecf the Foundation and chairman of the investnoemimittee. The investment committee has sole gadimn
investment power over all of the shares of commtocksbeneficially owned by the Foundation. Howevaursuant to the Foundation 13D, neither the exes
director nor any member of the investment committes act individually to vote or sell shares of enan stock held by the Foundation; therefore, thenation ha
concluded that no individual committee member isrded to beneficially own, within the meaning of &ai3d3 of the Exchange Act, any shares of common :
held by the Foundation solely by virtue of the fétat he or she is a member of the investment céteeni Additionally, pursuant to the Foundation 13bx
Foundation has concluded that because Mr. Seaménis capacity as executive director or chairmathefinvestment committee, cannot act in such dgparcvote
or sell shares of common stock held by the Fouadatiithout the approval of the investment committezis not deemed to beneficially own, within theaning ¢
Rule 13d3 of the Exchange Act, any shares of common st@iét hy the Foundation by virtue of his positionex®cutive director or chairman of the investn
committee. The mailing address of the beneficiahemis 1221 McKinney #4525, Houston, Texas 77010.

Consisting of: (i) 120,834 shares of common stauttenlying series B warrants exercisable at $2.0Gpare; (ii) 222,223 shares of common stock ugdgglseries ¢
warrants exercisable at $3.00 per share; and1(i#b0,000 shares of common stock underlying a Wariaxcludes 1,150,000 shares of Company commark
underlying a Warrant that the Foundation is contralty prohibited from exercising to the extentttlitawould beneficially own in excess of 9.999% tbe tota
number of issued and outstanding shares of comromk sifter such exercise. Pursuant to the FoundatBD, the Foundation and other reporting perswamse(
therein may be deemed to constitute a group fopgaes of Section 13(d) or Section 13(g) of the Brge Act. However, the Foundation, Ventures, @Haktd.,
and Mr. Seaman expressly disclaim (i) that, foreses of Section 13(d) or Section 13(g) of the Brge Act, they are a member of a group with resjpesécuritie
of the Company held by DLD Family Investments, LU@:. Arnold, Mr. Bailey or Ms. Williams and (ii) tt they have agreed to act together with DLD Fa
Investments, LLC, Mr. Arnold, Mr. Bailey or Ms. Vidms as a group other than as described in thedaiion 13D.Therefore, this does not include the follown
securities: () 2,333,334 shares of common stock held by DLD iamvestments, LLC; (ii) 96,667 shares of comnsinck underlying series B warrants exercis
at $2.00 per share held by DLD Family Investmettsz; (iii) 177,779 shares of common stock underlyseries C warrants exercisable
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at $3.00 per share held by DLD Family Investmebt<Z; (iv) 1,100,000 shares of common stock undedya Warrant held by DLD Family Investments, LL@)
266,667 shares of common stock held by Mr. Arnld); 48,334 shares of common stock underlying seBewarrants exercisable at $2.00 per share heliib
Arnold; (vii) 88,889 shares of common stock undedyseries C warrants exercisable at $3.00 peresheld by Mr. Arnold; (viii) 100,000 shares of commstocl
underlying a Warrant held by Mr. Arnold; (ix) 100@shares of common stock held by Mr. Bailey; (@)0®0 shares of common stock underlying a Warraht hy
Mr. Bailey; (xi) 2,636,667 shares of common stoekdhby Ventures; (xii) 99,084 shares of common lstaederlying series B warrants exercisable at $p&0shar
held by Ventures; (xiii) 182,223 shares of commartls underlying series C warrants exercisable ad@er share held by Ventures; (xiv) 1,250,000resh@
common stock underlying a Warrant held by Ventu(eg) 200,500 shares of common stock held by Maran; (xvi) 29,000 shares of common stock undey
series B warrants exercisable at $2.00 per shadeblyeMr. Seaman; (xvii) 53,333 shares of commatlstunderlying series C warrants exercisable @Gper shai
held by Mr. Seaman; and (xviii) 75,000 shares ahowmn stock underlying a Warrant held by Mr. SeanTdae information in this footnote is primarily based the
Foundation 13D and other information provided to us

Chaswil, Ltd. is the investment manager of Ventumed holds voting power and investment power watspect to Company securities held by Ventures pnotsio
written agreement. Scott B. Seaman is a princip&taswil, Ltd and has shared voting power andesh@mvestment power over all of the shares of comstoct
beneficially owned by Ventures. The informationttis footnote is primarily based on the Foundati@® and other information provided to d$ie mailing addre:
of the beneficial owner is 1221 McKinney #4545, Istmn, Texas 77010.

Consisting of: (i) 99,084 shares of common stocteulying series B warrants exercisable at $2.00spare; (ii) 182,223 shares of common stock undeglgeries ¢
warrants exercisable at $3.00 per share; andL(2$0,000 shares of common stock underlying a \arra

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

Consisting of: (i) 2,333,334 shares of common stheld by DLD Family Investments, LLC; (ii) 96,66Thaes of common stock underlying series B war
exercisable at $2.00 per share held by DLD Fammyestments, LLC; (iii) 177,779 shares of commortistenderlying series C warrants exercisable atGper shar
held by DLD Family Investments, LLC; and (iv) 1,1000 shares of common stock underlying the Warraelkd by DLD Family Investments, LLC. Ms. Willianns
on the investment committee for the Foundations®&amt to the Foundation 13D, the Foundation hasledad that no individual committee member is degtw
beneficially own, within the meaning of Rule 13dbf the Exchange Act, any shares of common stedtd by the Foundation solely by virtue of the ftwt he or sk
is a member of the investment committee. The in&iom in this footnote is primarily based on theiRdation 13D and other information provided to Tise mailing
address of the beneficial owner is P.O. Box 473&ydton, Texas 77210-4735.

Consisting of: (i) 175,000 shares underlying ariapt(ii) 2,636,667 shares of common stock heldvieptures; (iii) 99,084 shares of common stock ulyiley serie:
B warrants exercisable at
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1
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(19)

$2.00 per share held by Ventures; (iv) 182,223 eshaf common stock underlying series C warrantscisable at $3.00 per share held by Ventures; (25@,00(
shares of common stock underlying the Warrants hglé¥entures; (vi) 29,000 shares of common stoattedlying series B warrants exercisable at $2.00spere
(vii) 53,333 shares of common stock underlyingesei€ warrants exercisable at $3.00 per share;\ai)d765,000 shares of common stock underlying Warrants
(See footnote 8 for additional discussion of tHerimation set forth in clauses (ii) through (v)tbé preceding sentence.) Pursuant to the Found&8bn this does n
include the following shares which Mr. Seaman heteinined he does not have beneficial ownershigisalaimed beneficial ownership: (i) 5,166,667 sisao
common stock held by the Foundation; (ii) 120,8Bdres of common stock underlying series B warrarecisable at $2.00 per share held by the Fourdatiii)
222,223 shares of common stock underlying serie@@ants exercisable at $3.00 per share held bfdl@dation; (vi) 2,500,000 shares of common stoudkerlying
a Warrant held by the Foundation; and (v) 15,002 e of common stock that Mr. Seaman has agregdrtsfer to his exvife pursuant to an Agreement Inciden
Divorce dated April 4, 2006. (See footnote 7 fodiidnal discussion of the information set forthdlauses (i) through (iv) of the preceding sententhe mailing
address of the beneficial owner is 1221 McKinne§48} Houston, Texas 77010.

Consisting of: (i) 403,333 shares of common stoc#tanlying stock options; (ii) 37,885 shares of commnstock underlying series B warrants exercisab&2a0 pe
share; and (iii) 69,674 shares of common stock tyidg series C warrants exercisable at $3.00 peres

Consisting of: (i) 316,665 shares of common stoc#lenlying stock options; (ii) 6,647 shares of conmnstock underlying series B warrants exercisabi®2a00 pe
share; and (iii) 12,225 shares of common stock dyidg series C warrants exercisable at $3.00 pares

Consisting of: (i) 175,000 shares underlying stopkions; (ii)a warrant to purchase 389,275 shafe®mmon stock exercisable at $0.50 per sharg; 10,000 share
of common stock held by Palantir Group, Inc., afitgim which Dr. Bailey has investment and votipgwer; and (iv) 50,000 shares of common stock upither a
Warrant held by Palantir Group, Inc.

Consisting of 75,000 shares of common stock uniferlgptions.
Consisting of 175,000 shares of common stock ugihgristock options.

Consisting of: (a) the following held by Mr. Seamanwhich Mr. Seaman may be deemed to have votimjiavestment power (i) 175,000 shares underlyin
option; (ii) 2,636,667 shares of our common stoekdhby Ventures; (iii) 99,084 shares of our comnstock underlying series B warrants exercisable2a0C pe
share held by Ventures; (iv) 182,223 shares ofcommmon stock underlying series C warrants exertasat$3.00 per share held by Ventures; (v) 1,2ZBDghares «
our common stock underlying a Warrant held by Vesgy(vi) 29,000 shares of our common stock undeglgeries B warrants exercisable at $2.00 perest{uaii)
53,333 shares of our common stock underlying s&iasrrants exercisable at $3.00 per share; aiyl 18,000 shares of our common stock underlyingarant; (b
the following held by Mr. McWilliams (i) 403,333 ates of common stock underlying stock options;3#)885 shares of common stock underlying serieaBant:
exercisable at $2.00 per share; and (iii) 69,67feshof our common stock underlying series C wasrarercisable at $3.00 per share; (c) the follgwield by Dr
Bailey or which Dr. Bailey has voting and investhgower; (i) 175,000 shares underlying stock opjq(ii)389,275 shares of common stock underlyingaaran
exercisable at $0.50 per share; (iii) 100,000 shafeommon stock held by Palantir Group, Inc.; &yl
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50,000 shares of commons underlying a Warrant bglBalantir Group, Inc.; (d) 38,333 shares of comrstock underlying stock options held by Mr. Frisand (e
the following held by Mr. Rouse (i) 316,665 shamfscommon stock underlying stock options; (ii) 6/6ghares of common stock underlying series B wis

exercisable at $2.00 per share; and (iii) 12,228eshof our common stock underlying series C wésrerercisable at $3.00 per share.

SELLING STOCKHOLDERS

The common stock covered by this prospectus igtoftered for the account of the selling stockhmdda the following table. The selling stockholderay from time
to time sell or otherwise dispose of all, some amenof the shares of common stock covered herebgterests therein.

The following table, which we have prepared basednformation provided to us by the applicable isglistockholder, sets forth the name, the numbeshafes ¢
common stock beneficially owned by the selling kladtders and the number of shares of common steekrmay be sold or otherwise disposed of by thingestockholder
under this prospectus. Unless set forth below, rdribe selling stockholders selling in connectwith the prospectus has held any position or offidth, been employed by,

otherwise has had a material relationship withruany of our affiliates during the three years ptmthe date of the prospectus.

Number of Number of
Shares of Shares of
Common Stock Common Stock  Number and % of Outstanding
) Footnote Beneficially Offered Shares of Common Stock Owned
Name of Selling Stockholder Numbers Owned (1) Hereunder After Completion of Offering
Number % (2)

Aaron A. Grunfeld 3 300,00( 300,00( -0-
Albert and Margaret Alkek Foundation 4 6,859,72 7,500,001 509,72
Alkek & Williams Ventures Ltd. 5 4,167,97. 3,750,001 417,97:
Andrew B. Linbeck 6. 150,00( 150,00( 0-
Benjamin Lewin 7 300,00( 300,00( -0-
Capital Growth Trust 8 150,00( 150,00( -0-
Charles E. Sheedy 9. 1,500,001 1,500,001 -0-
Clarkson Family Trust 10. 150,00( 150,00( -0-
Daniel C. Arnold 11. 503,89( 300,00( 203,89(
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Name of Selling Stockholder

David E. Jorden

David E. Jorden Rollover IRA Chase Custodian fortyém Stanley & Co.,

Inc.

Davis Investments V LP

DLD Family Investments, LLC
Duane Clarkson

FEQ Gas, LLC

Frank H. Richardson

J. Livingston Kosberg Trust
James P. Tierney

Joe M. Bailey

Jose Pastora

JTL Securities

Magnetar Capital Master Fund, Ltd.
MDB Capital Group, LLC
MTW Internet Holdings Inc.
Palantar Group, Inc
Participating Capital Corp

_42-

Number of Number of
Shares of Shares of
Common Stock Common Stock  Number and % of Outstanding
Footnote Beneficially Offered Shares of Common Stock Owned
Numbers Owned (1) Hereunder After Completion of Offering
Number % (2)
12. 900,00t 900,00 -0- *
13. 900,00( 900,00 -0- &
14. 2,059,27: 225,00( 1,834,27: 2.7%
15. 3,707,78I 3,300,00! 407,78( *
16. 120,00t 120,00( -0- *
17. 150,00t 150,00( -0- *
18. 300,00( 300,00 -0- *
19. 300,00( 300,00 -0- &
20. 225,00( 225,00( -0- *
21. 150,00t 150,00( -0- &
22. 150,00t 150,00( -0- *
23. 750,00( 750,00( -0- *
24, 6,725,001 9,600,00! -0- *
25. 4,159,25I 4,159,25I -0- *
26. 300,00( 300,00 -0- *
27. 150,00( 150,00( -0- &
28. 300,00( 300,00 -0- *
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Name of Selling Stockholder

Raymond Kim

Renaissance Interests, LP

Robert M. Levande & Andrea Brown JTWROS
Schroder & Co. Bank AG

Scott B. Seaman

Sean Cusak

SF Capital Partners Ltd

Snehal S. Patel

Snehal S. Patel and Kinnary S. Patel Joint Terar@@®@mmon
Special Situations Cayman Fund, L.P(38)
Special Situations Fund Ill, QP, L.P. (38)
Special Situations Fund IIl, L.P. (38)

Special Situations Life Sciences Fund, L.P. (38)
Special Situations Private Equity Fund, L.P. (38)
Stephen Walker Family Trust

Steven Mintz

Gregory H. Bailey

Number of
Shares of

Number of
Shares of

Common Stock Common Stock

Number and % of Outstanding

Footnote Beneficially Offered Shares of Common Stock Owned
Numbers Owned (1) Hereunder After Completion of Offering
Number % (2)

29. 604,00( 604,00( -0- *
30. 364,08 150,00( 214,08 *
31. 75,00( 75,00( -0- &
32. 886,78« 450,00( 436,78 *
33. 4,685,80' 225,00( 710,80° &
34. 750,00t 750,00( -0- *
35. 10,000,00 15,000,00 -0- *
36. 376,21t 53,90( 322,31t *
37. 1,971,63: 1,155,001 816,63:
39. 1,359,00! 1,359,00 -0- *
40. 4,965,00! 4,965,001 -0- *
41. 426,00( 426,00( -0- *
42. 2,250,00! 2,250,00! -0- *
43. 6,000,00! 6,000,00! -0- *
44, 450,00( 450,00( -0- a
45. 225,00( 225,00( -0- *
46. 714,27! 389,27! 175,00( *
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Number of Number of
Shares of Shares of
Common Stock Common Stock  Number and % of Outstanding
) Footnote Beneficially Offered Shares of Common Stock Owned
Name of Selling Stockholder Numbers Owned (1) Hereunder After Completion of Offering
Number % (2)
Robert M. Levande 47. 375,07t 375,07t -0- *
Christopher A. Marlett 48. 7,50( 7,50 -0- *
Anthony DiGiandomenico 49. 1,80C 1,80( -0- *
Karen Simi 50. 50,00( 50,00( -0- *
Scott Leach 51. 40,00( 40,00( -0- *
Peter Gmunder 52. 32,00( 32,00( -0- *
Gary Cohen 53. 24,40( 24,40( -0- *
FOOTNOTES:
1. Beneficial ownership is determined in accordandh Wie rules of the Securities and Exchange Comiamsad generally includes voting or investment powith

respect to securities. Shares of common stock sutg@ptions or warrants currently exercisablexegrcisable within 60 days of May 5, 2006 are dekméstanding
for computing the percentage of the person holdingh option or warrant but are not deemed outstgnfdir computing the percentage of any other person

2. Percentage is based on 66,967,035 shares of comtodnoutstanding.
3. Includes 100,000 shares of common stock underlgingrrant.
4. Number of shares of common stock offered includ®®®000 shares of common stock underlying a warftme number of shares of common stock benefi

owned includes (i) 343,057 shares of common staoelerlying warrants related to shares from a piimarfcings and previously registered; and (ii) 1,860 shares
common stock underlying the warrant and exclud@5@,p000 shares of common stock underlying the wéaivacause the Foundation is contractually proibftorr
exercising the warrant to the extent that the Fatiod would beneficially own in excess of 9.999%tlué total number of issued and outstanding sharesmmot
stock after such exercise. The Foundation is a&t@mpt organization under Section 501(c)(3) ofithernal Revenue Code of 1986, as amended, arddssified as
private foundation by the Internal Revenue Serviéeting and dispositive power over all of the slsabeneficially owned by the Foundation is exercibgdits
investment committee, which is a committee of sl of directors. Daniel C. Arnold, Joe M. Bail8gott B. Seaman and Randa Duncan Williams are reesrd
the
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10.

11.

12.

13.

14.

15.

investment committee of the Foundation. Neither ékecutive director nor any member of the investnemmittee may act individually to vote or sellagéx
beneficially owned by the Foundation; therefore, individual committee member is deemed to bendficiawn, within the meaning of Rule 13i-any share
beneficially owned by the Foundation solely by wértof the fact that he or she is a member of thestment committee.

Number of shares of common stock offered includ@5@,000 shares of common stock underlying a warfdomber of shares beneficially owned include
281,307 shares of common stock underlying warregitded to shares from prior financings and presipuegistered; and (ii) 1,250,000 shares of comrsioek
underlying a warrant. Ventures is a private invesitrfund. Chaswil Ltd. is the investment manage¥enftures and holds voting power and dispositivergrowith
respect to all shares beneficially owned by Vergyrersuant to a written agreement. Mr. Seamarrégjiatered principal of Chaswil Ltd. and may berded to hav
or share voting power and/or dispositive power withpect to all shares beneficially owned by Vesgur

Includes 50,000 shares of common stock underlyingmant.
Includes 100,000 shares of common stock underlgingrrant.

Includes 50,000 shares of common stock underlyingmant. Capital Growth Trust is a private investinfund. Vicki Appel exercises voting and dispiegitpower
over all of the shares beneficially owned by Cdpieowth Trust.

Includes 500,000 shares of common stock underlgingrrant.

Includes 50,000 shares of common stock underlyinguaant.Richard L. Clarkson exercises voting and disposipewer over all of the shares beneficially owng
the Clarkson Family Trust.

Number of shares of common stock offered includ#d00 shares of common stock underlying a wartdmtmber of shares beneficially owned includes Q,00(
shares of common stock underlying a warrant; afdl87,223 shares of common stock underlying wasraalated to shares from prior financings and joesly
registered.

Includes 300,000 shares of common stock underlgingrrant.

Includes 300,000 shares of common stock underlgingarrant. David E. Jorden exercises voting angadigsive power over all of the shares beneficiallyned b
David E. Jorden, IRA, Morgan Stanley & Co, Inc.,stdian.

Number of shares of common stock offered includg®0d0 shares of common stock underlying a wariNumber of shares beneficially owned includes (i)0D&
shares of common stock underlying a warrant; andL {090,353 shares of common stock underlying arets related to shares from prior financings areVvipusly
registered. Davis Investments V, LP is a privategiment fund. Christopher Davis exercises votimg) dispositive power over all of the shares bermficowned b
Davis Investments V, LP.

Number of shares of common stock offered includd9@,000 shares of common stock underlying a warfdomber of shares beneficially owned include
274,446 shares of common stock underlying warnaaiéded to shares from prior financings and presfipvegistered and (ii)
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16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

27.

28.

1,100,000 shares of common stock underlying a wartaura Liang exercises voting and dispositivev@oover all of the shares beneficially owned bylDEamily
Investments, LLC.

Includes 40,000 shares of common stock underlyingm@ant.

Includes 50,000 shares of common stock underlyimgua@ant. Ernest Bartlett exercises voting and ai#ijve power over all of the shares beneficialyned by FE(
Gas, LLC.

Includes 100,000 shares of common stock underlgingrrant.

Includes 100,000 shares of common stock underlgimgrrant. J. Livingston Kosberg exercises voting dispositive power over all of the shares beredficownec
by the J. Livingston Kosberg Trust.

Includes 75,000 shares of common stock underlyingmant.
Includes 50,000 shares of common stock underlyingmant.
Includes 50,000 shares of common stock underlyingm@ant.

Includes 250,000 shares of common stock underlgimgrrant. JTL Securities is a private investmentf Joel Leonard exercises voting and disposjiMeer ove
all of the shares beneficially owned by JTL Sedesit

Number of shares of common stock offered includ@9@000 shares of common stock underlying a warftme number of shares of common stock benefi
owned includes 325,000shares of common stock widgrthe warrant and excludes 2,875,000 sharesmihwon stock underlying the warrant because the ez
is contractually prohibited from exercising the veaut to the extent that the Magnetar would beraficiown in excess of 9.999% of the total numbeisstied an
outstanding shares of common stock after such meerMagnetar Financial LLC is the investment advisf Magnetar and consequently has voting cordra
investment discretion over securities held by MagneMagnetar Financial LLC disclaims beneficialrership of the shares held by Magnetar. AlecWitp has
voting control over Supernova Management LLC, whighhe general partner of Magnetar Capital Pastié?, the sole managing member of Magnetar Fint
LLC. As a result, Mr. Litowitz may be considerdttbeneficial owner of any shares deemed to befioeally owned by Magnetar Financial LLC. Mr. Lotz
disclaims beneficial ownership of these shares.

Includes 4,159,250 shares of common stock undeylyiarrants. MDB is a private investment fund thequired a warrant to purchase 1,159,250 sharesrofror
stock in connection with the Financing. Paul Sneitlercises voting and dispositive power over athef shares beneficially owned by MDB.

Includes 100,000 shares of common stock underlgingarrant. Grant Eckberg exercises voting and disipe power over all of the shares beneficiallynea by
MTW Internet Holdings, Inc.

Includes 50,000 shares of common stock underlymgaant.Greg Bailey exercises voting and dispositive poaxear all of the shares beneficially owned by Palt
Group, Inc.

Includes 100,000 shares of common stock underlgingarrant. V. Bailey exercises voting and dispesitpower over all of the shares beneficially owris
Participating Capital Corp.
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30.

31.

32.

33.

34.

35.

36.

37.

Includes 204,000 shares of common stock underlyiagants.Raymond Kim is a financial consultant and acquigedarrant to purchase 4,000 shares of con
stock in connection with the Financing.

Number of shares of common stock offered includg®@ shares of common stock underlying a warfdomber of shares of common stock beneficially ov
includes (i) 50,000 shares of common stock undeglghe warrant; and (ii) 144,083 shares of comntooksunderlying warrants to shares from prior ficiags an
previously registered. Renaissance Interests, it & private investment fund. Bradley C. Karp eigss voting and dispositive power over all of thares beneficiall
owned by Renaissance Interests, L.P.

Includes 25,000 shares of common stock underlyingmant.

Number of shares of common stock offered includg%d00 shares of common stock underlying a wartémtmber of shares beneficially owned includes1&p,00(
shares of common stock underlying the warrant; @h@59,642 shares of common stock underlying aais related to shares from prior financings arevipusly
registered. T. Reichen exercises voting and dispegpower over all of the shares beneficially odty Schroder & Co Bank AG .

Number of shares of common stock offered includg90d0 shares of common stock underlying a warfdamber of shares beneficially owned includes: &)0DC
shares of common stock underlying a warrant; (f§,000 shares underlying an option; (iii) 2,636,86@res of common stock held by Ventures; (iv) 89 $hares «
common stock underlying series B warrants exertesab $2.00 per share held by Ventures; (v) 182&2&es of common stock underlying series C was
exercisable at $3.00 per share held by Venturéps1(250,000 shares of common stock underlyingApel 2006 warrants held by Ventures; (vii) 29,080Bares ¢
common stock underlying series B warrants exerfgsab$2.00 per share; and (viii) 53,333 sharesonfimon stock underlying series C warrants exertgsaib$3.0!
per share.

Number of shares of common stock offered includg& @00 shares of common stock underlying a warNumber of shares beneficially owned includes: §920(
shares of common stock underlying a warrant; apdL(i3,320 shares of common stock underlying wdsraelated to shares from prior financings and jonesly
registered.

Number of shares of common stock offered includ89®000 shares of common stock underlying a warfdumber of shares of common stock beneficiallynee
excludes 5,000,000 shares of common stock undgrigimarrant because the SF Capital Partners Litbriractually prohibited from exercising the watréo the
extent that the SF Capital Partners Ltd. would beiadly own in excess of 9.999% of the total numioé issued and outstanding shares of common siftek sucl
exercise. SF Capital Partners Ltd. is a privatestment fund. Brian H. Davidson exercises votind dispositive power over all of the shares benalfliciowned b
SF Capital Partners Ltd, but Messrs Roth and Stsdaim beneficial ownership of such shares.

Number of shares of common stock offered includg&®@ shares of common stock underlying a warfdomber of shares beneficially owned includes: 5@
shares of common stock underlying a warrant; afpdl(3,320 shares of common stock underlying wasraalated to shares from prior financings and joresly
registered. Snehal Patel is a financial consubiadtacquired the warrant to purchase 53,900 sbékEsnmon stock in connection with the financing.

Number of shares of common stock offered includgs,(0 shares of common stock underlying a warNumber of shares beneficially owned includes: 388
shares of common stock
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38.

39.

40.

41.

42.

43.

44,

45.

46.

47.

48.

49.

50.

51.

underlying a warrant; and (ii) 485,003 shares gfigmn stock underlying warrants related to sham@® forior financings and previously registered.

MGP is the general partner of Special SituationsdHll, QP, L.P. and Special Situations Fund IIPLAWM is the general partner of MGP and the gaingairtner ¢
and investment adviser to the Special Situationgm@a Fund, L.P. SSTA is the general partner ofiamdstment adviser to the Special Situations TeldgyoFund
L.P. and the Special Situations Technology Fundl.P, MG is the general partner of and investmelviser to the Special Situations Private Equity diunP. LS it
the general partner and investment adviser to ffezi8l Situations Life Sciences Fund, L.P. Austin Marxe and David M. Greenhouse are the principaiers o
MGP, AWM, SSTA, MG and LS. Through their controlGP, AWM, SSTA, MG and LS, Messrs. Marxe and Glerrse share voting and investment control
the portfolio securities of each of the funds lisébove.

Includes 453,000 shares of common stock underlgingrrant.

Includes 1,655,000 shares of common stock undeylgiwarrant.

Includes 142,000 shares of common stock underlgingrrant.

Includes 750,000 shares of common stock underlgingrrant.

Includes 2,000,000 shares of common stock undeylginarrant.

Includes 150,000 shares of common stock underlgingirrant. Stephen Walker exercises voting ancodispe power over all of the shares beneficialyned by th:
Stephen Walker Family Trust.

Includes 75,000 shares of common stock underlyingmant.

Number of shares of common stock offered includg®, 375 shares of common stock underlying a warfdnimber of shares beneficially owned includes: 38%
shares of common stock underlying a warrant; (@%,000 shares underlying options; (iii) 100,000rekaf common stock held by Palantir Group, Ino.gatity ir
which Dr. Bailey has investment and voting powerd &iv) 50,000 shares of common stock underlying/arrant held by Palantir Group, Inc. Gregory H. By
acquired the warrant to purchase 389,275 sharesmimon stock as a financial consultant of the Campa connection with the Financing.

Includes 375,075 shares of common stock underlgingarrant. Robert M. Levande is a financial corsultand acquired these securities in connectioh tii
Financing.

Includes 7,500 shares of common stock underlyivgagrant. Christopher A. Marlett is a financial coltant and acquired these securities in conneatiith the
Financing.

Includes 1,800 shares of common stock underlyimgaant. Anthony DiGiandomenico is a financial caltent and acquired these securities in connedtiitim the
Financing.

Includes 50,000 shares of common stock underlyingmant. Karen Simi is a financial consultant aeduired these securities in connection with tafi¢ing.

Includes 40,000 shares of common stock underlyingmant. Scott Leach is a financial consultant acguired these securities in connection with timarfcing.
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52. Includes 32,000 shares of common stock underlyingmant. Peter Gmunder is a financial consultandtacquired these securities in connection withFinancing.
53. Includes 24,400 shares of common stock underlyingmant. Gary Cohen is a financial consultant acglired these securities in connection with thakcing.
CERTAIN RELATIONSHIPS AND RELATED PARTY TRANSACTION S

Prior to the April 2006 financing, Mr. Seaman, widually owned 50,500 shares of the Companydmmon stock, series B warrants to purchase @&bares of tt
Company’s common stock, and series C warrants tohpge 40,000 shares of the Compamommon stock. In addition, Ventures, an entityinch Mr. Seaman may
deemed to have voting power and/or investment poaened 136,667 shares of the Company’s commork sgegies B warrants to purchase 99,084 shardseo€bmpanys
common stock, and series C warrants to purchasg228%hares of the Compasytommon stock. In connection with the April 20@&ahcing, (i) Mr. Seaman individua
purchased 150,000 shares of the Company’s comnomk sind was issued a Warrant to purchase 75,00@sslo& the Compang’ common stock, and (ii) Ventures acqu
2,500,000 shares of the Company’s common stockaaiarrant to purchase 1,250,000 shares of the Cayrgpaommon stock. Pursuant to the Foundation 13D Sdaman h:
concluded that he does not have beneficial owngrshihe shares of stock held by Foundation. Addaily, pursuant to the Foundation 13D, Mr. Seama other reportir
persons named therein may be deemed to constigteusm for purposes of Section 13(d) or Sectiorgl8f the Exchange Act. However, the Foundatdentures, Chasw
Ltd., and Mr. Seaman expressly disclaim (i) that,durposes of Section 13(d) or Section 13(g) efftichange Act, they are a member of a group \espect to securities of 1
Company held by DLD Family Investments, LLC, Mr.nbtd, Mr. Bailey or Ms. Williams and (ii) that thehvave agreed to act together with DLD Family Inwestts, LLC, Mr
Arnold, Mr. Bailey or Ms. Williams as a group othtéan as described in the Foundation 13D. The tigppersons in the Foundation 13D, other than $&aman and Ventur
own in the aggregate:i) 7,866,668 shares of common stock; (ii) 235,888res of common stock underlying series B warraréscisable at $2.00 per share; (iii) 444,446 o
of common stock underlying series C warrants ezatde at $3.00 per share; and (iv) 2,600,000 sliiresmmon stock underlying Warrants.

In connection with the April 2006 financing, (i) IBatir Group, Inc., an entity in which Dr. Bailey$ voting power and/or investment power, acqui@@ do0 share
of the Company’s common stock and a Warrant tolmase 50,000 shares of the Compamyommon stock, (i) ) MDB Capital Group LLC, antignin which Dr. Bailey is a
managing director, but disclaims any voting powed/ar investment power, acquired 2,000,000 shaf¢éseoCompanys common stock and a Warrant to purchase 1,00
shares of the Comparsycommon stock, and (iiij) MDB Capital Group LLC edeed $1,723,300 for its services in the April 2GB&ncing and a three year warrant to purc
2,083,300 shares of the Compasgbmmon stock at $0.50 per share, of which MDBit@h@roup LLC assigned the right to purchase 389,8hares of common stock to
Bailey on April 24, 2006.

None of our executive officers or directors andrtfemily members or affiliates are indebted toiugn amount greater than $60,000.
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DESCRIPTION OF SECURITIES
Our Capitalization
Common Stock

We are authorized to issue 100,000,000 sharesmifnom stock, par value $0.05 per share. As of Ma30B6, there were 66,967,035 shares of common s$eale(
and outstanding. Each share of common stock ilezhto one vote per share for the election ofaoes and on all other matters submitted to a wbstockholders. There are
cumulative voting rights. Common stockholders dohve preemptive rights or other rights to sultecfor additional shares, and the common stocktisuabject to conversit
or redemption. In the event of liquidation, thedwk of common stock will share equally in any baéof corporate assets available for distributithem. Subject to the rigl
of holders of the any other securities subsequéssiyed, holders of the common stock are entitberkteive dividends when and as declared by ourdBofDirectors out ¢
funds legally available. We have not paid any divids since its inception and have no intentionay gny dividends in the foreseeable future. Anyritdividends would t
subject to the discretion of the Board of Directansl would depend on, among other things, our éudarnings, the operating and financial conditaur, capital requiremen
and general business conditions.

Preferred Stocl

We are authorized to issue 10,000,000 shares dérpee stock, no par value per share. As of Decemdlfie 2005, no shares of preferred stock are issune
outstanding. Our Board of Directors can, withouprapal of our stockholders, issue one or more safepreferred stock. If we offer preferred stookr Board of Directors wi
determine the number of shares and the rightsemetes and limitations of each series. Thesesiigiteferences arnitations may include specific designations, nembi
shares, liquidation value, dividend rights, liguida and redemption rights, voting rights,

Warrants and Options

2004 Stock Incentive Plan Pursuant to our 2004 Stock Incentive Plan we issiye to our officers, directors, employees andsohiants incentive stock options, non-

qualified stock options and shares of restrictextkst The plan provides for us to issue up to 2,000,shares of its common stock pursuant to awanderuthe plan. Tt
maximum number of shares in the Plan was incress8@00,000 by shareholder vote at our annual imgét June 2005. As of December 31, 2005, we hastanding option
granted pursuant to the plan, to purchase 2,316&B8fes of common stock. The plan is designed atifqunder the Internal Revenue Code as an incerstiock option plan.

Series B Warrants and Series C Warrants As of May 4, 2006 we have issued and outstanfjn8eries B Warrants to purchase an aggregate0&76365 of oL
common shares, and (ii) Series C Warrants to psecha aggregate of 11,105,365 of our common shares.

(i) The Series B Warrant is exercisable at any timd has an exercise price of $2.90 per share xpitks on the later of (i) October 17, 2006 or {i) month
after the registration statement for thesede of the warrant shares becomes effective; ifssee common stock or common stock equivalentafprice less the
$1.50, the exercise price will be revised to $206 the number of shares subject to the warratitisbeease proportionately.

(i) The Series C Warrant is exercisable at anyetand has an exercise price of $4.00 per sharexpites June 17, 2010; if prior to the third annéagy of th
closing of the offering we
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issue common stock or common stock equivalenta faice less than $1.50, the exercise price willdsésed to $3.00 and the number of shares sutgjebe warrar
shall increase proportionately; if prior to therthanniversary of the closing of the offering wsuie common stock or common stock equivalents fmice less the
the then current exercise price but more than $1tslexercise price will be revised to equal tlegghted average price of the outstanding sharestendewly issue
shares; if after the third anniversary of the algsof the offering we issue common stock or commimtk equivalents for a price less than the themeat exercis
price, the exercise price will be revised to eghal weighted average price of the outstanding shamne the newly issued shares; whenever any sychktaents ar
made to the exercise price, the number of shat@eduto the Series C Warrant shall increase ptapuately; provided, the exercise price will not teeluced belo
$3.00 and any increase in the number of sharektsharoportionately limited.

All of the warrants are exercisable immediately arelonly exercisable by “accredited investorstieined in Regulation D under the Securities Ac1883.

April 2006 Warrants . In connection with the Financing, we issued watsao acquire an aggregate of 23,000,000 shatesApril 2006 warrants have an exer
price of $0.65 per share. The April 2006 warramésanly exercisable upon the effectiveness of ar110 reverse stock split. We filed a Prelimin&npxy Statement on May
2006, to hold a shareholder meeting on June 156,2@0vote on, among other items, the 1 for 10 r&vestock split. We have the right to call the AR006 warrant
commencing one year from the effective date of saleeregistration statement if the closing bid @mer share of our common stock equals or exce&®dd §subject t
adjustment in certain circumstances) for twentysemative trading days in which the daily averageitrg volume of the common stock is at least 20D tares. Additionally,
the resale registration statement for theate of the shares issuable upon exercise of themta is not effective for any period after A8, 2007, then the warrant holders 1
exercise their warrants on a cashless basis dtlréngeriod the resale registration statement igffettive.

Placement Agent Warrants. In connection with the 15% Convertible Exchandea¥ote offering and the common stock offeringsseld June 17, 2005 we hi
issued to the placement agent and other brokeiage in those offerings warrants to purchase aneggge of 460,847 shares of common stock at arciseeprice of $1.5!
These warrants are exercisable immediately andewglire June 17, 2010.

In connection with the April 2006 transaction, tbempany issued placement agent and another brelderdhree year warrants to purchase an aggrefai#37,200 shares of
common stock at an exercise price of $0.50 peresleercisable after the Company effects a 1 faet6rse split. These warrants are not callableg laacashless exercise
option, and have standard adjustment provisions.

Other Obligations To Issue Shares Our license agreement with the University of @gie obligates us, subsequent to the later of Afjl2006 or a financin
raising $10 million or more, to issue sufficiendé@nal shares to the University of Chicago sa ihaolds 2.6% of our common stock. In April 20@6e license agreement v
amended to extend the date of issue to Octobe2(BI5.

Restrictions on Sales By Certain Existing Sharehokts

A total of 2,500,000 shares held by Top Tier Inwemtt, LLC and various other shareholders are stljegnother lockip agreement effective November 5, 2004
precludes any sales prior to
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November 5, 2005 and, thereafter, limits salespofauan aggregate of 312,500 shares of our comromk per 9i-day period. There is no termination provisionhistlockup
agreement.

PLAN OF DISTRIBUTION

The selling stockholders, which as used hereirubhes donees, pledgees, transferees or other sacs@ssterest selling shares of common stock or interé:
shares of common stock received after the dateifprospectus from a selling stockholder as a giédge, partnership distribution or other transfeay, from time to time, se
transfer or otherwise dispose of any or all of ttshiares of common stock or interests in share®wimon stock on any stock exchange, market orrtgafdicility on which th
shares are traded or in private transactions. Ttisp®sitions may be at fixed prices, at prevailingrket prices at the time of sale, at prices eelab the prevailing market prit
at varying prices determined at the time of sal@tmegotiated prices.

The selling stockholders may use any one or motkeefollowing methods when disposing of sharemtarests therein:

. ordinary brokerage transactions and transactiomghioh the broker-dealer solicits purchasers;

. block trades in which the brokelealer will attempt to sell the shares as agerttniay position and resell a portion of the blockpasicipal to facilitate th
transaction;

. purchases by a broker-dealer as principal andedseathe broker-dealer for its account;

. an exchange distribution in accordance with thesalf the applicable exchange;

. privately negotiated transactions;

. short sales effected after the date the registratiatement of which this prospectus is a paredated effective by the SEC,;

. through the writing or settlement of options oresthedging transactions, whether through an opgackange or otherwise;

. broker-dealers may agree with the selling stockérsldo sell a specified number of such sharestpalated price per share;

. a combination of any such methods of sale; and

. any other method permitted by law.

The selling stockholders may, from time to timesdge or grant a security interest in some or athefshares of common stock owned by them antlgif tefault i
the performance of their secured obligations, tleeigees or secured parties may offer and sellibees of common stock, from time to time, undes firospectus, or under
amendment to this prospectus under Rule 424(b)(8)rer applicable provision of the Securities Agtending the list of selling stockholders to in@utle pledgee, transferee
other successors in interest as selling stockhsldeder this prospectus. The selling stockholdiss may transfer the shares of common stock inratlieumstances, in whi
case the transferees, pledgees or other succéssotarest will be the selling beneficial owneos purposes of this prospectus.
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In connection with the sale of our common stoclknterests therein, the selling stockholders magreimto hedging transactions with broldgalers or other financ
institutions, which may in turn engage in shoresabf the common stock in the course of hedgingtsitions they assume. The selling stockholdeng afso sell shares of ¢
common stock short and deliver these securitieda®e out their short positions, or loan or pletige common stock to brokelealers that in turn may sell these securities
selling stockholders may also enter into optiorothrer transactions with brokelealers or other financial institutions or the ti@aof one or more derivative securities wt
require the delivery to such broker-dealer or offreancial institution of shares offered by thi®gpectus, which shares such bro#lealer or other financial institution may re
pursuant to this prospectus (as supplemented on@adeto reflect such transaction).

The aggregate proceeds to the selling stockhofdems the sale of the common stock offered by theithbe the purchase price of the common stock thssounts ¢
commissions, if any. Each of the selling stockhddeserves the right to accept and, together thitir agents from time to time, to reject, in wholein part, any propos
purchase of common stock to be made directly auttih agents. We will not receive any of the prosefedm this offering. Upon any exercise of the wats by payment
cash, however, we will receive the exercise pricéne warrants.

The selling stockholders also may resell all oogipn of the shares in open market transactiongliance upon Rule 144 under the Securities A&3#3, provide
that they meet the criteria and conform to the iregoents of that rule.

The selling stockholders and any underwriters, éralealers or agents that participate in the saldh@fcommon stock or interests therein may be "undiems"
within the meaning of Section 2(11) of the SecesitAct. Any discounts, commissions, concessiormafit they earn on any resale of the shares mayriolerwriting discoun
and commissions under the Securities Act. Selltngkholders who are "underwriters" within the megnof Section 2(11) of the Securities Act will hebgect to the prospect
delivery requirements of the Securities Act.

To the extent required, the shares of our commoecksib be sold, the names of the selling stockhrslde respective purchase prices and publicioffesrices, th
names of any agents, dealer or underwriter, anjicaigle commissions or discounts with respect pasicular offer will be set forth in an accompamyiprospectus supplem:
or, if appropriate, a post-effective amendmenh®registration statement that includes this protsise

In order to comply with the securities laws of sosteges, if applicable, the common stock may be sothese jurisdictions only through registerediaensed broke
or dealers. In addition, in some states the comstook may not be sold unless it has been registereglalified for sale or an exemption from regisibn or qualificatio
requirements is available and is complied with.

We have advised the selling stockholders that titieraanipulation rules of Regulation M under the ExafeAct may apply to sales of shares in the mankdtta the
activities of the selling stockholders and thefiliates. In addition, to the extent applicable wi#l make copies of this prospectus (as it may beptemented or amended fr
time to time) available to the selling stockholdfnsthe purpose of satisfying the prospectus @ejivequirements of the Securities Act. The selBtarkholders may indemn
any broker-dealer that participates in transactiomslving the sale of the shares against ceriabilities, including liabilities arising under tt&ecurities Act.

We have agreed to indemnify the selling stockhadeainst liabilities, including liabilities undére Securities Act and state securities laws, irgldb the registratic
of the shares offered by this prospectus.
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We have agreed with the selling stockholders tgpkbe registration statement of which this prospeconstitutes a part effective until the earliefl) such time &
all of the shares covered by this prospectus haea ldisposed of pursuant to and in accordancethéthiegistration statement or (2) the date on wktiehshares may be s
pursuant to Rule 144(k) of the Securities Act.

LEGAL MATTERS
The validity of the common stock offered by thisgpectus was passed upon for us by Vinson & Ekihs., Houston, Texas.
EXPERTS

The consolidated financial statements for the ywated December 31, 2005 and for the period fronualgn22, 2003 (date of inception) to December 3=
included in this prospectus have been audited bipiMa& Bailey PC, independent registered publicoacting firm, as stated in their report appeariegein.

WHERE YOU CAN FIND MORE INFORMATION

This prospectus is part of a registration statenvemtfile with the Securities and Exchange Commissibhis prospectus does not contain all of therinfior
contained in the registration statement and athef exhibits and schedules thereto. For furthesrimétion about PharmaFrontiers Corp., please seedmplete registratic
statement. Summaries of agreements or other dodsnmetthis prospectus are not necessarily compRigase refer to the exhibits to the registratimtesnent for comple
copies of such documents.

We file annual, quarterly and special reports, grstatements and other information with the Selmsriand Exchange Commission under the Securitiesdhge Ac
of 1934. You may read and copy the registratiotestant, including exhibits and schedules filed witttat the SEG public reference facilities in Room 1024, JudigiBlaza
450 Fifth Street, N.W., Washington, D.C. 20549. Yoay obtain information on the operation of the lmubeference room in Washington, D.C. by callitng tSecurities ar
Exchange Commission at 1-800-SEC-0330.

We file information electronically with the Securities and Exchange Commission. Our Securities
and Exchange Commission filings also are availabfeom the Securities and Exchange
Commission’s Internet site at http://www.sec.gov, Wch contains reports, proxy and information
statements and other information regarding issuershat file electronically.
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Assets

Current assets:

Cash
Other current assets

Total current assets

PHARMAFRONTIERS CORP.
(a development stage company)
CONSOLIDATED BALANCE SHEETS

Intangible assets, net of $2,298,174 and $1,8888atcumulated amortization
Property & equipment, net of $278,300 and $256 @8&ccumulated depreciation

Other assets

Total assets

Liabilities and Stockholder's Equity

Current liabilities:
Accounts payable
Accrued expenses

Note payable
Total current liabilities

Commitments and contingencies

Stockholder' equity:
Convertible preferred stock, no par value, 10,000 ghares
authorized, none issued and outstanding
Common stock, $.05 par value, 100,000,000 shar®rzed,
20,967,035 and 20,619,545 shares issued and aditstian
Additional paid in capital
Deficit accumulated during the development stage

Total stockholders' equity

Total liabilities and stockholders' equity

F-2

March 31, December 31,
2006 2005
(unaudited) (audited)
1,059,85 $ 2,560,661
208,48t 182,52«
1,268,34. 2,743,191
25,846,15 26,130,44
549,57: 479,99¢
450,94 388,21(
28,115,022 $ 29,741,83
773,317 % 689,46"
89,70z 240,30¢
1,500,001 1,500,001
2,363,01! 2,429,771
1,048,35. 1,030,97
51,088,96 50,441,94
(26,385,31) (24,160,86)
25,752,00 27,312,06
28,115,022 $ 29,741,83
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(unaudited)

General and administratiy
Depreciation and amortizatic

Research and developme
Loss on disposal of ass¢

Operating los:

Interest incom«
Other income
Interest expens

Net loss

Basic and diluted loss per sh:

Weighted average shares outstanc

PHARMAFRONTIERS CORP.
(a development stage company)

CONSOLIDATED STATEMENTS OF EXPENSES
Three Months ended March 31, 2006 and 2005 and the

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

Three Months Ended

Three Months Ended

Inception through

March 31, March 31, March 31,
2006 2005 2006

$ 1,075,88. $ 1,206,71! 2,279,39
432,33: 418,31! 2,432,36:
738,45( 644,26 13,096,33
362 — 480,29:
(2,247,02) (2,269,29) (18,288,38)
19,62 6,93( 107,54:
3,38¢ 2,44¢ 33,93¢
(42€) (1,487,38) (8,238,40)
$ (2,224,45) $ (3,747,30) (26,385,31)
$ (0.1 $ (0.37%) N/A
20,654,29. 10,224,45 N/A
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PHARMAFRONTIERS CORP.
(a development stage company)

CONSOLIDATED STATEMENTS OF CASH FLOWS
Three Months ended March 31, 2006 and 2005 and the
Period from January 22, 2003 (Inception) to March 3, 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 fea
Amortization of intangible assets
Depreciation
Debt financing costs
Option and warrant expense
Loss on disposition of fixed assets

Changes in
Accounts payable
Prepaid expenses
Accrued expenses
Other assets

Net cash used in operating activit

Cash flows from investing activitie
Purchase of license
Purchase of property & equipme

Net cash used in investing activiti

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

Net cash provided by financing activiti

Net change in cas
Cash at beginning of peric

Cash at end of peric

Cash paid for
Income tax
Interest

NON-CASH TRANSACTIONS

Issuance of common stock for purchase of Oy

Issuance of common stock to Sportan shareho
Issuance of common stock for University of Chicdigense

Three Months Three Months Inception
Ended Ended through
March 31, March 31, March 31,
2006 2005 2006
(2,224,45) $ (3,747,30) (26,385,31)
- - 1,861,40!
- 109,07( 109,07(
= 1,294,101 6,313,20!
409,28: 396,86 2,298,17:
23,05 21,444 134,18¢
- - 365,91(
484,39: 355,40( 5,469,35.
- - 479,93.
83,85( (554,777 169,01¢
(25,96%) (34,979 (153,10()
29,39: 249,57! 84,37:
(62,73¢) - (450,94
(1,283,18) (1,910,59) (9,704,73i)
(125,00() - (357,74
(92,629 (28,357) (524,536
(217,629 (28,357) (882,27
R - 5,356,21°
- - (325
- 2,856,66! 6,354,59:
- (58,619 (63,61
- 2,798,041 11,646,87
(1,500,811 859,10 1,059,85!
2,560,66! 851,99: -
1,059,85! 1,711,09! 1,059,85!
42¢ - 42¢€
- - 23,750,00
- - 147,73¢
- - 2,295,45!



Issuance of common stock for accrued inte
Issuance of common stock for accounts pay
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

34,75!
17,17¢

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

525,51
180,00(
6,407,98I
17,17¢
93,36¢

3,309,791
1,715,97.
1,287,441
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NON-CASH TRANSACTIONS
Issuance of common stock for purchase of Oy
Issuance of common stock to Sportan shareho
Issuance of common stock for University of Chicdigense
Issuance of common stock for accrued inte
Issuance of common stock for accounts pay
Conversion of notes payable to common sl
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
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180,00(

34,75:
17,17¢

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

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

3,309,791
1,715,97:
1,287,441




Back to Table of Contents
Index to Financial Statements

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

NOTE 1 - BASIS OF PRESENTATION

The accompanying unaudited interim financial staets of PharmaFrontiers Corp., (“Pharma¥, development stage company), have been preparedcordance wit
accounting principles generally accepted in thetéthStates of America and the rules of the Seesréind Exchange Commission (“SECIhd should be read in conjunct
with the audited financial statements and notesetbecontained in Pharma’s latest Annual Repoedfilvith the SEC on Form 1KSB. In the opinion of management,
adjustments, consisting of normal recurring adjestts, necessary for a fair presentation of findrmiaition and the results of operations for thieiiim periods presented h:
been reflected herein. The results of operationgnterim periods are not necessarily indicativeha results to be expected for the full year. Natethe financial statements t
would substantially duplicate the disclosure cargdiin the audited financial statements for thetmexent fiscal year, 2005, as reported in ForniK8®B, have been omitted.

NOTE 2 - STOCK BASED COMPENSATION

Effective January 1, 2006, Pharma began recordingpensation expense associated with stock optiod®ther forms of equity compensation in accordamitle Statement ¢
Financial Accounting Standards (“SFAS”) No. 123Fhare-Based Paymerds interpreted by SEC Staff Accounting Bulletin N67. Prior to January 1, 2006, Pharma
accounted for stock options according to the pioms of Accounting Principles Board (“APB”) OpinioNo. 25, Accounting for Stock Issued to Employemsd relate
interpretations, and therefore no related comp@rsatxpense was recorded for awards granted witlntimsic value. Pharma adopted the modified pecsipe transitio
method provided for under SFAS No. 123R, and, ocguesetly, have not retroactively adjusted resultsmfrprior periods. Under this transition method, pemsation co
associated with stock options recognized in thet juarter of Fiscal 2006 includes the quarterlpdization related to the remaining unvested partid all stock option awar:
granted prior to January 1, 2006, based on the gite fair value estimated in accordance withatfiginal provisions of SFAS No. 123.

The following table illustrates the effect on ne$d$ and net loss per share if Pharma had appleeththvalue provisions of FASB Statement No. 123stockbased employse
compensation:

Three Months Ended Three Months Ended Inception
March 31, March 31, through
2006 2005 2006
Net loss as reporte $ (2,224,45) $ (3,747,30) $ (26,385,31)
Add: stock based compensation determined
Under intrinsic value based method — 355,40( 2,611,07.
Less: stock based compensation
determined under fair value based method — (453,02, (4,417,37)
Pro forma net loss $ (2,224,45) $ (3,844,92) $ (28,191,61)
Basic and diluted
Net loss per common share:
As reported $ 011 % (0.37) N/A
Pro forma $ 0.11) $ (0.3¢) N/A
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NOTE 3 - INTANGIBLES
Rheumatoid Arthritis License

On January 4, 2006, Pharma entered in an agreesitbnthe Shanghai Institute for Biological Scien€hina Academy of Science of the People’s RepudfliChina wherebyt
acquiredan exclusive worldwide license for the intellectpedperty rights and research results of an autaled cell vaccine for rheumatoid arthritis. In leaoge for a payme
and an agreed running royalty from the sale of cencralized products, Pharma receives all infornmatiad data related to all clinical trials on altipat controls and patier
with rheumatoid arthritis with the T cell vaccinghis includes all clinical, cell procurement andrmagacturing protocols, complete patient data shestdaboratory material
methods and results and manufacturing records aadndents and any other data related to the intaéproperty. The first payment under the liceaseurred in April 200
upon the delivery of materials pursuant to the teafithe licensing agreement.

NOTE 4 - EQUITY

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

There were no options or warrants issued durinditsiequarter.

In connection with the bridge note exchange andwaie placement offerings in June and July of 20BEee separate types of warrants, known as SAri€eries B, and Seri
C, to purchase the common stock of Pharma weredssuinvestors. On February 17, 2006 the Seriea#ants to exercise 10,411,400 shares of comnuomk sixpired.

NOTE 6 - SUBSEQUENT EVENTS
Private Placement Offering

On April 13, 2006 , Pharma closed a financing taatisn in which Pharma issued 46,000,000 sharés obmmon stock and warrants to purchase 23,000s0@res of Pharma’
common stock for $23,000,000 to certain institutloand accredited investors (the “Transaction”)cémnection with the Transaction, Pharma agreelotd a shareholdes’
meeting by June 30, 2006 to vote on a proposafféatea 1 for 10 reverse split of Pharma commonlsthat will not reduce the number of shares of emm stock Pharma
authorized to issue.
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The warrants expire in five years, and are exebtisat $0.65 per share only after Pharma effedt$aa 10 reverse split. The warrants contain steshdaljustment provisions f
stock splits, distributions, reorganizations, mesgand consolidations. Pharma has the right totisalivarrants one year from the effective date i&fsale registration statemer
the closing bid price per share of Pharsnedmmon stock equals or exceeds $1.30 for twesrigexutive trading days in which the daily averagding volume of the comm:
stock is at least 200,000 shares. Additionallyhé resale registration statement is not effedtiveany period after April 13, 2007, the warrantderss may exercise their warra
on a cashless basis during the period the resgigtn&tion statement is not effective.

Pharma has agreed to file a registration statemvéhtthe Securities and Exchange Commission by M2y2006 in order to register the resale of theeshaf common stor
issued pursuant to the Transaction and the sheseable upon exercise of the warrants. If Pharisttameet this deadline, if the registration etaént is not declared effect
prior July 12, 2006 or August 11, 2006 (if the S&@s and Exchange Commission comments on thestregipn statement), or if the registration statetreeases to rems
effective, Pharma has agreed to pay the invesiguglated damages of 1.5% of the amount investedBalay period during such failure, up to 24% & aggregate amot
invested.

In connection with the Transaction, Pharma paid ro@ssions and fees to their placement agent, MDBit@€a@roup LLC (“MDB”), and another broker dealer for service
connection with the Transaction an aggregate of34,100 and issued MDB and another broker deateethiear warrants to purchase an aggregate of 20@%hares
common stock at an exercise price of $0.50 pereskexercisable after Pharma effects a 1 for 10rseveplit. These warrants are not callable, has&shless exercise option, i
have standard adjustment provisions. Pharma agoeegjister the resale of the shares underlyingwreants issued to MDB and the other broker dealer

Pharma intends to conduct an appropriate accouatiadysis consistent with general accepted acaogimiinciples, including SFAS 133 and EITF 09; with respect to tt
securities issued in the Transaction, which mayltés a portion of the proceeds being classifischalerivative liability. Any such derivative lidiby would be measured at e¢
reporting date at fair value with the any chang@invalue resulting in a gain or loss in Pharsistatement of expenses.. Any such derivativelitiplnitially will be reflected ir
Pharma’s financial statements for the fiscal quagteling on June 30, 2006.

Additionally, the Transaction triggered certainwsdinent provisions contained in Pharmaéries B warrants and series C warrants issuédnia and July 2005. Pursuant to
adjustment provisions, the number of shares issuapbn exercise of the Series B warrants increts€d037,365 shares from 4,163,701 shares and dezcese price we
reduced to $2.00 from $2.90 per share. The numbshares issuable upon exercise of the Series €amisrincreased to 11,105,477 shares from 8,32%th88sand the
xercise price was reduced to $3.00 from $4.00 pares

Pursuant to the Transaction, the new investorsgragigregate will own approximately 69% of theltotastanding shares of Pharm@ommon stock, without giving effect to
warrants.

University of Chicago License

On April 13, 2006, Pharma amended that certain Atedrand Restated License Agreement, dated Dece3ib2004, with the University of Chicago with resp& certail
payment obligations of Pharma, as follows: (i) gariA30, 2006 $1,500,000 cash payment obligatios estended until October 31, 2006; and (ii) thegattion to issue 216,2:
shares of Pharma’s common stock issuable uporidke of the Transaction was extended until Oct@ie2006.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

To the Board of Directors
PharmaFrontiers Corp.

(a development stage company)
The Woodlands, Texas

We have audited the accompanying consolidated balsiheet of PharmaFrontiers Corp., (“Pharma”) (eld@ment stage company), as of December 31, 2005 related
consolidated statements of expenses, changesckhsiders’ equity and cash flows for the two yeamsded December 31, 2005 and the period from Jard2ar003 (Inception)
through December 31, 2005. These consolidated diabstatements are the responsibility of Pharmasagement. Our responsibility is to express aniopion these
consolidated financial statements based on outsaudi

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 andisag 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 stateteanferred to above present fairly, in all matergspects, the consolidated financial positiofPb&rma as of December 31,
2005 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.

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

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

February 7, 2006
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ASSETS
Current assets

Cash

Prepaid expenses

Total current assets
Intangible assets, net of $1,888,891 of accumulatedrtization
Property & equipment, net of $256,082 of accumaatepreciation
Other assets

Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities
Accounts payable

Accrued expenses
Note payable

Total current liabilities

Commitments and contingencies

Stockholders’ equity

Convertible preferred stock, no par value, 10,000 $hares authorized, none issued and outstanding
Common stock, $.05 par value, 100,000,000 share®azed, 20,619,545 shares issued and outstanding

Additional paid in capital
Deficit accumulated during the development stage

Total stockholders’ equity

Total liabilities and stockholders’ equity

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

PHARMAFRONTIERS CORP.
(a development stage company)
CONSOLIDATED BALANCE SHEET
December 31, 2005
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2,560,66!
182,52«

2,743,191
26,130,44
479,99¢
388,21(

29,741,83

689,46
240,30¢
1,500,00!

2,429,77

1,030,97
50,441,94
(24,160,86)

27,312,06

29,741,83
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General and administrative
Depreciation and amortization
Research and development
Loss on disposal of assets

Operating loss

Interest income
Other income
Interest expense

NET LOSS

Basic and diluted loss per share
Weighted average shares outstanding

PHARMAFRONTIERS CORP.
(A Development Stage Company)
CONSOLIDATED STATEMENTS OF EXPENSES
Years ended December 31, 2005 and 2004 and the
Period from January 22, 2003 (Inception) to Decan3tie 2005

Inception
through
2005 2004 2005
$ 550,17¢ 572,53 1,203,51:
1,735,20! 264,81¢ 2,000,02:
9,892,25: 2,465,63. 12,357,88
22,81( 457,12. 479,93:
(12,200,45) (3,760,10) (16,041,36)
81,93( 5,992 87,92:
28,17« 2,37¢ 30,55:
(7,323,85) (868,920 (8,237,97)
$ (19,414,19) (4,620,66) (24,160,86)
$ (1.2¢9) (0.79) N/A
15,648,36 6,309,14! N/A

See accompanying summary of accounting policies
and notes to consolidated financial statements
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Shares issued for cash

Shares repurchased and cancelled
Discount relating to:

- beneficial conversion feature

- warrants attached to debt

Net loss

Balances at December 31, 2003
Shares issued for:

- cash

- services

- license

- reverse merger with Sportan

- acquisition of Opexa

- additional shares attached to
convertible debt

- conversion of convertible notes
Shares cancelled

Discount relating to:

- beneficial conversion feature

- warrants attached to debt
Option Expense

Net loss

Balances at December 31, 2004
Shares issued for:

- cash

- convertible debt

- debt

- license

- services

Offering costs relating to

- equity financing

Discount relating to:

- beneficial conversion feature
- warrants attached to debt
Option expense

Warrant expense

Net loss

Balances at December 31, 2005

PHARMAFRONTIERS CORP.
(A Development Stage Company)
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDEREQUITY
January 22, 2003 (Inception) through December 852

Additional
Common Stock Paid in Accumulated
Shares Capital Deficit Total

5,250,000 $ 262,500 $ (261,500 $ — 1,00C
(1,706,25) (85,319 84,98¢ — (329
— — 28,18( — 28,18(
— — 28,18( — 28,18(
= = = (126,00) (126,00)
3,543,75 177,18 (120,15%) (126,007 (68,969
22,50( 1,12¢ 7,87¢ — 9,00(
2,065,001 103,25( 745,75( — 849,00(
242,68t 12,13¢ 414,94( — 427,07
997,39 49,87( (197,609 — (147,73))
2,500,001 125,00( 23,625,00 — 23,750,00
161,00( 8,05( 280,31t — 288,36t
607,50: 30,37: 217,99 — 248,37(
(80,000) (4,000 4,00( — —
— — 855,84¢ — 855,84¢
— — 1,848,50; — 1,848,50;
— — 123,33: — 123,33
— — — (4,620,66) (4,620,66)
10,059,83 502,99: 27,805,80 (4,746,66) 23,562,13
3,894,50! 194,72t 5,647,04 — 5,841,76!
6,110,26: 305,51 7,343,93 — 7,649,44
23,00( 1,15( 159,85( — 161,00(
291,93t 14,591 1,853,78 v 1,868,38.
240,00( 12,00( 1,000,401 — 1,012,401
_ — (495,55)) — (495,55))
— — 831,94 — 831,94
— — 1,433,10! — 1,433,10:
— — 2,487,74. — 2,487,74
— — 2,373,88 — 2,373,88
— — — (19,414,19) (19,414,19)
20,619,54 $ 1,030,97 $ 50,441,94 $ (24,160,86) $ 27,312,06

See accompanying summary of accounting policies
and notes to consolidated financial statements
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PHARMAFRONTIERS CORP.
(A Development Stage Company)

CONSOLIDATED STATEMENTS OF CASH FLOWS

Year ended December 31, 2005 and the Period fromaiga 22, 2003

Cash flows from operating activities
Net loss
Adjustments to reconcile net loss to net cash used
activities:
Stock issued for services
Additional stock issued under debt conversion

(Inception) through December 31, 2004 and 2005

Amortization of discount on notes payable due torars and beneficial

conversion feature
Amortization of intangible assets
Depreciation
Debt financing costs
Option and warrant expense
Loss on disposition of fixed assets
Changes in:
Accounts payable
Prepaid expenses
Accrued expenses
Other assets
Net cash used in operating activit
Cash flows from investing activities
Purchase of licenses
Purchase of property & equipment
Net cash used in investing activiti
Cash flows from financing activities
Common stock sold for cash, net of offering costs
Common stock repurchased and canceled
Proceeds from debt
Repayments on notes payable
Net cash provided by financing activiti
Net change in cas
Cash at beginning of year

Cash at end of year

Inception
2005 2004 through 2005
$ (19,414,19) (4,620,66) $ (24,160,86)
operating
1,012,401 849,00( 1,861,401
109,07( — 109,07(
5,516,63: 753,81. 6,313,20!
1,637,12! 251,76 1,888,89!
98,08( 13,05¢ 111,13t
365,91( — 365,91(
4,861,62! 123,33: 4,984,96:
22,81( 457,12: 479,93:
26,36( 58,67( 85,167
(88,185 (38,950 (127,13
23,65¢ 23,82: 54,98:
(388,21() — (388,21()
(6,216,91) (2,129,03i) (8,421,55)
— (232,743 (232,747
(258,907 (173,009 (431,907
(258,907 (405,746 (664,64%)
5,346,21 9,00C 5,356,21
= = (325)
2,896,88! 3,382,701 6,354,59
(58,614 (5,000) (63,614
8,184,48! 3,386,701 11,646,86
1,708,67: 851,92 2,560,66!
851,99: 68 —
$ 2,560,66! 851,99: $ 2,560,66!

See accompanying summary of accounting policies
and notes to consolidated financial statements
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PHARMAFRONTIERS CORP.
(A Development Stage Company)

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

(Inception) through December 31, 2003 and 2004

Inception
2005 2004 through 2005
NON-CASH TRANSACTIONS

Issuance of common stock for purchase of Opexa $ — 23,750,000 23,750,00
Issuance of common stock to Sportan shareholders — 147,73 147,73:
Issuance of common stock for University of Chicéigense 1,868,38. 427,07! 2,295,45!
Issuance of common stock for accrued interest 525,51: — 525,51:
Conversion of notes payable to common stock 6,159,61! 248,37( 6,407,98!
Conversion of accrued liabilities to common stock 17,17¢ — 17,17¢
Conversion of accounts payable to note payable — 93,36¢ 93,36¢
Discount on convertible notes relating to:

- warrants 1,433,10: 1,848,50: 3,309,791

- beneficial conversion feature 831,94« 855,84¢ 1,715,97:

- stock attached to notes 999,07 288,36t 1,287,441

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

F-14




Back to Table of Contents
Index to Financial Statements

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

NOTE 1 - SUMMARY OF ACCOUNTING POLICIES

PharmaFrontiers Corp. (“ Pharma ") was incorpetah Texas on January 22, 2003 as a bio-pharmaakcdmpany engaged in developing autologous petied cell
therapies. During the development stage, Pharmairecithe worldwide license to technology developedrgonne National Laboratory, a U.S. DepartnadrEnergy
Laboratory Operated by the University of ChicagdAfgonne ” ). This is an exclusive license to amstcell technology in which adult pluripotent steells are derived from
monocytes obtained from the patient ’ s own blabe ( License " ). A patent application was filedNovember 2003, with the United States Patentlaade Office regarding
the technology involved in the License.

On October 7, 2004 Pharma entered into an agreeimecuire all of the outstanding stock of Opekaraceuticals, Inc. ( “ Opexa " ). The agreemévgexd on November 5,
2004. A total of 2,500,000 shares of Pharma ' sroom stock were exchanged for all of the outstandingk of Opexa. 2,250,000 shares was issued tgadOgi@reholders in
December 2004 and the balance of 250,000 shagddd been held in escrow for the prerequisiteyaae period, was issued in November 2005.The attopri was accounted
for under the purchase method, where all of Opexassets are restated to their fair market valud®acquisition date, which approximated book @althe 2,500,000 shares
Pharma were valued at $23,750,000 or $9.50 pee shduich represents their current value at the.tiBee Note 12 for details.

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

Basis of presentation. The consolidated finandatesnents include the accounts of Pharma and itdlyvbwned subsidiary, Opexa. Significant inter-qmany accounts and
transactions have been eliminated.

Reclassifications. Certain amounts in the 2004 alistested financial statements have been reclassifie
to conform to the 2005 consolidated financial steet presentation.

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

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

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

Income Taxes. Income tax expense is based on egpbearnings before income taxes. Deferred incoresteeflect the impact of temporary differencesveen assets and
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.

Stock-Based Compensation. Pharma accounts for-asid compensation under the intrinsic value nietbader this method, Pharma recognizes no comgpiensaxpense for
stock options granted when the number of underlgimares is known and exercise price of the opsareater than or equal to the fair market valuthefstock on the date of
grant. The following table illustrates the effeatmet loss and net loss per share if Pharma hdteegpe fair value provisions of FASB Statement M23, Accounting for Stock-
Based Compensation, to stock-based employee comupems

Inception
2005 2004 through 2005
Net loss as reporte $ (19,414,19) $ (4,620,66) $ (24,160,86)
Add: stock based compensation determined u ndénsit value based method 2,487,74. 123,33! 2,611,07.
Less: stock based compensation determined underafaie based method (4,264,01) (153,36 (4,417,37)
Pro forma net loss $ (21,190,46) $ (4,650,69) $ (25,967,16)
Basic and diluted
Net loss per common share:
As reported $ 129 $ (.79 N/A
Pro forma $ 1.3%) % (.79 N/A

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

The weighted average fair value of the stock optigranted during 2005 was $2.49. Variables usaHédrBlack-Scholes option-pricing model include 29 risk{ree interes
rate, (2) expected option life is the actual rermgjnife of the options as of each year end, ()exted volatility is 175.40% and (4) zero expectidends.

The basic net loss per common share is computetivijing the net loss by the weighted average nunobeommon shares outstanding. Diluted net losscpenmon share
computed by dividing the net income adjusted ofieanf converted" basis, by the weighted averagabrer of common shares outstanding plus potentiialiei® securities. Bas
and diluted loss per share is the same due to palteliutive securities had an arttilutive effect and were not included in the caftidn of diluted net income per comn
share.

Research and development. Research and develogxeenses include salaries, related employee expeosesulting fees, facility costs, and laboratoogts. All costs fc
research and development activities are expensed@sed. Pharma expenses the costs of licenggatefits and the prosecution
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of patents until the issuance of such patents laaddmmercialization of related products is reabynassured.

Recently Issued Accounting Pronouncements. In Dbeer004, the FASB issued SFAS No.123R, “AccounforgStock-Based CompensatiorSFAS No.123R establist
standards for the accounting for transactions incwvlan entity exchanges its equity instrumentsgoods or services. This Statement focuses primarnlyaccounting fc
transactions in which an entity obtains employe®ises in shardased payment transactions. SFAS No0.123R requiatgite fair value of such equity instruments ogaize(
as expense in the historical financial statemestseavices are performed. Prior to SFAS No0.123R;, certain pro forma disclosures of fair value wegguired. SFAS No.12:
shall be effective for small business issuers de@beginning of the first interim or annual rejpay period that begins after December 15, 2005il&\harma has issued optit
to employees recently, the adoption of this newoanting pronouncement is not expected to have anmhtmpact on the consolidated financial statetmefi Pharma during tl
calendar year 2006.

Pharma does not expect the adoption of any ottently issued accounting pronouncements to havigrafisant impact on their consolidated financialsjtion, results ¢
operations or cash flow.

NOTE 2 - GOING CONCERN

As shown in the accompanying consolidated finarst@lements, Pharma incurred recurring net loss$%414,197 and $4,620,664 in 2005 and 20@%pectively, and has
accumulated deficit of $24,160,864 as of Decemie2805. These conditions raise substantial dosilhd #harma ability to continue as a going concern. Managersetnyinc
to raise additional capital through sales of cotilvkr debt and equity. The consolidated financiatesnents do not include any adjustments that niightecessary if Pharme
unable to continue as a going concern.

NOTE 3 - LICENSE AGREEMENT

In February 2004, Pharma entered into an agreemithtthe University of Chicago (“University”jor the worldwide license to technology developeéddegonne Nation:
Laboratory, a U.S. Department of Energy Labora®®perated by the University. In consideration far icense, Pharma paid the University $57,742 amdeal to issue 375,3
shares of its common stock. 187,688 shares valu&@®075 were issued on February 20, 2004. In Deee 2004, the License Agreement was amended ggaRtiarma &
exclusive, non-transferable worldwide license te tUniversitys stem cell technology. In consideration for theeadment, Pharma paid the University an additiod&I5$000
issued the University 55,000 shares of common staflked at $352,000, bringing the total ownersHiplmarma by the University to 242,688 shares, agtegay the Universi
$1,500,000 on the earlier of October 30, 2005 amnugne closing of a Pharma financing where proceedgreater than $10 million and agreed to iskadJniversity shares
Pharma common stock, including the shares alressiyed, equal to 2.6% of the total outstanding nunolbeshares after conversion of the 15% exchangeabhvertibl
subordinated promissory notes upon the later offitise financing or November 30, 2005 and afteug&sce of any and all equity in the form of stockha close of the fir
financing.

In June 2005, 274,836 shares of common stock wsteed to the University of Chicago per the terma lifense agreement. These shares were recor@86 8064.
In August 2005, 17,099 shares of common stock veskeed to the University of Chicago per the terina icense agreement. These shares were recor@d99,434.
By amendment dated October 31, 2005 Pharma ardrtiversity agreed to extend the date upon which$th&00,000 to April 30, 2006.

In June of 2004, Pharma paid $50,000 to The Unityeo$ Texas MD Anderson Cancer Center for an aptio negotiate a licensing agreement for the usgedpheral bloo
stem cells for cardiac
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regeneration. This option to negotiate the licegsigreement expired on September 21, 2004 andiheaiundable fee of $50,000 was written off durd@f4.
NOTE 4 - INTANGIBLE ASSETS

Intangible assets consisted of the following atéreber 31, 2005:

Description Life Amount

University of Chicago license (see Note 3) 19 years $ 4,028,20:
Opexa intangible group (see Note 12) 16 years 23,091,12
Subtotal 28,019,33
Less: accumulated amortization (1,888,89)
Intangible assets, net $ 26,130,44

Amortization expense totaled $1,637,129 and $231ifGiscal 2005 and 2004, respectively.
NOTE 5 - PROPERTY AND EQUIPMENT

Property and equipment consisted of the followihPecember 31, 2005:

Description Life Amount

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

Depreciation expense totaled $98,080 and $13,0fi8dal 2005 and 2004, respectively.
NOTE 6 - INCOME TAXES

Pharma uses the liability method, where deferredtsets and liabilities are determined based @expected future tax consequences of tempordrelifces between the
carrying amounts of assets and liabilities for ficial and income tax reporting purposes. Duringdi®005 and 2004, Pharma incurred net lossestla@dfore, has no tax
liability. The net deferred tax asset generatethleyloss carry-forward has been fully reserved. diraulative net operating loss carry-forward isragpmately $12,000,000 at
December 31, 2005, and will expire in the years422ough 2025.

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

Deferred tax assets

Net operating losses $ 4,080,001
Less: valuation allowance (4,080,000
Net deferred tax asse $ =
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NOTE 7 - THIRD PARTY CONVERTIBLE NOTES

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

» Warrants: In connection with the bridge note exdeaand private placement offerings in June and thue separate types of warrants to purchasebato?.75 shares of
common stock were issued as follows: (i) a Serié¥arant which expired on February 17, 2006; (i§exies B Warrant for one-half of a share with s@reise price of
$2.90 which expires on October 17, 2006; (iii) an8eries C Warrant for one share with an exeraise pf $4.00 that expires on May 25, 2010.

« Pharma analyzed the convertible notes and the mtarfar derivative accounting consideration undeAS 133 and EITF 00-19. Pharma determined the eddzkd
conversion option in the convertible notes andvwherants met the criteria for classification incktioolders equity under SFAS 133 and EITF 00-19.r&toee, derivative
accounting was not applicable for these convertiloles payable or their associated warrants.

NOTE 8 - NOTE PAYABLE
Note payable consists of the followir

Note payable to the University of Chicago; no iagy due earlier of Pharn
raising $10,000,000 in an Equity Financing or AB0I, 2006; secured by
license (See Note 3 for details) $ 1,500,00t

NOTE 9 - COMMITMENTS AND CONTINGENCIES

After purchasing Opexa, Pharma assumed an eigimbeernh operating lease from Opexa for a researdlityad he lease commenced in June 2003 and wagaegpire in
November 2004. Pharma extended the lease initiaity March 31, 2005 and extended it again untpt8eber 30, 2005. Pharma terminated the lease tob€rc7, 2005 an
entered into a ten-year lease with a new landldrithvcommenced on October 1, 2005.

Future minimum lease payments under the cameellable operating lease are $72,474 for 20067 $74 for 2007, $137,196 for 2008, $139,782 fi6R $147,540 for 2010 a
$731,883 for thereafter

Rent expense for 2005 was $178,963 and $389,300f4.
NOTE 10 - EQUITY
During 2003, Pharma sold 5,250,000 shares of constamk for $1,000.

In April 2003, 1,706,250 shares were reacquireds8#5 and canceled.
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Additional contributions to capital of $56,360 réed from the discounted value to notes payabletdwearrants and beneficial conversion featureschttd to convertible notes
was issued in 2003.

During 2004, 22,500 shares of common stock werm fewl$9,000.

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

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

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

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

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

During 2004, 607,501 shares of common stock wegeis to note holders for the conversion of $248@&#frincipal and interest from convertible notes.

In November 2004, 80,000 shares of common stock wancelled pursuant to the terms of an employsegmération agreement.

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

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

In June 2005, Pharma sold 3,387,217 shares of constock with 9,314,868 warrants for $5,080,826. Waerants have exercise prices ranging from $2targl expire in
seven months to four years. The relative fair valihe common stock is $886,913 and the relatwevialue of the warrants is $4,198,913. Offeringts of $434,262 related to
shares issued were charged to additional paidpitata

In July 2005, Pharma sold 507,292 shares of comstmrk with 1,395,053 warrants for $760,943. Theramts have exercise prices ranging from $2 to $¥expire in seven
months to four years. The relative fair value & tommon stock is $216,801 and the relative fdiresaf the warrants is $544,137. Offering cost$&f,290 related to shares
issued were charged to additional paid in capital.

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

In June 2005, 5,658,575 shares of common stock issued to note holders for the conversion of $6,8%9 of principal and $525,513 interest from catibke notes.

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

F-20




Back to Table of Contents
Index to Financial Statements

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

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

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

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

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

NOTE 11 - STOCK OPTIONS AND WARRANTS

In 2004 Pharma adopted the 2004 Stock Option Ptaa Plan”). The Plan provides for the grantingstifck options to employees and consultants of Pharm

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

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

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

Stock Options:

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

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

In June 2005, options to purchase 30,000 shar€smwimon Stock were issued to two employees at artiseeprice of $3.00 per share, of which optionstee immediately.
These options have no intrinsic value due to egerprice exceeded the market price at the dateeajrant.
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In August 2005, options to purchase 20,000 shar€@mmon Stock were issued to an employee at arciseeprice of $1.14 per share. One third of thitoos vested
immediately, one third of the options vest on ti& fanniversary date, and the remaining one thetsts on the second anniversary date. These opftamesno intrinsic value due
to exercise price exceeded the market price addbe of the grant.

In December 2005, options to purchase 376,000 sldr@ommon Stock were issued to fifteen Opexa eyggls at an exercise price of $0.70 per sharef@mth of the option:
vest on the first anniversary date, one fourtthefaptions vests on the second anniversary dagefoomth of the options vests on the third annigerglate, and the remaining ¢
fourth vests on the fourth anniversary date. Thgg®ns have no intrinsic value due to exercisegequaled the market price at the date of thetgran

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

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

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

In April 2005, warrants to purchase 20,000 shaféSammon Stock were issued to a consultant at ancese price of $3.00 per share of which one tbfrthe warrants vest on
the first anniversary date, one third of the waisarests on the second anniversary date, and itheimgng one third of warrants vests on the thirdie@rsary date. These warra
have a fair value of $83,562, of which $27,854 I@sn expensed during 2005.

In June 2005, warrants to purchase 175,000 sh&a@smmon Stock were issued to four consultantsiabercise price of $4.00 per share. One thirdhefwarrants vested
immediately, one third of the warrants vest onfttet anniversary date, and the remaining one tbfrthe warrants vests on the second anniversdey @aese warrants have a
fair value of $467,120, of which $84,813 has begreased during 2005.

In July 2005, warrants to purchase 8,100 shar&€oaimon Stock were issued to a consultant at arcieeeprice of $1.50 per share, of which warranttedimmediately. These
warrants have a fair value of $21,150, of which,%2% has been expensed during 2005.

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

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

In September 2005, warrants to purchase 15,00@slodtCommon Stock were granted to a consultasm a&ixercise price of $1.19 per share of which wasraested
immediately. These warrants have a fair value & $31, of which $13,161 has been expensed durif§.20
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In October 2005, warrants to purchase 167,500 ster€ommon Stock were issued to four independeatirs at an exercise price of $1.15 per shane. {Bird of the warran
vested immediately, one third of the warrants westhe first anniversary date, and the remaining third vests on the second anniversary date. Thesants have a fair value
of $191,658, of which $53,397 has been expensedgi@nos.

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

In connection with the bridge note exchange andapei placement offerings in June and July, 2,54By@&rrants granted in prior years and early 200&ewancelled and three
separate types of warrants to purchase a total’éf shares of common stock were issued as foll@iv$0,411,400 units of Series A Warrant for 1.2auigs with an exercise
price of $2.00 which expires on February 17, 2q0p4,163,701 units of Series B Warrant for onéflofia share with an exercise price of $2.90 wregpires on October 17,
2006; (iii) and 8,329,108 units of Series C Warfantone share with an exercise price of $4.00 éxgires on May 25, 2010.

Summary information regarding options is as follows

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

Granted — % — 150,000 $ .1C
Outstanding at December 31, 2003 — — 150,00( .AC
Year ended December 31, 2004:

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

Granted 630,50( 1.57 25,041,28 2.8¢€

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

Exercise Remaining Options Options Warrants Warrants
Price Life Outstanding Exercisable Outstanding Exercisable
$5.00 3 -4 year 53,33 53,33 50,00( —
4.00 4 -5year — — 8,504,10: 8,362,44.
3.00 4 -5 year 219,50( 63,33 145,00( 75,00(
3.00 3 -4 year 885,00( 395,00( 50,00( 16,667
2.90 0.83 year — — 4,164,56' 4,164,56'
2.00 0.13 year — — 10,411,40 10,411,40
1.50 4 -5year — — 468,94 8,10(
1.19 4 -5year — — 215,00( —
1.15 4 -5year — \Y 167,50( —
1.14 4 -5year 20,00(¢ 6,667 — —
0.70 9-10 year 376,00( — — _

1,553,83. 518,33: 24,176,52 23,038,17

NOTE 12 - PURCHASE OF OPEXA

On October 7, 2004 Pharma entered into an agreeimactuire all of the outstanding stock of OpéiXee agreement closed on November 5, 2004. Phasuad<Opexa
shareholders 2,500,000 shares of Pharma’s comrook &ir all of the outstanding stock of Opexa. 280, of the 2,500,000 shares were put in escrowa fome-year period
pursuant to the escrow agreement. The balanceed38,000 shares were issued to Opexa sharehaiddoyember 2005. The acquisition was accountedifater the purchase
method, where all of Opexa’s assets are restatéitbiofair market value on the acquisition datkjckh approximated book value. The 2,500,000 shafr®harma were valued at
their then fair value of $23,750,000 or $9.50 gars.

Pharma acquired Opexa because Opexa holds rigtgshnology to diagnose and treat multiple sclertsiough modified autoreactive T cells and isently in FDA Phase I/l
human dose ranging clinical trials to evaluateséfety and effectiveness in treating multiple sudés.

The results of operations for Opexa from Novemh&0®4 through December 31, 2005 are includedarttiatements of Operations and the Statementssif Elaws.

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

Current assets $ 55,38
Property, plant and equipment, net 639,16(
Intangible assets 23,991,12
Total assets acquired 24,685,67
Current liabilities 935,67!
Total liabilities assumed 935,67!
Net assets acquire $ 23,750,00

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

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

NOTE 14 - SUBSEQUENT EVENTS

Pharma entered into a remodeling construction aohto complete three Good Manufacturing Practi@P”) production suites at its new facility. Therstruction contract
plus equipment purchased separately cost approaiyn®500,000. The construction began October 15200

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

The Series A Warrant issued to investors in conoeatith the bridge note exchange and private pres offerings in June and July of 2005 expiredrebruary 17, 2006.
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PART Il

INFORMATION NOT REQUIRED IN PROSPECTUS

Item 13. Other Expenses of Issuance and Distribution.

The following table sets forth the costs and expensther than the underwriting discounts and casimns, payable by the registrant in connectiom wie sale ¢
the securities being registered. All amounts atienases except the Securities and Exchange Conwnisegistration fee.

Securities and Exchange Commission Registration Fee $ 6,88¢
Printing Costs 3,00(
Legal Fees and Expenses 50,00(
Accounting Fees and Expenses 15,00(
Transfer Agent and Registrar Fees 3,00(
Miscellaneous 10,00(
Total $ 87,88¢

Item 14. Indemnification of Directors and Officers.

The Company has the authority under Articles 2.0@pand 2.02-1 of the Texas Business Corporation(ABCA”") to indemnify its directors and officers to
extent provided for in such statute. The TBCA pdag, in part, that a corporation may indemnify r@ctor or officer or other person who was, is othieatened to be mad
named defendant or respondent in a proceeding becaiwch person is or was a director, officer, eygdoor agent of the corporation, if it is deterndirikat such person: (
conducted himself in good faith; (2) reasonablyiéwedd, in the case of conduct in his official capaas a director or officer of the corporationatthis conduct was in t
corporation’s best interest and, in all other caiest his conduct was at least not opposed tadhgorations best interests; and (3) in the case of any cahgroceeding, had |
reasonable cause to believe that his conduct wiasviii.

A corporation may indemnify a person under the TB&geinst judgments, penalties, including excise sindlar taxes, fines, settlement, unreasonableesg
actually incurred by the person in connection witie proceeding. If the person is found liable te torporation or is found liable on the basis thetsonal benefit wi
improperly received by the person, the indemnifaais limited to reasonable expenses actuallyrir@liby the person in connection with the procegdamd shall not be ma
in respect of any proceeding in which the persoall diave been found liable for willful or intentimhmisconduct in the performance of his duty to ¢leeporation. Th
corporation may also pay ceimburse expenses incurred by a person in corumegiith his appearance as a witness or other faation in a proceeding at a time when he it
a named defendant or respondent in the proceeding.

The Companys Articles of Incorporation provide that none & directors shall be personally liable to the Conypar its shareholders for monetary damages fi
act or omission in such directertapacity as a director; provided, however, thatliability of such director is not limited to tlextent that such director is found liable for &
breach of the directas’duty of loyalty to the Company or its sharehadd€2) an act or omission not in good faith thatstidutes a breach of duty of the director to tlmn@an
or an act or omission that involves intentional coisduct or a knowing violation of the law, (3) antsaction from which the director received an inpprdbenefit, whether or r
the benefit resulted from an action taken withia #tope of the directa’office, or (4) an act or omission for which thebllity of the director is expressly provided bg
applicable statute.
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The Company believes that these provisions wililsagsin attracting and retaining qualified indiials to serve as executive officers and direcfbing. inclusion ¢
these provisions in the Company’s Articles of Inppmmation may have the effect of reducing a liketiiocof derivative litigation against the Compasydirectors and mi
discourage or deter shareholders or management ramging a lawsuit against directors for breachtledir duty of care, even though such an actiorsuifcessful, migl
otherwise have benefited us or our shareholders.

The Company'’s Articles of Incorporation and Byvs provide that the Company may indemnify itsagffs, directors, agents and any other persorteetfutlest exter
permitted by the TCBA.

Additionally, under their employment agreementshwitharmaFrontiers Corp. Messrs. McWilliams and Roae entitled to indemnification in their capacits
officers of the Company to the fullest extent peted by the TCBA.

Iltem 15. Recent Sales of Unregistered Securities.
Acquisition of PharmaFrontiers Corp.

On June 4, 2004, when the company was named “Spbinged Industries, Inc.it issued, 6,386,439 shares of common stock tshiaeeholders of PharmaFront
Corporation, a Texas corporation ("PharmaFrontjersexchange for all the outstanding capital stoElPharmaFrontiers. The shares of common stocleds# the acquisitic
were offered and sold pursuant to the exemptiom fregistration afforded by Rule 506 under the SéesrAct of 1933 (the “Securities Actgnd/or Section 4(2) of the Securi
Act. The Company subsequently changed its namPharmaFrontiers Corp.”

Acquisition of OPEXA

In connection with the closing of the Company’s @sijion of OPEXA Pharmaceuticals, Inc., a Delawaggporation (“OPEXA”),on November 5, 2004, t
Company issued 2,500,000 shares of its common spackvalue $0.05 per share, to the former holdecommon stock of OPEXA in exchange for their OPE¢6mmon stocl
The shares of common stock issued in the acquisitiere offered and sold pursuant to the exemptiom fregistration afforded by Rule 506 under theusiges Act and/c
Section 4(2) of the Securities Act. On June 9, 28@5Company issued 200,000 shares of common sad8knders Morris Harris, Inc. in exchange for adry services provide
in connection with the acquisition of OPEXA. Theasts were sold pursuant to the exemption from trgisn afforded by Rule 504 under the Securities &f 1933 (th
“Securities Act”) and/or Section 4(2) of the Seties Act.

15% Exchangeable Convertible Subordinated Note Priate Placement Financing and Subsequent Exchange

During the six months ended February 15, 2005 Qbmpany issued to accredited investors in a prip&teement: (i) 15% Exchangeable Convertible Netik a
principal amount of $6.1 million, (ii) an aggregate612,688 shares of common stock, and (jii) &trig receive a warrant to purchase common stobk. Gompany receivi
gross proceeds of $6.1 million from this privataggment. The securities issued in the acquisitierewffered and sold pursuant to the exemption fregistration afforded t
Rule 506 under the Securities Act of 1933 (the tBies Act”) and/or Section 4(2) of the Securities Act. In cartim with this private placement, the Company esdtantc
Registration Rights Agreements with the purchasegsiring that, among other things, the Companystegthe shares issued, those shares issuablenmersion of the not:
and those shares issuable upon exercise of thantdor resale under the Securities Act.

-81-




Back to Table of Contents
Index to Financial Statements

In addition, the Company issued to the placemeanh&sgwho assisted with the sale of the Notes, wesr® purchase 216,875 shares of Common Stoclpete o
$1.50 per share. These warrants expire on Febfi4grg010. The Company is obligated to registerdsale the shares of common stock issuable upanisgef the warrants.

On June 30, 2005 the Company, in exchange forugditanding 15% Exchangeable Convertible Subordihiiges and the associated rights to warrantsedsgsu thi
accredited investors holding the notes: (i) an eggte of 5,658,575 shares of our common stockS@ijes A Warrants to purchase an aggregate ofl®98 shares of o
common stock, (iii) Series B Warrants to purchaseggregate of 2,216,799 shares of our common sémek(iv) Series C Warrants to purchase an agtgegat, 433,598 shar
of our common stock. In connection with this exaprffering, the Company entered into a RegistnaRights Agreement dated June 17, 2005 with théggzants in th
exchange offer requiring that, among other thirilgs, Company register the shares issued in the aegehaffer and issuable upon exercise of the wesrdat resale under t
Securities Act.

The notes and shares of common stock and warrastsided above were offered and sold pursuantet@xiemption from registration afforded by Rule b@@ler th:
Securities Act, Section 3(a)(9) of the Securities and/or Section 4(2) of the Securities Act.

Sale of Common Stock, Series A Warrants, Series B &tants and Series C Warrants

In the month ended July 15, 2005, the Company cetegla private placement to accredited investo(§ ah aggregate of 3,834,508 shares of commark stba pe
share price of $1.50 pursuant to the terms of SesiPurchase Agreements dated June 17, 2005uyd S, 2005 by and among the Company and eacheoptirchasers.
connection with this private placement, the Compantered into a Registration Rights Agreement ddtete 17, 2005 and July 15, 2005 with the purclkassguiring tha
among other things, the Company register the sharessale under the Securities Act.

In addition, the Company issued to the placemeantgassisting with the private placement, warréhts “Placement Agent Warrantg9) purchase 228,992 share
common stock at an exercise price of $1.50 pereshite Placement Agent Warrants are exercisableJumte 17, 2010. The Company is obligated to tegifor resale tt
shares of common stock issuable upon exerciseed?ldicement Agent Warrants.

The shares of common stock and warrants describeeeavere offered and sold pursuant to the exemgtam registration afforded by Rule 506 under $eeuritie
Act and/or Section 4(2) of the Securities Act.

Shares of Common Stock Issued To the University @hicago

Pursuant to the terms of a First Amended and Rsbiatense Agreement (the “License Agreemedtded December 30, 2004 with the University of @b, the
Company has issued 533,064 shares of common stawknsideration of the license granted to the Cawpahe License Agreement obligates the Compamya feeriod of time
to issue sufficient shares so as to enable theddsity of Chicago to maintain a certain percentag@ership. Thus the shares were issued from tintente as the Compa
issued shares in connection with its various affgsi The shares of common stock were offered aliimosuant to the exemption from registration afém by Section 4(.
under the Securities Act. In connection with thedrnse Agreement, the Company agreed to registeshtires issued thereunder for resale under theieséct.

-82-




Back to Table of Contents
Index to Financial Statements

Sale of Common Stock and Warrants - April 2006

On April 13, 2006, the Company issued (i) 46,000,8Bares of Company common stock and warrantsrithpse a total of 23,000,000 shares of Company am
stock to 41 “accredited investors” as such termeined in Rule 501 under the Securities Act of 3 @Bie “Act”); and (ii) warrants to purchase 2,137,200 sharesoofigain
common stock to MDB Capital Group LLC and anothekier dealer. The Company received gross procee#i23000,000 ($21,245,900 proceeds after the dieduof sale

commissions) from the private placement.

The offers and sales were made without registraticter the Act, or the securities laws of certaates, in reliance on the exemptions provided hbytiSe 4(2) of Ac
and Regulation D under the Act and in reliance iomilar exemptions under applicable state laws. iBBaance of the Comparsytommon stock and the warrants issued i
Transaction did not involve any public offeringchanvestor made representations regarding itssinvent intent, experience and sophistication; éaedstor either received
had access to adequate information about us irr ¢od@ake an informed investment decision; haviegeived representations to this effect, we beltba¢ each investor is
“accredited investoras that term is defined under Rule 501(a) of RegulaD; and no advertising or general solicitatieas made in connection with the sale and issuahtiee

Company’s common stock and warrants in the Traimact

Item 16. Exhibits and Financial Statement Schedules

(€) Exhibits . The following exhibits of the Company are inclddeerein.

Exhibit 2.1

Stock Purchase Agreement (incorporated by refereméshibit 2.1 to the Company's Current Reporfomm 8-K
filed June 4, 2004)

Exhibit 2.2

Merger Agreement (incorporated by reference to Ek!2.1 to the Company's Current Report on 8-Kdfi@ctober
8, 2004)

Exhibit 3.1

Amended and Restated Articles of Incorporationdiporated by reference to Exhibit A to the Compsubgfinitive
Information Statement filed on June 29, 2004)

Exhibit 3.2*

Amendment dated January 12, 2006 to the AmendedRanthted Articles of Incorporation

Exhibit 3.3

By-laws (incorporated by reference to Exhibit 22hHe Company's Registration Statement on FormB.QF8e No.
000-25513), initially filed March 8, 1999

Exhibit 4.1

Form of Common Stock Certificate (incorporated lference to Exhibit 2.3 to the Company's Registmat|
Statement on Form 10-SB (File No. 000-25513),afiitifiled March 8, 1999

Exhibit 5.1 *

Opinion of Vinson & Elkins L.L.P.

Exhibit 10.1

2004 Compensatory Stock Option Plan (incorporatgdrdference to Exhibit B to the Company's Defirsti
Information Statement filed on June 29, 2004)

Exhibit 10.2

Employment Agreement of David McWilliams (incorptad by reference to Exhibit 10.1 to the Compan
Quarterly Report on Form 10-QSB filed November 2@)4)

V'S

Exhibit 10.3

Second Amended Employment Agreement of William Rogscorporated by reference to Exhibit 99.1 to t
Company's Current Report on Form 8-K filed Februgrg005)

ne




Back to Table of Contents
Index to Financial Statements

Exhibit 10.5

Director's Agreement of David McWilliams (incorpted by reference to Exhibit 10.4 to the Companysi@@rly
Report on Form 10-QSB filed November 16, 2004)

Exhibit 10.7

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

Exhibit 10.10

Scientific Board Advisory Agreement of Yong Zhaadorporated by reference to Exhibit 10.3 to the fany's
Quarterly Report on Form 10-QSB filed November 2@)4)

Exhibit 10.11

Termination Settlement and Release Agreement wit&yne Fritzsche (incorporated by reference toilix89.3
to the Company's Current Report on Form 8-K filetbftiary 4, 2005)

Exhibit 10.12

Form of Warrant Agreement (incorporated by refeeetoc Exhibit 10.13 to the Company's Annual Report-orm
10-KSB filed April 15, 2005)

Exhibit 10.13

Amended and Restated License Agreement with Baytillege of Medicine (incorporated by reference tdiBit
10.14 to the Company's Annual Report on Form 10-Ki# April 15, 2005)

Exhibit 10.14

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

Exhibit 10.15

Form of Series A Common Stock Purchase Warranb(puarated by reference to Exhibit 10.15 to Form Sfled
July 19, 2005)

Exhibit 10.16

Form of Series B Common Stock Purchase Warrano(purated by reference to Exhibit 10.16 to Form Sfled
July 19, 2005)

Exhibit 10.17

Form of Series C Common Stock Purchase Warranbiiacated by reference to Exhibit 10.17 to Form Sfled
July 19, 2005)

Exhibit 10.18

Securities Purchase Agreement dated June 17, 2p@Hd among the Company and the Investors namedirthg
(incorporated by reference to Exhibit 10.18 to F@&@B2 filed July 19, 2005)

Exhibit 10.19

Registration Rights Agreement dated June 17, 2@0&ndl among the purchasers of common stock nanesdith
(incorporated by reference to Exhibit 10.19 to F@B2 filed July 19, 2005)

Exhibit 10.20

Securities Purchase Agreement dated June 30, 2p@GHd among the Company and the purchasers of com
stock named therein (incorporated by referencextolit 10.20 to Form SB-2 filed July 19, 2005)

mo

Exhibit 10.21

Securities Purchase Agreement dated July 15, 290&nd among the Company and the Investors namedithe
(incorporated by reference to Exhibit 10.21 to F@&Br2 filed July 19, 2005)

Exhibit 10.22

Registration Rights Agreement dated July 15, 209%ihd among the Company and the Investors nameditthg
(incorporated by reference to Exhibit 10.22 to F@B2 filed July 19, 2005)
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Exhibit 10.23 License Agreement dated January 13, 2006 by the p@oynand Shanghai Institute for Biological Services
(incorporated by reference to Exhibit 10.23 to Aairaent No.1 to Form SB-2 filed February 9, 2006)

Exhibit 10.24 Lease Agreement dated August 19, 2005 by the Coynaad Dirk D. Laukien (incorporated by referenceesdibit
10.13 to the Company's Annual Report on Form 10-K&# March 31, 2006)

Exhibit 10.25 Form of Warrant Agreement issued to brokers in ection with 2005 offerings(incorporated by refererto
Exhibit 10.25 to Amendment No. 2 to Form SB-2 fikepril 11, 2006)

Exhibit 10.26 Purchase Agreement dated April 11, 2006 (incorgordty reference to Exhibit 10.1 to the Company’sréut
Report on Form 8-K filed April 18, 2006)

Exhibit 10.27 Registration Rights Agreement dated April 11, 2@@&orporated by reference to Exhibit 10.2 to them@any’s
Current Report on Form 8-K filed April 18, 2006)

Exhibit 10.28 Form of Warrant issued in connection with April BOfinancing (incorporated by reference to Exhitfit3lto the
Company’s Current Report on Form 8-K filed April, 2Z®06)

Exhibit 10.29 Form of Broker Stock Purchase Warrant issued to MI¥pital Group LLC (incorporated by reference tchibit
10.5 of the Company’s Current Report on Form 84&dfiApril 18, 2006)

Exhibit 10.30 Second Amendment to the Amended and Restated leckgeement (incorporated by reference to Exhibig lof
the Company’s Report on Form 8-K filed April 18,08)

Exhibit 23.1 * Consent of Malone & Bailey, PC
Exhibit 23.2 * Consent of Vinson & Elkins L.L.P. (included in Ekiti5.1)
* Filed herewith
(b) Financial Statement Schedules.

All schedules are omitted because they are inagplcor the requested information is shown in thesolidated financial statements of the registaarrelated note
thereto.

Item 17. Undertakings.

(@) The undersigned registrant hereby unkiesta
(1) To file, during any period in which oféeor sales are being made, a post-effective amemtchméhis registration statement:
0] To include any prospectus required byt®ecl0(a)(3) of the Securities Act of 1933;
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(ii) To reflect in the prospectus any facts or evenitsrgy after the effective date of the registratgiatement (or the most rec
posteffective amendment thereof) which, individuallyinrthe aggregate, represents a fundamental chiantpe information set forth in the registrat
statement. Notwithstanding the foregoing, any iasesor decrease in volume of securities offerethéftotal dollar value of securities offered woulol
exceed that which was registered) and any devidtimm the low or high end of the estimated maximeoffering range may be reflected in the forn
prospectus filed with the Securities and Exchange@ission pursuant to Rule424(b) if, in the aggtegthe changes in volume and price represe
more than a 20 percent change in the maximum agtgegfering price set forth in the “Calculation Régistration Feetable in the effective registrati
statement; and

(iii) To include any material information with respecthe plan of distribution not previously disclosadhe registration stateme
or any material change to such information in ggistration statement.

2 That, for the purpose of determining siapility under the Securities Act of 1933, eaclelsposteffective amendment shall be deemed to
new registration statement relating to the seasitiffered therein, and the offering of such séiesriat that time shall be deemed to be the infttala fide offerin
thereof.

?3) To remove from registration by means gbasteffective amendment any of the securities beingsteged which remain unsold at

termination of the offering.

(b) Insofar as indemnification for liabilities arisinmnder the Securities Act of 1933 may be permitteditectors, officers and controlling persons
registrant pursuant to the foregoing provisionsthierwise, the registrant has been advised thaeimpinion of the Securities and Exchange Comionissuch indemnification
against public policy as expressed in the Secarfiet of 1933 and is, therefore, unenforceabléhthevent that a claim for indemnification agassth liabilities (other than t
payment by the registrant of expenses incurredaat py a director, officer or controlling persontbg registrant in the successful defense of atipracsuit or proceeding)
asserted by such director, officer or controllireggon in connection with the securities being tegesl, the registrant will, unless in the opinidnt®e counsel the matter has b
settled by controlling precedent, submit to a cadirppropriate jurisdiction the question whetheehsindemnification by it is against public poliag expressed in the Securi
Act of 1933 and will be governed by the final adpadion of such issue.
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SIGNATURES

In accordance with the requirements of the Seeusrifict of 1933, as amended, the Registrant cextifiat it has reasonable grounds to believe thagéts all of th

requirements of filing on Form SB-and authorized this Registration Statement teifpeed on its behalf by the undersigned, in thg GitHouston, State of Texas, on the :
day of May, 2006.

PHARMAFRONTIERS CORP.

By: /s/ David B. McWilliams

Name: David B. McWilliams
Title: Chief Executive Officer

By: /s/ C. William Rouse

Name: C. William Rouse
Title: Chief Financial Officer and
Principal Accounting Officer

KNOW ALL MEN BY THESE PRESENTS, that each personoaé signature appears below constitutes and agpDaid B. McWilliams his true and law
attorney-infact and agent, with full power of substitution aegocation, for him and in his name, place anddté any and all capacities (until revoked intiug), to sign an
and all amendments (including padtective amendments) to this Registration Staténaewdl to file the same with all exhibits theretadeaother documents in connect
therewith, with the Securities and Exchange Comimsgranting unto said attorney-faet and agent full power and authority to do aedgrm each and every act and tt
requisite and necessary to be done as fully fantdhts and purposes as he might or could dorisope hereby ratifying and confirming all that sattbrney-infact and agent,
is substitute or substitutes, may lawfully do ousmto be done by virtue hereof.

Pursuant to the requirements of the SecuritiesoAdi933, as amended, this Registration Statemenbhan signed below by the following persons inddeacitie
and on the dates indicated.

Signature Title Date
/sl David B. McWilliams President, Chief Executive Officer and May 12, 2006
David B. McWilliams Director (principal executive officer)
/s/ C. William Rouse Chief Financial Officer May 12, 2006
C. William Rouse (principal financial and accounting officer)
/sl Paul M. Frison Director May 12, 2006
Paul M. Frison
/sl Gregory H. Bailey Director May 12, 2006
Greg Bailey
/sl Scott B. Seaman Director May 12, 2006

Scott Seaman

SIGNATURE PAGE FOR
FORM SB-2 — REGISTRATION STATEMENT




EXHIBIT 3.2

ARTICLES OF AMENDMENT
TO THE ARTICLES OF INCORPORATION
OF PHARMAFRONTIERS CORP.

Pursuant to the previsions of Article 4.04 of thexds Business Corporations Act, the undersignegocation adopts the following Articles of Amendmeatits
Articles of Incorporation:

ARTICLE ONE
The name of the Corporation is PharmaFrontiers Corp
ARTICLE TWO
Article 1V of the Articles of Incorporation is hdsg amended and restated in its entirety to reddlkasvs:
ARTICLE IV

The aggregate number of shares which the Corporatiall have authority to issue is one hundredmdfion (110,000,000), consisting of one hundredlion
(100,000,000) shares of common stock having $0ad¥glue (“Common Stock”), and ten million (10,0000) shares of preferred stock having no par véReeferred Stock”).

Shares of Preferred Stock of the Corporation maisfieed from time to time in one or more classesenies, each of which class or series shall hagh distinctive
designation or title as shall be determined byBbard of Directors of the Corporation (“Board ofr&tors”)prior to the issuance of any shares thereof. Each slass or seri
of Preferred Stock shall have such voting powerl,dr limited, or no voting powers, and such prefeces and relative, participating, optional oreotspecial rights and su
qualifications, limitations or restrictions thereafs shall be stated in such resolution or resmistiproviding for the issue of such class or sesfegreferred stock as may
adopted from time to time by the Board of Directprior to the issuance of any shares thereof patsteathe authority hereby expressly vested ialltjin accordance with tl
laws of the State of Texas.

ARTICLE THREE

This amendment to the Articles of Incorporation waepted by a majority of the shareholders of tbepGration on November 11, 2005, at a special mgedf the
shareholders. Of the 20,359,545 shares of comnoak sititled to vote on the amendment, sharehololersng 12,187,777 approved the amendment.

ARTICLE FOUR

The amendment to the articles of incorporation Hzeen approved in the manner required by the TByasess Corporation Act and by the constituenudwents ¢
the corporation. This amendment shall become éffeanmediately on January 12, 2006.

IN WITNESS WHEREOF, these Articles of Amendmenthe Articles of Incorporation have been signedtos 12t day of January 2006.
PHARMAFRONTIERS CORP.

By: /s/ David B. McWilliams

David B. McWilliams, President




EXHIBIT 5.1

(VINSON & ELKINS L.L.P. LOGO)
VINSON & ELKINS L.L.P.
2300 FIRST CITY TOWER
1001 FANNIN STREET
HOUSTON, TEXAS 77002-6760
TELEPHONE (713) 758-2222
FAX (713) 758-2346
www.velaw.com

May 11, 2006

PharmaFrontiers Corp.
2408 Timberloch Place
The Woodlands, Texas 77380

Re: Registration Statement on Form SB-2 of Pharprafars Corp.
Ladies and Gentlemen:

We have acted as counsel to PharmaFrontiers Ciwp."Company"), a Texas corporation, with respectertain legal matters in connection with the Camyx
Registration Statement on Form @Bthe "Registration Statement") relating to thgistration by the Company under the Securities #ct933, as amended (the "Secur
Act"), of the resale of shares of common stock, par value $0.05Ipare, of the Company (the "Common Stock") alréaslyed and shares of Common Stock that may bed
upon exercise of warrants dated April 13, 2006 (Warrants”).

We have examined originals or copies, certifiebthrerwise identified to our satisfaction, of (ietirticles of Incorporation and Bylaws of the Compaeach &
amended to the date hereof, (ii) the Registrati@ethent, (jii) resolutions of the board of direstof the Company and (iv) such other certificas¢atutes and other instrume
and documents as we considered appropriate foopagpof the opinions hereafter expressed. In additve reviewed such questions of law, as we censitlappropriate.

In connection with rendering the opinions set fdrélow, we have assumed that (i) all informationtamed in all documents reviewed by us is true @ndect, (i) al
signatures on all documents examined by us areigen(iii) all documents submitted to us as ori¢génare authentic and all documents submitted tasusopies conform to t
originals of those documents, (iv) the Registratiatement, and any amendments thereto (includisggffective amendments), will have become effectared (vi) all share
of Common Stock to be issued upon exercise of tlerats will be issued and sold in compliance \aitiplicable federal and state securities laws arataordance with tt
terms of the Warrants.




Based on the foregoing, and subject to the assomgtgualifications, limitations, and exceptionsfeeth herein, we are of the opinion that: (i) gferes of Commc
Stock already issued and included in the Regismafitatement are validly issued, fully paid and-aesessable; and (ii) the shares of Common Stookb#s upon exercise
the Warrants, will, upon exercise of the Warrantad¢cordance with the terms of the Warrants, biellyaksued, fully paid and non-assessable.

The foregoing opinions are limited to the laws loé State of Texas and the federal laws of the driiates of America and we are expressing no apiagto th
effect of the laws of any other jurisdiction, doresr foreign.

We hereby consent to the filing of this opinioraasexhibit to the Registration Statement and taueof our name in the Prospectus forming a gaheoRegistratio
Statement under the caption "Legal Matters." Inngwhis consent, we do not admit that we are withie category of persons whose consent is requindér Section 7 of tl
Securities Act and the rules and regulations theteu

Very truly yours,

/sl Vinson & Elkins L.L.P.




Exhibit 23.1

= ]MALDNE
& BAILEY, PC

CERTIFIED PUELIC ACCOUNTAMTS

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

To the Stockholders and Board of Directors
PharmaFrontiers Corp.
The Woodlands, Texas

We hereby consent to the incorporation by referénddis Registration Statement on Form 3Bwur report dated February 7, 2006 included hef@irthe two years end
December 31, 2005 and the period from January @23 2inception) through December 31, 2005.

We also consent to the references to us underethéiig “Experts” in such Document.

Malone & Bailey, PC
www.malone-bailey.com
Houston, Texas

May 11, 2006

Registered Public Company Accounting Oversight B
AICPA Center for Public Company Audit Firi
Texas Society of Certified Public Accounte

2925 Briarpark, Suite 930 | Houston, TX 77042
(713) 266-0530 - voice | (713) 266-1815 - fax | wmalone-bailey.com



