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PART |

FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS.

PharmaFrontiers Corp.
(a development stage company
CONSOLIDATED BALANCE SHEETS

March 31, December 31,
2006 2005
(unaudited’ (audited)
Assets
Current asset
Cash 1,059,851 $ 2,560,66!
Other current asse 208,48¢ 182,52
Total current assets 1,268,34 2,743,191
Intangible assets, net of $2,298,174 and $1,8888atcumulated amortizatic 25,846,15 26,130,44
Property & equipment, net of $278,300 and $256 @82ccumulated depreciatit 549,57 479,99¢
Other asset 450,94: 388,21(
Total asset 28,115,027 $ 29,741,83
Liabilities and Stockholder's Equity
Current liabilities:
Accounts payabl 773310 % 689,46°
Accrued expense 89,70z 240,30¢
Note payable 1,500,00!( 1,500,00!(
Total current liabilities 2,363,01! 2.429,77!
Commitments and contingenci - -
Stockholder' equity
Convertible preferred stock, no par value, 10,000 $hare: - -
authorized, none issued and outstanding
Common stock, $.05 par value, 100,000,000 share®rzed, 1,048,35. 1,030,97
20,967,035 and 20,619,545 shares issued and oditsgan
Additional paid in capita 51,088,96 50,441,94
Deficit accumulated during the development st (26,385,31) (24,160,86)
Total stockholders' equity 25,752,00 27,312,06
Total liabilities and stockholders' equity 28,115,002 $ 29,741,83




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

Three Months Three Months
Ended Ended Inception through
March 31, March 31, March 31,
2006 2005 2006

General and administratiy $ 1,075,88. $ 1,206,71! $ 2,279,39I
Depreciation and amortizatic 432,33 418,31! 2,432,36:
Research and developme 738,45( 644,26 13,096,33
Loss on disposal of asst 362 - 480,29¢
Operating los: (2,247,02) (2,269,29) (18,288,38)
Interest incom 19,62 6,93( 107,54:
Other income 3,38t 2,44z, 33,93¢
Interest expens (429) (1,487,38) (8,238,40)
Net loss $ (2,224,45) $ (3,747,300 $ (26,385,31)

Basic and diluted loss per sh: $ 0.11) $ (0.39) N/A

Weighted average shares outstanc 20,654,29 10,224,45 N/A




Cash flows from operating activitit
Net loss

Adjustments to reconcile net loss to net ¢

used in operating activitie
Stock issued for services

Stock issued for debt in excess of principal

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

Amortization of discount on notes payable due

to warrants and beneficial conversion feal

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

(unaudited)
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)
R - 1,861,401

= 109,07( 109,07(

- 1,294,10! 6,313,20!

409,28: 396,86¢ 2,298,17.

23,05! 21,44« 134,18¢

- - 365,91(

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

- - 479,93:

83,85( (554,77 169,01¢

(25,96%) (34,979 (153,101

29,39¢ 249,57! 84,37:

(62,739 - (450,944

(1,283,18) (1,910,59) (9,704,73i)

(125,00() - (357,74

(92,629 (28,357) (524,530

(217,629 (28,357) (882,279

- - 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( $ 1,711,090 $ 1,059,85!
$ - 8 - 8 =
42¢ - 42¢

$ - % -8 23,750,00!



Issuance of common stock to Sportan shareho
Issuance of common stock for University of Chicéigense
Issuance of common stock for accrued inte
Issuance of common stock for accounts pay
Conversion of notes payable to common 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

180,00(

34,75
17,17¢

1,433,10:i
831,94!
999,07«

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

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




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., (“Pharmay, development stage company), have been preparedciordance wit
accounting principles generally accepted in thetéthiStates of America and the rules of the Seesriind 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 findrpnaition and the results of operations for thierim periods presented h:
been reflected herein. The results of operationinferim periods are not necessarily indicativetef results to be expected for the full year. Ndtethe financial statements t
would substantially duplicate the disclosure camgdiin the audited financial statements for thetmexent fiscal year, 2005, as reported in ForniK8®, have been omitted.

NOTE 2 - STOCK BASED COMPENSATION

Effective January 1, 2006, Pharma began recordingpensation expense associated with stock optiod®tner forms of equity compensation in accordamite Statement (
Financial Accounting Standards (“SFAS”) No. 123Fhare-Based Paymerds interpreted by SEC Staff Accounting Bulletin M67. 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@rsaxpense was recorded for awards granted witlntimsic value. Pharma adopted the modified pectipe transitio
method provided for under SFAS No. 123R, and, cgmsetly, have not retroactively adjusted resultsirprior periods. Under this transition method, pemsation co
associated with stock options recognized in the fjuarter of Fiscal 2006 includes the quarterlpdization related to the remaining unvested partid all stock option awar
granted prior to January 1, 2006, based on thet gete fair value estimated in accordance withattiginal provisions of SFAS No. 123.

The following table illustrates the effect on net$ and net loss per share if Pharma had appléetathvalue provisions of FASB Statement No. 123stockbased employt¢
compensation:

Three Months Three Months
Ended 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 $ (0.17) $ (0.37) N/A
Pro forma $ 0.1 $ (0.39) N/A




NOTE 3 - INTANGIBLES
Rheumatoid Arthritis License

On January 4, 2006, Pharma entered in an agreemitbrthe Shanghai Institute for Biological Scien€ina Academy of Science of the People’s Repudflichina whereby it
acquired an exclusive worldwide license for thellectual property rights and research resultsnadiatologous T cell vaccine for rheumatoid artbrith exchange for a payment
and an agreed running royalty from the sale of cencialized products, Pharma receives all infornraéind data related to all clinical trials on altipat controls and patients
with rheumatoid arthritis with the T cell vaccirihis includes all clinical, cell procurement andmatacturing protocols, complete patient data shedittaboratory materials,
methods and results and manufacturing records aaahtents and any other data related to the intaiéproperty. The first payment under the liceoseurred in April 2006
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 andwate placement offerings in June and July of 20Bfe separate types of warrants, known as SAri€eries B, and Seri
C, to purchase the common stock of Pharma weredsguinvestors. On February 17, 2006 the Seriesm#ants to exercise 10,411,400 shares of comnuak sixpired.

NOTE 6 - SUBSEQUENT EVENTS
Private Placement Offering

On April 13, 2006 , Pharma closed a financing tagtisn in which Pharma issued 46,000,000 sharés obmmon stock and warrants to purchase 23,00688res of Pharns’
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 proposalféctea 1 for 10 reverse split of Pharma commorlkstidat will not reduce the number of shares of k@m stock Pharma
authorized to issue.

The warrants expire in five years, and are exebtisat $0.65 per share only after Pharma effedt$am 10 reverse split. The warrants contain steshdaljustment provisions f
stock splits, distributions, reorganizations, mesgend consolidations. Pharma has the right totlcalivarrants 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 twentgexutive trading days in which the daily averaigding volume of the comm:
stock is at least 200,000 shares. Additionallyhé resale registration statement is not effedoveny period after April 13, 2007, the warrantdess 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 shsseable upon exercise of the warrants. If Phariettameet 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 investeB@alay 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 peresheercisable 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 classifiscaalerivative 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 certainusiiment provisions contained in Pharsaéries B warrants and series C warrants issuédnie and July 2005. Pursuant to
adjustment provisions, the number of shares issuapbn exercise of the Series B warrants incretsé€d037,365 shares from 4,163,701 shares and ezcese 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 investorséragigregate 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) griA30, 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 upondke of the Transaction was extended until Oct@de2006.




ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS

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

Forward-Looking Statements

Some of the statements contained in this repocudis future expectations, contain projections sfilis of operations or financial condition, or stather “forwardeoking”
information. The words "believe," "intend," "plafgxpect,” "anticipate," "estimate," "project," ‘g and similar expressions identify such statenveag made. These statem
are subject to known and unknown risks, uncertsntand other factors that could cause the actsalts to differ materially from those contemplatgdthe statements. T
forward{ooking information is based on various factors @derived using numerous assumptions. Factotsight cause or contribute to such a discrepanclude, but ar
not limited to the risks discussed in this and otirer SEC filings. The Company does not promisepdate forwardeoking information to reflect actual results oraciges i
assumptions or other factors that could affectahstatements. Future events and actual resultsl chiifiér materially from those expressed in, corpéated by, or underlyir
such forward-looking statements.

The following discussion and analysis of the Conyafinancial condition is as of March 31, 2006 eTBompany's results of operations and cash flowsldtbe read i
conjunction with the Company's unaudited financi@tements and notes thereto included elsewhetieisireport and the audited financial statements thie notes there
included in the Company's Form 10-KSB for the yeaded December 31, 2005.

Business Overview

The Company is a biopharmaceutical company devedpputologous cellular therapies to treat severajomilinesses, including multiple sclerosis (M$)eumatoi
arthritis, diabetes, and cardiovascular diseasesdltherapies are based on the Company’s progrietegll and stem cell technologies.

PharmaFrontiers’ lead product, Tovaxin™, is a T-balsed therapeutic vaccine for MS, which offers igjue and personalized approach to treating theagésby inducin
an immune response against the autoimmune myaeictive Tcells, which are believed to be responsible forittigation of the disease process. Tovaxin is ently in Phas
I/ll clinical trials and is cleared by the U.S. Eband Drug Administratios’ (FDA) Center for Biologics Evaluation and Resba(€BER) to enter a Phase lIb trial. Initial PF
I/ll human trials show that T-cell vaccination (TC®ppear to safely induce immune responses thaetdeand regulate myelin-peptide reactivedils. In the first half of 200
we plan to enroll the first patient in a Phaseglacebo controlled trial. PharmaFrontiers belietieg Tovaxin could be ready for commercializatienearly as 2010. Moreov
the Company is evaluating a T-cell assay technotbgycan be used to monitor T-cell therapy andipbsdevelop a product for early diagnosis of MS.

We have an exclusive worldwide license for theliettual property rights and research results ofatologous T cell vaccine for rheumatoid arthriitiam the Shangh
Institutes for Biological Sciences (SIBS), Chingsmademy of Sciences of the People's Republic oh&hThe license agreement permits the SIBS' sstertid publish the
research results to date after PharmaFrontierfiledsa patent application covering the rheumatithritis T cell vaccine with the U.S. Patent amddemark Office.

PharmaFrontiers also holds the exclusive worlditense to adult pluripotent stem cells derivedrfrperipheral blood monocytes that allow for thddton, propagatioi
and differentiation into cells and tissues for gatispecific celbased therapies. PharmaFrontiers is currently mgsndications for congestive heart failure (CHiRd Type
diabetes with its stem cell technology. The Compalsp expects to conduct basic research to detertha potential use of its stem cells in other indications, sucimasula
degeneration, stroke, and Parkinson’s disease.

Organizational History

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




Critical Accounting Policies
General

The consolidated financial statements and notéseg@onsolidated financial statements contain mftion that is pertinent to this managemeniscussion and analy:s
The preparation of financial statements in conftymiith accounting principles generally acceptedhie United States requires management to makaatss and assumptic
that affect the reported amounts of assets anditie® and disclosure of any contingent assets latillities. Management believes these accountiolicies involve judgmel
due to the sensitivity of the methods, assumptems estimates necessary in determining the reldedt and liability amounts. Management believémst exercised prog
judgment in determining these estimates based @fettts and circumstances available to it at tme the estimates were made. The significant acoaupblicies are describ
in the Company's financial statements.

Principles of consolidation

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

Long-lived assets

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

Intellectual Property

As of March 31, 2006, we had $25,846,159 of inttllal property, net of amortization, $23,991,128mbifich resulted from the acquisition of Opexa, £8,204 whicl
pertained to the consideration paid to date tolthversity of Chicago for the worldwide licensetezhnology developed at Argonne National Laboratorgt $125,000 paid
the Shanghai Institute for Biological Science, Ghikcademy of Science of the People’s Republic ah€lvhereby it acquiredn exclusive worldwide license for the intellec
property rights and research results of an autalegb cell vaccine for rheumatoid arthritis. Of 23,991,128 of acquired intangible assets, thedwlbunt is assigned to
inseparable group of patents and licenses thatotefonction independently by themselves. The weidhaverage useful life of the intangible group &#arch 31, 2006 |
approximately 16 years. The weighted average udiéubf the University of Chicago license as of idia 31, 2006 is 17.5 years. Accumulated amortinato the Intellectu:
Property as of March 31, 2006 is $2,298,174.

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

General and Administrative ExpensesOur general and administrative expenses decreag@étdhe three months ended March 31, 2006, t0&5882 as compared
$1,206,715 from the same period in 2005. The deergageneral and administrative expenses is dogagly to a reduction in legal fees associatechvgiitent filings, a low:
allocation of facilities costs and overhead noweedkted to research and development offset in pagnbincrease 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 ardadgéncluding stock options and restricted stbaked on estimated fair values.
elected to adopt the modified prospective transitioethod as provided by SFAS 123R and, accordingigr year results have not be restated. Stuaded 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$038y the three months ended March 31, 2006, enetbto $644,264 for tl
same period in 2005. The increase is primarilyteglan increase in consulting fees related to dwaulRatoid Arthritis program and a higher allocatidriacilities and overhei
costs to research and development due to increlsedopment activities.

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

Net loss.The Company had net loss for the three months eirdh 31, 2006, of ($2,224,450), or ($0.11) pearsh(basic and diluted), compared with a net Id:
($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 transadt which the Company issued 46,000,000 sharéseofCompanys 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 fsaized 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 twesrgecutive 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.

Liquidity and Capital Resources

Changes in cash flowCash used in operations for the three month penimted March 31, 2006 decreased from $1,910,5%héosame period in 2005 to $1,283,181 due to
an increase in working capital in 2005. Cash usddvesting activities for the three month periodled March 31, 2006 increased from $28,352 in émeesperiod of 2005 to
$217,629. The increase was due to the license patymade to Shanghai Institute related to the lieeststained during the period for its RheumatoichAtis T-cell technology
and the purchase of laboratory equipment. Cashigedvrom financing activities was $0 as compare#2,798,046 for the same period of 2005. In 20@5cash flows were a
result of proceeds from debt.

Historically, the Company has financed its operaigrimarily from the sale of its debt and equigcwities. As of March 31, 2006, the Company hadhco
approximately $1,059,856. Our current burn ratepproximately $800,000 per month excluding capgtgienditures. As a result of the April 2006 Finagciwe believe ha
sufficient working capital to fund operations thgbuthe third quarter of 2007. Thereafter, we wékd to raise additional capital to fund our wogk@apital needs. We do 1
have any material commitments from investors or aregit facilities available with financial insttfans or any other third parties. Therefore, weestgthat we will need
engage in best efforts sales of our securitieqierneeded working capital. There is no assurtiratenve will be successful in any funding efforheTfailure to raise such fur
will necessitate the curtailment of operations dathy of the start of the clinical trials.
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Off-Balance Sheet Arrangements

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

Recent Accounting Pronouncements

Effective January 1, 2006, we adopted the provisminfStatement of Financial Accounting StandardsI¥3R, “Share-Based Payment” (“SFAS 123R") which
establishes accounting for equity instruments exghd for employee service. We utilize the Black3es option pricing model to estimate the fair eadd employee stock
based compensation at the date of grant, whichinesjthe input of highly subjective assumptionsjuding expected volatility and expected life. fhent, as required under SF
123R, we now estimate forfeitures for options gedntvhich are not expected to vest. Changes iretimpsits and assumptions can materially affechibasure of estimated fair
value of our share-based compensation. These atisusipre subjective and generally require sigaificanalysis and judgment to develop. When estimgdéir value, some of
the assumptions will be based on, or determined fexternal data and other assumptions may beetefrem our historical experience with stock-bagagment arrangements.
The appropriate weight to place on historical eigere is a matter of judgment, based on relevans fand circumstances.

We estimated volatility by considering historicedek volatility. As allowed by Staff Accounting Betin (SAB) No. 107, Share-Based Payment, we hagedto use
the simplified method for estimating expected teguoal to the midpoint between the vesting periatithe contractual term.

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

Risks Related to Our Business and Our Common Stock

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.

Our business is at an early stage of development

Our business is at an early stage of developmeatd@hot have any products in latage clinical trials or on the market. We ard stithe early stages of identifyi
and conducting research on potential products. ©nb of our products has progressed to the stapein§ studied in human clinical trials. Our potehproducts 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 otharacheristics adversely affecting their safetyiceffy or costkeffectiveness that could prevent or limit their .uday produc
using any of our technology may fail to provide theended therapeutic benefits, or achieve therapéenefits equal to or better than the standdrleatment at the time
testing or production.

We have a history of operating losses and do nm¢&xo be profitable in the near future

We have not generated any profits since our emtty the biotechnology business and have incurrgdifgiant operating losses. We expect to incur tholutl
operating losses for the foreseeable future andieascrease our research and development acsivitie expect our operating losses to increasefignily. We do not have a
sources of revenues and may not have any in tlesdeable future.
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We will need additional capital to conduct our ogéons and develop our products and our abilitphiain the necessary funding is uncertain.

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

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

scientific progress in our research and developmpmgrams;

« the magnitude and scope of our research and develapprograms; our ability to establish, enforcd araintain strategic arrangements for researcheldpment
clinical testing, manufacturing and marketing;

« our progress with preclinical development and chihtrials;

« the time and costs involved in obtaining regulatapyprovals;

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

« the number and type of product candidates thatwsue.

Additional financing through strategic collaborais public or private equity financings, capitade transactions or other financing sources mayaatvailable ¢
acceptable terms, or at all. Additional equity fineng could result in significant dilution to ouioskholders. Further, if additional funds are oheal through arrangements v
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 by itself. If sufficient capitalnot available, we may be required to delay, cedihe scope of or eliminate one or more of ouggms, any of which cou
have a material adverse affect on our financiatlt@n or business prospects.

Clinical trials are subject to extensive regulatagguirements, very expensive, ticasuming and difficult to design and implement: @oducts may fail to achie
necessary safety and efficacy endpoints duringedinrials.

Human clinical trials are very expensive and diffi¢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. Thmroencement and completion of clinical trials mayde¢éayed 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 dhéf FDA find:
deficiencies in our IND submissions or the condfdhese trials.

We are dependent upon our management team andlbaremmer of employees.

Our business strategy is dependent upon the skisknowledge of our management team. We belieaettie special knowledge of these individuals giuses
competitive advantage. If any critical employeevtss we may be unable on a timely basis to hiraklé replacements to operate our business. Weopks@ate with a very sm
number of employees and thus have little or no bpdaapability for their activities. The loss of thervices of any member of our management tearmeoloss of a number
other employees could have a material adverseteffeour business.
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We are dependent on contract research organiza@mmsother contractors for clinical testing and foertain research and development activities, thestiming an
adequacy of our clinical trials and such researdfivdties are, to a certain extent, beyond our coht

The nature of clinical trials and our businesstetig requires us to rely on contract research dzgéions, independent clinical investigators anldeotthird part
service providers to assist us with clinical tegtamd certain research and development activilies result, our success is dependent upon thessiof these outside partie
performing their responsibilities. Although we lg®i¢ our contractors are economically motivated édfgsm on their contractual obligations, we candwéectly control th
adequacy and timeliness of the resources and és@epplied to these activities by our contracttfreur contractors do not perform their activitissan adequate or time
manner, the development and commercialization ofloug candidates could be delayed.

Our current research and manufacturing facilitynist large enough to manufacture future stem cell arcell 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 rofamnshe
future manufacture of stem cell and T-cell theragfgough Phase Il trials. Our current facilitynist large enough to conduct future commersgle manufacturing operatio
We will need to expand further our manufacturingffsand facility, obtain a new facility or contraeith corporate collaborators or other third patie assist with future dn
production.

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

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

Patents obtained by other persons may result inigément claims against us that are costly to defand which may limit our ability to use the disggitechnologie
and prevent us from pursuing research and developorecommercialization of potential products.

A number of pharmaceutical, biotechnology and ott@npanies, universities and research institutivenge filed patent applications or have been isquatent
relating to cell therapy, stem cells,c@lls, and other technologies potentially relevemtor 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 stefts. We are also aware
a number of patent applications and patents clgjrase of stem cells and other modified cells tatttisease, disorder or injury.

If third party patents or patent applications camtelaims infringed by either our licensed techmgloor other technology required to make and usepmtentia
products and such claims are ultimately determioduk valid, there can be no assurance that wednmeilable to obtain licenses to these patentgedsonable cost, if at all,
be able to develop or obtain alternative technoldigwe are unable to obtain such licenses at sarable cost, we may not be able to develop soowupts commercially. The
can be no assurance that we will not be obligedefend ourself in court against allegations ofimfement of third party patents. Patent litigatisrvery expensive and cot
consume substantial resources and create sigrtificasertainties. An adverse outcome in such acuitd subject us to significant liabilities to tthiparties, require disput
rights to be licensed from third parties, or requis to cease using such technology.
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If we are unable to obtain future patents and otr@prietary rights our operations will be signiéintly harmed

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

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

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

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

Our business depends on two licenses from thirlgsarAdditionally, any business relating to a T gaccine for rheumatoid arthritis depends upditense from th
Shanghai Institute for Biological Science. Theskdtiparty license agreements impose obligationsusnsuch as payment obligations and obligationdiligently pursu
development of commercial products under the liedrmatents. If a licensor believes that we havedab meet our obligations under a license agre¢ntiee licensor could se
to limit or terminate our license rights, which @ilead to costly and timeensuming litigation and, potentially, a loss oé tlicensed rights. During the period of any ¢
litigation, our ability to carry out the developmiemd commercialization of potential products cdogdsignificantly and negatively affected. If oizense rights were restrictec
ultimately lost, our ability to continue our busisebased on the affected technology platform cbeldeverely adversely affected.

Restrictive and extensive government regulatioriccelow or hinder our production of a cellular proct.

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 angyDAdministration, or FDA, and other necessaryutatry approvals is lengthy, expensive and ungeri&/e may fail t
obtain the necessary approvals to continue ouareseand development, which would hinder our gbtlit manufacture or market any future product.
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To be successful, our product candidates must beped by the health care community, which candwg slow to adopt or unreceptive to new technolegiac
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 mphgmaceutical companies. The degree of markefpsaece of any
our developed products will depend on a numbeaciols, including:

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

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

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

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

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

Although our common stock is currently traded o @T'C Bulletin Board, there is currently a limitedrket 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 bectimegtarget of securities litigation, which is dgsind 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 werbednvolved 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.

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

We may sell additional shares of common stock imssequent public or private offerings. We may aksuée additional shares of common stock to finanterd
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 suitiel amounts of our common stock, or the pefoapthat such sales could occur, may adverselycgffeevailing marke
prices for our common stock.

We presently do not intend to pay cash dividendsusrcommon 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 igipated that all earnings, if any, will be retaghto finance the future expansion of the our kessn Therefore, prospect
investors who anticipate the need for immediaterne by way of cash dividends from their investrrsduld not purchase the shares offered in thigioffe
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ITEM 3. CONTROLS AND PROCEDURES
(a) Evaluation of Disclosure Controls and Procedures.

Management is responsible for establishing and taiaimg adequate internal control over financigdaging for the Company. Our principal executivlicgr and principe
financial officer, after evaluating the effectivesseof the Company's disclosure controls and praesdias defined in the Securities Exchange Act9841(Exchange Act) Rul
13a-15(e) and 15d@5(e) as of March 31, 2006, have concluded thatdisclosure controls and procedures are effectiveroviding reasonable assurance that inform
required to be disclosed by the Company in thentepbat it files or submits under the Exchange iatecorded, processed, summarized and reportiihwihe time perioc
specified in the Commission's rules and forms.

(b) Changes in Internal Control Over Financial Reporting.

The management of the Company, with the partiaypadif the principal executive officer and princifiaancial officer, has concluded there were nmsigant changes
the Company's internal controls over financial ripg that occurred during our last fiscal quarttest has materially affected, or is reasonablylyike materially affect, ot
internal control over financial reporting.

PART Il
OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS .
None.
ITEM 2. RECENT SALES OF UNREGISTERED SECURITIES .

In March 2006, the Company issued 347,490 sharés obmmon stock to two accredited persons ifeseéint of an outstanding account payable of $18D,08is transactic
was completed pursuant to Section 4(2) of the S#EsiAct of 1933 and did not involve any publidesfng and was sold to a limited group of persdgach recipient eith:
received adequate information about the Comparhadraccess, through employment or other relatipssid such information, and the Company determthatleach recipie
had such knowledge and experience in financiallargihess matters that they were able to evaluatentrits and risks of an investment in the Company.

All sales of the Company's securities were madeffigers of the Company who received no commissiother remuneration for the solicitation of argrgon in connectic
with the respective sales of securities descriliEv@. The recipients of securities represented thigntion to acquire the securities for investinemy and not with a view to
for sale in connection with any distribution thefraad appropriate legends were affixed to the shargficates and other instruments issued in startsactions.

On April 13, 2006, Pharma closed a financing tratisa in which Pharma issued 46,000,000 sharessofammon stock and warrants to purchase 23,000886es ¢
Pharma’s common stock for $23,000,000 to certasiititional and accredited investors (the “Transa). Please refer to the aforementioned Note &h® ‘Notes t
Consolidated Financial Statements” for further idieta

ITEM 3 DEFAULTS UPON SENIOR SECURITIES .

None.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITMOLDERS.
None.
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ITEM 5. OTHER INFORMATION .

None.

ITEM 6. EXHIBITS.

Exhibit 31.1 Chief Executive Officer Certifiton Pursuant to Section 13a-14 of the Securiiehange Act (1)
Exhibit 31.2 Chief Financial Officer Certifiton Pursuant to Section 13a-14 of the Secuifichange Act (1)
Exhibit 32.1 Certification Pursuant to 18 WCSSection 1350, as Adopted Pursuant to Sectiéro®the Sarbanes- Oxley Act of 2002 (1)
Exhibit 32.2 Certification Pursuant to 18 WCSSection 1350, as Adopted Pursuant to Sectiéro®the Sarbanes- Oxley Act of 2002 (1)

(1) Filed herewith.

SIGNATURES

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

PharmaFrontiers Corp.

By: /s/ David B. McWilliams
David B. McWilliams, CEO

By: /s/ C. William Rouse
C. William Rouse, CFO

Date: May 12, 2006
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EXHIBIT 31.1

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

I, David B. McWilliams, certify as Chief Executiv@fficer of PharmaFrontiers Corp. that:

1. I have reviewed this quarterly report on ForraQ®B of PharmaFrontiers Corp.

2. Based on my knowledge, this quarterly reportsduoet contain any untrue statement of a mater@ldaomit to state a material fact necessary tkarthe statements made
light of the circumstances under which such statesneere made, not misleading with respect to gred covered by this report;

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

4. The registrant's other certifying officer andré responsible for establishing and maintainirsgldsure controls and procedures (as defined im&nxge Act Rules 13a5(e
and 15d-15(e)) for the registrant and have:

a. Designed such disclosure controls and procedaresaused such disclosure controls and procedarbs designed under our supervision, to ensuentiaterial informatio
relating to the registrant, including its consotethsubsidiaries, is made known to us by otherkiwithose entities, particularly during the periadvhich this report is beir
prepared,;

b. Evaluated the effectiveness of the registrafitslosure controls and procedures and presentédsimeport our conclusions about the effectivenafsthe disclosure contre
and procedures, as of the end of the period cougyelis report based on such evaluation; and

c. Disclosed in this report any change in the tegig's internal control over financial reportirfgat occurred during the registrant's most rececgfiquarter that has materi:
affected, or is reasonably likely to materiallyeaff, the registrant's internal control over finaheceporting; and

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

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

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

By: /s/ David B. McWilliams
David B. McWilliams, CEO

Date: May 12, 2006
19







EXHIBIT 31.2
CHIEF FINANCIAL OFFICER CERTIFICATION
PURSUANT TO SECTION 13A-14 OF THE SECURITIES EXCHANGE ACT
I, C. William Rouse, certify as Chief Financial @#r of PharmaFrontiers Corp. that:
1. I have reviewed this quarterly report on Forr@$B of PharmaFrontiers Corp.

2. Based on my knowledge, this quarterly reportsduoa contain any untrue statement of a mater@ldaomit to state a material fact necessary tkenrhe statements made
light of the circumstances under which such statesneere made, not misleading with respect to gregd covered by this report;

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

4. The registrant's other certifying officer andré responsible for establishing and maintainirsgldsure controls and procedures (as defined im&xge Act Rules 13a5(e
and 15d-15(e)) for the registrant and have:

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

b. Evaluated the effectiveness of the registratisslosure controls and procedures and presentgdsimeport our conclusions about the effectivenafsthe disclosure contre
and procedures, as of the end of the period cougyelis report based on such evaluation; and

c. Disclosed in this report any change in the tegig's internal control over financial reportiftat occurred during the registrant's most recectfiquarter that has materi:
affected, or is reasonably likely to materiallyeadt, the registrant's internal control over finahceporting; and

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

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

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

By: /s/ C. William Rouse
C. William Rouse, CFO

Date: May 12, 2006
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EXHIBIT 32.1

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

Pursuant to 18 U.S.C. Section 1350, the undersi@feder of PharmaFrontiers Corp. (the “Companyigreby certifies, to such officer's knowledge, tthet Companys Annua
Report on Form 10-QSB for the quarter ended Marth2®06 (the “Report”fully complies with the requirements of Section &36r Section 15(d), as applicable, of
Securities Exchange Act of 1934 and that the infdiom contained in the Report fairly presents, limmterial respects, the financial condition aeduits of operations of t
Company.

By: /s/ David B. McWilliams

David B. McWilliams, CEO

Date: May 12, 2006
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EXHIBIT 32.2

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

Pursuant to 18 U.S.C. Section 1350, the undersi@feder of PharmaFrontiers Corp. (the “Companyigreby certifies, to such officer's knowledge, tthet Companys Annua
Report on Form 10-QSB for the quarter ended Marth2®06 (the “Report”fully complies with the requirements of Section &36r Section 15(d), as applicable, of
Securities Exchange Act of 1934 and that the infdiom contained in the Report fairly presents, limmterial respects, the financial condition aeduits of operations of t
Company.

By: /s/ C. William Rouse
C. William Rouse, CFO

Date: May 12, 2006

22







