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Washington, D.C. 20549

FORM SB-2

REGISTRATION STATEMENT UNDER THE SECURITIES ACT OF 1933
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CALCULATION OF REGISTRATION FEE:
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Maximum
Number of Aggregate Amount of
shares being Price per Offering Registration
Title of each class of securities to be registere registered security Price Fee
Common Stock, $0.50 par value per st 5,175,001 3.7¢ 1) 19,613,25 602.1¢
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pursuant to the antidilution provisions of the veats.




The information in this prospectus is not complatel may be changed. We may not sell these secudti@l the registration statement filed with thecBrities and Exchan

Commission is effective. This prospectus is noto#er to sell these securities and it is not sblig an offer to buy these securities in any stateere the offer or sale is 1
permitted.

Preliminary Prospectus Seitsj to Completion, Dated November , 2007
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Opexa Therapeutics, Inc.

4,500,000 Shares of Common Stock and
4,500,000 Warrants to P urchase One S hare of Comon Stock

We are offering 4,500,000 shares of common stockvearrants to purchase 4,500,000 shares of comtogk at an exercise price of $ (125% of therofg price
of one share of common stock). This prospectus @sers the offer and sale of 4,500,000 sharesiotommon stock issuable upon exercise of theamésr

Our common stock is currently traded on the NASD&{@bal Market under the symbol “OPXAWe expect that the warrants will be listed for ingdon the NASDA(
Global Market under the symbol “OPXAW”. On Octol®€}, 2007, the reported closing price per sha@uofcommon stock was $3.79.

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

Per Share of Common

Public Offering Price Stock Per Series E Warrant Total
Public Offering Price $ $ 0.15C $
Underwriting discounts and commissions $ $ 0.01: $
Proceeds, before expenses to Of $ $ 013t $

(1) 10% of the gross proceeds to be paid to titemwriters. We have also agreed to pay the undterva nonaccountable expense allowance equal to 1% of the
proceeds of the offering.

We have granted the underwriters a 45-day optigrutehase up to 675,000 shares of common stock2B®00 warrants to cover over-allotments, if any.

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

MDB CAPITAL GROUP LLC

The date of this prospectus is , 2007




OPEXA THERAPEUTICS

Cpexa Therapeutics it o celluiar therapy company develoning patienl-speacific therapies to freal several major
inesses. ineluding multiole sclerass, rheumaloid arthrifis and digbetes. Our leod product i Tovoxin® for the
freatment of muliiple sclerasis, Tovaxin s currently in a fully-enrofled, 150 pofient Phase b stody i the United
Stafesz and resulfs gre expected in the fourfh gquarter of 2008.

Tovaxin® Treatment Approach to Multiple Sclerosis

-

M3 is a disease of the central nervous system

Multiple Sclerasis (M3 s a chronic, progressive, degenarative

¥

dizaorder thiat affecis nperve fibers in the brain and spinal cord.
The miyalin sheaih (o faiiy substance consisiing of proteins) surreunds
arnd nsulates nerve fibers and facilifates the conduction of nerve
irmpulse fransmissions,

In rmvelln reactive T-cells |depicted os the green cell) becoms

aclivaied in fhe peripheral circulation and nfiltraie ine cantral

raniGUs sysiern.

M5 results in demvelinated nerve libers

In w5, activaied myelin reactive T-celivinduce o cascode of events
leading e an aottack an the myelin sheath.

Thesa avents alse nduce a pro-inflammalony MmMUne responis.
Eventually nerve fiber axons are damaged cawsing impulse fransmissions
to diffuse inta the Hssue resulting in the occumulation of disability.

Tovaxin® treatment approach

Tovarin b a pafient speciic T-cel vaccine fhat fogel the roof couse of k3.
Tovaxin T-gell vagoine has o gual rmechanism of aclion:

» Tovaxin induces an immiine response o deplete pothogenic T-cells
¢ Tovoxin rebalances the immune system by inducinig o shiff fram

an Inflammatory 1o an anfi-inflammatory siate.
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You should rely only on the information contained m this prospectus. We have not authorized anyone torovide you with information that is different. This
prospectus may only be used where it is legal tolsthese shares of our common stock. The informatiin this prospectus may only be accurate as of theate of this

prospectus.

The registration statement containing this prospeats, including the exhibits to the registration staément, provides additional information about us andthe
shares of our common stock covered by this prospert. The registration statement, including the exfits, can be read on the SEC website or at the SEGffices
mentioned under the heading “Where You Can Find Moe Information.”




PROSPECTUS SUMMARY

The following summary highlights selected informatfrom this prospectus and does not contain athefinformation that you should consider beforeesting in ou
common stock. This prospectus contains informatgarding our businesses and detailed financiéimation. You should carefully read this entire@gpectus, including tl
historical financial statements and related notesfore making an investment decision.

In this prospectus, “Opexa Therapeutics, Inc.,” ttempany,” “we,” “us” or “our” refer to Opexa Therapeutics, Inc., a Texas corporatand its subsidiaries, exc:

where otherwise indicated or required by context.
Our Business

We are a biopharmaceutical company developing agtals (using ons’own cells) cellular therapies to treat severgbmilinesses, including multiple sclerosis (M
rheumatoid arthritis (RA), and diabetes. Theseapies are based on our proprietary T-cell and adeih cell technologies.

Our lead product, Tovaxin®, is adell based therapeutic vaccine for MS licensed fthenBaylor College of Medicine, which offers aquné and personalized appro
to treating the disease by inducing an immune mnesp@gainst the autoimmune myelin peptide-readtieells (MRTCs), which are believed to be responsibiethe initiation o
the disease process.

We are currently conducting a fully enrolled 15Qigat Phase Ilb clinical trial for Tovaxin. Patiertteated in a 10-subject, opkaivel Phase /Il dose escalation clin
trial with Tovaxin have experienced minimal sidéefs and the “per protoco#inalysis of patients treated with Tovaxin achieaedD% reduction (p=0.0039) in annualized rel
rate (ARR). Annualized Relapse Rate is a defirmutological episode and is generally the primanyicl efficacy measure for MS therapies. The grtrepted with the mid do

(30-45 x 108 attenuated T-cells) achieved a 100% reduction iiRARhe Phase llb trial is being conducted withrthid dose.

In a one-year, 8-subject extension clinical trifedapsing remitting (RRMS) and secondary progkes§SPMS) subjects, the "pprotocol” analysis of Tovaxin thera
achieved a 92% (p=0.0078) reduction in annualist@pse rate (ARR) in subjects who received twottneat doses of 30—45 x faattenuated Teells eight weeks apart and w

monitored for an additional 44 weeks. Subjectthaextension study had previously been treateavanage of approximately 5 years earlier at Bagloliege of Medicine und
the direction of the Tovaxin inventor Jingwu ZhaMgD., Ph.D with an early version of the T-cell caw.

Some patients in the open label Phase I/Il stuales appear to experience an improvement of theitzke Expanded Disability Status Scale (EDSSyxamisg metho
used to measure the disability of MS patients. rbwpments in EDSS are not frequently observed fiepis following treatment with other currentlyditsed therapies. Althou
the data from our Phase I/Il trials appears tofeengsing, the Phase IIb trial is being conducteddnfirm these results.

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

Our RA T-cell vaccination (TCV) technology is copteally similar to Tovaxin. RA is an autoimmunec&Hi-mediated disease in which pathogenicells trigger a
inflammatory autoimmune response of the synovialtgoof the wrists, shoulders, knees, ankles aatiidnich causes pain, stiffness, and swelling aidbe joints and erosion ir
cartilage and bone. The RA TCV technology allohes isolation of these pathogenic T-cells from syalbfluid drawn from a patient. ThesecElls will be grown to therapeu
levels and attenuated by gamma irradiation in ehotatory. The attenuatedcElls will be injected subcutaneously into patiethisreby inducing an immune response direct
the pathogenic T-cells in the patient’s body. Tihsnune response regulates the level of pathogBtells and potentially allows the reduction of jogwelling in RA patient:
Human trials that have been conducted in China ghavimal side-effects and promising efficacy measuas a reduction of joint swelling following thec&ll vaccination.




We also have an exclusive license from the Uniteisi Chicago, through its prime contractor relaship with Argonne National Laboratory, to a stesfl technolog
in which adult multipotent stem cells are derivezhi monocytes (white blood cells) obtained from plagients own blood. We are initially pursuing indicatiangdiabetes mellitt
with our stem cell therapy and are conducting jmészll animal studies.

Our stem cell technology isolates novel multipotetiein cells derived from peripheral blood monocytewitro experiments with monocyteerived stem cells (MDS!
have shown their capacity to differentiate into iewariety of cell types including pancreaficcells. We have demonstrated that these pancrisédis clusters derived frc
MDSCs are composed of three pancreatic cells typef andd ). These islet clusters are responsive to glucagen@imic the normal pulsatile pattern observedumhn islets.
The importance of these stem cells is the abititgdsily isolate them from an individuskirculating monocytes, expand them and adminthmn back into the same patient. ~
autologous approach provides a method to overcomerejection issues and the need for immunosupangésdrugs, which are often associated with curieht cel
transplantations. This technology may lead to trenfition of an unlimited source of pancreatic islelis suitable for an autologous cell therapy tfog treatment of diabet
mellitus.

Our Executive Offices

Our principal executive and administrative offieeifity is located in The Woodlands, Texas at 26&@Bth Crescent Ridge Drive, The Woodlands, Texé&817and ot
telephone number is (281) 2B331. We maintain a website at www.opexatherapgigbm, however the information on our websitedspart of this prospectus, and you shi
rely only on information contained in this prospectvhen making a decision as to whether or naitest in shares of our common stock.

THE OFFERING

Securities offerec 4,500,000 shares of our common stc
4,500,000 Series E warrants to purchase a sharer@ommon stock; and

4,500,000 shares of common stock issuable uportierenf the Series E warrants.

Series E Warrant terms: Exercisable upon issuance and until the 5 yeawnansary of the issuance, at an exercise pricelmesqual to $ (125% of
offering price). Warrants may be redeemed, in wlaoié not in part, at a price of $.01 per warrartrup0 days advance notice, if the
last sales price of the common stock equals oregde200% of the then exercise price for 20 consexdays.

Shares of common stock to be 11,196,784 shares
outstanding after this offerin

Warrants and options to be 9,214,277 warrants and options
outstanding after this offerin

Common stock NASDAQ OPXA

Global Market symbol

Expected Warrant NASDAQ OPXAW

Global Market Symbol

Ovelr-allotment option 675,000 shares and 675,000 Series E warrants (159 total number of shares and warrants sol@iegublic)

Use of proceeds: We intend to use the net proceeds of this offetingonduct our clinical studies, fund research deeklopment projects and corporate

purposes, including to meet working capital ne@@&nding these uses, the net proceeds will be iedéstan interest-bearing money
market account with a financial institutic




Risk factors See"Risk Factor” for a discussion of the factors you should cargfatinsider before deciding to invest in our comratock.

The number of shares of our common stock to betanding after this offering is based on 6,696, 78drss of common stock outstanding as of October28@7
assumes no exercise of the over-allotment optiod, excludes:

. 1,043,925 shares of common stock issuable upoexérise of outstanding options issued pursuaatit@urrent stock option plan;

. 3,670,352 shares issuable upon the exercise abodisg warrants;

. 4,500,000 shares of common stock issuable upoaxéeise of Series E warrants offered under thisgectus; and

. 900,000 shares of common stock that have beenvezbéor issuance upon exercise of the underwritgusthase option, as described in the “Underwritisgctior
of this prospectus

The number of our warrants and options to be ouditey after this offering is based on 3,670,352resats and 1,043,925 outstanding as of October BQ7 Zn:
assumes no exercise of the oadiotment option. Each warrant is exercisabledioe share of common stock. The exercise pricesobutstanding warrants range from $5.C
$40.00, with a weighted average exercise pricel8f%R.

RISK FACTORS

The shares offered hereby have not been approvedapproved by the Security and Exchange Commissiohe securities regulatory authority of anytsetanor ha
any such regulatory body reviewed this prospeatusa€curacy or completeness. The shares offereeblyeare speculative, involve an unusually highrdegof risk and shou
only be purchased by those who can afford to Ibsg entire investment. Therefore, prospectivestors should carefully consider the following raktors before purchasing t
shares offered hereby.

Risks Related to Our Business

The following factors affect our business and théustry in which we operate. The risks and uncetitzs described below are not the only ones we. fAdditiona
risks and uncertainties not presently known or Whiee currently consider immaterial may also haveadwerse effect on our business. If any of the ensttliscussed in t
following risk factors were to occur, our busing#sancial condition, results of operations, cashws, or prospects could be materially adverselgciéd.

Ou r business is at an early stage of development.

Our business is at an early stage of developmeatd@vnot have any products in latige clinical trials or on the market. We ard Btithe early stages of identifyi
and conducting research on potential products. @nly of our products has progressed to the stadeiafy studied in human clinical trials in the WwitStates (U.S.). O
potential products will require regulatory approyaior to marketing in the United States and otbeuntries. Obtaining such approval will requirensiigant research ai
development and preclinical and clinical testinge YWay not be able to develop any products, to nb&gjulatory approvals, to enter clinical trials &my of our product candidat
or to commercialize any products. Our product cdattis may prove to have undesirable and unintesidedeffects or other characteristics adverselgcéifig their safety, effica:
or costeffectiveness that could prevent or limit their .usay product using any of our technology may failprovide the intended therapeutic benefits, drieae therapeut
benefits equal to or better than the standardeaitinent at the time of testing or production.




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

We have not generated any profits since our entrythe biotechnology business, have no sourcewanues, and have incurred significant operatisgds. We expe
to incur additional operating losses for the foezdse future and, as we increase our research erelaphment activities, we expect our operatingdss® increase significant
We do not have any sources of revenues and mdyavetany in the foreseeable future.

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

We need to obtain significant additional capitalaerces from sources including equity and/or dielatrfcings, license arrangements, grants and/calomlative resear
arrangements in order to develop products and moatour business. As of September 30, 2007, wechsh, cash equivalents and marketable securitiapmroximately $5.
million. Our current burn rate is approximately #illion per month excluding capital expendituréée will need to raise additional capital to fundr auorking capital neec
beyond first quarter 2008. We must rely upon tpadity debt or equity funding and we can provideassurance that we will be successful in any fundeifigrt. The failure t
raise such funds will necessitate the curtailmemeasing of operations and impact the completicheclinical trials.

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

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

. scientific progress in our research and developrpesgrams;

. the magnitude and scope of our research and dewelaipprograms;

. our ability to establish, enforce and maintaintefyec arrangements for research, developmentgalinésting, manufacturing and marketing;
. our progress with preclinical development and chhtrials;

. the time and costs involved in obtaining regulat@pprovals;

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

. the number and type of product candidates thatwrsue.

We do not have any committed sources of capité#hoabh we have issued and outstanding warrants ithakercised, would result in an equity capitalsing
transaction. Additional financing through strategollaborations, public or private equity finangsy capital lease transactions or other financlgaes may not be available
acceptable terms, or at all. Additional equity finengs could result in significant dilution to ostockholders. Further, if additional funds are oi#d through arrangements w
collaborative partners, these arrangements mayireegs to relinquish rights to some of our techg@s, product candidates or products that we wothérwise seek to devel
and commercialize ourselves. If sufficient capisahot available, we may be required to delay, cediihe scope of or eliminate one or more of ougmms, any of which cou
have a material adverse effect on our financiabl@@n or business prospects.

We have a "goingeoncern qualification" in our certifying accountant financial statement report, which may make cagliraising more difficult and may require us
scale back or cease operations.

The report of our auditors includes a going conagunlification which indicates an absence of obsiau reasonably assured sources of future fundiag will be
required by us to maintain ongoing operations. &tedve have successfully funded Opexa by attraciidjtional issues of equity. We believe that ongaing efforts wil
continue to successfully fund operations until pesicash flow is attained. However, there is nargmtee that our efforts will be able to attraaliidnal necessary equity anc
debt investors. If we are unable to obtain thisitatthl funding, we may not be able to continueragiens. To date we have been able to obtainifigndnd meet our obligatio
in a reasonably timely manner. However, if in thiare we are unsuccessful in attracting new sauotdunding then we will be unable to continueirsiness.




Approximately 70% of our total assets are comprisg#dntangible assets that are subject to reviewaperiodic basis to determine whether an impairmem these asse
is required. An impairment would not only greatlyrdinish our assets, but would also require us taoed a significant non-cash expense charge.

We are required under generally accepted accoumtimgiples to review our intangible assets for amment when events or changes in circumstancesaitedthi
carrying value may not be recoverable. At Septen3®er2007, our net intangible assets were appraeiyn22.3 million. These intangible assets cdnsfsthe University ¢
Chicago license, acquired intangible assets fragmattquisition of Opexa Pharmaceuticals, Inc. thaini inseparable group of patents and licensesémtfunction independent
and the license acquired from the Shanghai Insstdior Biological Sciences, Chinese Academy of IBme of the People's Republic of China. If managerdetermines th
impairment exists, we will be required to recordignificant charge to expense in our financial estants during the period in which any impairmentoaf intangibles
determined. In the third quarter of 2007, as altexf our renegotiation of the University of Chigalicense, we determined an impairment analysis weranted. An impairme
analysis was conducted as of September 30, 200hdéodniversity of Chicago license intangible assed a loss on impairment of $1,139,677 was recbfdethe three mont
ended September 30, 2007.

Clinical trials are subject to extensive regulatorgquirements, very expensive, tineensuming and difficult to design and implement. u®products may fail to achie\
necessary safety and efficacy endpoints during al trials.

Human clinical trials are very expensive and difficto design and implement, in part because theysabject to rigorous Food and Drug Administrat{&DA)
requirements, and must otherwise comply with feldetate and local requirements and policies ofrtteglical institutions where they are conducted. @livgcal trial process
also timeeonsuming. We estimate that clinical trials of puoduct candidates will take at least several yeaomplete. Furthermore, failure can occur at stage of the trial
and we could encounter problems that cause us dadalm or repeat clinical trials. The commencement eompletion of clinical trials may be delayed $gveral factor
including:

. FDA or Institutional Review Board (IRB) objection proposed protocols;

. discussions or disagreement with FDA over the adeyof trial design to potentially demonstrate efifeeness, and subsequent design modifications;

. unforeseen safety issues;

. determination of dosing issues and related adjustsne

. lack of effectiveness during clinical trials;

. slower than expected rates of patient recruitment;

. product quality problems (e.g., sterility or pujity

. challenges to patient monitoring and data collectiaring or after treatment (for example, patiefadure to return for follow-up visits); and

. failure of medical investigators to follow our dtal protocols.

In addition we or the FDA (based on its authoritaeoclinical studies) may delay a proposed invesiig or suspend clinical trials in progress at ime if it appeatr
that the study may pose significant risks to thelgtparticipants or other serious deficienciesideatified.

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

Our business strategy is dependent upon the skitlsknowledge of our management team. We belleethhe special knowledge of these individuals giwe a competitive
advantage. If any critical employee leaves, we tmayinable on a timely basis to hire suitable @pteents to effectively operate our business. \We aperate with a very small
number of employees and thus have little or no bpdaapability for their activities. The loss oethervices of any member of our management teahedoss of a number of
other employees could have a material adverseteaffeour business.




We are dependent on contract research organizatiamsl other contractors for clinical testing and facertain research and development activities, thths timing anc
adequacy of our clinical trials and such researcltavities are, to a certain extent, beyond our cooit

The nature of clinical trials and our businesststya requires us to rely on contract research drgéions, independent clinical investigators arfieothird party servic
providers to assist us with clinical testing andaie research and development activities. For gtapour current Phase Ilb clinical study of Tovafor MS being managed by
contract research organization PharmaNet, LLC. Aesalt, our success is dependent upon the suofghese outside parties in performing their resuitities. Although w:
believe our contractors are economically motivategerform on their contractual obligations, we maindirectly control the adequacy and timelinesthefresources and exper
applied to these activities by our contractorouf contractors do not perform their activitiesaim adequate or timely manner, the development andrercialization of our drt
candidates could be delayed.

If we fail to meet our obligations under our liceesagreements, we may lose our rights to key techg@s on which our business depends.

Our business depends on three licenses from thiriles. These third party license agreements impbggations on us, such as payment obligationsaligations ti
diligently pursue development of commercial produashder the licensed patents. If a licensor befi¢hat we have failed to meet our obligations uradécense agreement,
licensor could seek to limit or terminate our liserrights, which could lead to costly and tiowsuming litigation and, potentially, a loss of ficensed rights. During the per
of any such litigation, our ability to carry outetildevelopment and commercialization of potentialdpicts could be significantly and negatively afégkctif our license rights we
restricted or ultimately lost, our ability to comtie our business based on the affected technolagipmm could be severely adversely affected.

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

We conduct our research and development in a 10sg0@re foot facility in The Woodlands, Texas, whiocludes an approximately 800 square foot suitthiee
rooms for the manufacture of stem cell and T-chérapies through Phase Il trials. Our currentlifgcis not large enough to conduct commercakle manufacturir
operations. We will need to expand further our afacturing staff and facility, obtain a new fagjlior contract with corporate collaborators or otttérd parties to assist wi
future drug production.

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

We may arrange with third parties for the manufeetof our future products. However, our third-pastyurcing strategy may not result in a cefective means fi
manufacturing our future products. If we employrdiparty manufacturers, we will not control many aspeasf the manufacturing process, including comméby these thil
parties with the FDA's current Good Manufacturinga@®ices and other regulatory requirements. Weh&rtmay not be able to obtain adequate supplies fittird-party
manufacturers in a timely fashion for developmentommercialization purposes, and commercial gtiastiof products may not be available from contraenufacturers
acceptable costs.




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

A number of pharmaceutical, biotechnology and ottlenpanies, universities and research institutfens filed patent applications or have been isqatents relatin
to cell therapy, stem cells, @ells, and other technologies potentially relevanor required by our expected products. We capnedict which, if any, of such applications \
issue as patents or the claims that might be atloWée are aware that a number of companies heeg dipplications relating to stem cells. We are alsare of a number of pat
applications and patents claiming use of stem egltsother modified cells to treat disease, disoodénjury.

If third party patents or patent applications cantdaims infringed by either our licensed techmyylar other technology required to make and usepotential produc
and such claims are ultimately determined to baly#tiere can be no assurance that we would betatdbtain licenses to these patents at a reasowabt, if at all, or be able
develop or obtain alternative technology. If we an@ble to obtain such licenses at a reasonabtewesnay not be able to develop some products centially. There can be
assurance that we will not be obliged to defends@lves in court against allegations of infringemeithird party patents. Patent litigation is verypensive and could consu
substantial resources and create significant uaicgigs. An adverse outcome in such a suit coubjest us to significant liabilities to third parsierequire disputed rights to
licensed from third parties, or require us to cassing such technology.

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

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

Our competition includes fully integrated biopharnsautical and pharmaceutical companies that haversf@gant advantages over us.

The markets for therapeutic stem cell products tipial sclerosis products, and rheumatoid arthptsducts are highly competitive. We expect that mast significar
competitors are fully integrated pharmaceutical pames and more established biotechnology compahiesse companies are developing stemlzadled products and they h
significantly greater capital resources and experin research and development, manufacturingnggsibtaining regulatory approvals, and marketiman we currently do. Mau
of these potential competitors are further alonthimmprocess of product development and also apéaede, companfunded research and development programs. As #,rest
competitors may develop more competitive or affbidaproducts, or achieve earlier patent protecborproduct commercialization than we are able thiew®. Competitiv
products may render any products or product catedhat we develop obsolete.

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

The research and development of stem cell therapissibject to and restricted by extensive regutatly governmental authorities in the United Stated othe
countries. The process of obtaining FDA and otlemessary regulatory approvals is lengthy, expereivkeuncertain. We may fail to obtain the necesapprovals to continue ¢
research and development, which would hinder oilityatb manufacture or market any future product.




To be successful, our product candidates must beegted by the health care community, which can leeyvslow to adopt or unreceptive to new technolegand products

Our product candidates, if approved for marketimgy not achieve market acceptance since hospjthisicians, patients or the medical community inegal ma
decide to not accept and utilize these products.prbduct candidates that we are attempting toldpvepresent substantial departures from estaaisfeatment methods and \
compete with a number of more conventional drugbtaerapies manufactured and marketed by majompagutical companies. The degree of market acoeptahany of ot
developed products will depend on a number of faciacluding:

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

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

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

If the health care community does not accept oadpets for any of the foregoing reasons, or for aiier reason, our business would be materiallynkdr
Risks Related to Our Common Stock

There is currently a limited market for our commostock, and any trading market that exists in ourrmmon stock may be highly illiquid and may not reftethe
underlying value of the Company’s net assets or iness prospects.

Although our common stock is traded on the NASDARKEaI Market, there is currently a limited market bur common stock and there can be no assuraateu
improved market will ever develop. Investors aaatoned not to rely on the possibility that an\aetrading market may develop.

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

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

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

Our articles of incorporation authorize the isswat"blank check” preferred stock with such deatgms, rights and preferences as may be deternbipedir board ¢
directors without shareholder approval. Our preférstock could be utilized as a method of discangagdelaying, or preventing a change in our cdnamd as a method
preventing shareholders from receiving a premiuntteir shares in connection with a change of aintr

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

We may sell additional shares of common stock ibsequent public or private offerings. We may alssue additional shares of common stock to finaniterd
acquisitions. We cannot predict the size of fuisseiances of our common stock or the effect, if, @ngt future issuances and sales of shares ad@umon stock will have on t
market price of our common stock. Sales of substhatmounts of our common stock (including shasssiéd in connection with an acquisition), or thecgption that such sa
could occur, may adversely affect prevailing magkaétes for our common stock.




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

We currently anticipate that no cash dividends balpaid on the common stock in the foreseeabledutVhile our dividend policy will be based on thygerating results a
capital needs of the business, it is anticipatatlal earnings, if any, will be retained to finarbe future expansion of the our business.

There are a large number of shares underlying ouamwants that may be available for future sale. Ssthntial sales of our common stock by our currentlders or u:
could cause our stock price to decline and issuasibg us may dilute your ownership interest in owrapany.

We are unable to predict whether significant amswfitour common stock will be sold by our currealders after this offering. Any sales of substdrdimounts of ot
common stock in the public market by our currenidbos or us, or the perception that these salesinaigcur, such as might arise from exercise oftantling warrants, cou
lower the market price of our common stock. Furtifewe issue additional equity securities to ragsklitional capital, your ownership interest in gompany may be diluted &
the value of your investment may be reduced. Plezeg “Description of Securitiesdr information about the number of shares that bel outstanding and that could be acqt
through warrant exercise after this offering.

There is currently no market for our Series E wamgs and we do not expect a liquid market for theri®s E warrants to develop.

There is currently no market for our Series E watisaand, although we expect to have the Seriesftants listed on the NASDAQ Global Market, we dx expect
significant liquid market for the Series E warratttsievelop. To the extent a market for the Sefiegarrants does develop, the price for the S&iesrrants will depend, in lar
part, on the price of our common stock.

If we do not maintain an effective registration ¢ement or comply with applicable state securitiagvk, you may not be able to exercise the warrants.

In order for you to be able to exercise therats offered hereby, the underlying shares mastdvered by an effective registration statement gunalify for at
exemption under the securities laws of the statghith you live. We cannot assure you that we wdlhtinue to maintain a current registration statemelating to the offer ai
sale of the warrants and the common stock undeylihese warrants, or that an exemption from regfisin or qualification will be available throughdiieir term. This may ha
an adverse effect on the demand for the warramtstenprices that can be obtained from resellirgnth

The warrants may be redeemed on short notice. Thiay have an adverse impact on their price.

We may redeem the warrants for $0.01 per wawace a share of common stock has traded at $(200% of the share public offering price) for 2ihsecutiv
trading days. If we give notice of redemption, ywili be forced to sell or exercise your warrantsascept the redemption price. The notice of rede@nptould come at a tin
when it is not advisable or possible for you toreige the warrants. As a result, you would be unabbenefit from owning the warrants being redegme

FORWARD LOOKING STATEMENTS

This prospectus contains forwalabking statements within the meaning of SectioA 2T the Securities Act of 1933. These statemeelate to future events and
future financial performance and involve known amiknown risks, uncertainties and other factors thaly cause the actual results, levels of our dgtiyerformance ¢
achievements or the industry in which we operatbeanaterially different from any future resultsyéls of activity, performance or achievements esped or implied by tl
forward-looking statements. These risks and othetofs include those listed under “Risk Factors! #ose described elsewhere in this prospectus.




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

Although we believe that the expectations refledtethe forwardlooking statements are reasonable, it cannot gteednture results, levels of activity, performanm
achievements. Moreover, neither the Company norotingr person assumes responsibility for the acyuaad completeness of these forwardking statements. We do not intt
to update any of the forward-looking statementsrafie date of this prospectus to conform priotestents to actual results.

USE OF PROCEEDS

We expect that we will receive net proceeds of apipnately $15.2 million (or $17.5 million if the derwriter exercises its ovallotment option in full) after deducti
underwriting discounts and commissions and estichatfering expenses that we will pay, assuming rac@eds from warrants being issued and an assuffegihg price of $3.7
for each share and $0.15 for each warrant.

We intend to use the net proceeds of our sale®mihmon stock and the associated warrants in thevioff to complete the Tovaxin Phase IIb clinicaidst fund th:
second year open label extension study being affer@atients who complete the Phase IIb studiatei an extension study of the Phase IIb partitipand fund the advancem
of our MDSC-biabetes program into a Phase | clinical study. preezeeds should fund the company through thedinstrter of 2009. Pending these uses, the net @dsosill be
invested in an interest-bearing money market adcwith a financial institution.

PRICE RANGE OF OUR COMMON STOCK AND DIVIDEND POLICY

Shares of our common stock are traded on the NASOHA@bal Market under the symbol “OPXA'Our common stock trades on a limited, sporadic aidtile
basis. As of October 30, 2007, the last reporégessprice of our common stock was $3.79. As abBer 30, 2007, there were 6,696,784 shares of@ummon stock outstandi
that were held by approximately 335 holders of ré@nd approximately 926 beneficial holders.

The following table sets forth, for the periodsigated, the range of high and low bid information éur common stock.

Price Ranges

High Low

Fiscal Year Ended December 31, 20C

First Quartel $ 7.0C $ 4.4C
Second Quarte 10.1(C 5.1C
Third Quartel 9.1t 4.9:
Fourth Quarte 7.0C 5.4(C
Fiscal Year Ended December 31, 2007

First Quarte! $ 6.08 $ 3.9C
Second Quarte 5.8¢ 4.0t
Third Quartel 5.3t 3.5C
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Holders of shares of common stock will be entittedreceive cash dividends when, as and if declésedur Board of Directors, out of funds legally dahble for

payment thereof. However, if dividends are notlaleal by our Board of Directors, no dividends shwlpaid. We have not paid any dividends on omnroon stock since o
inception.

We do not anticipate that any cash dividends vélipaid in the foreseeable future. While our dindi@olicy will be based on the operating resultd eapital needs
the business, we anticipate that all earningsnyf avill be retained to finance our future expansid herefore, prospective investors who anticipaéeneed for immediate incol
by way of cash dividends from their investment dtiawot purchase the shares offered by this prospect

SELECTED HISTORICAL FINANCIAL DATA

The following selected consolidated financial dsieuld be read in conjunction with “ManagemsriDiscussion and Analysis of Financial Conditior d&esults ¢
Operations’and our consolidated financial statements andeelabtes included elsewhere in this prospectu® skfected consolidated financial data in thisiseds not intende
to replace the consolidated financial statements aotompanying footnotes. The selected consotidagdance sheet data as of December 31, 2006 lessdezived from ol
audited consolidated financial statements includisg@where in this prospectus. The consolidateanfiral data and consolidated balance sheet datthéonine months end

September 30, 2006 and 2007 have been derived dirmamdited consolidated financial statements induelsewhere in this prospectus. Historical resaitts not necessar
indicative of the results to be expected in therfei

Year Ended Year Ended Nine Months Ended  Nine Months Ended
Consolidated Statements of Operations Data: December 31, 200 December 31, 2006 September 30, 200  September 30, 200
Revenue: $ - % SIS SIS =
Operating Expense
Research and developme 4,183,35! 7,612,93 4,407,241 10,148,93
General and administrati\ 6,259,07! 5,461,04 5,676,22. 2,557,60'
Depreciation and amortizatic 1,735,20! 1,818,79! 1,354,87: 1,387,101
Loss on impairment of intangible as: - - - 1,139,67
Loss on disposal of assets 22,81( 2,37¢ 2,371 4,03¢
Net operating los (12,200,45) (14,895,15) (11,440,71) (15,237,35)
Interest incom: 81,93( 688,29¢ 477,54 423,08t
Other income 28,17+ 46,45( 46,45( -
Gain on extinguishment of de - - - 1,612,441
Gain/(loss) on derivative liabilit 3,896,84. 104,97¢ (860,13() -
Interest expense (7,323,85) (984) (891) (10,87
Net loss $ (15,517,35) $ (14,056,40) $ (11,777,73) $ (13,212,70)
Net loss per common share, basic and dil $ (9.92) $ (2.6 $ (2.3¢) $ (1.97)
Weighted average number of common shares outsignoisic and dilute 1,564,83 5,390,91 4,950,86: 6,696,78.
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Consolidated Balance Sheets Data: 2006 2007

Current asset $ 15,44489 $ 6,230,01!
Intangible asset 24,723,20 22,345,79
Fixed asset 1,361,37 1,355,75:
Total asset $ 41,529,47 $ 29,931,56
Current liabilities $ 9,287,120 $ 2,077,23
Long term liabilities 96,24 177,33¢
Total liabilities 9,383,37! 2,254,571
Common stocl 3,348,35! 3,348,35
Additional paid in capita 63,118,18 75,863,58
Accumulated deficit (34,320,43) (51,534,95)
Total stockholders' equity 32,146,10 27,676,98
Total liabilitities and stockholders' equity $ 41,529,47 $ 29,931,56

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 togetithrthe consolidated financial statements andteelaotes that a
included elsewhere in this prospectus. This dsiomsmay contain forwartboking statements based upon current expectattuatsinvolve risks and uncertainties. Our ac
results may differ materially from those anticighie these forward-looking statements as a redwadous factors, including those set forth untieisk Factors”, Disclosurt
Regarding Forward-Looking Statements” or in othaert® of this prospectus. We undertake no obligatdupdate any information in our forwakabking statements except
required by law.

Overview

We are a developmestage company and have a limited operating hist@uyr predecessor company for financial reportingppses was formed on January 22, @
to acquire rights to our adult stem cell technologgy November 2004 we acquired Opexa Pharmacésitices. and its MS treatment technology. We ailedstveloping all of ou
technology, and to date, we have not generatedrewgnues from our operations. As we continue tecaete our operations plan, we expect our developraed operatin
expenses to increase.

Research and development. We have made and expect to continue to make anuffietinvestments in research and developmentderao develop and market
technology. Research and development costs camsisarily of general and administrative and opegexpenses related to research and developménitias. We expens
research and development costs as incurred. Ryopéant and equipment for research and developiern has an alternative future use is capitalaed the related depreciat
is expensed as research and development costexjéet our research and development expense ®aseras we continue to invest in the developmeatiofechnology.

General and administrative. General and administrative expenses consist pitimaf salaries and benefits, stock compensatixpeeses, office expense, professi
services fees, and other corporate overhead cbgéésanticipate increases in general and adminigtr&xpenses as we continue to develop and prédpammmercialization ¢
our technology.
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Results of Operations
Three Months EndeSeptembeB0, 2007 Compared with the Three Months Ended 8dyee30, 2006
Net Sales. We recorded no sales for the three months eSd@iembe80, 2007 and 2006.

General and Administrative Expenses.Our general and administrative expense was $842{67%he three months ended September 30, 200Zoa®pared t
$1,430,507 for the three months ended Septembe2®B. The decrease in expenses is primarily dwedecrease in stock compensation expenses, pimfasservice fees a
overhead expenses. We anticipate increases inagjeral administrative expenses as we continueveldp and prepare for commercialization of ouhtedogy.

Research and Development ExpenseResearch and development expense was $3,189,28teftree months ended September 30, 2007, cothpaf#?,113,878 f
the three months ended September 30, 2006. Theaserin expenses was primarily due to the costseoPhase Ilb clinical trial for Tovaxin and stoodmpensation exper
recorded in 2007. We have made and expect torugto make substantial investments in researctdanelopment in order to develop and market ounrtelogy. We expen
research and development costs as incurred. Wecerpr research and development expense to ircesase continue to invest in the development ot@chnology.

Interest Expense. Interest expense was $4,731 for the three manttled September 30, 2007, compared to $278 fahtbe months ended September 30, 2006
increase in interest expense was primarily due kmaa payable consisting of an equipment line ofta$250,000 with Wells Fargo of which $236,563 veasstanding as
September 30, 2007.

Interest Income. Interest income was $102,292 for the three moetided September 30, 2007 compared to $259,14théothree months ended Septembe
2006. The decrease was due to the reduction mlzalances that were available for investment ghauivalent investments.

Net loss.We had a net loss for the three months ended Septedd, 2007, of $3,924,641, or $0.59 per sharsi¢tznd diluted), compared with a net loss of $1,337
or $0.20 per share (basic and diluted), for theghnonths ended September 30, 2006. The increas loss is primarily due to the costs of the RBH#s clinical trial for Tovaxil
and the loss on impairment of intangible assetsedtby a reduction in stock-based compensationresgpand gain on extinguishment of debt.

Nine Months Ended September 30, 2007 Comparedhrathine Months Ended September 30, 2
Net Sales. We recorded no sales for the nine months ended:®dyerr 30, 2007 and 2006.

General and Administrative ExpensesGeneral and administrative expense was $2,557 @0%hé nine months ended September 30, 2007, aparech to $5,676,2:
for the nine months ended September 30, 2006. dEleecase in expenses is primarily due to a declieastck compensation expenses, professionalceefees and overhe
expenses. We anticipate increases in general@néhgtrative expenses as we continue to develdppaepare for commercialization of our technology.

Research and Development ExpenseResearch and development expense was $10,148,08@efaine months ended September 30, 2007, comhpar$4,407,24
for the nine months ended September 30, 2006. iddrease in expenses was primarily due to thescofsthe Phase IIb clinical trial for Tovaxin, raseh and development
support of preglinical diabetes stem cell therapies and stockmmmmation expense recorded in 2007. We have madi@xpect to continue to make substantial investsi
research and development in order to develop andtehaur technology. We expense research and dewednt costs as incurred. We expect our researdhdavelopmel
expense to increase as we continue to invest idelielopment of our technology.

Interest Expense. Interest expense was $10,875 for the nine maerided September 30, 2007, compared to $891 faritttemonths ended September 30, 2006
increase in interest expense was primarily due kmaa payable consisting of an equipment line ofta$250,000 with Wells Fargo of which $236,563 veasstanding as
September 30, 2007.
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Interest Income. Interest income was $423,086 for the nine momtihded September 30, 2007 compared to $477,54héonine months ended September
2006. The decrease was due to the reduction mlzalances that were available for investment ghauivalent investments.

Net loss.We had a net loss for the nine months ended SepteB 2007, of $13,212,705, or $1.97 per sharsi¢band diluted), compared with a net los
$11,777,735, or $2.38 per share (basic and dilufedjhe nine months ended September 30, 2006irknease in net loss is primarily due to the castociated with the Phase
clinical trial for Tovaxin and the loss on impairnmef intangible assets offset by a reduction otkthased compensation expense, gain on extinguishofidiability and loss o
derivative instruments.

Comparison of Year Ended December 31, 2006 with théear Ended December 31, 2005
Net Sales. We recorded no sales for the twelve months elEmber 31, 2006 and December 31, 2005.

General and Administrative Expenses. Our general and administrative expenses duringwieéze months ended December 31, 2006, was $5,485H6 compared
$6,259,075 for the twelve months ended Decembe23@5. The decrease in expenses is due to a cofianing factors including a decrease in stock congagion expense
professional service fees and overhead expens80®. General and administrative expenses consisaply of salaries and benefits, stock compemsaéxpense, office expen
professional services fees, and other corporateheae costs. We anticipate increases in geneml aaiministrative expenses as we continue to devatop prepare fi
commercialization of our technology.

Research and Development ExpensResearch and development expense was $7,612,98%fowelve months ended December 31, 2006, as a@dfto $4,183,3!
the twelve months ended December 31, 2005. Thease in expenses was primarily due to the costiseoPhase I/l and Phase llb clinical trials favaxin and research &
development in support of pical diabetes stem cell therapies. We haveerat] expect to continue to make substantial invests in research and development in ord
develop and market our technology. We expensarelseand development costs as incurred. Propglapt and equipment for research and developmenthhs an alternati
future use is capitalized and the related depriecias expensed as research and development dd&expect our research anévklopment expense to increase as we contir
invest in the development of our technology.

Interest Expense. Interest expense was $984 for the twelve montheermikcember 31, 2006 compared to $7,323,851 fotwklve months ended December
2005. Interest expense during 2005 was due tcsrpgable that were outstanding during the secomadter of 2005 which were subsequently convertéa équity in June 200
resulting in acceleration of the amortization af thiscount related to the notes.

Interest Income. Interest income was $688,299 for the twelve momthded December 31, 2006 compared to $81,930 fotwtblre months ended December
2005. The increase was due to the investmenteofdish proceeds from a 2006 equity financing imtg¢kan and cash equivalent investments.

Gain (Loss) on Derivative Instruments Liabilities,net. We recognized a gain on derivative instrumentsl@f4$978 for the twelve months ended December 306
compared to $3,896,841 for the twelve months erldedember 31, 2005. The decrease is a result ohéhainrealized (nooash) change in the fair value of our derive
instrument liabilities.

Net Loss.We had net loss for the year ended December 31, 260514,056,407 or ($2.61) per share (basic ahuded), compared with a net loss of $15,517,3%
($9.90) per share (basic and diluted), for the wevehonths ended December 31, 2005.

Liquidity and Capital Resources
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Changes in cash flow. Cash used in operations for the nine month penatbed September 30, 2007 was $6,154,074, as comfza#]774,299 used in operations
the nine months ended September 30, 2006. Theasera cash used in operations is primarily dueartoncrease in operating expenses offset in parthbymaturity ¢
approximately $2.9 million in marketable securitég® its reclassification to cash and cash equivsland by an increase in accrued expenses regiitim the Phase IIb clinic
trial. Cash used in investing activities for theenmonth period ended September 30, 2007 was $82,7as compared to $612,567 for the nine montliecdrseptember &
2006. The decrease was primarily due to a decri@asguipment purchases and the license paymene&hanghai Institute related to the licenseinbthduring the nir
months ended September 30, 2006 for its rheumartiditis T-cell technology. Cash provided from financing aitiés for the nine month period ended September2807 wa
$126,241, as compared to $21,153,520 for the nimetins ended September 30, 2006. The decrease wdse the proceeds from the April 2006 equity firiagc

Liquidity . Historically, the Company has financed its ofieres primarily from the sale of its debt and egwecurities. As of September 30, 2007, the Com e
cash, cash equivalents and marketable securitiappybximately $5.8 million.

Our financing activities generated approximatel{t 82million for the year ended December 31, 2006caspared to approximately $8.2 million for the sayear ende
December 31, 2005. In both periods, the cash gésefrom financing activities resulted from théesaf common stock in equity financings.

Our current burn rate is approximately $1 millioar pnonth excluding capital expenditures. Withdwe proceeds of this offering, we would need toeraidditione
capital to fund our working capital needs beyorelfihst quarter of 2008. Currently, we have deiesd that if we do not raise additional funds, ¢hisra concern about our abi
to continue our operations and our independentwatents have added a going concern paragraph itorépert on the audit financial statements for ylear ended December
2006.

We recently terminated a private offering of equiyaccredited investors. We sought to raiseou20 million in gross proceeds and consideredngeélither comma
stock or convertible preferred stock with warramtgpurchase common stock. We later determinedatimtblic offering of common stock was more dededbr the company ai
therefore terminated our private financing effart@ctober 24, 2007. This offering supersedes theipus private equity offering.

Contractual Commitments
A tabular disclosure of contractual obligation®acember 31, 2006, is as follows:

Payments Due by Period

More than 5
Total Less than 1 yea 1- 3 years 3-5years years
Operating Lease $ 1,274,170 $ 117,77:  $ 276,97¢ $ 295,08 $ 584,34:
Consulting and Research Agreements $ 142,64 $ 142,14 % 50C $ = 8 =
Total $ 1,416,82, $ 259,92. % 277,47 $ 295,08( $ 584,34

Off-Balance Sheet Arrangements
As of December 31, 2006, we had no off-balancetsfreangements.
Critical Accounting Policies

Our discussion and analysis of our financial canditind results of operations is based on our dmteged financial statements, which have been pezgpa accordant
with accounting principles generally accepted ia thS. The preparation of these consolidated filshrstatements requires us to make estimates afghjants that affect t
reported amounts of assets, liabilities and expen¥ée base our estimates on historical experianckeon various other assumptions that we believgetoeasonable under
circumstances, the results of which form the bmisnaking judgments about the carrying valuesssfess and liabilities that are not readily appafearh other sources. Actt
results may differ from these estimates under difie assumptions or conditions. We believe thivfahg critical accounting policies affect our masgnificant judgments ai
estimates used in preparation of our consolidatexhtial statements.
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Reverse Acquisition. We treated the merger of PharmaFrontiers Corm 8portan as a reverse acquisition. Pursuanhéoguidance in Appendix B of SI
Accounting Disclosure Rules and Practices Offigiakt, the “merger of a private operating comparty & noneperating public shell corporation with nominal assets typical
results in the owners and management of the prisatepany having actual or effective operating agnif the combined company after the transactioith #he shareholders
the former public shell continuing only as passimgestors. These transactions are considered bysthff to be capital transactions in substanctherathan busine
combinations. That is, the transaction is equivate the issuance of stock by the private compimythe net monetary assets of the shell corparatazcompanied by
recapitalization.” Accordingly, the reverse acquisition has been actamlifor as a recapitalization. For accountingopses, the original PharmaFrontiers Corp. is camsitl th
acquirer in the reverse acquisition. The histdriceancial statements are those of the originadrtaFrontiers Corp. Earnings per share for penwis to the merger are resta
to reflect the number of equivalent shares recebyethe acquiring company.

Impairment of Long-Lived Assets.We review longlived assets and certain identifiable assets f@ainment whenever events or changes in circumssaincécate th:
the carrying amount of an asset may not be recbierdf the sum of the expected future undiscodmash flows is less than the carrying amount efabset, further impairme
analysis is performed. An impairment loss is meadas the amount by which the carrying amounteds¢he fair value of assets.

Stock-Based Compensation. On January 1, 2006, we adopted the provisionsSmttement of Financial Accounting Standards No.RL23ShareBase!
Payment” (“SFAS 123R”) which establishes accounfimgequity instruments exchanged for employeeiserwVe utilize the Blackcholes option pricing model to estimate
fair value of employee stock based compensatiaheatate of grant, which requires the input of higsubjective assumptions, including expected vithatand expected life
Further, as required under SFAS 123R, we now eggirfaafeitures for options granted, which are ngperted to vest. Changes in these inputs and assumagan material
affect the measure of estimated fair value of diarebased compensation. These assumptions are subjectd generally require significant analysis ardfjjnent to develo
When estimating fair value, some of the assumptwitisbe based on, or determined from, externahdatd other assumptions may be derived from otorital experience wii
stock-based payment arrangements. The appropréightmo place on historical experience is a matfgudgment, based on relevant facts and circuncsts

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

Research and Development. The costs of materials and equipment or facilittest are acquired or constructed for research aveldpment activities and that hi
alternative future uses are capitalized as tangilsieets when acquired or constructed. The cosudi materials consumed in research and developawivities and th
depreciation of such equipment or facilities usedhose activities are research and developmerts.cbowever, the costs of materials, equipmentfaeilities acquired ¢
constructed for research and development activitias have no alternative future uses are considersearch and development costs and are expehdleel #me the costs ¢
incurred.

Accounting for Derivative Instruments. Statement of Financial Accounting Standard (“SFASI). 133, ‘Accounting for Derivative Instruments and Hedc¢
Activities,” as amended, requires all derivatives to be recoodettie balance sheet at fair value. These devemtire separately valued and accounted for obalance sheet. F.
values for securities traded in the open marketdari/atives are based on quoted market prices.rgVimarket prices are not readily available, faiuea are determined us
market based pricing models incorporating readilgesvable market data and requiring judgment atichates.
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The pricing model we use for determining fair valwd our derivatives is the Black Scholes Pricingddl. Valuations derived from this model are subfecongoint
internal and external verification and review. Tiedel uses marketeurced inputs such as interest rates, exchangs aaid stock price volatilities. Selection of thagsuts
involves management's judgment and may impacteetie.

In September 2000, the Emerging Issues Task FOEtER") issued EITF 0Qt9, "Accounting for Derivative Financial Instrumerihdexed to and Potentially Settlec
a Company's Own Stock," ("EITF a®") which requires freestanding contracts thatsatded in a company's own stock, including comrsimtk warrants, to be designated a
equity instrument, asset or a liability. Under threvisions of EITF 09, a contract designated as an asset or a liahilitst be carried at fair value on a company'sriz@ahee
with any changes in fair value recorded in the canys results of operations. A contract designaie@n equity instrument must be included withinitygq@and no fair valu
adjustments are required. In accordance with EITA® in June 2006, we determined that certain oudistg warrants to purchase our common stock shbalgeparate
accounted for as liabilities. We had not classitieglse derivative liabilities as such in our hitak financial statements. In order to reflect #nebanges, we restated our finar
statements for the year ended December 31, 20€ctwd the fair value of these warrants on ourrx@asheet and record unrealized changes in thewvaluthese derivatives
our consolidated statement of operations as “Gass) on derivative liabilities.”

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

In December 2006, the FASB issued FASB Staff Rmsitlo. EITF 00-19-2, Accounting for RegistrationyReent Arrangements ( EITF 00-19-2). EITF 00-29-
addresses an issugrccounting for registration payment arrangemensgpecifies that the contingent obligation to mdlture payments or otherwise transfer considamainde
a registration payment arrangement, whether isasealseparate agreement or included as a prow$iafinancial instrument or other agreement, stidnd separately recogniz
and measured in accordance with FASB StatementNAccounting for Contingencies. The guidance iMREIO0-192 amends FASB Statements No. 133, Accountin
Derivative Instruments and Hedging Activities, aNa@. 150, Accounting for Certain Financial Instrurteenwith Characteristics of both Liabilities and Hgu and FASE
Interpretation No. 45, GuarantsrAccounting and Disclosure Requirements for Guaes) Including Indirect Guarantees of Indebtedoé&thers, to include scope exceptions
registration payment arrangements. EITF 00218lso requires additional disclosure regardingniieire of any registration payment arrangemefiesnative settlement metho
the maximum potential amount of consideration dreldurrent carrying amount of the liability, if arifhis EITF is effective immediately for registati payment arrangeme
and the financial instruments subject to thosengieanents that are entered into or modified subsedoehe date of issue of this EITF. For registraippayment arrangements
financial instruments subject to those arrangemératswere entered into prior to the issuance isf iTF, this is effective for financial statemergsued for fiscal years beginn
after December 15, 2006, and interim periods withiose fiscal years. The impact of implementin@EEDO0-192 in the fiscal year 2007 will result in a cumuwiatieffect of .
change in accounting principle with a credit to inegng retained earnings of $6,656,677 and a redefsthe same amount to the derivative liabilitgaunt.
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OUR BUSINESS
Overview

We are a biopharmaceutical company developing agénis cellular therapies to treat several majoedbes, including multiple sclerosis (MS), rheundaagothritis
(RA) and diabetes. These therapies are based goropiietary T-cell and adult stem cell technolsgie

T-Cell Therapy

We have the exclusive worldwide license from BayGmllege of Medicine to an individualized ¢ell therapeutic vaccine, Tovaxin, which is in lénitStates (U.S
FDA Phase IIb human clinical trials to evaluatesiidety and effectiveness in treating MS.

MS is the result of a person’s owncEls attacking the myelin sheath that coats theeneells of the central nervous system (CNS). Xovaonsists of attenuat
patient-specific myelin reactive dells (MRTCs) against peptides from one or moreahef primary proteins on the surface of the myehleah (myelin basic protein (MBI
proteolipid protein (PLP) and myelin oligodendraegiycoprotein (MOG)). Patierspecific MRTCs are expanded in culture with speqiieptides identified by our proprietary
of the patiens peripheral blood, attenuates them by gamma atiadi, and then returns them to the patient asbawtaneous injection. Although further testinghecessar
results from our initial human trials appear toigade that these attenuated T-cells cause an immasp®nse directed at the autoreactive T-celleeénpatients body, stimulating
reduction in the level of harmful T-cells.

We believe that our initial human trials suggesttfovaxin safely induces the depletion and regaiabf MRTCs, possibly stabilizing the disease,uddg the
annualized relapse rate, and potentially improvhg disability scores of patients. Patients treated 10-subject, opelabel Phase I/ll dose escalation clinical triallwiftovaxir
have experienced minimal side effects and the fjpetocol” analysis of patients treated with Tovaxin achieae2D% reduction (p=0.0039) in annualized relapge (@RR). Th

group treated with the mid dose (30-45 x8utenuated T-cells) achieved a 100% reduction ilRARhe Phase llIb trial is being conducted withritid dose.

In a one-year, 8-subject extension clinical trifedapsing remitting (RRMS) and secondary progkes§SPMS) subjects, the "pprotocol” analysis of Tovaxin thera

achieved a 92% (p=0.0078) reduction in annualizdgbse rate (ARR) in subjects who received twattneat doses of 30 — 45 x farttenuated Teells eight weeks apart and w
monitored for an additional 44 weeks. Subjectthimextension study had previously been treateavarage of approximately 5 years earlier at Baglollege of Medicine und
the direction of the inventor of Tovaxin Jingwu ZigaM.D., Ph.D with an early version of the T-oedlccine.

In November 2006, we enrolled the first patien&iidouble blind, placebo controlled, 150 patientdehidb clinical trial. We completed enroliment dif 250 patients i
May 2007.

Our Rheumatoid Arthritis (RA) T-cell vaccination QW) technology is conceptually similar to TovaxiRA is an autoimmune T-celiediated disease in whi
pathogenic Teells trigger an inflammatory autoimmune respooféhe synovial joints of the wrists, shoulderse&n, ankles and feet which causes pain, stiffreess swelling
around the joints and erosion into cartilage andeboOur RA TCV technology allows the isolationtbése pathogenic @ells from synovial fluid drawn from a patient. Wl
expand and attenuate these T-cells in our labgrat®he attenuated Tells will be injected subcutaneously into patienith the goal of inducing an immune response deg@
the Pathogenic T-cells in the patient’s body. VW&dye this immune response could reduce the lefsphthogenic Teells and potentially allow the reduction of joswelling ir
RA patients.

Stem Cell Therapy

We have developed a proprietary adult stem celirtelogy to produce novel monocytierived stem cells (MDSC) from blood. These MDSH® be derived from
patient's monocytes, expanded ex vivo, and theniridtared to the same patient. We believe thahbsge this is an autologous therapy, there shoulibbrejection issues as self-
derived MDSC pose no immunological problems. Notyalllogenic cells are deleted by host immune oesgs and require the use of anti-rejection drugs.
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Our novel multipotent stem cell is derived from peripheral bloodnwcytes which when cultured under defined conditiare able to further differentiate into sev
cellular lineages. Molecular biology and immunobettemical studies have shown that these MDSCs $eeific markers that distinguish them from othtenscells. In additio
these studies have also shown a time-dependendbdarxpression of these specific gene productmgliuhe growth and differentiation of MDSCis vitro experiments wit
MDSCs have shown their capacity to differentiateands hematopoietic, epithelial, endothelial, emo@cand neuronal cells. Our main focus is thehiertdevelopment of tr
monocyte-derived stem cell (MDCS) technology asoweh platform for thein vitro generation of highly specialized cells for potehépplication in autologous cell therapy
patients with diseases such diabetes mellitus artiavascular disease.

Other Opportunities

We intend to conduct basic research to determieeptitential use of stem cells and differentiatelfsda other indications, such as macular degem@rastroke
myocardial infarction, wound healing and Parkinsodisease. We intend to partner or sublicense sdrtfeese indications if they are not pursued fderinal development. F
those indications where we believe we can partieipammercially, we desire to partner in key conuismarkets outside of the U.S.

The Company’s Products and Services

Our T-cell Platform

Multiple Sclerosis - Background

In the U.S., approximately 400,000 people suffermrMS, a chronic progressive autoimmune diseasheotentral nervous system (CNS) that is causethysiin
autoreactive Teells progressively eroding the myelin that surdsiand insulates nerve fibers of the brain andasiord resulting in varying amounts of disabilit@lobally, ther
are approximately 2.5 million MS patients represena drug market believed to be approximately b in 2005. The US markets accounted for sligimore than 50 perce
of global MS sales in 2005, approximately $2.5idill MS remains a challenging autoimmune diseasgetat because the pathophysiologic mechanismsliaeese, and tt
chronic, unpredictable course of the disease mikkfficult to determine whether the favorableedts of shorterm treatment will be sustained. Therapies thaeasy to use a
can safely prevent or stop the progression of dseapresent the greatest unmet need in MS.

In recent years, the understanding of MS pathoger®s evolved to comprise an initial, T-celediated inflammatory activity followed by seleaidemyelinatio
(erosion of the myelin coating of the nerve fibemsd then neurodegeneration. The discovery ofadeselevant immune responses has accelerated theogeveht of targete
therapeutic products for the treatment of the estdges of MS.

Some subjects, who have the appropriate genetikgbaiend, have increased susceptibility for thevivo activation and clonal expansion of myelin autorizect -
cells. These myelin autoreactivec€s may remain dormant, but at some point theyaativated in the periphery, possibly by molecuafémicry (i.e., recognition of epitopes tl
are common to autoantigens and microbial antigerexagenous triggers), thus enabling them to dhesbloodbrain barrier (BBB) and infiltrate the healthy tigsof the brain ar
spinal cord. The cascade of pathogenic events eademyelination of axons, which causes nervailsgptransmissions to diffuse into the tissue.

Current Therapy for Multiple Sclerosis

Current MS disease modifying drugs on the marketraostly palliative and generally work through actrenism of immunomodulation or immunosuppressidhest
therapies for MS are dominated by three forms ¢érferon that require frequent subcutaneous ommmtiscular injections (Avonex, Betaseron and Relfifppaxone is ¢
immunomodulator composed of a random copolymemuiha acids that is administered daily. Novantr@méoxanthrone) is an immunosuppressive drug thatanly be give
four times per year with a life time limit of 8 &2 doses. All of the current therapies only sltw progression of MS and they have significantgmatcompliance challenc
because of the dosing schedule, limited decreaselapse rate, side effects profile (e.g., therfeten formulations produce severe flke symptoms, injection site reactio
infection and neutralizing antibodies (ranging fr&% to 45%) are developed that limits the efficafytreatment; Copaxone causes significant injectiia reactions; whi
Novantrone causes infections, bone marrow supmmessausea, hair thinning, bladder infections, mdith sores). These drugs must be administerdyltdaveekly. Tysab®, a
selective adhesion molecule inhibitor (an alphatégrin antagonist), represents another class ofdM§s that works by preventing immune system dellsleukocytes carryir
the alpha 4 integrin glycoprotein on their surfafteyn crossing the BBB and move into the CNS. Ty&& requires a once per month infusion and has beetroduced to tF
market after being originally withdrawn in 2005 bdson safety concerns over several patient deatdsalvirally mediated brain inflammationa—condition called progress
multifocal leukoencephalopathy (PML).

19




Tovaxin for Multiple Sclerosis

We believe that Tovaxin works selectively on theetfity autoreactive T-cells by harnessing the bedyatural immune defense system and feedback misahsu
deplete these Tells and induce favorable immune regulatory respsrby rebalancing the immune system. Tovaxin asufactured by taking the MRTCs from the blc
expanding them to a therapeutic desevivo, and attenuating them with gamma irradiation #vpnt DNA replication. These attenuated MRTCstlhea injected subcutaneou
into the body in large quantities. The body redpgs specific Teell receptor molecules of these MRTCs as foreigghrmounts an immune response reaction against thenonly
destroying the injected attenuated MRTCs, but #isccirculating, myelin autoreactive T-cells canyithe peptide-specific T-cell receptor moleculesaddition, Teell activatior
molecules on the surface of the activated MRTCsl @sevaccine induce favorable immune regulatorgarses, which promote arntilammatory responses. Because the the
uses an individuad own cells, the only directly identifiable siddeet, observed thus far, is injection site reactioa small percentage of the patients. Theseiogecclear withil
24 hours.

We believe that this technology platform may happli@ations in other T-cell mediated diseases aglrohn’s disease, psoriasis, RA and Type ldiabete
Tovaxin Intellectual Property

The technology is based on discoveries made bylibgwu Zang of Baylor College of Medicine in HoustoWe have an exclusive, worldwide license from Baylo
College of Medicine to develop and commercializee¢htechnology areas for MS, namelycdlt vaccination, peptides, and diagnostics. UrttlerLicense Agreement with f
Baylor College of Medicine, we have rights to ataif 11 patents (2 U.S. and 9 foreign) and 80mgapplications (6 U.S. and 74 foreign).

Tovaxin Manufacturing

We manufacture our TCV therapy in our own Good Maoturing Practice (“GMP”facility. The TCV technology producing Tovaxinsamilar to that of tradition:
microbial vaccine technology, where the pathogentlje attenuated derivative) is used to derive ghaective antigens necessary to induce protedtivaune responses.
preparing the Tovaxin for a patient, the myelincaeactive T-cells causing the disease are taken fhe blood, specifically identified, and expana@sdvivoby incubating these T-
cells with selected peptides of MBP, PLP, and M@Ghie presence of antigen-presenting cells and thréaetors. Myelin-peptide reactive Gells are grown to therapeutic lev
and cryopreserved. Prior to use, the MRTCs aramded, formulated, and attenuated (by irradiationjender them incompetent to replicate but vigbletherapy. Thes
attenuated T-cells are administered in a definbéduale of subcutaneous injections. We have shbamna single draw of a 500 ml bag of blood is sigfit to provide a full yeas’
therapeutic regimen of Tovaxin.

20




Clinical Development of Tovaxin

Tovaxin is currently in a Phase llb clinical trigPatients treated in our Phase I/Il opabel studies with Tovaxin have experienced minisidé effects, an approxim.
90% average reduction in annualized relapse rateraprovements in EDSS disability scores.

Tovaxin Phase Ilb Clinical Trial

The Phase Ilb trial, entitled “A Multicenter, Ramdized, Double-Blind, PlacebB8entrolled Study of Subcutaneous Tovaxin in Sulsjedth Clinically Isolated Syndrome
Relapsing Remitting Multiple Sclerosis”, is a nngite double-blind, randomized, placebontrolled 150 (100 treated, 50 placebo) patidat.tiThe trial is being conducted at
sites in the U.S. The primary endpoint will be brégsion evaluation (the total number of gadolinianhancing lesions) via MRI with a secondary endpbeing annual relap
rate. This trial is designed to demonstrate ttietgand efficacy of Tovaxin. We completed enrolithin May 2007 and expect top-line results in therth quarter of 2008.

Our Adult Stem Cell Platform
Stem Cells — Background

Stem cells are undifferentiated primary cells thave the potential to become any tissue or orgahebody. They hold therapeutic promise for theettgoment c
effective treatments and possibly cure for varidiseases. The current stem cell research efforte baen divided between embryonic and tissue sSpeaifult stem cells
potential therapeutic progenitor cells. Recentegixpents with embryonic stem (ES) cells have dermatesdd that these highly proliferative, pluripoteetls can differentiate in
pancrea tic-like3-cells. The major problem with ES cells is theingbotency and risk that these cells, once tramépth could form tumors. Given that, adult tisspecific ster
cells have become attractive as a potential cehiagheutic. Adult tissue sific stem cells have advantages over ES cetlst, these cells can be isolated from a more maaide
source such as bone marrow or other tissues; setoey proliferate in a controlled fashion and with the likelihood of tumorogenicity, and third,ethcan be used in
autologous setting and avoid the potential foratge which exists for allogenic use of stem cells.

Hematopoietic stem cells (HS€), present in the bone marrow and precursors ltdlabd cells, are currently the only type of stemlls commonly used f
therapy. Doctors have been transferring HSC’soinebmarrow transplants for more than 40 years. aAded techniques for collecting or “harvesting” HS@re now used to tre
leukemia, lymphoma and several inherited bloodrdiers.

The clinical potential of stem cells has also béemonstrated in the treatment of other human déseascluding diabetes and advanced kidney cartdewever, thes
new therapies have been offered only to a verytdidnhumber of patients using adult stem cells.

Stem cell therapies have technical, ethical andllbgrdles to overcome before they will be ablébéoused to possibly affect tissue and organ repaisignifican
hurdle to most uses of stem cells is that scientiki not yet fully understand the signals that tepecific genes on and off to influence the diffgi®ion of the stel
cell. Therefore, scientists will have to be atbdeptrecisely control the differentiation of stemlsehto the specific cell type to be used in thgramd drug testing. Curre
knowledge of the signals controlling differentiatialls well short of being able to mimic these ditions precisely to consistently have identicdfatentiated cells for ea
specified use.

To realize the promise of novel célased therapies for such pervasive and debilitatisgases such as diabetes and kidney cancertistsanust be able to easily ¢
reproducibly manipulate stem cells so that theyspss the necessary characteristics for succesfferledtiation, transplantation and engraftmerito be useful for transple
purposes, stem cells must be reproducibly maderdiferate extensively and generate sufficientrdities of tissue, differentiate into the desiresll ¢ype(s), survive irthe
recipient after transplant, integrate into the sunding tissue after transplant, function apprdphjafor the duration of the recipient's life, agdiarming the recipient in any w.
and avoid the problem of immune rejection. Therea assurance that any commercialized cell-bdsadpies will ever be developed.
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Therapies utilizing Our Stem Cell Platform

We have developed a proprietary adult stem cefitelogy to produce monocyte-derived stem cells (@P8om blood. These MDSC can be derived from @epés
monocytes, expandexk vivo, and then administered to the same patient. Weueethat because this is an autologous therdygyetshould be no allogenic rejection issues ds sel
derived MDSC pose no immunological problems. Ndlynallogenic cells are deleted by host immuneeses and require the use of anti-rejection drugs.

Our novel multipotent stem cell is derived from peripheral bloodnmcytes which when cultured under defined condgtiare able to further differentiate into sev
cellular lineages. Molecular biology and immunobestemical studies have shown that these MDSCs $aeeific markers that distinguish them from othtenscells. In additio
these studies have also shown a tioependence for the expression of these specifie geaducts during the growth and differentiationMSCs. In vitro experiments wi
MDSCs have shown their capacity to differentiatwands hematopoietic, epithelial, endothelial, emthecand neuronal cells. Our main focus is thehterrtdevelopment of tt
monocytederived stem cell technology as a novel platformtifie in vitro generation of highly specializedlsdbr potential application in autologous cell ridyey for patients wit
diseases such as diabetes mellitus and cardioeagtisbase.

Working either alone or in conjunction with stratepartners, we intend to utilize these MDSC frdre same patient to attempt to develop a therapghwmiay caus
autologous tissue or organ repair. The initiaéinal therapeutic target is diabetes mellitus. eDtherapeutic targets would be pursued througly-stage licensing or strate:
alliances. The diabetes program is currently axginical development.

Pancreatic Islet Cell Development

Diabetes is a disease characterized by t he fadlutess of pancreatip-cells to generate sufficient levels of the hormamaulin required to meet the bodyheed t
maintain normal nutrient homeostasis. Type 1 dedbé caused by the complete loss of pancr@atiells when the bodg’ own immune system mistakenly attacks and desa
person’sp-cells. While for Type 2 diabetes the causes arerfore complicated and poorly understood, theltestithe disease are similar in that often fheells fail to genera
sufficient amounts ofnsulin to maintain normal homeostasis. The lokfsulin results in an increase in blood glucoseels and will eventually lead to the developmei
premature cardiovascular disease, stroke, and Xithieire. Currently there is no permanent cunedimbetes; however, recent clinical islet celhgplantations have shown gt
success in restoring lortgkm endogenous insulin production and glycemibibta in subjects who have Type 1 diabetes medlinith unstable baseline control. Persistent
function without injected insulin dependence pregaonsiderable benefit.

Current cell transplant therapy for the treatmdrdiabetes is limited by an inadequate supply sfilim-producing cells. Cadaveric sources are limited gmtbo three
ancreas are required to obtain clinically significguantities of3-cells for one patient. The identification of nowaelult human stem cells provides a new prospecolitaining
sufficient number of insulin-producirfizcells for transplantation. Us ing our technol@ggingle blood draw may be adequate to producealiquantities off-cells for a patient.

In vitro experiments with MDSC have shown their capacitglifferentiate toward a wide variety of cell typesluding pancreatig-like cells. These cells aggregate i
clusters resembling pancreatic Islets of Langeritanmed monocyte derived islets (MDI). The clustggregates show endocrine gene expression. Biochemssays ha
demonstrated that MDI can synthesize and secrgtéfisant amounts of insulin during their growthdarespond in a glucosgependent manner. In addition, MDI can be stimd
or repressed by the addition of agonists or antagoof insulinin vitro .

The importance of these stem cells is thétaho easily and cost effectively derive themrfr@an individuals circulating monocytes, expand them and adminibter
back into the same patient. This autologous apprpaovides a method to overcome any rejection ssmel the need for immunosuppressant drugs, winchften associated w
current transplantations.
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Stem Cell Pre-Clinical and Clinical Development

We are conducting prelinical studies to demonstrate proof of concept arethod of delivery with a planned IND (Investigal New Drug) submission to the FI
during 2008. We hope to commence a Phase | strdndénocyte-derived islet transplantation of pasesith Type 1 diabetes mellitus in 2009.

Licenses, Patents and Proprietary Rights

We believe that proprietary protection of our tedlogies is critical to the development of our besis. We intend to continue to protect our propryetatellectua
property through patents and other appropriate meafe rely upon tradsecret protection for some confidential and prdprieinformation and take active measures to cé
access to that information. We currently have dmtlosure agreements with all of our employees)satiants, vendors, advisory board members andramintesearc
organizations.

Our intellectual property strategy includes deveigproprietary technology for the sourcing, sage manufacturing, and storage of T cells and mpotént adult ste
cells and the use of these cells in multiple theuwtip applications. This strategy will include erdang on technologies in-licensed to us as welinacensing addition:
technologies through collaborations with univeesitand biotech companies.

We have exclusive, worldwide licenses to certaiepis that relate to our T-cell technology and muitipotent adult stem cell technology.
T-Cell Therapy Intellectual Property

We have an exclusive, worldwide license from thglBaCollege of Medicine to certain patent applioas relating to the treatment of MS using atteedak-cells an
to the use of the Eell technology as a diagnostic. The license wasitgd to us by Baylor in exchange for common stiockOpexa Pharmaceuticals which we acquire
November 2004. The license requires us to payltiegeon sales of products covered by the liceMée.have filed additional patent applications redaie T-Cell vaccination fc
MS.

Rheumatoid Arthritis Therapy Intellectual Property

We have an exclusive worldwide license for thellattual property rights and research results ohatologous T cell vaccine for RA from the Shandhatitutes fo
Biological Sciences (SIBS), Chinese Academy of Soi#s of the People's Republic of China. We madeeatime $125,000 license payment and agreed tapayalty on ne
sales of products covered by the license. We filcbadditional patent applications related to @i&accination for RA.

Stem Cell Therapy Intellectual Property

We have an exclusive, worldwide license from theversity of Chicago, through its prime contractetationship with Argonne National Laboratory, topaten
application related to the development of adulttipatent stem cells from monocytes isolated froralaHuman peripheral blood. The technology wasalisced and developed
the Argonne National Laboratory, a U.S. DepartntériEnergy Laboratory.

Pursuant to the license we have issued a totaB@f62 shares of our common stock and paid $232@4i2e University of Chicago. We will owe milestopayment
upon demonstration of efficacy in Phase Il clinisaldies, submission for product approval to theARIhd approval of licensed products totaling $1,860. We will also pe
royalties on net sales of products covered byitense.

We have filed additional patent applications relate the process of obtaining monocyerived stem cells. In addition, we have filedaept application for tt
process of differentiation of MDSCs into monocytrided islets which function like pancreatic istetls.
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Our Product Pipeline

Tovaxin is a vaccine approach for treating MS,hattit induces the body’immune system to attack the MRTCs that we bel@eeresponsible for destroying
myelin sheath coating of the axons in the centeaVous system. We believe that the depletion agdlation of the MRTCs may stop progression of ipldtsclerosis. Tovaxin
currently in a Phase IIb clinical trial. We comglétenrollment of this trial in May, 2007.

Rheumatoid Arthritis Therapy

Our Rheumatoid Arthritis (RA) T-cell vaccination QW) technology is conceptually similar to TovaxiRA is an autoimmune T-celiediated disease in whi
pathogenic Teells trigger an inflammatory autoimmune respooféhe synovial joints of the wrists, shoulderse&n, ankles and feet which causes pain, stiffreess swelling
around the joints. This technology is in preclalidevelopment.

Diabetes Stem Cell Therapy

We believe that there are approximately 20.8 niillpeople in the U.S. who have diabetes. More tharillion of these people have Type 1 diabetes touslliAmon(
adults with diagnosed diabetes, approximately 34Ré tnsulin to control their disease. Researchissudave found that improved glycemic control bésgfeople with either Tyj
1 or Type 2 diabetes. lIslet transplantation ushpgxa’'s proprietary monocytierived islet cell may offer the potential to impeoglycemic control in a subgroup of patients
Type 1 and Type 2 diabetes mellitus who are dishblerefractory hypoglycemia. We are in preclinidavelopment and plan to file an IND in 2008 anitidate a Phase | clinic
trial in 2009.

Other Opportunities

We intend to conduct basic research to determieeptitential use of our stem cells in other indaadi such as macular degeneration, heart attackParidnsont
disease. Liver cells (hepatocytes) derived fromsdem cells may be valuable across the biophamti@edindustry to test for drug toxicity or to peture liver diseases. We inte
to partner or sublicense some of these indicatibtiey are not pursued for internal developmemt:. fhose indications where we believe it can pgodie commercially, we w
possibly take partners in key commercial marketsida of the United States.

Research Collaborations

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

Commercialization Through Third Parties

We anticipate that we will grant sublicenses fortaie applications of our technologies. We belighat by sublicensing some of the rights to our tedbgy tc
pharmaceutical companies and other third partieswill be able to more efficiently develop some laggtions of our technologies. We currently do hate any sublicenses.

Competition

The development of therapeutic agents for humagedis is intensely competitive. Major pharmaceutioatpanies currently offer a number of pharmacauficoduct
to treat MS, heart attack, stroke, Parkinson'sadisgdiabetes, liver diseases, arthritis and atlsetases for which our technologies may be apgicadany pharmaceutical a
biotechnology companies are investigating new darys therapeutic approaches for the same purpadesh may achieve new efficacy profiles, extend tierapeutic windo
for such products, alter the prognosis of theseadiss, or prevent their onset. We believe thapmaucts, when and if successfully developed, @dlinpete with these produ
principally on the basis of improved and extend#itacy and safety and their overall economic bértefthe health care system. We expect compettiiioimcrease. We belie
that our most significant competitors will be fullytegrated pharmaceutical companies and more lestatl biotechnology companies. Smaller companiag aiso be significa
competitors, particularly through collaborativeaamgements with large pharmaceutical or biotechnotmnpanies. Some of our primary competitors indineent treatment of a
in the development of treatments for MS included®ioidec, Elan, Serono, Aventis, Teva, and Schering 8Gme of our primary competitors in the developnengtem ce
therapies include Aastrom Biosciences, Geron, Gasgiell Ltd, Stem Cells Inc., Cellerant Therapeutiaad Osiris Therapeutics. Many of these competit@arge significar
products in development that could be competitivth wur potential products.
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Sales and Marketing

We intend to develop a sales force to market ourddb therapy products in the U.S. Given the cotregion of MS treatment among a relatively smalimoer o
specialized neurologists, we believe that a mosiestsales force would be sufficient to markett& products.

We plan to partner with large biotech and pharméicalucompanies for the marketing and sales ofM8rand RA Teell products outside the U.S. and for our stert
therapy products.

Description of Property

Our 10,200 sq. ft. facility is located on 3 acre2@35 North Crescent Ridge Drive in The Woodlaritssas. This location provides space for reseamthdevelopme
and manufacturing capacity for clinical trials; @esialized Flow Cytometry and Microscopy lab; suppaf clinical trials with 800 sqg. ft. of GMP (goadanufacturing practic
manufacturing suites; Quality Systems managemetit aviQuality Control Laboratory, Regulatory AffaiQuality Assurance; as well as administrative supppace. There
2,500 sq. ft. of space still available for futungl@-out. The facility including the property is leasfed a term ending in 2015 with two options for @fditional five years each
the then prevailing market rate.

Government Regulation

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

In the U.S., pharmaceuticals, biologicals and neditevices are subject to FDA regulation. The FaldEood, Drug and Cosmetic Act, as amended, andPtli®ic
Health Service Act, as amended, the regulationsnphgated thereunder, and other Federal and statetes and regulations govern, among other thithgstesting in hume
subjects, manufacture, safety, efficacy, labelsigrage, export, record keeping, approval, margetivertising and promotion of our potential praduProduct development ¢
approval within this regulatory framework takeswarber of years and involves significant uncertattynbined with the expenditure of substantial resest

FDA Approval

We will need to obtain FDA approval of any theragpeproduct we plan to market and sell. The testing approval process will require substantial fieféort anc
expense. The steps required before our potentauyats may be marketed in the U.S. include:

Preclinical Laboratory and Animal Test®reclinical tests include laboratory evaluationtioé product and animal studies in specific diseaselels to assess -
potential safety and efficacy of the product andfoumulation as well as the quality and consisyeofithe manufacturing process.

Submission to the FDA of an Application for an ktigational New Drug Exemption, or IND, Which Mi&scome Effective Before U.S. Human Clinical Tridisy
Commence. The results of the preclinical tests are submittethe FDA as part of an IND, and the IND beconfésctive 30 days following its receipt by the FD#s long as the
are no questions, requests for delay or objectimm the FDA. The sponsor of an IND must keep FDA informed dutimg duration of the study through required amente
and reports, including adverse event reports.
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Adequate and Well-Controlled Human Clinical TrizdsEstablish the Safety and Efficacy of the Prod@thical trials, which test the safety and efficamfythe produc
in humans, are conducted in accordance with préaabat detail the objectives of the study, theapzeters to be used to monitor safety and the efficaiteria to be evaluate
Any product administered in a U.S. clinical trialst be manufactured in accordance with Current Qéadufacturing Practice (cGMP or GMP). Each protassubmitted to tk
FDA as part of the IND.

The protocol for each clinical study must be apprbby an independent Institutional Review Board|RB, at the institution at which the study is caoteéd and tF
informed consent of all participants must be ol#dinThe IRB will consider, among other things, éesting information on the product, ethical fastothe safety of hum.
subjects, the potential benefits of the therapytaedpossible liability of the institution.

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

. In Phase |, products are typically introduced imalthy human subjects or into selected patienuladipns (i.e., patients with a serious diseaseondition under stud
under physician supervision, as may be the cade out potential products) to test for adverse iieast dosage tolerance, absorption and distributioetabolisn
excretion and clinical pharmacoloc

. Phase Il involves studies in a limited populatidrpatients with the disease or condition under wtied(i) determine the efficacy of the product &pecific targete
indications and populations, (ii) determine optirdasage and dosage tolerance and (iii) identifysipds and common adverse effects and safety riksase Il ma
divided into Phase lla and Phase IIb studies toresddthese issues.) When a dose is chosen anddaat product is found to have preliminary evicker
effectiveness, and to have an acceptable safefijepio Phase Il evaluations, Phase Il trials e

. Phase Il trials are undertaken to develop addiieafety and effectiveness information from anamded patient population, generally at multipledgtsites. Thi
information obtained is used to develop a betteleustanding of the risks and benefits of the prgdard to determine appropriate labeling for

Based on clinical trial progress and results, FDdymequest changes or may require discontinuantieedfials at any time if significant safety isswise.

Submission to the FDA of Marketing Authorizatiorpigations. The results of the preclinical studies and clinistidies are submitted to the FDA in the forr
marketing approval authorization applications sasiNew Drug Applications (NDAs) or Biologics LicenApplications (BLAs). A BLA is required for biadical products subje
to licensure under the Public Health Service AeDA approval is required prior to commercial satesbipment of the drug or biologic, and a BLA shaily be approved on
FDA examines the product and inspects the manufagtestablishment to assure conformity to the Bard all applicable regulations. The Center forl@iacs Evaluation ar
Research has regulatory responsibility for reviéwiologics including cellular products and humaatis, tissues and cellular and tissaesed products (HCT/Ps), while the Ce
for Drug Evaluation and Research is responsibleduiew of certain therapeutic biological products.

The time for approval may vary widely dependingtioa specific product and disease to be treatedaandnber of factors, including the risk/benefibfije identified ir
clinical trials, the availability of alternativeetments, and the severity of the disease. Additianimal studies or clinical trials may be reqedsturing the FDA review peric
which might add to the review time.

FDA’s marketing approval for a product for the treathedra specific disease or condition in specifieglations in certain clinical circumstances, asctiéed on th
approved labeling. The approved use is known asittdication.” After FDA approves a product for the initial indiiwan, further clinical trials may be required toigapprove
for the use of the product for additional indicago The FDA may also require pastrketing testing and surveillance to monitor foverse effects, which could invol
significant expense, or may elect to grant onlyditanal approvals.
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Interaction with FDA During the Application and Rew ProcessGenerally, early interaction and ongoing commundcaivith FDA can facilitate the testing and
approval process by helping to clarify FDA expeiotad, obtain FDA guidance and directions, and resdisputed issues. In addition, expectationsheaformalized in aSpecia
Protocol Assessmentifi which FDA provides official evaluation and gurd® on proposed protocols for pivotal Phase IHichl trials. An SPA documents the FDA's agreel
that the design and plan analysis of the Phassutly adequately addresses objectives in suppartefgulatory submission such as a BLA.

Ongoing Compliance Requirements

Even after product approval or licensure, theresanamber of ongoing FDA regulatory requirementsluding:

. Regulatory submissions relating to changes in al\DBLA (such as the manufacturing process orliagg and annual reports;

. Adverse event reporting;

. Compliance with advertising and promotion resteins that relate to drugs and biologics;

. Compliance with GMP (subject to FDA inspection aéifities to determine compliance);

. Compliance with “Good Tissue Practice” regulatioas,applicable. (As defined by regulation, “huncefi, tissue and cellular and tissue-based protd(et€T/P)

which are subject to additional regulatory requiesiy include stem cells that are progenitors obdlgells; however, the FDA makes no explicit staetrin the
regulations regarding the inclusion of other typestem cells.

Other Regulations

In addition to safety regulations enforced by tlBAFwe are also subject to regulations under theupational Safety and Health Act, the EnvironmePRtaltection Ac
the Toxic Substances Control Act and other preaadtpotential future foreign, Federal, state ama@lloegulations. For instance, Product manufactuestablishments locatec
certain states also may be subject to separatéateguand licensing requirements.

Outside the U.S., we will be subject to regulatithmst govern the import of drug products from th&\br other manufacturing sites and foreign retgmarequiremen
governing human clinical trials and marketing ampatdor our products. The requirements governirg ¢bnduct of clinical trials, product licensingjgimg and reimbursemer
vary widely from country to country. In particuldhe European Union is revising its regulatory aagh to high tech products, and representatives ffe U.S., Japan and
European Union are in the process of harmonizirthraaking more uniform the regulations for the ragison of pharmaceutical products in these threekets.

Employees

As of October 30, 2007, we had 43 full time empks/eWe believe that our relations with our empleyae good. None of our employees is representedunjon o
covered by a collective bargaining agreement.

Legal Proceedings
We are not currently a party to any legal procegslin
MANAGEMENT
The following table sets forth certain informatimygarding our current directors and executive effic
Our executive officers are elected by the boardiagctors and serve at the discretion of the boalidof the current directors serve until the nexinual stockholders’

meeting or until their successors have been delgtetl and qualified.
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Name Age Position

David B. McWilliams 64 President, Chief Executive Officer and Direc
Jimmy C. Williams 64 Chief Operating Office

Lynne Hohlfeld a7 Chief Financial Office

Donna R. Rill 54 Vice President, Operatiol

Gregory H. Bailey 52 Director

David Hung 50 Director

Lorin J. Randal 64 Director

Michael Richmar 46 Director

Scott B. Seama 52 Director

Biographical information for our directors and edtee officers is set forth below:

David B. McWilliams was appointed President and Director in August 2606dm December 2003 until August 2004, Mr. McWdiltis was a private investor. From June 20!
December 2003, Mr. McWilliams served as presidet ehief executive officer of Bacterial Barcodas;.] a molecular diagnostics company. From May 2@02une 2003, M
McWilliams served as chief executive officer of ®ge, Inc., a cancer therapy company. Mr. McWiliaserved as chief executive officer of EncysiverRiazeuticals Inc.,
cardiovascular therapeutics company from June 18%arch 2002. Prior to June 1992, Mr. McWilliameed as chief executive officer of Zonagen Incauanan reproductiy
products company. Prior to that time, Mr. McWilliarwas a senior executive with Abbott Laboratoried a management consultant with McKinsey & Co. Hegeantly serves as
director of Novelos Therapeutics, Inc. He also ssron the boards of the Texas Healthcare and Bioseilnstitute and the Houston Technology Center MEWilliams receive
an MBA in finance from the University of Chicagadia B.A. in chemistry, Phi Beta Kappa, from Waghim and Jefferson College.

Jim C. Williams has served as our Chief Operating Officer sincedxdser 2004. Dr. Williams served as Vice Presidértlinical and Regulatory Affairs and as Chief @gtenc
Officer for Opexa Pharmaceuticals, Inc. from Febyu2004 to November 2004. From August 2003 to Eaky 2004 he was Senior Vice President, Regulafdfgirs anc
Operations for OSIRIS Therapeutics, Inc., and fidovember 2002 to August 2003 Dr. Williams was VReesident US Regulatory Affairs for Powderject Maes. Fror
September 2001 to November 2002 Dr. Williams sermagdssistant Vice President, Worldwide Regulatffairs for Wyeth BioPharma. Prior to this Dr. Wéms served ¢
Executive Director Regulatory Affairs for Aventi@$teur from November 1994 to September 2001. DHiaivis retired in 1994 as Captain from the U.S. IRuHealth Servic
with over twenty years of service in applied reshaand humamse product development which included assignmwititsthe FDA, Center for Biologics Evaluation anédearc
as a Director Scientist in the Division of Vaccewed Related Product Applications; the US Army MatiResearch Institute of Infectious Diseases asfChitracellular Pathoge
branch and the National Institutes of Health, Naidnstitutes of Allergy and Infectious Diseasasd at the U.S. Naval Medical Research Instituta sssearch microbiologist.

has an extensive research and development bacldyrauthh over 130 publications and four books in #reas of infectious diseases, vaccinology, analogy. He received h
B.S. degree in animal science, M.S. degree in gesyetnd Ph.D. degree in biochemistry from TexadvA&niversity.

Lynne Hohlfeld was appointed Chief Financial Officer and SecretamyJune 30, 2006. From April 2006 to June 30, 2606 served as Vice President, Finance o
Company. From September 2004 until April 2006, slas vice president and chief financial officelDdnota Ventures. From August 2000 until March 2604 was senior vi
president, chief operating and financial officerBxcterial Barcodes, Inc., a Houstbased molecular diagnostics company spun out oBthdor College of Medicine. She w
also senior vice president and chief financialagfiof Spectral Genomics of Houston upon its mewgtr Bacterial Barcodes in March 2004. Ms. Holuferas also employed
LifeCell Corporation from 1997 to 1999, serving @mtroller. Ms. Hohlfelds career includes positions at Dixie Chemical Camypdrice Waterhouse Coopers, McKenn
Company, and Arthur Andersen. Ms. Hohlfeld receiadl.B.A. in accounting from the University of Wastsin — Madison and is a certified public accountan
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Donna R. Rill has served as our Vice President of Operationg $iftvember 2004. Ms. Rill has nearly 30 yearsxéérsive clinical and research laboratory expegenccell an
gene therapy research and clinical application, imohogical techniques and assessment, microbioldi@gnostic virology, experimental design, and rodtldevelopment ai
implementation. She has expertise in the areaatairhtory development and operations, FDA CGMP ragdlatory compliance, quality control/assuranceteay developmer
and clinical Standards of Practice. From April 2063November 2004 she was the Director of Qualigt&ms and Process Development at Opexa Pharmadsutnc. Fror
November 1997 to April 2003 she was the Directof @nslational Research for the Center for Cell &€ Therapy at Baylor College of Medicine. Shewasked to design, ai
qualify GMP Cell & Gene Therapy Laboratories, GMRctbr Production facilities, and Translational Resh Labs at St. Jude Children’s Research Hosgitatas Childrere
Hospital, and Baylor College of Medicine. Ms. Rilhs held the positions of Laboratory Director ofl@ad Gene Therapy, Translational Research Cdnte€ell and Ger
Therapy, Baylor College of Medicine; Associate &ti&/Lab Manager of the Bone Marrow Transplantéesh Laboratory, and the GMP Cell & Gene Theragldratories, <
Jude Childrers Research Hospital; Clinical Infectious Diseasbdratory Manager, Education Coordinator and Céihlastructor, Department of Clinical LaboratorygBonheu
Children’s Medical Center and University of Tenres€enter for the Health Sciences. She receiveB Iserin Medical Technology from the University Bénnessee, Memphis.

Gregory H. Bailey, M.D. has served as a Director of the Company since £006. In January 2007, Dr. Bailey became the miagapartner of Palantir Group, Inc., a biot
merchant bank. Dr. Bailey served as a managingtdirat MDB Capital Group LLC from May 2004 to Jany 2007. From June 2003 to May 2004 and from 189R8ine 200:
Dr. Bailey served as a managing director of Knifgts Bank Corp. From June 2002 to June 2003, DileB&erved as a managing director of Gilford Séims, Inc. Since Ma
2005, he also has served as director of Medivation, a public company focused on acquiring bioiw&dechnologies. Dr. Bailey was a practicing gibian for ten years a
holds a M.D. from the University of Western Ontario

David Hung, M.D. has served as a Director since May 2006. Dr. Hegyserved as the president, chief executive officé as a director of Medivation, Inc. since Debel
2004. Dr. Hung also has served as the presidehthief executive officer, and member of the boafdlirectors, of Medivation, Incs’ subsidiary, Medivation Neurology, |
since its inception in September 2003. From 1998 A001, Dr. Hung was employed by ProDuct Hedlitle,, a privately held medical device companyCasef Scientific Office
(1998-1999) and as president and chief executifieenf(19992001). From December 2001 to January 2003, Dr.gteerved as a consultant to Cytyc Health Corparnatior.
Hung received his M.D. from the University of Califiia at San Francisco, and his A.B. in biology arganic chemistry from Harvard College.

Lorin J. Randall has served as a Director of the Company since 8dygte2007. Mr. Randall, a financial consultantsv@&enior Vice President and Chief Financial Offiot
Eximias Pharmaceutical Corporation, a developmtagesdrug development company, from 2004 to 2006m 20022004, Mr. Randall served as Senior Vice Presided
Chief Financial Officer of i-STAT Corporation, a lplicly-traded manufacturer of medical diagnostic deviceglwwas acquired by Abbott Laboratories in 200¢anf 1995 t
2001, Mr. Randall was Vice President and Chief Rai@ Officer of CFM Technologies, Inc. a publidsaded manufacturer of semiconductor manufactueiggipment.He
currently serves on the boards of drug development companiesrdacTherapeutics, Inc. and Athersys, Inc. Mr. Rdindreviously served on the board of Quad Sys
Corporation, a publiclfraded manufacturer of electronics manufacturingigmgent where he served as Chairman of the Audin@iitee. Mr. Randall received a B.S.
accounting from The Pennsylvania State University an M.B.A. from Northeastern University.

Michael S. Richmanhas served as a Director of the Company since 2006. Mr. Richman is President of Amplimmune, IRom April 2002 to May 2007, Mr. Richman ser
as executive vice president and chief operating@ffof MacroGenics, Inc. He joined MacroGenicg;, im 2002 with approximately twenty years exper&irc corporate busine
development within the biotechnology industry. Fr@af00 to 2002, Mr. Richman served as senior viesident, corporate development and administratidviesllmmune (noy
Astra Zeneca), and vice president, business dewelopfrom 1996 to 2000. From 1985 to 1996 Mr. Riehnmeld several management positions at Chiron (Nowartis). Mr
Richman obtained his B.S. in Genetics/Moleculard@iy at the University of California at Davis anid MSBA in International Business at San FranciState University.
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Scott B. Seamarhas served as a Director of since April, 2006. $&aman currently serves as the executive diraciitreasurer of the Albert and Margaret Alkek Ftation o
Houston, Texas, a private foundation primarily saipg institutions in the Texas Medical CenteHauston, Texas. Since January 1996 to presentSkaman has served as
chief financial officer of Chaswil Ltd., an invesémt management company. Since September 1986&4man has served as secretary and treasurer oAMP&perties Inc.,
ranching and real estate concern. Since Janu@y, 20r. Seaman has served as chairman and, sihc@Q4, president of ICT Management Inc., the gahpartner of Impa
Composite Technology Ltd., a composite industrypsiep. Since May 2004, Mr. Seaman has servedMeraber of the Investment Committee of Global HedBedity Fund LF
a hedge fund. Mr. Seaman received a bachelor'sedag business administration from Bowling Gre¢st&SUniversity.

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

Audit Committee. The audit committee of the Board currently consiftddr. Randall, Mr. Richman and Mr. Seaman, eatlloom are independent, namploye:
directors. The audit committee selects, on behatfupn board of directors, an independent publicoaating firm to be engaged to audit our financiatements, discuss with 1
independent auditors their independence, review discuss the audited financial statements withitldependent auditors and management and recomneendrtboard ¢
directors whether the audited financials shouldnstuded in our Annual Reports to be filed with tBEC. The audit committee operates pursuant toiteewrcharter, which wi
adopted in February 2005. During the last fiscalryéhe audit committee held four meetings, andhiee members of the Audit Committee attended ea@éting.

All of the members of the audit committee are romployee directors who: (1) met the criteria folependence set forth in Rule 1@{)(1) under the Securiti
Exchange Act of 1934, as amended (the “Exchang®;A&) did not participate in the preparation of ouraficial statements or the financial statementspEx@ Pharmaceutice
Inc.; and (3) are able to read and understand fuedgal financial statements, including a balan@eshncome statement and cash flow statementBblaed has determined tl
Mr. Randall and Mr. Seaman individually qualifyas “audit committee financial expert” as defineditgm 401(e) of Regulation S-B of the Exchange Act.

Compensation Committee The compensation committee of the board consisBroHung, Mr. Richman and Mr. Seaman, who are reghelent directors, as definec
Rule 10A3 of the Exchange Act. The compensation Committeéews and approves (1) the annual salaries dmel @dompensation of our executive officers andirf@jvidual
stock and stock option grants. The compensatiani@ittee also provides assistance and recommendatidh respect to our compensation policies andtmes and assists w
the administration of our compensation plans. Byithe last fiscal year the compensation committeld one meeting, and the then members of the cosagien committe
attended that meeting.

In addition, the Board has adopted a written chafte the compensation committee, adopted in AugR804, which is available on our website
www.opexatherapeutics.com.

Nominating and Corporate Governance CommitteeThe nominating and corporate governance committéleeoboard currently consists of Dr. Hung, Mr. Ritar
and Mr. Seaman, each of whom are found by the boldirectors to be an “independent directptrsuant to the applicable rules and regulationsnpiigated by the SEC. T
nominating and corporate governance committeetassis board of directors in fulfilling its respadiities by: identifying and approving individuatgialified to serve as memb
of our board of directors, selecting director noegs for our annual meetings of shareholders, etmafuahe performance of our board of directors, aebeloping an
recommending to our board of directors corporateegrance guidelines and oversight with respecbtparate governance and ethical conduct. This cdmenoperates pursui
to a written charter adopted in February 2005, Whicavailable on our website at http://www.opexatipeutics.com. During the last fiscal year thenimating and corpora
governance committee held one meeting, and thertfeenbers of the compensation committee attendéadrtgating.
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Compensation Committee Interlocks and Insider Parttipation. Our compensation committee is comprised of Dr. HWg Richman and Mr. Seaman. None of
committee members has ever been an employee ofe0fferapeutics, Inc. None of our executive oficggrve as a member of the board of directors mpensation committe
of any entity that has any executive officer segvits a member of our Board of Directors or comp&msaommittee.

Compensation of Directors

Mr. McWilliams who is a director and an officer dorot receive any compensation for his services m&mber of our board of directors. As diredarompensatic
for the period ending April 13, 2007, we approvhd tssuance of a ten year option to purchase 35B@6es of common stock to Dr. Bailey, Mr. Seamaah Br. Hung at &
exercise price of $5.20 per share. On June 16 2@approved the issuance of a ten year optiguitchase 35,000 shares of common stock to Mr. Rachat an exercise price
$9.80 per share. Each of these options vest 50¢he@date of grant, 25% on the first anniversary gmedremaining 25% on the second anniversary witlety day acceleratic
upon the director’s termination. We reimburse ovectors for travel and lodging expenses in conoaavith their attendance at board and committeetings.

In April 2006, the board approved the acceleratesting of the options held by Messrs. Boveroux, WéesKamin and Frison (former directors who reseyire April
2006) and extended the term to exercise for thesgsy As compensation for the directgusor efforts, the board approved the issuancehcdet year options to purchase 2,
shares to each of Messrs. Boveroux, Wesner andiiKamd 2,500 shares to Mr. Frison. These optioaeaercisable at $5.20 per share and vest in care ye

EXECUTIVE COMPENSATION
Summary Compensation Table

The following tables set forth certain informatimyarding our CEO and each of our most higtdyapensated executive officers whose total anralahsand bonus fi
the fiscal years ending December 31, 2006 and 2868eded $100,000.

Options Awards ($)

Name and Principal Position Year Salary ($) (4) Total ($)
David B. McWilliams (1) 2006 264,497 497,377 761,874
CEO, President, Directc 2005 250,000 2,527,022 2,777,022
Lynne Hohlfeld (2) 2006 131,250 40,839 172,089
CFO and Secretal 2005 - - -
C.William Rouse (3 2006 90,000 850,819 940,819
CFO and Secretal 2005 180,000 151,493 331,493

(1) Served as chief executive officer since Astd2004.

(2) Served as chief financial officer since J2066.

(3) Served as chief financial officer from Ma@@ through June 2006.

(4) Reflects the dollar amount recognized foafioial statement reporting purposes for the yede@érDecember 31, 2006 in accordance with FAS 128§R) disregardin
forfeiture estimates related to servicased vesting conditions) and, accordingly, inctudmounts from options granted prior to 2006. tBeeinformation appearing under
heading entitled “Stock Options and Warrants” iotfete number 11 to our consolidated financialestegnts included as part of our Annual report omF&0KSB for the yee
ended December 31, 2006 for certain assumption mmaithe valuation of options granted in the yearded December 31, 2006, 2005 and 2004.
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Grants of Plan Based Awards in 2006

The following table presents each grant of stodkomg in 2006 to the individuals named in the sumne@mpensation table above.

Number of Securities Exercise Price of Grant Date Fair
Name Grant Date Underlying Options Option Awards Value of Options
David B. McWilliams 05/02/06 120,000 $ 5.0C $ 1,140,001
Lynne Hohlfeld 04/20/06 22,500 $ 500 $ 130,50(
Lynne Hohlfeld 07/12/06 12,500 $ 82t % 103,12!
C.W. Rouse 05/02/06 65,000 $ 500 $ 617,49¢
C.W. Rouse 05/02/06 10,000 $ 500 $ 95,00(

Each of the options in the foregoing table was grdunder the Company’s June 2004 Compensatork Eption Plan.
Outstanding Equity Awards at Fiscal Year-End

Option Awards

Number of Securities Number of Securities
Underlying Unexercised Underlying Unexercised Option
Name Options (#) Exercisable Options (#) Unexercisable  Option Exercise Price ($) Expiration  Date

David B. McWilliams - 120,000 5.0C 05/02/16
5,000 - 30.0C 01/21/10

37,000 - 30.0C 08/31/09

Lynne Hohlfeld - 22,500 5.0C 04/20/16
- 12,500 8.2t 07/12/16

C. William Rouse 21,667 43,333 5.0C 05/02/11
10,000 - 5.0C 05/02/11

3,333 1,667 30.0C 01/21/10

6,667 3,333 30.0C 04/28/09

Compensation of Directors

The following table presents summary information tlee year ended December 31, 2006 regarding thgpensation of the noemployee members of our boarc
directors. Mr. Boveroux, Mr. Kamin and Mr. Wesmesigned from the board on April 16, 2006. Mr.sen resigned from the board at the end of his wmndune 16, 2006. M
Seaman and Dr. Bailey were appointed to the boardpril 16, 2006. Dr. Hung was appointed to thetsbon May 2, 2006 and Mr. Richman was appointetthédboard on Jui
16, 2006.
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Fees Earned or Paid Options Awards ($)

Name in Cash ($) (1) Total ($)
Gregory H. Bailey - 207,81. 207,81.
David Hung - 207,81 207,81
Michael Richmar - 214,37! 214,37!
Scott B. Seama - 207,81: 207,81:
Brooks Boverous 22,000 59,52: 81,52:
PaulFrison 8,500 83,10: 91,60:
Tony Kamin 15,500 360,20 375,70
Terry Wesne 9,000 115,78: 124,78:

(1) Reflects the dollar amount recognized foraficial statement reporting purposes for the yedeé December 31, 2006 in accordance with FAS 1@8R disregardin
forfeiture estimates related to servisased vesting conditions) and, accordingly, inctudsounts from options granted prior to 2006. tBeeinformation appearing under
heading entitled “Stock Options and Warrants” intfmte number 11 to our consolidated financialestents included as part of our Annual report omF@0KSB for the yee
ended December 31, 2006 for certain assumptiong nmatthe valuation of options granted in the yearded December 31, 2006, 2005 and 2004.

No options were exercised during the fiscal yeatleenDecember 31, 2006.

The following table presents the fair value of egcint of stock options in 206 to non-employee memiof our board of directors, computed in accocdamith FAS

123R:

Number of Securities Exercise Price of Grant Date Fair
Name Grant Date Underlying Options Option Awards Value of Options
Gregory H. Bailey 05/02/06 35,000 $ 52C $ 332,50(
David Hung 05/02/06 35,000 $ 52C $ 332,50(
Michael Richmar 06/16/06 35,000 $ 9.8 $ 343,00(
Scott B. Seama 05/02/06 35,000 $ 52C $ 332,50(
Brooks Boverous 05/03/06 2,000 $ 52C $ 19,20(
Paul Frisor 05/03/06 2,50C $ 52C $ 24,00(
Tony Kamin 05/03/06 2,000 $ 52C $ 19,20(
Terry Wesne 05/03/06 2,00C $ 52C $ 19,20(
Terry Wesne 06/16/06 50C $ 9.8 $ 4,90(

Executive Employment Contract

David B. McWilliams is employed by us pursuant toAmended and Restated Employment Agreement entete@n June 15, 2006. Pursuant to the agreenvar
McWilliams is employed as the Chief Executive Oéfiand a Director of the Company is at an anndahgaf $275,000. The term of employment is througnne 15, 2008 a
may be extended for periods of one year; howeher employment agreement may be terminated at axgy ipluntarily by him or without cause by the Baattlemployment i
terminated by the Board without cause, Mr. McWitlia will receive twelve months base salary. Any alidtock options granted to Mr. McWilliams pritar termination that a
scheduled to become vested within a 12 month pexftad termination will be accelerated to becomstee as of the termination date. Mr. McWilliamslstnave 90 days fro
termination to exercise any vested stock options.
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth, as of October 3002, the number and percentage of outstanding Sledr@ur common stock owned by: (a) each personiwkaown b
us to be the beneficial owner of more than 5% af @utstanding shares of common stock; (b) eachuofdirectors; (c) the named executive officers efngd in Item 402 ¢
Regulation S-B; and (d) all current directors ardcaitive officers, as a group. As of October 3102, there were 6,696,784 shares of common stsdedsand outstanding.

Beneficial ownership has been determined in acemelavith Rule 13® under the Exchange Act. Under this rule, certdiares may be deemed to be benefic
owned by more than one person (if, for examplesqes share the power to vote or the power to despbthe shares). In addition, shares are deembd beneficially owned by
person if the person has the right to acquire shéfile example, upon exercise of an option or wajravithin 60 days of the date as of which the infation is provided. |
computing the percentage ownership of any per$@natmount of shares is deemed to include the anufightares beneficially owned by such person bgaeaf such acquisitic
rights. As a result, the percentage of outstandimayes of any person as shown in the followinggtdbes not necessarily reflect the persactual voting power at any partict
date.

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

Name and Address of Beneficial Owne(l) Number of Shares Owned Percentage of Class
Beneficial Owners of more than 5%:
SF Capital Partners Ltd. ( 989,55( 3) 14.7¢%
Victory Park Capital Advisors, LLC (¢ 668,31! 5) 9.94%
Austin W. Marxe and David M. Greenhouse 1,507,47 (6) 20.95%
Albert and Margaret Alkek Foundation ( 685,97 8) 9.9%%
Alkek & Williams Ventures Ltd. (9 406,88¢ (20) 5.95%
DLD Family Investments, LLC (11 361,11: (12) 5.2%
Officers and Directors:
Scott B. Seaman (¢ 469,52: (23) 6.82%
David B. McWilliams 95,59  (14) 1.41%
Lynne Hohlfeld 11,667 (15) *
Donna Rill 20,40:¢ (16) 0.3(%
Jimmy C. Williams 43,45: a7) 0.65%
Gregory H. Bailey 85,17¢ (18) 1.26%
David Hung 31,25( (29) *
Lorin Randall 10,00¢( (20) *
Michael Richman 31,25( (21) *
All directors and executive officers as a group€dsons)** 798,31t (22) 11.11%

* Less than 1¢

Q) Unless otherwise indicated, the mailing addresh®tbeneficial owner is c/o Opexa Therapeutics,, 2835 North Crescent Ridge Drive, The Woodlafigsas 77381
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Michael A. Roth and Brian J. Stark exercise joioting and dispositive power over all of the shasesommon stock beneficially owned by SF Capitattfers Ltd., bt
Messrs Roth and Stark disclaim beneficial ownerstiiguch shares. The information in this footnist@rimarily based on a Schedule 13F reported Wi¢hSEC o
June 30, 2007 and other information provided toTle mailing address of SF Capital Partners Ltd/asStark Offshore Management, LLC, 3600 SoutheLBkive, St
Francis, WI 53235

Excludes 500,000 shares of Company common stockrlyiag the Warrant (“Warrantthat SF Capital Partners Ltd. is contractually jdsited from exercising to tt
extent that it would beneficially own in excess9d999% of the total number of issued and outstandirres of common stock after such exercise. t&#rrefers, it
each case to the Warrants dated April 11, 2

Victory Park Capital Advisors, LLC is the investmeamanager for Victory Park Master Fund, Ltd. Jacdpital, L.L.C. is the manager of Victory Park @al
Advisors, LLC. Richard Levy is the sole memberJatob Capital, L.L.C and sole manager of VictorykR@aapital Advisors, LLC. Victory Park Capital Abors
LLC, Victory Park Master Fund, Ltd, Jacob CapitalIC. and Richard Levy exercise joint voting andpdisitive power over all of the shares of commarck
beneficially owned by Victory Park Capital AdvispisLC. The information in this footnote is primaribased on a Schedule 13G filed with the SEC orol@xt 1
2007.The mailing address of the beneficial own&2i8 West Monroe Street., Suite 3900, Chicagmdit 60606

Excludes 320,000 shares of Company common stockriyinlg a Warrant that Victory Park is contractyafirohibited from exercising to the extent thatvibuld
beneficially own in excess of 9.999% of the totamber of issued and outstanding shares of comnuwk sifter such exercis

Consisting of: (i) 331,000 shares of common stawtt 865,500 shares of common stock issuable upoexéeise of a Warrant held by Special Situationsd-Il QP
L.P., (ii) 28,400 shares of common stock and 14,808res of common stock issuable upon the exeofiseWarrant held by Special Situations Fund IR L. (iii)
90,600 shares of common stock and 45,300 sharesnofnon stock issuable upon the exercise of a Wiaheld by Special Situations Cayman Fund, L.P), 480,00(
shares of common stock and 200,000 shares of constemf issuable upon the exercise of a Warrant hgl&pecial Situations Private Equity Fund, L. v)
150,000 shares of common stock and 75,000 sharesnaihon stock issuable upon the exercise of a Waheld by Special Situations Life Sciences Fun®,.LMGF
Advisors Limited (“MGP”)is the general partner of Special Situations FuhdQP, L.P. and Special Situations Fund Ill, LRWM Investment Company, Ir
(“AWM?") is the general partner of MGP and the gealgrartner of and investment adviser to the Spaitalations Cayman Fund, L.P. MG Advisers, L.L(BIG") is
the general partner of and investment adviserédSppecial Situations Private Equity Fund, L.P. Advisers, LLC (“LS")is the general partner and investment ad
to the Special Situations Life Sciences Fund, LARstin W. Marxe and David M. Greenhouse are thagypal owners of MGP, AWM, MG and LS. Through itt
control of MGP, AWM, MG and LS, Messrs. Marxe andeénhouse share voting and investment control dwerportfolio securities of each of the funds i
above. The information in this footnote is prinhathased on a Form 13F reported with the SEC or By 2007 and other information provided to use ailing
address of Messrs. Marxe and Greenhouse is 527sladivenue, Suite 2600, New York, New York 100

This information is based on the Schedule 13D filéith the SEC on April 24, 2006, as amended, byeflland Margaret Alkek Foundation (the “Foundatjo’lkek &
Williams Ventures, Ltd. (“Ventures”), Scott Seamdd.D Family Investments, LLC, and the other repmgtipersons named therein the (“Foundation 13D0Me
Foundation acts through an investment committd@esdfoard of directors, which includes Mr. Danighald, Mr. Joe Bailey, Mr. Scott Seaman and Ms.daBunca
Williams. Mr. Seaman is the executive directotte# Foundation and chairman of the investment cdtamiThe investment committee has sole votingianestmer
power over all of the shares of common stock beraly owned by the Foundation. However, pursuantite Foundation 13D, neither the executive direcm
any member of the investment committee may actwiddally to vote or sell shares of common stockdhgy the Foundation; therefore, the Foundationduaelude:
that no individual committee member is deemed teelieially own, within the meaning of Rule 13def the Exchange Act, any shares of common st@té hy the
Foundation solely by virtue of the fact that hesbie is a member of the investment committee. Aaltdhtly, pursuant to the Foundation 13D, the Fotiodaha:
concluded that because Mr. Seaman, in his capasigxecutive director or chairman of the investnoammittee, cannot act in such capacity to voteedirshares «
common stock held by the Foundation without therapg of the investment committee, he is not deetodakneficially own, within the meaning of Ruledt3 of the
Exchange Act, any shares of common stock held &yrtsundation by virtue of his position as executiirector or chairman of the investment committ&&e mailing
address of the beneficial owner is 1221 McKinne§28, Houston, Texas 7701

35




®)

©)

(10)

1y

(12)

Consisting of: (i) 22,222 shares of common stoclautying Series C Warrants exercisable at $30.00spare and (ii) 147,084 shares of common stoclerdyidg ¢
Warrant. Excludes 102,916 shares of Company comstack underlying a Warrant that the Foundationost@actually prohibited from exercising to the exttéhat i
would beneficially own in excess of 9.999% of th&at number of issued and outstanding shares ofhmamstock after such exercise. Pursuant to thméation 13C
the Foundation and other reporting persons nameetith may be deemed to constitute a group for map®f Section 13(d) or Section 13(g) of the ExgeaAct.
However, the Foundation, Ventures, Chaswil, Ltdd &Ir. Seaman expressly disclaim (i) that, for msgs of Section 13(d) or Section 13(g) of the ErgleaAct, the
are a member of a group with respect to securitieche Company held by DLD Family Investments, LM, Arnold, Mr. Bailey or Ms. Williams and (i) &t the)
have agreed to act together with DLD Family Investis, LLC, Mr. Arnold, Mr. Bailey or Ms. Williamssaa group other than as described in the Founc
13D. Therefore, this does not include the follogvBecurities: (i) 233,334 shares of common stod#t bg DLD Family Investments, LLC; (ii) 17,778 slearof commo
stock underlying Series C warrants exercisable38t@® per share held by DLD Family Investments, L[if) 110,000 shares of common stock underlying/arran
held by DLD Family Investments, LLC; (iv) 26,667ahks of common stock held by Mr. Arnold; (v) 8,88%res of common stock underlying Series C wai
exercisable at $30.00 per share held by Mr. Arnl;10,000 shares of common stock underlying aféfg held by Mr. Arnold; (vii) 10,000 shares ofnemon stoc
held by Mr. Bailey; (viii) 5,000 shares of commawwcek underlying a Warrant held by Mr. Bailey; (i2$3,667 shares of common stock held by Venturgsi®x2:
shares of common stock underlying Series C warraxescisable at $30.00 per share held by Ventx#s125,000 shares of common stock underlying aréra helc
by Ventures; (xii) 18,550 Series of common stockllyy Mr. Seaman; (xiii) 5,334 shares of commorcktonderlying Series C warrants exercisable at®Bper shai
held by Mr. Seaman; and (xiv) 7,500 shares of comistock underlying a Warrant held by Mr. Seamahe Thformation in this footnote is primarily based the
Foundation 13D and other information provided to

Chaswil, Ltd. is the investment manager of Ventured holds voting power and investment power wétspect to Company securities held by Ventures pumitsio
written agreement. Scott B. Seaman is a principakaswil, Ltd and has shared voting power and eshamvestment power over all of the shares of comstocl
beneficially owned by Ventures. The informatiortlis footnote is primarily based on the Foundati@® and other information provided to us. The magiladdress
the beneficial owner is 1221 McKinney #4525, Hoasfbexas 7701(

Consisting of: (i) 263,667 shares of common stdiik;18,223 shares of common stock underlying Seflewarrants exercisable at $30.00 per share @nhdZb,00(
shares of common stock underlying a Warr

Randa Duncan Williams is the principal of DLD Fanlhvestments, LLC and she may be deemed to exermsing and investment power with respect to
shares. The information in this footnote is priityabased on the Foundation 13D and other inforaraprovided to us. The mailing address of the fieiaé owner is
P.O. Box 4735, Houston, Texas 77-4735.

Consisting of: (i) 233,334 shares of common stoeldtby DLD Family Investments, LLC; (ii) (i) 17,B7shares of common stock underlying Series C wis
exercisable at $30.00 per share held by DLD Farmiyestments, LLC; and (iii) 110,000 shares of comnstock underlying the Warrants held by DLD Fal
Investments, LLC. Ms. Williams is on the investh@ommittee for the Foundation. Pursuant to thendation 13D, the Foundation has concluded the
individual committee member is deemed to beneficialvn, within the meaning of Rule 1&lef the Exchange Act, any shares of common steddk by the Foundatic
solely by virtue of the fact that he or she is anber of the investment committee. The informatfiothis footnote is primarily based on the Founolati 3D and othe
information provided to us. The mailing addresshef beneficial owner is P.O. Box 4735, Houstorkake7721-4735.
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Consisting of: (i) 31,250 shares underlying stopkans; (ii) 263,667 shares of common stock held/eptures; (i) 18,223 shares of common stock ulyileg Series (
warrants exercisable at $30.00 per share held ywes; (iv) 125,000 shares of common stock undeglthe Warrants held by Ventures; (v) 5,334 shafeommol
stock underlying Series C warrants exercisable3&® per share; and (vi) 7,500 shares of commockstinderlying the Warrants. (See footnote 8 fidigona
discussion of the information set forth in claué@sthrough (iv) of the preceding sentence.) Rarg to the Foundation 13D, this does not includefollowing share
which Mr. Seaman has determined he does not hamefibel ownership or disclaimed beneficial ownépsh(i) 516,667 shares of common stock held by
Foundation; (ii) 22,223 shares of common stock dyid® Series C warrants exercisable at $30.00spere held by the Foundation; (iii) 250,000 shafesommot
stock underlying a Warrant held by the Foundatiand (iv) 1,500 shares of common stock that Mr. Seamas agreed to transfer to hisvefe pursuant to ¢
Agreement Incident to Divorce dated April 4, 20qGee footnote 7 for additional discussion of thi®imation set forth in clauses (i) through (iii) the precedin
sentence.) The mailing address of the benefisiales is 1221 McKinney #4545, Houston, Texas 77!

Consisting of: (i) 82,000 shares of common stocttanlying stock options and (ii) 6,968 shares of owm stock underlying Series C warrants exercisab&30.00 pe
share

Consisting of 11,667 shares of common stock unieglgptions.
Consisting of 17,793 shares of common stock unaeylgptions.
Consisting of 35,125 shares of common stock unaeylgptions.

Consisting of: (i) 31,250 shares underlying stopkians; (ii) a warrant to purchase 38,928 sharemafmon stock exercisable at $5.00 per share1@ijp00 shares of
common stock held by Palantir Group, Inc., an gntitwhich Dr. Bailey has investment and voting gowand (iv) 5,000 shares of common stock undeglgwarrant
held by Palantir Group, In

Consisting of 31,250 shares of common stock unieglgptions.
Consisting of 10,000 shares of common stock unteylgptions.
Consisting of 31,250 shares of common stock undweylgtock options

Consisting of: (a) the following held by Mr. Seamarwhich Mr. Seaman may be deemed to have votgimvestment power (i) 31,250 shares underlyimgption
(i) 263,667 shares of our common stock held bytuess; (iii) 18,223 shares of our common stock ulyitey Series C warrants exercisable at $30.00spare held k
Ventures; (iv) 125,000 shares of our common stoc#lenlying a Warrant held by Ventures; (v) 5,334rshaof our common stock underlying Series C was
exercisable at $30.00 per share; and (vi) 7,506eshaf our common stock underlying a Warrant; (ig) following held by Mr. McWilliams (i)82,000 sharef commo
stock underlying stock options and (ii) 6,968 skawé our common stock underlying Series C warraxercisable at $30.00 per share; (c) the followhetd by Dr
Bailey or which Dr. Bailey has voting and investrh@ower; (i) 31,250 shares underlying stock optjaiiy 38,928 shares of common stock underlying ark&n
exercisable at $5.00 per share; (iii) 10,000 shafe®mmon stock held by Palantir Group, Inc.; &m)i 5,000 shares of commons underlying a Warratd by Palant
Group, Inc.; (d) 31,250 shares underlying stockomst held by Dr. Hung; and (e) 10,000 shares ugitgristock options held by Mr. Randall; and (f) 230 share
underlying stock options held by Mr. Richmi
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CERTAIN RELATIONSHIPS AND RELATED PARTY TRANSACTION S

Prior to the April 2006 financing, Mr. Seaman, widually owned 5,050 shares of our common stocH, @eries C warrants to purchase 4,000 shares afutheommo
stock. In addition, Ventures, an entity in which.\Beaman may be deemed to have voting power aim/festment power, owned 13,667 shares of our comsback, and Seri
C warrants to purchase 18,223 shares of our congtomk. In connection with the April 2006 financir{@, Mr. Seaman individually purchased 15,000 skareour common sto
and was issued the April 2006 Warrant to purchaSe(7shares of our common stock, and (ii) Ventaaguired 250,000 shares of our common stock andpiié 2006 Warrar
to purchase 125,000 shares of our common stocksuBnt to the Foundation 13D, Mr. Seaman has cdedlthat he does not have beneficial ownershipethares of stock ht
by the Foundation. Additionally, pursuant to theuRdation 13D, Mr. Seaman and other reporting persamed therein may be deemed to constitute a gaupurposes ¢
Section 13(d) or Section 13(g) of the Exchange AEtowever, the Foundation, Ventures, Chaswil, Lashd Mr. Seaman expressly disclaim (i) that, forppses of Section 13|
or Section 13(g) of the Exchange Act, they are anber of a group with respect to our securities fgildLD Family Investments, LLC, Mr. Arnold, Mr. Bay or Ms. William:
and (ii) that they have agreed to act together WitlD Family Investments, LLC, Mr. Arnold, Mr. Baleor Ms. Williams as a group other than as desdriipethe Foundatic
13D. The reporting persons in the Foundation 1@Ber than Mr. Seaman and Ventures, own in theeggde: (i) 786,667 shares of common stock; (ii#48,shares of comm
stock underlying Series C warrants exercisable3at®® per share; and (i) 260,000 shares of comstock underlying April 2006 Warrants.

In connection with the April 2006 financing, (i) IBatir Group, Inc., an entity in which Dr. Bailen$ voting power and/or investment power, acqui@@d0 shares
our common stock and the April 2006 Warrant to pase 5,000 shares of the Compangdmmon stock, (i) MDB Capital Group LLC, an ignin which Dr. Bailey was
managing director until January 2007, but disclaimey voting power and/or investment power, acqu260,000 shares of the Compasigommon stock and the April 2C
Warrant to purchase 100,000 shares of the Compamrhmon stock, and (iii) MDB Capital Group LLC edced $1,723,300 for its services in the April 2GidGincing and a thr
year warrant to purchase 208,330 shares of our aomnstock at $5.00 per share, of which MDB Capited@ LLC assigned the right to purchase 38,928eshaf common stor
to Dr. Bailey on April 24, 2006.

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

We are authorized to issue 100,000,000 sharesnomzm stock, par value $0.50 per share. As of Oct88e2007, there were 6,696,784 shares of comnumk $ssue
and outstanding. Each share of common stock iflemhtio one vote per share for the election ofaoes and on all other matters submitted to a wbtstockholders. There are
cumulative voting rights. Common stockholders dbhave preemptive rights or other rights to sultecfor additional shares, and the common stocktisuabject to conversion
redemption. In the event of liquidation, the hoklef common stock will share equally in any balaoteorporate assets available for distributiorthtiem. Subject to the rights
holders of the any other securities subsequersglyeid, holders of the common stock are entitlec@teive dividends when and as declared by our BogRirectors out of func
legally available. We have not paid any dividenidee our inception and have no intention to pay dimidends in the foreseeable future. Any futurédnds would be subject
the discretion of the Board of Directors and wodépend on, among other things, our future earnithgspperating and financial condition, our capiejuirements, and gene
business conditions.
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Preferred Stock

We are authorized to issue 10,000,000 shares dérmped stock, no par value per share. As of Oct®®&r 2007, no shares of preferred stock are issue
outstanding. Our Board of Directors can, withopprval of our stockholders, issue one or moreesesf preferred stock. If we issue preferred stock,Board of Directors w
determine the number of shares and the rightsemre€es and limitations of each series. Thesesiigiteferences and limitations may include spediéisignations, number
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 mesiye to our officers, directors, employees andsaliants incentive stock options, non-
qualified stock options and shares of restrictedlst The plan provides for us to issue up to 1,200 shares of its common stock pursuant to awandsnthe plan. As of Octok
30, 2007 we had outstanding options, granted putsoahe plan, to purchase 1,043,925 shares ofrmmmstock. The plan is designed to qualify underltiternal Revenue Co
as an incentive stock option plan.

Series E Warrants. We are offering 4,500,000 Series E warrants indfiering. Each Series E warrant permits the hokdepurchase one share of our comi
stock. The Series E warrants are exercisableyatiane at an exercise price of $___ (125% of tHerafg price of a share of common stock). The &eH warrants will expire
November __, 2012. The Series E warrants may teeraed by us, in whole and not in part, if the agerclosing bid prices per share of our commorkstwer a period of Z
consecutive trading days equals or exceeds 200%eokxercise price; if redeemed, the redemptionepfor each Series E warrant will equal $0.01 prere of stock the
purchasable pursuant to the Series E warrant.

The Series E warrants may be exercised at anydimenencing the date of issuance until the five yaaniversary of issuance at 5:00 p.m., New Yorl @ihe, on
such date.

We may call the Series E warrants for redemptioil(gling any Series E warrants issued or issuabtbe underwriters under their purchase optionyyhiole and not
in part, at a price of $.01 per Series E warrarngttime while the Series E warrants are exertgsaipon not less than 30 days’ prior written netixt redemption to each warrant
holder, and if, and only if, the average of the ke prices of the common stock equals or excgeds [200% of the then exercise price of the warramisi share, for the
consecutive 20 trading days ending within 10 bussrdays prior to the notice of redemption to warheniders. In addition, we may only call the SefieWarrants for redemption
if we have an effective registration statementlabée for the issuance of the shares on exercisiéwe don't have an effective registration stagst we can issue the shares
without legend pursuant to Rule 144(k). In conimectvith the call provision on the basis of a casbklexercise, we will determine if we will purshe tedemption without a
registration statement, and as part of the caltapindicate the market price at which a cashéesscise will be calculated. The market pricd b the highest price of a share of
common stock during the period used to determimesiinay call the warrants for redemption.

We are also providing for a cashless exercise®Stries E Warrants prior to a redemption if themo effective registration statement availabledf@ash exercise,
provided that if the shares of common stock tosseed on exercise cannot be delivered without gecause the holding period for Rule 144(k) hdagpasesed (currently two
years), the holder will be required to make thereigse by obtaining a certificate from the warragéat, and then presenting the physical certifieaig: the exercise form to tl
company. Any shares issued under this aspeceatdabhless exercise provision, will be issued witbstrictive legend. Therefore, the shares recedn such exercise may not be
traded unless there is an exemption from registnadvailable. This exemption may be Rule 144, wiigrrently provides that after a one year holgegod of the securities
being sold, the holder may effect a market sal®uth a broker, within volume limitations, providétere is current information about the companyilabke, a notice filing is
made by the holder with the Securities and Exch@mmamission. Anyone exercising on a cashless béBibave to bear the risk of holding restrictedck for an indefinite
period of time. If the cashless exercise is dfierholding period of Rule 144(k), then it may lffeeted without presentation of a physical ceréifieand the shares to be issued on
such exercise will be not be issued as restridigeks
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In a ‘cashless exercise”, holders of Series E wasravould pay the exercise price by surrenderisgter or its Series E warrants for that numbeshafres of common
stock equal to the quotient obtained by dividingthe product of the number of shares of commockstmderlying the warrants, multiplied by the diface between the exercise
price of the Series E warrants and the “marketgdridefined below) by (y) the market price. The&rket price” shall mean the last sale price & tommon stock on the date of
exercise unless it is in connection with a redearptf the Series E warrants in which case it wéllthe highest price of a share of common stocknduthie period used to
determine if we may call the warrants for redemmptia cashless exercise in this manner will redbeertumber of shares to be issued and thereby Iéssetilutive effect of a
warrant redemption, but we will not receive anylcpeoceeds. We believe this feature is an attraciption to us if we do not need the cash fromettercise of the Series E
warrants after a business combination.

The redemption criteria for our Series E warramtgehbeen established at a price which is intendeudvide warrant holders a reasonable premiurheartitial
exercise price and provide a sufficient differertietween the then prevailing common stock pricg e warrant exercise price so that if the stawsepdeclines as a result of our
redemption call, it hopefully will not decline b&ldhe warrant exercise price.

The Series E warrants will be issued in registéoesh under a warrant agreement between Contin&ttalk Transfer & Trust Company, as warrant agerd,&s. You
should review a copy of the warrant agreement, vhizs been filed as an exhibit to the registrastatement of which this prospectus is a part, fooraplete description of the
terms and conditions applicable to the warrants.

The exercise price and number of shares of comromk $ssuable on exercise of the Series E warmraatg be adjusted in certain circumstances includirtge event o
a stock dividend, or our recapitalization, reorgation, merger or consolidation. However, the Seiavarrants will not be adjusted for issuancesomimon stock at a price bel
their respective exercise prices.

The Series E warrants may be exercised upon swererfidhe warrant certificate on or prior to theeation date at the offices of the warrant ageiitt) the exercise
form on the reverse side of the warrant certificimpleted and executed as indicated, accompapi&dllpayment of the exercise price, by certifizdofficial bank check
payable to us, for the number of Series E warrbeisg exercised. The warrant holders do not haeeitfts or privileges of holders of common stookl any voting rights until
they exercise their Series E warrants and recdiages of common stock. After the issuance of shafreemmon stock upon exercise of the warrantsh é&atder will be entitled t
one vote for each share held of record on all mattebe voted on by stockholders.

Under the terms of the warrant agreement, we hgxeed to take steps to have a prospectus relatingrhmon stock issuable upon exercise of the SErigarrants is
current and the common stock has been registergdadified or deemed to be exempt under the séesifiaws of the state of residence of the holdehefwarrants and use our
best efforts to maintain a current prospectusirgjgb common stock issuable upon exercise of #r&eS E warrants until the expiration of the watsaklowever, we cannot ass
you that we will be able to do so, and if we do matintain a current prospectus related to the comstack issuable upon exercise of the warrantgléielmay be unable
exercise their Series E warrants and we may noe¢dpeired to settle any such warrant exercise.dfffospectus relating to the common stock issugide the exercise of the
Series E warrants is not current or if the comntoulsis not qualified or exempt from qualificationthe jurisdictions in which the holders of theri®e E warrants reside, we will
not be required to net cash settle or cash séglevarrant exercise, the Series E warrants may hawvalue, the market for the Series E warrants beaymited and the Series E
warrants may expire worthless.

No fractional shares will be issued upon exercish® warrants. If, upon exercise of the warraatiplder would be entitled to receive a fractiangrest in a share, v
will, upon exercise, round up to the nearest wimpimber the number of shares of common stock tedieed to the warrant holder.

Series C Warrants. As of October 30, 2007 we have outstanding SeCie&/arrants to purchase an aggregate of 1,110,548imcommon shares. The Serie
Warrants are exercisable at any time at an exemise of $30.00 per share and expire on June QI02The Series C Warrants are exercisable imrtedgiand are on
exercisable by “accredited investors” as defineRagulation D under the Securities Act of 1933.
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April 2006 Warrants . In an offering consummated April 17, 2006, weuisd warrants to acquire an aggregate of 2,30G0as. The April 2006 warrants have an
exercise price of $6.50 per share. We have th# t@call the April 2006 warrants at any timehétclosing bid price per share of our common stmkals or exceeds $13.00
twenty consecutive trading days in which the daihgrage trading volume of the common stock isasgtl20,000 shares.

Placement Agent Warrants. In connection with the 15% Convertible Exchandeaiote offering and the common stock offeringsseld June 17, 2005, we issue
the placement agent and other brokerage firmsdsetiofferings warrants to purchase an aggregaté,085 shares of common stock at an exercise pfi$&5.00. These warrai
are exercisable immediately and will expire Jung2DA0.

Restrictions on Sales By Certain Existing Sharehokts. A total of 250,000 shares held by Top Tier Invesime&LC and various other shareholders are sulbjee
lock-up agreement effective November 5, 2004 timaits sales to an aggregate of 31,250 shares oft@mmon stock per 98ay period. There is no termination provisionhrs
lock-up agreement.

Purchase Option

We have agreed to sell to the underwriters an nptiqpurchase up to a total of 450,000 shares mwiheon stock at an exercise price of $ per slaaean option -
purchase up to a total of 450,000 Series E warran&n exercise price of $.018 per warrant. Thernomstock and Series E warrants are identical esethoffered by th
prospectus.

Dividends

We have not paid any cash dividends on our comneckgo date and do not intend to pay cash dividemmor to the completion of a business combinatibime
payment of cash dividends in the future will be elegent upon our revenues and earnings, if anyjataggiquirements and general financial conditiohe hayment of ar
dividends is within the discretion of our then tbaif directors. It is the present intention of daard of directors to retain all earnings, if afor, use in our business operati
and, accordingly, our board does not anticipatéadieg any dividends in the foreseeable future.

Our Transfer Agent and Warrant Agent

The transfer agent for our securities and warrgenafor our Series E warrants is Continental Stbi@dnsfer & Trust Company, 17 Battery Place, Newky&ew York
10004.

UNDERWRITING
In accordance with the terms and conditions coethin the underwriting agreement, we have agreeslicco each of the underwriters named below fhiclv MDB

Capital Group LLC is acting as the representatbeverally, and not jointly, and each has agreguutchase from us on a firm commitment basis thebrmof the shares of ¢
common stock and of the Series E Warrants offaretis offering set forth opposite their respectieenes below:

Underwriters Number of Shares Number of Warrants

MDB Capital Group LLC

Total 4,500,001 4,500,001

A copy of the underwriting agreement has been fg@n exhibit to the registration statement ofcwhhis prospectus forms a part.
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We have been advised by the representative ofilerwriters that the underwriters propose to offeares of our common stock and Series E warrargsthi to th
public at the public offering prices set forth ¢ tcover page of this prospectus. Any securitiés Isp the underwriters to securities dealers wéllsmld at the public offering pric
less a selling concession not in excess of $___ spare and $____per common stock purchase warraetumiderwriters may allow, and these selected deabay reallow, ¢
concession of not more than $ per share and $per common stock purchase warrant to other bsaked dealers.

The underwriting agreement provides that the undewsg' obligations to purchase shares of our comstock and Series E warrami® subject to conditions contail
in the underwriting agreement. The underwritersabkgated to purchase and pay for all of the commstock and Series E warramered by this prospectus, other than ti
covered by the over-allotment option, if any ofgbeecurities are purchased

No action has been taken by us or the underwriberiswould permit a public offering of the sharéoor common stock and Seriesa&rrants included in this offeril
in any jurisdiction where action for that purposeequired. None of our securities included in tffering may be offered or sold, directly or iretitly, nor may this prospectus :
any other offering material or advertisements inrection with the offer and sales of any of our own stock and warrants be distributed or publisheshy jurisdiction, exce
under circumstances that will result in compliamdth the applicable rules and regulations of thaisgdiction. Persons who receive this prospectasadwrised to inform themseh
about and to observe any restrictions relatindni® affering of our common stock and Seriew&rants and the distribution of this prospectussprospectus is neither an offe
sell nor a solicitation of any offer to buy anyafr common stock or Series E warrants includedimaffering in any jurisdiction where that wouldtrbe permitted or legal.

The underwriters have advised us that they domtend to confirm sales to any accounts over wHiely exercise discretionary authority.
Underwriting discount and expenses

The following table summarizes the underwritingcdisnt to be paid to the underwriters by us.

Without With
Over-Allotment Over-Allotment

Underwriting discount to be paid to the underwstby us for the common sto

Underwriting discount to be paid to the underwstby us for the Series E warra

We have agreed to pay to the underwriters aamountable expense allowance equal to 1% of thesgoroceeds from the sale of the shares of constomk an
Series E warrants offered by us (excluding the -@lietment), of which $25,000 has been paid by uefabe date of this prospectus. We have also dgie@ay all expenses
connection with qualifying the shares offered hgrehder the laws of the states designated by tldemwriters. We estimate the expenses payable Hgpruthis offering to b
$ , including the underwriting discount$or__if the underwriters' over-allotment option xeeised in full.

Over-allotment option

We have granted to the underwriters an option,csable not later than 45 days after the date isflospectus, to purchase up to an additional0®6shares of o
common stock and 675,000 Series E warrants at ubécpoffering price, less the underwriting discouset forth on the cover page of this prospectine representative m
exercise the option solely to cover owadletments, if any, made in connection with thigeoihg. If any additional shares of our common ktoc Series E warrants are purche
pursuant to the ovalotment option, the underwriters will offer theadditional shares and Series E warrants on the sarms as those on which the other shares andsSk
warrants are being offered hereby.
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Determination of offering price

The public offering prices of the common stock &wties E warrants were negotiated between us aneghiesentative of the underwriters, based otrélakng prior t¢
the offering, among other things. Other factorssidered in determining the price of the securitiesude the history and prospects of the compamgy stage of development of |
business, our business plans for the future anextent to which they have been implemented, aesassent of our management, general conditionseo$eburities markets at -
time of the offering and such other factors as veEremed relevant.

Lock-Up Agreements

We will agree, for a period of 180 days from théedaf this prospectus, subject to certain exceptioot, to offer, sell, contract to sell, pledgeothterwise dispose t
enter into any transaction which is designed toniht reasonably be expected to, result in thpadigion of (whether by actual disposition or effee economic disposition due
cash settlement or otherwise) or file (or partitépim the filing of) a registration statement witre Securities and Exchange Commission, or the SEf@spect of, any shares
capital stock of the Company or any securities eotilvle into, or exercisable or exchangeable fahstapital stock, for the Compasyaccount, without the prior written conser
MDB Capital Group LLC. Certain of our executiveioffrs and directors will agree to substantiallyiEimterms for a period of 180 days pursuant tavisial lock-up agreement
The foregoing restrictions on sales will not apgyour ability to sell securities to the underwripairsuant to the underwriting agreement. In additthe foregoing restrictions w
not apply to our ability to issue our common stgeksuant to our existing stock option and emplog®ek purchase plans or under outstanding secut@vertible into ¢
exercisable for common stock.

Indemnification

We will agree to indemnify the underwriter againsttain liabilities, including liabilities under eéhSecurities Act, and to contribute to payments tha underwritel
may be required to make for these liabilities.

Stabilization, Short Positions and Penalty Bids

The underwriters may engage in oadiotment, stabilizing transactions, syndicate ecmgetransactions, and penalty bids or purchasethpurpose of pegging, fixi
or maintaining the price of the common stock, inadance with Regulation M under the Exchange Adt934:

. Over-allotment involves sales by the underwriter of skaand warrants in excess of the number of shadsvarrants the underwriter is obligated to purehaghict
creates a syndicate short position. The short iposihay be either a covered short position or eedaghort position. In a covered short position,tbenber of shar:
and warrants over-allotted by an underwriter is graater than the number of shares and warrantstthey purchase in the ovatlotment option. In a naked sh
position, the number of shares and warrants ineblgegreater than the number of shares and warharke overallotment option. The underwriter may close out
short position by either exercising its c-allotment option and/or purchasing shares and wtstia the open marke

. Stabilizing transactions permit bids to purchaseuhderlying security so long as the stabilizingstdo not exceed a specified maximum;

. Syndicate covering transactions involve purchadethe® common stock and warrants in the open maaker the distribution has been completed in ortdecove
syndicate short positions. In determining the sewtshares andarrants to close out the short position, the wvdésr will consider, among other things, the praf
shares and warrants available for purchase in ffem anarket as compared to the price at which it manchase shares through the oabotment option. If a
underwriter sells more shares and warrants thaiddmel covered by the ovelotment option, a naked short position, the posican only be closed out by buy
shares and warrants in the open market. A naked pbsition is more likely to be created if an uneleter is concerned that there could be downwarsgure on tt
price of the shares in the open market after pyitiat could adversely affect investors who purehiaghe offering
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. Penalty bids permit an underwriter to reclaim dirsglconcession from a syndicate member when tlaeeshand warrants originally sold by the syndicatamber ar
purchased in a stabilizing or syndicate coveriagsaction to cover syndicate short positic

These stabilizing transactions, syndicate covefiiagsactions and penalty bids may have the efferising or maintaining the market price of ounwoon stock ar
warrants or preventing or retarding a decline i tharket price of the common stock or warrantsaAssult, the price of the common stock or warramay be higher than t
price that might otherwise exist in the open marRétese transactions may be effected on The NASBAGbal Market, in the case of the common stock fothe warrants, ¢
otherwise and, if commenced, may be discontinueshgtime.

Neither we nor the underwriters make any represiemtar prediction as to the direction or magnitedeny effect that the transactions described alay have on tl
price of the common stock or warrants. In additiogither we nor the underwriters make any represient that the underwriters will engage in thesbiizing transactions or tt
any transaction, once commenced, will not be disroad without notice.

Passive Market Making

In connection with the offering, the underwritersdaselling group members may engage in passive ehanleking transactions in the common stock andeSeh
warrants on The NASDAQ Global Market in accordanith Rule 103 of Regulation M under the Securifiechange Act of 1934 during the period before themencement
offers or sales of common stock and Series E wesramnd extending through the completion of distidiu A passive market maker must display its latla price not in excess
the highest independent bid of the security. HoweWell independent bids are lowered below thegdee market makes’bid, that bid must be lowered when specified ipast
limits are exceeded.

Electronic Distribution

A prospectus in electronic format may be made abél on the Internet sites or through other oneevices maintained by the underwriters and/olirgelgjroug
members participating in this offering, or by theffiliates. In those cases, prospective investoay view offering terms online and, depending ugom underwriter or sellir
group member, prospective investors may be alloiwgulace orders online. The underwriters may agvigle us to allocate a specific number of shares @edes E warrants f
sale to online brokerage account holders. Any slicication for online distributions will be made the underwriters on the same basis as other &ltosa

Other than the prospectus in electronic format,itfiermation on an underwriter’'s or a selling grooqgmbers website and any information contained in any
website maintained by the underwriter or sellingugr member is not part of the prospectus or théstragion statement of which this prospectus fomanpart, has not be
approved and/or endorsed by us or any underwrniteeling group member in its capacity as undeewritr selling group member and should not be raljgoh by investors.

Underwriter's Warrants

We will agree to issue to the underwriters warraatgurchase up to a total each of 450,000 shdresmomon stock and of 450,000 Series E warrants. Warrants wi
be exercisable for a period of four years beginminghe first anniversary of the date of issuarfcéh® shares and warrants offered hereby, at arciseeprice of $ per sh
and $ per warrant (120% of the public pricEsg underwritersivarrants and the shares and Series E warrantslyingethe warrants may not be sold, transferredigsed
pledged or hypothecated for a period of one yeanfthe date of this prospectus except to officéthe underwriters and members of the selling grang/or their officers ar
partners. The exercise prices and number of sken@sSeries E warrants issuable upon exercise afrierwriters'warrants may be adjusted in certain circumstarmesding ir
the event of a stock dividend, or our recapital@atreorganization, merger or consolidation.

Relationships

In October 2005, we engaged MDB Capital Group Lisbeacement agent for a private financing. In cetina with the financing completed April 2006, MDBapita
Group LLC acquired 200,000 shares of the Compaogtemon stock and a Warrant to purchase 100,00@sHdrthe Compang’common stock, and received $1,723,300 fi
services and a three year warrant to purchase 208}3ares of our common stock at $5.00 per share.
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The underwriter’'s compensation in connection whifs toffering is limited to the fees and expensescdbed above under “Commissions and Expenses!’ to it:
warrants as described above under “Underwriter’ srévias.”

We have no other arrangements with any of the uwiters following completion of this offering. Thenderwriters may, however, from time to time, ergat
transactions with or perform services for us indhéinary course of its business.

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

The consolidated financial statements for the yeaded December 31, 2006 and December 31, 200%oartkde period from January 22, 2003 (date of inicey) tc
December 31, 2006 included in this prospectus baes audited by Malone & Bailey, PC, independegistered public accounting firm, as stated in theport appearing herein.

WHERE YOU CAN FIND MORE INFORMATION

This prospectus is part of a registration statenvemtfile with the Securities and Exchange Commissidhis prospectus does not contain all of thermftior
contained in the registration statement and athef exhibits and schedules thereto. For furthforimation about Opexa Therapeutics, Inc., pleasetlse complete registrati
statement. Summaries of agreements or other dausrethis prospectus are not necessarily compRigase refer to the exhibits to the registrasitaiement for complete cop

of such documents.

We file annual, quarterly and special reports, prstatements and other information with the Seimsiiand Exchange Commission under the Securitiebdfige Act ¢
1934. You may read and copy the registration state, including exhibits and schedules filed withat the SEG public reference facilities at 100 F Street N.Washingtor
D.C. 20549. You may obtain information on the a@pien of the public reference room in WashingtonCDby calling the Securities and Exchange Commiissit 1-800-SEC-

0330.

We file information electronically with the Secue# and Exchange Commission. Our Securities amthdge Commission filings also are available from $ecuritie
and Exchange Commissianinternet site at http://www.sec.gov, which com$areports, proxy and information statements artbroinformation regarding issuers that

electronically.
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Antigen:

Attenuated:

Autoreactive:

Beta(R) Cells (Islets of
Langerhans)

Cellular differentiation
Immunogenic

Lymphocyte:

Myelin:

Stem cell:

T cell:

GLOSSARY OF TERMS

any substance that when introduced into the bodystienulate the production of antibodies and coralsipecifically with them

inactivated, rendered harmless (e.g., killed visugeed to make a vaccine). Some of the ways inhwhiises and other pathogens ma'
attenuated are by heat, chemical, or radiatiorirtreat.

describes immune cells that mount a response dghmbod’s own cells or tissue

cells in the pancreas that produce insulin in raspdo the presence of glucose (sugar) in the btosgim. The failure of insulin production results
in the disease called diabet

the process by which a cell becomes specializeddar to perform a specific functio
capable of inducing an immune respor

any of various white blood cells, including B celdisd T cells, that function in the bodyimmune system by recognizing and deactivatingens
B cells act by stimulating the production of antlies. T cells contain receptors on their cell stefathat are capable of recognizing and bindi
specific antigens. Lymphocytes are found in thegiimodes and spleen and circulate continuouslyerbtood and lympt

white, fatty material that sheathes nerves andmeesthe transmission of signals between the laraithe body

an unspecified cell that upon division replace®ws numbers and also gives rise to cells thaedfitiate further into one or more specialized
type.

any of several closely related lymphocytes, devedoip the thymus, which circulate in the blood &wdph and orchestrate the immune sysem’
response to infected or malignant ce
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

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

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

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

In our opinion, the consolidated financial stateteerferred to above present fairly, in all mate®spects, the consolidated financial positio®pexa as of December 31, 2006
and the consolidated results of its operationsi@nchsh flows for the periods described in conitywith accounting principles generally acceptedhie United States of Amerit

As discussed in Note 15 to the consolidated firgrstatements, the accompanying consolidated finbsatements have been prepared assuming thaiaQyik continue as a
going concern. Opexa requires significant amourtash in its operations and does not have sufficiash to fund its operations for the next twel@nths, which raises
substantial doubt about its ability to continueaagoing concern. Management’s plans regarding thagéers are also described in Note 15. The cafesteld financial statements
do not include any adjustments that might resoltfthe outcome of this uncertainty.

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

March 14, 2007
Except for Note 15 which is dated November 2, 2007

F-2




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

Assets

Current asset:
Cash and cash equivalel
Investment in marketable securit
Other current assets

Total current asse

Intangible assets, net accumulated amortizatidd8¢833,56¢
Property & equipment, net accumulated amortizatib$395,284
Total assets

Liabilities and Stockholders' Equity

Current liabilities:

Accounts payabl

Stock payabl

Accrued expense

Note payable

Current maturity of long term de
Derivative liability

Total current liabilities

Long term liabilities:
Loan payable
Total liabilities

Commitments and contingenci

Stockholders' equity

Convertible preferred stock, no par value, 10,000 $hare:
authorized, none issued and outstanc

Common stock, $0.50 par value, 100,000,000 shar®azed,
6,696,784 shares issued and outstan

Additional paid in capita

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
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December 31,
2006

12,019,91
2,952,091
472,88:

15,444,89

24,723,20
1,361,37

41,529,47

868,86:
112,44(
135,06
1,500,001
14,08(
6,656,67
9,287,12i

96,24

9,383,37!

3,348,35

63,118,18

(34,320,43)

32,146,10
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OPEXA THERAPEUTICS, INC.

(a development stage company)
(formerly PharmaFrontiers Corp.)

CONSOLIDATED STATEMENTS OF EXPENSES
Years ended December 31, 2006 and 2005 and the
Period from January 22, 2003 (Inception) to Decemlye31, 2006

Inception
through
2006 2005 2006
Research and developme $ 7,612,93. $ 4,183,350 $ 12,428,90
General and administratiy 5,461,04 6,259,07! 14,206,46
Depreciation and amortizatic 1,818,79! 1,735,20! 3,818,82:
Loss on disposal of assets 2,37¢ 22,81( 482,30¢
Operating los: (14,895,15) (12,200,45) (30,936,51)
Interest income 688,29¢ 81,93( 776,22:
Other income 46,45( 28,17« 77,00:
Gain on derivative liability 104,97¢ 3,896,84. 4,001,81!
Interest expense (984) (7,323,85) (8,238,96))
Net loss

$  (14,056,40) $  (15,517,35) $ _ (34,320,43)

Basic and diluted loss per sh: $ (2.6)) $ (9.92) N/A
Weighted average shares outstanc 5,390,91 1,564,83 N/A

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




Shares issued for ca
Shares repurchased and cance
Discount related tc
beneficial conversion featu
warrants attached to de
Net loss

Balances at December 31, 2C
Shares issued fo
cash
services
license
reverse merger with Sport
acquisition of Opex:
additional shares attached
convertible deb
conversion of convertible not:
Shares cancelle
Discount related tc
beneficial conversion featu
warrants attached to de
Option expens
Net loss

Balances at December 31, 2(
Shares issued fo
cash, net of offering cos
convertible deb
debt
license
services
Discount related tc
beneficial conversion featu
warrants attached to de
Option expens
Warrant expens

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

Transition of warrants from equity instrumentsitllity instruments -

Net loss

Balances at December 31, 2(

Shares issued fo
cash, net of offering cos
debt

Option expens

Warrant expens

Net loss

Balances at December 31, 2006

Additional
Common Stock Paid in Accumulated
Shares Par Capital Deficit Total

525,000 $ 262,500 $ (261,50() - % 1,00(
(170,629 (85,319 84,98¢ - (325)
- - 28,18( - 28,18(

- - 28,18( - 28,18(
- - - (126,00:) (126,00:)
354,37! 177,18 (120,157) (126,00:) (68,96¢)
2,25( 1,12¢ 7,87¢ - 9,00(
206,50( 103,25( 745,75( - 849,00(
24,26¢ 12,13t 414,94( - 427,07!
99,74( 49,87( (197,607 - (147,73)
250,00( 125,00( 23,625,00 - 23,750,00
16,10( 8,05( 280,31t - 288,36t
60,75( 30,37¢ 217,99 - 248,37(
(8,000) (4,000 4,00 - -

- - 855,84 - 855,84

- - 1,848,50: - 1,848,50:

- - 123,33: - 123,33:
- - = (4,620,66.) (4,620,66.)
1,005,98. 502,99. 27,805,80 (4,746,66) 23,562,13
389,45 194,72! 5,151,49:; - 5,346,21
611,02¢ 305,51 7,343,93 - 7,649,441
2,30( 1,15(C 159,85( - 161,00(
29,19« 14,597 1,853,78 - 1,868,38.
24,00( 12,00( 1,000,401 - 1,012,401

- - 831,94« - 831,94«

- - 1,433,10: - 1,433,10:

- - 2,487,74. - 2,487,74

- - 2,373,88! - 2,373,88:
- (10,658,49) - (10,658,49)
- - - (15,517,35) (15,517,35)
2,061,95! 1,030,97 39,783,45 (20,264,02) 20,550,40
4,600,00! 2,300,001 18,853,51 - 21,153,51
34,82¢ 17,37« 162,62t - 180,00(

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

- - 1,568,961 - 1,568,961
- - - (14,056,40) (14,056,40)
6,696,860 $ 3,348,35. $ 63,118,18 (34,320,43) $ 32,146,10

See accompanying summary of accounting policies

and notes to consolidated financial statements
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OPEXA THERAPEUTICS, INC.
(a development stage company)
(formerly PharmaFrontiers Corp.)

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years ended December 31, 2006 and 2005 and the

Period from January 22, 2003 (Inception) to Decemlye31, 2006

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

Net cash used in operating activit

Cash flows from investing activitie
Purchase of licenst
Purchase of property & equipment
Net cash used in investing activiti

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

Net cash provided by financing activiti

Net change in cash and cash equival
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Cash paid for
Income tax
Interest

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

- warrants

- beneficial conversion featu

- stock attached to not
Fair value of derivative instrume
Stock payable

Inception
through
2006 2005 2006

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

- 109,07( 109,07(

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

- 365,91( 365,91(

4,318,58: 4,861,62! 9,303,54!
2,37¢ 22,81( 482,30¢
359,39¢ 26,36( 444 ,56.
(2,926,18,) - (2,926,18)
(340,871) (88,185 (468,01))
(105,24() 23,65¢ (50,259)

- (388,21() (388,21()
(11,060,44) (6,216,91) (19,482,00)
(125,00() - (357,745
(619,14) (258,902 (1,051,05)
(744,14) (258,907 (1,408,79)
21,153,522 5,346,21 26,509,73
- - (325)

110,32: 2,896,88! 6,464,91.

- (58,614 (63,614
21,263,84 8,184,48! 32,910,71
9,459,241 1,708,67: 12,019,91
2,560,66! 851,99: -
$ 12,019,91.  $ 2,560,661 12,019,91
$ - % - -
- - 42¢

$ - % - 23,750,00
- - 147,73

- 1,868,38. 2,295,45!

- 525,51: 525,51:

- 6,159,61! 6,407,98

180,00( 17,17¢ 197,17t

- - 93,36¢

- 1,433,10: 3,309,791

- 831,94« 1,715,97

- 999,07 1,287,441

- 6,761,65! 6,761,65!

112,44( - 112,44(

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

NOTE 1 -SUMMARY OF ACCOUNTING POLICIES

Opexa Therapeutics, Inc. (“Opexa”), was incorpatate Texas in March, 1991 as a lpbarmaceutical company engaged in developing agtol® personalized cell therap
During the development stage, Opexa acquired thidwale license to technology developed at ArgoNational Laboratory, a U.S. Department of Energhdratory Operate
by the University of Chicago (“Argonne”). This is &xclusive license to a stem cell technology inciwhadult multipotent stem cells are derived from monocytes obthinon
the patient’'s own blood (the “License’. patent application was filed in November 2003thwthe United States Patent and Trade Office regarithe technology involved in t
License.

On October 7, 2004, Opexa acquired all of the anting stock of Opexa Pharmaceuticals, Inc., aityethiat has the exclusive worldwide license fromylr College of Medicir
to an individualized T-cell therapeutic vacciney@gin, which is in U.S. FDA Phase IIb human clifi@ls to evaluate its safety and effectivenesséating multiple sclerosis.

Development Stage CompanyThe Company is considered to be in the Developrsinfe as defined in Statement of Financial AccagnBitandards No. 7. The Company ha
revenues to date.

Basis of Presentation. In June 2006, the Company (i) changed its nanfépexa Therapeutics, Inc. from PharmaFrontiers Canpl (ii) effected a one-fden reverse comm
stock split. All references to number of shared par share amounts reflect such split as if ituoad on the first day of the first period present€he consolidated financ
statements include the accounts of Opexa Theragseltic. and its wholly-owned subsidiary, OpexarRtaeuticals, Inc. Significant inteempany accounts and transactions
been eliminated.

Reclassifications. Certain prior year amounts have been reclassifiesbnform with the current year presentation.

Use of Estimates in Financial Statement Preparatian The preparation of consolidated financial statets:ién conformity with accounting principles gerigraccepted in th
United States of America requires management toeneskimates and assumptions that affect the reparteounts of assets and liabilities, the disclosdireontingent assets
liabilities at the date of the consolidated finahatatements, and the reported amounts of reveanebexpenses during the reporting period. Actesdilts could differ from tho
estimates.

Cash, Cash Equivalents and Marketable Securities.For purposes of the statements of cash flowd) egsivalents include all highly liquid investmemtgh original maturitie
of three months or less. Marketable securitiefutie investments with maturities greater than thremths but less than one year. The primary objestfor the fixed incor
investment portfolio are liquidity and safety ofirmipal. Investments are made with the objectiveadiiieving the highest rate of return consisterih whese two objective
Opexas investment policy limits investments to certajpes of instruments issued by institutions prinyaniith investment grade credit ratings and plaessrictions on maturitic
and concentration by type and issuer.

Long-lived Assets. Property and equipment are stated on the basismfrital cost less accumulated depreciation. Degtien is provided using the straigliie method over tt
estimated useful lives of the assets. Major rengveald improvements are capitalized, while minodaegments, maintenance and repairs are chargedrtent operation
Impairment losses are recorded on ldingd assets used in operations when indicatompairment are present and the undiscounted casls festimated to be generated by tl
assets are less than the assets’ carrying amount.

Income Taxes. Income tax expense is based on reported earthiefgse income taxes. Deferred income taxes refleetimpact of temporary differences between aszet
liabilities recognized for consolidated financiaporting purposes and such amounts recognize@Xgurposes, and are measured by applying enaotedtes in effect in years
which the differences are expected to reverse.




Stock-Based Compensation. On January 1, 2006, Opexa began recording corafiensexpense associated with stock options andrdiirms of equity compensation
accordance with Statement of Financial Accountiten8ards No. 123RShare-Based Paymerats interpreted by SEC Staff Accounting Bulletin M67. Prior to January 1, 20!
Opexa had accounted for stock options accordinghéoprovisions of Accounting Principles Board OpmiNo. 25,Accounting for Stock Issued to Employeasd relate
interpretations, and therefore no related compé@nsaxpense was recorded for awards granted witimtnimsic value. Opexa adopted the modified prasipe transition methc
provided for under SFAS No. 123R, and, consequehtlye not retroactively adjusted results from pperiods. Under this transition method, compepsatiost associated w
stock options recognized in the first quarter stél 2006 includes the quarterly amortization eglab the remaining unvested portion of all stopkan awards granted prior
January 1, 2006, based on the grant date fair \e#dtimated in accordance with the original provisiof SFAS No. 123.

The following table illustrates the effect on nes$ and net loss per share if Opexa had appliefath@alue provisions of FASB Statement No. 123stockbased employt¢
compensation prior to January 1, 2006:

Inception
through
2005 2006
Net loss as reporte $ (15,517,35) $ (34,320,43)
Add: stock based compensation determined u
intrinsic value based methc 2,487,74. 2,611,07
Lessstock based compensation determined u
fair value based method (4,264,01) (4,417,37)
Pro forma net loss $ (17,293,62) $ (36,126,73)
Basic and dilutel
Net loss per common she $ (9.92) N/A
As reportec $ (11.10) N/A

Research and Development. Research and development expenses include salaglated employee expenses, clinical trial expgneesearch expenses, consulting fees
laboratory costs. All costs for research and dguelent activities are expensed as incurred. Opegareses the costs of licenses of patents and tlsequton of patents until t
issuance of such patents and the commercializatforelated products is reasonably assured. Researdhdevelopment expense for the year ended Dece®ihe2006 we
$7,612,932, as compared to $4,183,356 for the greded December 31, 2005.

Accounting for Derivative Instruments . Statement of Financial Accounting Standard (“SFANo. 133, “Accounting for Derivative Instrumenasid Hedging Activities,’as
amended, requires all derivatives to be recordetherbalance sheet at fair value. Opexg@erivatives are separately valued and accouptednfour balance sheet. Fair values
securities traded in the open market and derivatare based on quoted market prices. Where marikespare not readily available, fair values areedmined using market bas
pricing models incorporating readily observable keadata and requiring judgment and estimates.

The pricing model Opexa used for determining failues of its derivatives is the Black Scholes Rgdviodel. Valuations derived from this model aréjeat to ongoing intern
and external verification and review. The modelsusearketsourced inputs such as interest rates, exchange eatd option volatilities. Selection of these ispinvolve:
management's judgment and may impact net income.

In September 2000, the Emerging Issues Task FOEER") issued EITF 0Qt9, "Accounting for Derivative Financial Instrumenindexed to and Potentially Settled i
Company's Own Stock," ("EITF 009") which requires freestanding contracts thatsatled in a company's own stock, including commimtk warrants, to be designated a
equity instrument, asset or a liability. Under tirevisions of EITF 0QL9, a contract designated as an asset or a liahilitst be carried at fair value on a company'srizaahee
with any changes in fair value recorded in the canys results of operations. A contract designatedn equity instrument must be included withinitgguand no fair valu
adjustments are required.




In December 2006, the FASB issued FASB Staff Rasitlo. EITF 00-19-2, Accounting for RegistrationyReent Arrangements (EITF 00-19-2). EITF 00-2%ddresses .
issuers accounting for registration payment arrangeménsgecifies that the contingent obligation to mdlture payments or otherwise transfer considamatnder a registratit
payment arrangement, whether issued as a sepgraengent or included as a provision of a finanicisfrument or other agreement, should be separateggnized and measu
in accordance with FASB Statement No. 5, AccounfargContingencies. The guidance in EITF 0028&mends FASB Statements No. 133, Accounting foivagve Instrument
and Hedging Activities, and No. 150, Accounting €@ertain Financial Instruments with Characterist€®oth Liabilities and Equity, and FASB Interpgon No. 45, Guaranta’
Accounting and Disclosure Requirements for Guaesitdncluding Indirect Guarantees of Indebtednels®©Others, to include scope exceptions for regigtratpaymer
arrangements. EITF 00-1®-also requires additional disclosure regarding rih&ure of any registration payment arrangemeritsrnative settlement methods, the maxin
potential amount of consideration and the curramtying amount of the liability, if any. This EITIE effective immediately for registration paymentagements and the financ
instruments subject to those arrangements thatmatered into or modified subsequent to the datesafe of this EITF. For registration payment arengnts and financi
instruments subject to those arrangements that emtered into prior to the issuance of this ElTHs s effective for financial statements issuedffscal years beginning afi
December 15, 2006, and interim periods within thitseal years. The impact of implementing EITFT®-2 in the fiscal year 2007 will result in a cumwatieffect of a change
accounting principle with a credit to beginningaieed earnings of $6,656,677 and a reversal oféinee amount to the derivative liability account.

Recently Issued Accounting Pronouncements.

In February 2006, the FASB issued SFAS 155, "Accognfor Certain Hybrid Financial Instruments,” whielmends SFAS 133, "Accounting for Derivative Instams an
Hedging Activities" and SFAS 140, "Accounting forafisfers and Servicing of Financial Assets andrigxtishments of Liabilities." SFAS 155 simplifieethccounting for certa
derivatives embedded in other financial instrumdatsallowing them to be accounted for as a wholiéf holder elects to account for the whole insgnbhon a fair value bas
SFA 155 also clarifies and amends certain othewipians of SFAS 133 and SFAS 140. SFAS 155 is @ffecfor all financial instruments acquired, issuedsubject to
remeasurement event occurring in fiscal years Iméginafter September 15, 2006 and is thereforeireduo be adopted by the Company as of Octob@0@6. Management
still evaluating what effect this will have on ti®empany’s financial statements.

In July 2006, the FASB issued Interpretation No.(B8\ No. 48), "Accounting for Uncertainty in Inca@rlaxes." This interpretation requires recognitiord measurement
uncertain income tax positions using a "more-likédgnnot" approach. FIN No. 48 is effective for fiscaays beginning after December 15, 2006. Manageisetill evaluatin
what effect this will have on the Company’s final@tatements.

In September 2006, the FASB issued SFAS 1Fair‘Value Measurements." This standard definesvalue, establishes a framework for measuring Vaiue in generall
accepted accounting principles, and expands disoabout fair value measurements. This statenseefféctive for financial statements issued focdlsyears beginning af
November 15, 2007. Early adoption is encourage@. ddoption of SFAS 157 is not expected to have tenahimpact on the financial statemer

There were various other accounting standards atefpiretations issued during 2006 and 2005, nonwtith are expected to have a material impact @ Gompanyg
consolidated financial position, operations or cishs.

NOTE 2 - MARKETABLE SECURITIES

At December 31, 2006, Opexa invested $10.9 miliioin A-1/P-1 commercial paper, of which $2.9 million is inwegtin marketable securities, and $3.9 million igeisted in
money market account with an average market yiélf.83% and average time to maturity of 1.32 montiméerest income of $688,299 was recognized Her tivelve montt
ended December 31, 2006 in the consolidated statsméexpenses.
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NOTE 3 —LICENSE AGREEMENTS

University of Chicago License Agreement

In 2004 Opexa entered into an agreement with thigedsity of Chicago (“University”¥or the worldwide license to technology developédaonne National Laboratory, a U
Department of Energy Laboratory Operated by thevehsity. In consideration for the license, Opexal phe University $57,742 and issued 23,719 shaa@sed at $1,199,706.
December 2004, the License Agreement was amenaedirgy Opexa an exclusive, non-transferable wordi@wicense to the University’'stem cell technology. In consideration
the amendment, Opexa paid the University an aduiti$175,000, issued the University 550 sharesoofroon stock valued at $352,000, agreed to pay theetbsity $1,500,0C
on October 30, 2005 and agreed to issue the Uriyestsares of Opexa common stock, including theeshalready issued, equal to 2.6% of the totaltanting number of shai
after conversion of the 15% exchangeable conversbbordinated promissory notes. In June 2005827s#ares of common stock were issued to the Usityesf Chicago per tt
terms of a license agreement. These shares wesedegtat $867,064. In August 2005, 1,710 shareoofmon stock were issued to the University of Cicper the terms of
license agreement. These shares were recorded@48%. In October 2006, the $1,500,000 cash payoigigation was extended until April 30, 2007 &jiyl the obligation t
issue 21,623 shares of Opexa’s common stock issweds extended until April 30, 2007, with $112,44@rued at December 31, 2006.

Shanghai Institute for Biological Science Licensegfeement

In January 2006, Opexa acquired an exclusive wadewcense for the intellectual property rightslaesearch results of an autologous T cell vacitineheumatoid arthritis fro
the Shanghai Institute for Biological Science, Ghikcademy of Science of the Peopl&epublic of China. In exchange for a paymer#1#5,000 and an agreed running roy
from the sale of commercialized products, Opexaives all information and data related to all dalitrials on all patient controls and patientshwiieumatoid arthritis with the
cell vaccine. This includes all clinical, cell proement and manufacturing protocols, completeepaitiata sheets, all laboratory materials, metlandsresults and manufactur
records and documents and any other data relatée timtellectual property. The first payment untter license occurred in April 2006 upon the delvef materials pursuant
the terms of the licensing agreement. Opexa anesrtizis intangible asset over its life of 19 yesmnd as of December 31, 2006 the intangible asseahainamortized balance
$120,311.

NOTE 4 —INTANGIBLE ASSETS

Intangible assets consisted of the following atéeber 31, 2006:

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

The Company believes that patent rights form oniésahost valuable assets. Patents and patentcafiphs are a key currency of intellectual propeggpecially in the early stage
of product development, as their purchase and ewamice gives the Company access to key productagenent rights from Opexa’s academic partners. dmapany amortizes
its patent and license costs over a period of 1Btgears. These intangible assets are reviewdadfmirment whenever events or changes in circantgs indicate that the
carrying amount may not be recoverable. If the sfithe expected undiscounted cash flows is less tthe carrying value of the related asset or grfugssets, a loss is recogni:
for the difference between the fair value and theying value of the related asset or group oftas3ée Company expenses payments made to lege firat are engaged in filil
and protecting rights to intellectual property aights for our current products in both the doneatid international markets. Amortization expeosaled $1,644,678 and
$1,637,129 in fiscal 2006 and 2005, respectively.
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NOTE 5 -PROPERTY AND EQUIPMENT

Property and equipment consisted of the followihBecember 31, 2006:

Description Life Amount
Computer equipmet 3 years $ 134,02:
Office furniture and equipmel 3-10 years 220,11:
Software 3-5 years 46,08¢
Laboratory equipmer 3-10 years 912,70¢
Leasehold improvements 10 years 443,72
Subtotal 1,756,66.
Less: accumulated depreciation (395,28
Property and equipment, net $ 1,361,37

Property and equipment is carried at cost lessraatated depreciation. Depreciation is calculatedhsy straightine method over the estimated useful life of thregen year:
depending upon the type of equipment, except fasdbold improvements which are amortized usingtiaghtline method over the remaining lease term or tfeedf the asse
whichever is shorter. The cost of repairs and neaance is charged as an expense as incurred. Dxjmeexpense totaled $174,117 and $98,080 iralfigb06 and 200
respectively.

NOTE 6 — INCOME TAXES

Opexa uses the liability method, where deferredassets and liabilities are determined based orexipected future tax consequences of temporargréifices between 1
carrying amounts of assets and liabilities for ficial and income tax reporting purposes.

At December 31, 2006, for federal income tax artdrahtive minimum tax reporting purposes, the Caomgphad approximately $31,383,048 of unused netaijvgy losse
available for carryforward to future years. The éfitrfrom carryforward of such net operating losagls expire in various years through 2026. Unttez provisions of Section 3
of the Internal Revenue Code, the benefit fromaation of approximately $5,650,429 of net opemtimsses incurred prior to October 7, 2004 wasifagmtly limited as a rest
of the change of control that occurred in connectiath the Company acquisition of Opexa. The benefit could be subjedurther limitations if significant future owrghirg
changes occur in the Company.

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

NOL @ 12/31/0¢ $  (21,540,24)
Net loss- 2006 $__ (14,056,40)
Subtotal (35,596,65)
Derivative (gain) los: (104,979
Option expens 2,749,61
Warrant expense 1,568,961
NOL @ 12/31/0¢ (31,383,04)
Estimated tax rate X 34%

Deferred tax assi (10,670,23)
Valuation allowance 10,670,23

Net deferred tax ass $ -
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NOTE 7 —THIRD PARTY CONVERTIBLE NOTES

Between September 2004 and February 2005, Opexadsonvertible notes to investors totaling $6,834, In March 2005, 45,169 shares of common stothk avrelative fai
value of $999,074 were issued to note holders eis #éaditional shares for their subscription inwesnt in Opexa. In June 2005, a total of $6,650@&¥Aprised of the principal
the notes of $6,124,859 and accumulated intere$625,513, which accrued at a rate of 15% per anmas exchanged for 443,360 shares of common s@leks A and Class
warrants that expired in 2006, and Class C warranpsirchase 1,110,548 shares at an exercise @880 per share.

Opexa analyzed the convertible notes and the wisrfanderivative accounting consideration undeASA.33 and EITF 00:9. Opexa determined the embedded conversion (
in the convertible notes met the criteria for cifisation in stockholders equity under SFAS 133 &IdF 0019. Therefore, derivative accounting was not apjlie for thes
convertible notes payable. See Note 13 for a dson of the accounting for the warrants.

NOTE 8 —-NOTE PAYABLE

Note payable consists of a note in the amount (1000 payable to the University of Chicago, sedwby license, no interest and due April 30, 208@e Note 3 for detail

Loan payable consists of an equipment line of up260,000 with Wells Fargo of which $110,322 watstanding as of December 31, 2006. This loan hastarest rate of 7.61
per annum, matures in May 2011 and is secured Bx®g furniture and equipment purchased with tlaa [proceeds.

NOTE 9 — COMMITMENTS AND CONTINGENCIES

Office Lease

In October 2005, Opexa entered into a ten-yeaeléarsits office and research facilities. Ther@,800 sq. ft. of space still available for futimald-out. The facility including tt
property is leased for a term of ten years with tpdions for an additional five years each at thentprevailing market rate. Future minimum leaagnpents under the non-
cancellable operating lease are $117,774 for 28037,196 for 2008, $139,782 for 2009, $147,54@ft0, $147,540 for 2011 and $584,343 for years 202015. Rent expen
for 2006 was $136,153 and $178,963 for 2005.

Contract Research Organization Agreement

In September 2006, Opexa engaged PharmaNet, LicGn@act research organization focused on managgngral nervous system trials to provide it withvézes in connectic
with its Phase lIIb clinical trial. An initial prpayment of $400,000 was made to PharmaNet, LLCprl 2006, of which $133,334 remains as a prepaildrice as of Decemt
31, 2006. An additional $235,000 payment was miad®ctober representing an advance for investiggtant expenses, of which $191,329 remains a piepalance as
December 31, 2006.

NOTE 10-EQUITY

During 2003, equity related transactions were Heis:
- 525,000 shares of common stock were sold for $1,000
- 170,625 shares were reacquired for $325 and cahcele

- Additional contributions to capital of $56,360 réied from the discounted value to notes payable wuevarrants and beneficial conversion featureachtd t
convertible notes was issued in 20

During 2004, equity related transactions were Hei:

- 2,250 shares of common stock were sold for $9,000.

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

- 24,269 shares of common stock valued at their thiervalue of $427,075 were issued to the Univgrsit Chicago per the terms of a license agreentee. Note 2 fc
details.

- 99,740 shares of common stock were issued foriatgtities of $147,733 pursuant to the 2004 reoiggition.

- 250,000 shares of common stock valued at their thiewvalue of $23,750,000 were issued to OpexaiRhaeuticals, Inc., shareholders. See Note 12dtaild.

- 16,100 shares of common stock with a relativevfaiue of $288,366 were issued to note holderseis d@dditional shares for their subscription invesnt.

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

- 8,000 shares of common stock were cancelled putrsadhe terms of an employment separation agreemen

- Additional contributions to capital of $2,704,3%sulted from the discounted value to notes payfabie warrants, beneficial conversion features &igalcto convertibl
notes.

- Employee stock option expense was $123,333 for 2004
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During 2005, equity related transactions were Heis:

389,451 shares of common stock with warrants telpse 1,070,993 shares were sold for $5,841,76@.rdlative fair value of the common stock is $8,7@4 and th
relative fair value of the warrants is $4,748,00%ering costs of $495,552 related to shares issue@ charged to additional paid in capi

45,168 shares of common stock with a relativevfaiue of $999,074 were issued to note holderseis dditional shares for their subscription invesnt.

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

2,300 shares of common stock valued at their faliney of $161,000 were issued to note holders fecctnversion of $51,930 of principal and interestf the notes.
29,194 shares of common stock were issued to tlieetsity of Chicago per the terms of a license agrent. These shares were recorded at $1,868,384.

24,000 shares of common stock valued at theinvlire of $1,012,400 were issued to consultantgheir services.

Additional contributions to capital of $2,265,05ating to the discounted value to notes payalim fwarrants, beneficial conversion features attddbeconvertibl
notes.

Employee stock option expense was $2,487,741 10520

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

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

During 2006, equity related transactions were Hevi:

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

In April 2006, Opexa sold 4,600,000 shares of @dmmon stock and warrants to purchase 2,300,00@stadrOpexa common stock for $23,000,000. Opexa
$1,846,481 for the commissions and fees relatetlisooffering and granted to its brokers warraotparchase 213,720 shares of common stock at aoisaerice ¢
$5.00 per share. These warrants are not callabldvave a cashless exercise opt

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

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

NOTE 11-STOCK OPTIONS AND WARRANTS

In 2004, Opexa adopted the 2004 Stock Option Pthe Plan”)for the granting of stock options to employees eodsultants of Opexa. Options granted under the Ria:
be either incentive stock options or nonqualifieatk options. The Board of Directors has discretmdetermine the number, term, exercise pricevasting of all grants.

Employee Stock Options:

During 2004, options to purchase 96,500 shares geneted to employees at exercise prices rangom $30.00 to $50.00. These options have termsvefyfears and ve
from one to three years. Fair value of $5,623 @6 recorded using the Black-Scholes method ofitation with a volatility of 75.05% and a discouate of 2%.

F-13




During 2005, options to purchase 63,050 shares gremgted to employees at exercise prices of $7.B6se options have terms of ten years and vesuinyfears. Fair valt
of $261,879 was recorded using the Black-Scholebodeof calculation with a volatility range of 1486 and a discount rate of 2%.

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

During 2006, options to purchase 389,160 sharesmwimon stock were granted by Opexa to its emplogeesercise prices ranging from $5.00 to $9.4@sEhoptions ha
terms from five to ten years, vest from one to ¢hyears and have a fair value of $3,126,168. UtiagBlackScholes method, stock compensation for 2006 we36$45:
with a volatility range of 401.34% to 429.86% andiscount rate range of 4.72% - 5.22%.

Opexa recorded $2,749,617 stock-based compensatmnse to the management and employees during 2006
During 2006, options to purchase 14,133 shares foeisited.

Consultant Warrants:
During 2004, warrants to purchase 20,000 shares gianted to consultants at exercise prices rarfgomg $30.00 to $50.00. These options have ternfavefyears and ve
from one to three years. Fair value of $1,011W@6 recorded using the Black-Scholes method witblatility range of 75.05% and a discount rat@.

During 2005, warrants to purchase 71,060 sharee greamted to consultants. Using the Bl&ttoles method, fair value for 2005 was $1,552)986 a volatility range ¢
175.4% and a discount rate of 2%.

During 2005, warrants to purchase 46,085 shar€oafmon Stock ere issued to several brokerage fasrtbe offering costs and commissions for Opefiaancing activitie
at an exercise price of $1.50 per share. Theseanarhave a fair value of $2,197,162 and vest idiately.

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

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

During 2006, warrants to purchase 156,500 sharesmafnon stock were granted by Opexa to its constsltairectors and exiting directors at the exergisces ranging fro
$5.20 to $9.80. These warrants have a term of éansy vest from one to three years and have adhie of $1,496,375. Using the Bla8icholes method, stock compense
for 2006 was $931,597 with a volatility range ofl4®4% to 429.86% and a discount rate range of 4.723%2%.

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

Investor Warrants:
During 2003, warrants to purchase 15,000 shares gmanted to investors related to the convertibles

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

During 2005, warrants to purchase 2,386,984 shamre granted to investors related to the convertilites and warrants to purchase 254,363 shares fardeited an
cancelled.
During 2006, warrants to purchase 2,765,043 shaegs granted to investors related to the Aril 2@i@@ncing and warrants to purchase 1,645,002 shaees forfeited ar
cancelled.
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Summary information regardi

ng options and warrats follows:

Weighted Weighted
Average Average
Exercise Exercise
Options Price Warrants Price
Year ended December 31, 20!

Granted - 3 - 15,000 $ 1.0C
Outstanding at December 31, 2C - - 15,00( 1.0C
Year ended December 31, 20!

Granted 96,50( 31.7C 162,80( 22.3(
Outstanding at December 31, 2C 96,50( 31.7¢ 177,80( 22.4C
Year ended December 31, 20!

Grantec 63,05( 15.7C 2,504,12! 28.6(

Forfeited and canceled (4,167) 42.8( (264,27°) 24.5(
Outstanding at December 31, 2C 155,38: 24.9C 2,417,65; 23.5]
Year ended December 31, 20

Grantec 389,16( 5.46  3,135,26. 9.2¢

Forfeited and canceled (14,137) 34.7¢ (1,649,99) 12.77
Outstanding at December 31, 2006 530,41( $ 10.3¢ 3,902,92 $ 13.57

Summary of options and warrants outstanding ancceseble as of December 31, 2006 is as follows:
Remaining Options Options Warrants Warrants
Exercise Price Life Outstanding Exercisable Outstanding Exercisable
$ 40.0C 3-4years - - 17,50( 8,37t
$ 30.0C 2-3years 84,50( 58,66 5,00( 3,33¢
$ 30.0C 3-4years 18,85( 8,95( 1,125,05! 1,116,38!
$ 15.0C  3-4years - - 46,89¢ 46,89¢
$ 11.9C 3-4years - - 21,50( 3,00(¢
$ 11.5( 2-3years - - 16,75( -
$ 11.4C 2-3years 2,00C - - -
$ 9.8C 9-10 years - - 37,00( 17,50(
$ 9.4C 9-10 years 30,90( - 4,50( 50C
$ 8.2t  9-10 years 12,50( - 1,50C -
$ 7.0¢ 9-10years 3,30C - - -
$ 7.0C 9-10 years 37,00( 9,25( - -
$ 6.5C 4-5years - - 2,300,001 2,300,001
$ 52C 2-3years - - 8,50( -
$ 5.2C 9-10years - - 105,00( 52,50(
$ 5.0 3-4years - - 213,72( 213,72(
$ 5.0 4-5years 75,00( 32,10( - -
$ 5.0C 9-10years 266,36( - - -
530,41( 108,96° 3,902,92:
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NOTE 12 - PURCHASE OF OPEXA PHARMACEUTICALS

In October 2004, Opexa acquired all of the outstemdtock of Opexa Pharmaceuticals, Inc. The adipiswas accounted for under the purchase metiwbére all of Opex
Pharmaceuticals, Ins’assets are restated to their fair market valuéheracquisition date. The 250,000 shares of Opex@ valued at their then fair value of $23,750,0€
$95.00 per share. The results of operations fox@f®m November 6, 2004 through December 31, 20@5ncluded in the Statements of Operations aedtatements of Ca
Flows.

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

Current asset $ 55,38’
Property, plant and equipment, | 639,16(
Intangible assets 23,991,12
Total assets, nt 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 asséts full amount is assigned to an inseparable gofygatents and licenses that cannot function indeeetly by themselves. T
weighted average useful life of the intangible gras of December 31, 2006 is approximately 15 years

NOTE 13 -DERIVATIVE INSTRUMENTS

For the years ended December 31, 2006 and 2005a0peluated the application of SFAS 133 and EITF® for all of its financial instruments and idergd the following
financial instruments as derivatives:

(1) Series A Warrants issued in conjunction witl biidge note exchange and private placement offerin June and July 2005, which expired on Felgridr 2006;
(2) Series B Warrants issued in conjunction with Ibhidge note exchange and private placement offerin June and July 2005, which expired on Octd@e2006; and
(3) Series C Warrants issued in conjunction with liidge note exchange and private placement nfferin June and July 2005.

These three series of warrants are derivativesusecthe liquidated damage provision in the redisimarights agreement covering each warrant redutiehe conclusion that
was more economic to issue registered shares thasstie unregistered shares and pay the penaligalBe issuing registered shares is outside of @peontrol, Opex
concluded the warrants should be accounted foeagalive liabilities under SFAS 133 and EITF 00-19

As a result, Opexa reports the value of these dtvies as current liabilities in its balance sha@ report changes in the value of these derivatgenorsperating gains or loss
in its statements of operations. The value of #rvdtives is required to be remeasured on a giptiasis, and is based on the Black Scholes Ryivndel.

Variables used in the Black-Scholes optfmizing model include (1) risk free interest raf2) expected warrant life is the actual remainiifg 6f the warrants as of each pei
end, (3) expected volatility and (4) zero expedidends as further detailed in the table as fetio
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As of 12/31/2005 As of 12/31/2006

Risk-free rate for tern

A Warrant 4.08% -

B Warrant 4.37% -

C Warrant 4.35% 501%
Expected volatility

A Warrant 30% -

B Warrant 112% -

C Warrant 47% 487%

The impact of the application of SFAS 133 and EODF19 on the balance sheets as of December 31,&008005 and the statements of operations aritiéoyears ended
December 31, 2006 and 2005 and the period fronptiare through December 31, 2006 is as follows:

Gain Gain Gain (Loss)
(Loss) Year (Loss) Year Inception
As of As of Ended Ended Through
12/31/2005 12/31/2006 12/31/2005 12/31/2006 12/31/2006
Series A Warrant $ - % - $ 332,44 $ - % 332,44(
Series B Warrant 264,95° - 640,88: 264,95 $ 905,83¢
Series C Warrani 6,496,69! 6,656,67 2,923,51! (159,979 $ 2,763,541
Totals $ 6,761,65' $ 6,656,67 $ 3,896,84. $ 104,97¢ $ 4,001,81!

Warrants granted during the April 2006 financingevdetermined to qualify as for equity treatmendemSFAS 133 and EITF 0D3. Nothing in the warrant agreements reqt
cash settlement or allowed for the possibility asle settiement including the impact of the liquedlaiamages penalty under the registration rightseagent. It was determined
the date of grant and at December 31, 2006 theastmore economic to issue unregistered sharepanthe penalty than to issue registered shares.

In December 2006, the FASB issued FASB Staff Rusitilo. EITF 00-19-2, Accounting for RegistrationyReent Arrangements (EITF 00-19-2). EITF 00-A%ddresses .
issuers accounting for registration payment arrangeméngpecifies that the contingent obligation to mdkture payments or otherwise transfer considmmatnder a registrati
payment arrangement, whether issued as a sepgragngent or included as a provision of a finanicisfrument or other agreement, should be separagetygnized and measu
in accordance with FASB Statement No. 5, AccounfargContingencies. The guidance in EITF 002.@mends FASB Statements No. 133, Accounting foivagve Instrument
and Hedging Activities, and No. 150, Accounting @ertain Financial Instruments with Characteristi€®oth Liabilities and Equity, and FASB Interpagbn No. 45, Guaranta’
Accounting and Disclosure Requirements for Guaesjtdncluding Indirect Guarantees of Indebtednes®©Others, to include scope exceptions for regigtratpaymer
arrangements. EITF 00-1B-also requires additional disclosure regarding fa&ure of any registration payment arrangementsrnative settlement methods, the maxin
potential amount of consideration and the curramtying amount of the liability, if any. This EITiE effective immediately for registration paymentaagements and the financ
instruments subject to those arrangements thatmatered into or modified subsequent to the datesafe of this EITF. For registration payment arengnts and financi
instruments subject to those arrangements that emtered into prior to the issuance of this ElTHs s effective for financial statements issuedffscal years beginning af
December 15, 2006, and interim periods within thitseal years. The impact of implementing EITF T®-2 in the fiscal year 2007 will result in a cumwatieffect of a change
accounting principle with a credit to beginningaieed earnings of $6,656,677 and a reversal ofainge amount to the derivative liability account.
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NOTE 14 - STOCK PURCHASE AGREEMENT

In June 2004, Pharma was acquired by Sportan Ufighdstries, Inc. in a transaction accounted foa asverse acquisition. Pharreahareholders were issued 6,386,439 Sg
shares in exchange for 100 percent of the outstgnchmmon shares of Pharma. Immediately followhig transaction, Sportan changed its name to Phanud&’,383,838 shai
were outstanding.

NOTE 15 - GOING CONCERN

On November 2, 2007, Opexa filed it quarterly reégor the period ended September 30, 2007. As shavits financial statements, Opexa has negatieh ¢laws provided by i
operating activities and has a cash balance of $ll®n as of September 30, 2007 which is not isight to fund its operations for the next twelvenths. These conditions ra
substantial doubt as to Opesgability to continue as a going concern. Manageamahseek to raise additional capital throughesabf convertible debt and/or equity. The finar
statements do not include any adjustments thattrhigmecessary if Opexa is unable to continuegasrey concern.
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Current assett
Cash and cash equivalel

Investment in marketable securit

Other current assets
Total current asse

OPEXA THERAPEUTICS, INC.
(a development stage company)
BALANCE SHEETS
(unaudited)

Assets

Intangible assets, net accumulated amortizatidd¥of71,303 and $3,533,568, respectiy
Property & equipment, net accumulated depreciatiopb32,585 and $395,284, respectively

Total assets

Current liabilities:

Accounts payabl

Stock payable

Accrued expense

Note payable

Current maturity of loan payab
Derivative liability

Total current liabilities

Long term liabilities:

Loan payable
Total liabilities

Commitments and contingenci

Stockholders' equity

Liabilities and Stockholders' Equity

Convertible preferred stock, no par value, 10,000 6hare:

authorized, none issued and outstant

Common stock, $0.50 par value, 100,000,000 share®azed,

6,696,784 shares issued and outstan

Additional paid in capita

Deficit accumulated during the development stage

Total stockholders' equity

Total liabilities and stockholders' equity
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September 30, December 31,
2007 2006

$ 5,844,29: $ 12,019,91

- 2,952,091

385,71 472,88:

6,230,011 15,444,89

22,345,79 24,723,20

1,355,75: 1,361,37

$ 29,93156 $ 41,529,47

$ 1,226,87" $ 868,86:

- 112,44(

791,13¢ 135,06¢

- 1,500,001

59,22: 14,08(

- 6,656,67

2,077,23 9,287,12i

177,33 96,24

2,254,57! 9,383,37!

3,348,35. 3,348,35

75,863,58 63,118,18

(51,534,95) (34,320,43)

27,676,98 32,146,10

$ 29,931,560 $ 41,529,47




Research and developme

General and administratiy

Depreciation and amortizatic

Loss on impairment of intangible as

Loss on disposal of assets
Operating los:

Interest income

Other income

Gain on extinguishment of de
Gain (loss) on derivative liabilit
Interest expense

Net loss

Basic and diluted loss per shi

Weighted average shares outstanc

OPEXA THERAPEUTICS, INC.
(a development stage company)
STATEMENTS OF EXPENSES
Three and Nine Months ended September 30, 2007 a2606 and the
Period from January 22, 2003 (Inception) to Septendr 30, 2007

(unaudited)
Three Months Three Months Nine Months Nine Months Inception
Ended Ended Ended Ended through
September 30 September 30 September 30 September 30 September 30
2007 2006 2007 2006 2007
$ 3,189,251 $ 2,113,870 $ 10,148,93 $ 4,407,240 $ 22,577,83
842,07¢ 1,430,50° 2,557,60! 5,676,22. 16,764,07
463,63( 462,09¢ 1,387,101 1,354,87. 5,205,92!
1,139,67 - 1,139,67 - 1,139,67
- 2,01 4,03¢ 2,37 486,34
(5,634,64) (4,008,49i) (15,237,35) (11,440,71) (46,173,86)
102,29: 259,14: 423,08t 477,54 1,199,30°
- - - 46,45( 77,00:
1,612,441 - 1,612,441 - 1,612,441
- 2,418,07: - (860,13() -
(4,73]) (27¢) (10,87%) (891) (8,249,83)
$ (3,924,64) $ (1,331,55) $  (13,212,70) $  (11,777,73) $  (51,534,95)
$ 059 $ 0.20) $ 197 $ (2.3¢) N/A
6,696,78: 6,696,78: 6,696,78: 4,950,86: N/A
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OPEXA THERAPEUTICS, INC.
(a development stage company)
STATEMENTS OF CASH FLOWS
Nine Months Ended September 30, 2007 and 2006 arttkt

Period from January 22, 2003 (Inception) to Septendr 30, 2007

Cash flows from operating activitit
Net loss
Adjustments to reconcile net loss to net ¢
used in operating activitie
Stock issued for service
Stock issued for debt in excess of princi
Amortization of discount on notes payable
to warrants and beneficial conversion fea
Realized gain on marketable securi
Amortization of intangible asse
Loss on derivative liabilit
(Gain) on extinguishment of de
Loss on impairment of intangible as
Depreciatior
Debt financing cost
Option and warrant expen
Loss on disposition of fixed asst
Changes in
Accounts payabl
Marketable securitie
Prepaid expense
Accrued expense
Other assets

Net cash used in operating activit

Cash flows from investing activitie
Purchase of licenst
Purchase of property & equipment

Net cash used in investing activiti

Cash flows from financing activitie
Common stock sold for cash, net of offering c«
Proceeds from del
Repayments on notes payable

Net cash provided by financing activiti

Net change in cash and cash equival
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Cash paid for
Income tax
Interest

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

- warrants

- beneficial conversion featu

- stock attached to not
Reclassification of derivative liabilitie
Stock payable

(unaudited)
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Nine Months
Ended
September 30,
2007

Nine Months
Ended
September 30,
2006

Inception
through
September 30,
2007

$  (13,212,70)

$  (11,777,73)

$  (51,534,95)

- 180,00 1,861,401
5 = 109,07

5 5 6,313,20!

25,91 - -
1,237,73! 1,232,40: 4,771,30:
- 860,13 -
(1,612,44) - (1,612,44)
1,139,67° - 1,139,67
149,37: 122,46¢ 434,624

- - 365,91
2,086,91. 3,649,58: 11,390,45
4,03¢ 2,371 486,34
358,01° 381,11 802,57
2,926,18 - -
87,16¢ (387,21) (380,84
656,06! (37,419 605,80¢
- - (388,210)
(6,154,07) (5,774,29) (25,636,07)
- (125,000 (357,74)
(147,78) (487,56) (1,198,83)
(147,78) (612,56) (1,556,57))

- 21,153,52 26,509,41

137,28 - 6,602,19'
(11,045 5 (74,659
126,24, 21,153,52 33,036,95
(6,175,61) 14,766,65 5,844,29'
12,019,91. 2,560,66! -
$ 584429 $  17,327,32 _$ 5,844,29'
$ - $ - $ -
2 2 42¢

$ -8 - $ 2375000
- - 147,73:

- - 2,295,45!

- - 525,51

- - 6,407,98!

= = 197,17

- - 93,36¢

- - 3,309,791

- - 1,715,97:

- - 1,287,441
6,656,67' - 6,656,67
(112,440 112,44( -




OPEXA THERAPEUTICS, INC.
(a development stage company)
NOTES TO FINANCIAL STATEMENTS
(unaudited)

NOTE 1 — BASIS OF PRESENTATION

The accompanying unaudited interim financial staets of Opexa Therapeutics, Inc., a developmegestampany, have been prepared in accordance wedtiuating principle
generally accepted in the United States of Ameaina the rules of the Securities and Exchange Cosionignd should be read in conjunction with theiteddfinancial statemer
and notes thereto contained in Opexa’s latest AnRegort filed with the SEC on Form KEB. In the opinion of management, all adjustmeotssisting of normal recurrii
adjustments, necessary for a fair presentatiomahtial position and the results of operationstifierinterim periods presented have been reflduteein. The results of operatic
for interim periods are not necessarily indicatofethe results to be expected for the full yeaotd$ to the financial statements that would sulbisginduplicate the disclosu
contained in the audited financial statementsHerrhost recent fiscal year as reported in Form $&Khave been omitted.

NOTE 2 - GOING CONCERN

Opexa incurred a net loss of approximately $13.Rianifor the nine months ended September 30, 280d has an accumulated deficit of approximately.%5iillion Casl
balance of $5.8 million as of September 30, 20QYoissufficient to fund our operations for the naxelve months with a current burn rate of appratiefy $1,000,000 per mon
These conditions raise substantial doubt as to @peadbility to continue as a going concern. Managemélh seek to raise additional capital throughesabf convertible de
and/or equity. The financial statements do notudelany adjustments that might be necessary if ®ennable to continue as a going concern.

NOTE 3 — CASH AND CASH EQUIVALENTS

Opexa considers all highly liquid investments waéith original maturity of three months or less, wipemchased, to be cash equivalents. Investmentsmétturities in excess
three months but less than one year are classfiethort-term investments and are stated at fakehaalue.

The primary objectives for our fixed income investmportfolio are liquidity and safety of principévestments are made with the objective of adh@the highest rate of rett
consistent with these two objectives. Opexaivestment policy limits investments to certajpds of instruments issued by institutions prinyavilith investment grade cre
ratings and places restrictions on maturities amttentration by type and issuer.

At September 30, 2007, Opexa invested approxim&4l@ million in A-1/P1 commercial paper with an average market yiel8.8#% and average time to maturity of less
one month. At September 30, 2007, approximatel $iillion was invested in a money market accourthvén average yield of 5.29%. Interest income d234@86 wa
recognized for the nine months ended Septembe2@®Y, in the statement of expenses.

NOTE 4 — COMMITMENTS AND CONTINGENCIES

In September 2006, Opexa entered into an Indiviewaject Agreement (IPA) with PharmaNet, LLC, attact research organization focused on managinggalarervous syste
trials. Pursuant to such IPA, PharmaNet, LLC wilbvide Opexa with services in connection withRisase Ilb clinical trial. Under the terms of theAJ®Opexa is required
advance funds in the amount of (i) $400,000 forfgssional fees, (ii) $60,000 for out of pocket exges and (iii) $175,000 for investigator grantfie Professional fee advanc:
applied 1/12h per month to invoices and replenished once 75%etlegh] The out of pocket advance will be held goliad to the final invoice. The investigator gradvance |
used as a draw down advance and replenished or¢edépleted. This process will continue until thel ef the study. At the conclusion of the progradyance balanc
remaining will be applied to outstanding invoicéthese advances are treated as prepaid items elndea in the other current assets section of #iente sheet. As of Septem
30, 2007, the advance balance to PharmaNet, LLCH283,336.
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In July 2007, Opexa entered into a seconded ameadédestated license agreement with the Univerdit€hicago that requires Opexa to make milestaam@ments of up 1
$1,350,000 if certain late stage clinical trial &fdA approval milestones are achieved. Opexa btarmiined that these payments are not probablésatiine and thus no liabili
has been recorded as of September 30, 2007.

NOTE 5 — LOAN PAYABLE

Loan payable consists of an equipment line of $B@with Wells Fargo of which $236,563 was outstagds of September 30, 2007. This loan has aneisiteate of 7.61% p
annum, matures in May 2011 and is secured by Opduaiture and equipment purchased with the laacgeds. Payments are due and payable monthlyeosaime day of ea
month until maturity.

NOTE 6 — OPTIONS AND WARRANTS

During the first quarter of 2007, Opexa issuedaptito purchase 9,900 shares of common stock ok@ifoeits new employees. These options are forra te ten years, have
exercise price of $4.04 and vest over three yd&as.value of $32,914 was calculated using the IBf&choles model. Variables used in the Black-Scholetionpricing mode
during the three months ended March 31, 2007, del{i) 4.52% discount rate, (2) option life is #hgected term of 6 years, (3) expected volatilityl@3.91%, and (4) ze
expected dividends. Option expense of $4,141 wasrded during the nine months ended September(&0,.2

During the second quarter of 2007, Opexa issueidmpto purchase 209,000 shares of common sto€kpeka to its management and employees. These smrenfor a term
ten years, have an exercise price of $5.47 andoxest three years. Fair value of $907,968 was tatied using the Black-Scholes optiprieing model. Variables used in
Black-Scholes optiompricing model for options issued during the threenths ended June 30, 2007, include (1) 5.07% digc@te, (2) option life is the expected term ofefrs
(3) expected volatility of 95.88%, and (4) zero esied dividends. Option expense of $86,473 wagdechbduring the nine months ended September 3@,.200

During the second quarter of 2007, Opexa issueidmpto purchase 48,000 shares of common stockpek®to consultants and directors. These optioméoara term of ten yea
have an exercise price of $5.47 and have vestitgsdhat vary from either full or partial vestingdate of grant to full vesting at the one yeariaersary of the date of grant. F
value of $202,937 was calculated using the Bladke®s option-pricing model. Variables used in tHacR-Scholes optiompricing model for options issued during the ti
months ended June 30, 2007, include (1) 5.07% digcmte, (2) option life is the expected term iaggirom 5 to 5.5 years, (3) expected volatility $5.88%, and (4) ze
expected dividends. Option expense of $122,828re@srded during the nine months ended SeptembeCgD,.

During the third quarter of 2007, Opexa issued@pito purchase 5,500 shares of common stock of&®foeits new employees. These options are form t# ten years, have
exercise price of $3.96 and vest over three ydaas.value of $17,129 was calculated using the IBf&choles model. Variables used in the Black-Scholetionpricing mode
during the three months ended September 30, 266ilde (1) 4.22% discount rate, (2) option lifehe expected term of 6 years, (3) expected vdiaiif 95.36%, and (4) ze
expected dividends. Option expense of $279 wagsdedoduring the three months ended September 80, 20

During the third quarter of 2007, Opexa issued pfioa to purchase 1,500 shares of common stockpex@ to a consultant These options are for a tdrten years, have
exercise price of $3.96 and vest at date of gfaait. value of $4,412 was calculated using the Bl&choles option-pricing model. Variables used ia Black-Scholes option-
pricing model for options issued during the threenths ended September 30, 2007, include (1) 4.28%odnt rate, (2) option life is the expected teriib years, (3) expect
volatility of 95.36%, and (4) zero expected dividenOption expense of $4,412 was recorded duriaghtfee months ended September 30, 2007.

During the third quarter of 2007, Opexa issuedapito purchase 20,000 shares of common stock ek®fD a new director. These options are for a w&frien years, have
exercise price of $3.95 and vest 50% at date aftgaad 25% vest on the first and second year arsavg of date of grant. Fair value of $61,326 walswated using the Black-
Scholes option-pricing model. Variables used in Bifeck-Scholes optiopricing model for options issued during the threenths ended September 30, 2007, include (1) 4
discount rate, (2) option life is the expected teins.75 years, (3) expected volatility of 95.368ad (4) zero expected dividends. Option expensk8df210 was recorded dur
the three months ended September 30, 2007.
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NOTE 7 — DERIVATIVE INSTRUMENTS

In June 2006, Opexa evaluated the application ASSE33 and EITF 009 for all of its financial instruments and it wedstermined that certain of the warrants to purc
common stock issued by Opexa associated with tidgénote exchange and private placement offerimgsine 2005 and July 2005 were derivatives thab@pvas required
account for as frestanding derivative instruments under GAAP. The#see series of warrants were considered at the tonbe derivatives because the liquidated da
provision in the registration rights agreement cogeeach warrant resulted in the conclusion thatas more economic to issue registered sharestthssue unregistered she
and pay the penalty. Because issuing registerageslis outside of Opexatontrol, Opexa concluded the warrants shouldcheunted for as derivative liabilities under SFAR
and EITF 00-19. As a result, Opexa reported theevalf these derivatives as current liabilities nbalance sheet and reported changes in the vélinese derivatives as non-
operating gains or losses on its statements ofatipes in the consolidated financial statementsrivegg with the year ended December 31, 2005 andeasured and reported

a quarterly basis thereafter based on the Blackl8stPricing Model.

In December 2006, the FASB issued FASB Staff Rasitlo. EITF 00-19-2, Accounting for RegistrationyReent Arrangements (EITF 00-19-2). EITF 00-2%ddresses .
issuers accounting for registration payment arrangeménsgecifies that the contingent obligation to mdlture payments or otherwise transfer considamainder a registratit
payment arrangement, whether issued as a sepgraengent or included as a provision of a finanicisfrument or other agreement, should be separateggnized and measu
in accordance with FASB Statement No. 5, AccounfargContingencies. The guidance in EITF 002@&mends FASB Statements No. 133, Accounting foivagve Instrument
and Hedging Activities, and No. 150, Accounting €@ertain Financial Instruments with Characterist€®oth Liabilities and Equity, and FASB Intermgon No. 45, Guaranta’
Accounting and Disclosure Requirements for Guaesjténcluding Indirect Guarantees of Indebtednes®Oihers, to include scope exceptions for regigtratpaymer
arrangements. EITF 00-1B-also requires additional disclosure regarding fa&ure of any registration payment arrangementsrnative settlement methods, the maxin
potential amount of consideration and the curramtying amount of the liability, if any. This EITiE effective immediately for registration paymentaagements and the financ
instruments subject to those arrangements thatmatered into or modified subsequent to the datessfe of this EITF. For registration payment aremgnts and financi
instruments subject to those arrangements that emered into prior to the issuance of this ElTHs tis effective for financial statements issuedffscal years beginning afi
December 15, 2006, and interim periods within thitseal years.

Opexa evaluated the application of EITF 002Lr all its financial instruments and determinbdt certain warrants to purchase common stocledsby Opexa associated with
bridge note exchange and private placement offsringJune 2005 and July 2005 no longer qualifietheoclassified as derivative liabilities. In adulit, Opexa accounts 1
registration rights agreement penalties as contingabilities, applying the accounting guidanceFafiancial Accounting Standard No. 5, “Accountiray ontingencies” FAS
57). This accounting is consistent with views e$idted by the FASB Staff Positions FSP EITF 00-192counting for Registration Payment Arrangementshich was issue
December 21, 2006. Accordingly, Opexa recognizesiimages when it becomes probable that they avithturred and amounts are reasonably estimable.

4,600,000 shares of common stock and 2,513,720aw@rto purchase common stock are subject to stration payment arrangement that provides if aleesegistratio
statement is not effective for any period afteriAp8, 2007, the warrant holders may exercise thairrants on a cashless basis during the perioce8ade registration statemer
not effective. If Opexa fails to register, achieféectiveness of registration or maintain effeetiess of registration of shares underlying the avasrand shares, they are reqt
to make certain liquidated damage payments of lobffe aggregate amount of proceeds of the offguergmonth for every month in default with a maximaof 24%. Opexa do
not believe these payments are probable and thasmtingent liability has been recorded.
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1,272,356 shares of common stock and 1,714,41@shkdrcommon stock issuable upon the exercise miman stock purchase warrants issued in June 200%ay 2005 ai
subject to a registration payment arrangement ghatides if a resale registration statement is eftgctive for any period after the first annivessaf the warrant, the warre
holders may exercise their warrants on a cashlass lwluring the period the resale registratiorestant is not effective. If Opexa fails to registachieve effectiveness
registration or maintain effectiveness of registratof shares underlying the warrants and shahey, are required to make certain liquidated dangenents of 1.0% of tl
aggregate amount of proceeds of the offering partiméor the first calendar month of registratiorfaigt and 2% for every month in default after tirstfrmonth. Opexa does 1
believe these payments are probable and thus rtngent liability has been recorded.

The impact of implementing EITF 00-Ifor the nine months ended September 30, 200Ttedsin a cumulative effect of a change in accaunprinciple with a decrease in
derivative liability of $6,656,677 and a decreagebeginning retained earnings of $4,001,819 rengrgiains posted to date and a reclassificatiorhefdriginal value of tr
warrants from liability to equity of $10,658,496.

NOTE 8 — LICENSES AND IMPAIRMENT OF INTANGIBLE ASSE TS
University of Chicago License Agreement

In 2004, Opexa entered into an agreement with thigdusity of Chicago (“University”) for the worldwe license to technology developed at Argonne Matibaboratory, a U.S.
Department of Energy Laboratory operated by thevehsity. The license was later amended grantingx@mn exclusive, non-transferable worldwide lieetwsthe University’s
stem cell technology. In consideration for thetise and amendment, Opexa paid the Universityabdb$232,742 and issued the University 53,462eshaf common stock
valued at $2,295,461. Opexa also agreed to payminversity $1.5 million and to issue the Univeysi1,623 shares of Opexa common stock. In Apiil72@he $1.5 million cash
payment obligation was extended until July 31, 286@ the obligation to issue shares of Opgxammon stock was extended until July 31, 200# $112,440 accrued as of J
30, 2007.

On July 31, 2007, Opexa entered into a second aedeand restated license agreement with the UntyessiChicago that eliminated the obligations untier prior agreement for
the payment of $1.5 million due July 31, 2007 dmel dbligation to issue 21,623 shares of Opexa camstuck. These obligations were recorded as amgible asset, with the
liabilities recorded as a notes payable - currentign of $1.5 million and a stock payable of $448). As a result of the amendment and restateofehe license agreement with
the University of Chicago $1,612,440 was reported gain on extinguishment of liability. Opexa liggbthe accounting guidance of Financial Accoumt8tandard No. 140,
“Accounting for Transfers and Servicing of Finandasets and Extinguishments of Liabilities” (“FA20") and EITF 96-19 Debtor's Accounting for a Modification or Exchar
of Debt Instruments”. In addition, as a resultle new agreement, per Financial Accounting Stahtliar. 144, “Accounting for the Impairment or Dispbsf Long Lived Assets”
Opexa conducted an analysis of the potential impexit of the University of Chicago patent and lieeasset (“UC Asset’dnd as a result, there was an impairment of thmesédile
of the UC Asset and a loss on impairment of $188Bwas recorded for the three months ended Septedh 2007.
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PART Il
INFORMATION NOT REQUIRED IN PROSPECTUS
Item 24. Indemnification of Directors and Officers.

Opexa Therapeutics, Inc. (the “Company”) has théharity under Articles 2.02a(16) and 2.02-1 of fhexas Business Corporation Act (“TBCAt) indemnify it
directors and officers to the extent provided fosuch statute. The TBCA provides, in part, thabeoration may indemnify a director or officeraher person who was, is o
threatened to be made a named defendant or resptoind® proceeding because such person is or vd®etor, officer, employee or agent of the corpiorg if it is determine
that such person: (1) conducted himself in goothfdR) reasonably believed, in the case of condudtis official capacity as a director or officef the corporation, that t
conduct was in the corporation’s best interest amd)l other cases, that his conduct was at Ilrasbpposed to the corporatisrbest interests; and (3) in the case of any cel
proceeding, had no reasonable cause to believaithabnduct was unlawful.

A corporation may indemnify a person under the TB&inst judgments, penalties, including excisesamilar taxes, fines, settlement, unreasonableesgs actual
incurred by the person in connection with the peatieg. If the person is found liable to the corpioraor is found liable on the basis that persdraiefit was improperly receiv
by the person, the indemnification is limited t@senable expenses actually incurred by the pers@orinection with the proceeding, and shall notizgle in respect of a
proceeding in which the person shall have beenddiatle for willful or intentional misconduct imé performance of his duty to the corporation. Thgporation may also pay
reimburse expenses incurred by a person in commegtith his appearance as a witness or other [gaation in a proceeding at a time when he is noamed defendant
respondent in the proceeding.

The Companys Articles of Incorporation provide that none &f directors shall be personally liable to the Comypar its shareholders for monetary damages fac
or omission in such directa’capacity as a director; provided, however, thatliability of such director is not limited to tlextent that such director is found liable for &1hreac
of the directors duty of loyalty to the Company or its sharehddd€2) an act or omission not in good faith thatstitutes a breach of duty of the director to@menpany or an a
or omission that involves intentional misconductdimowing violation of the law, (3) a transactioom which the director received an improper bemefhether or not the bene
resulted from an action taken within the scopéehefdirector’s office, or (4) an act or omission ¥drich the liability of the director is expresslyopided by an applicable statute.

The Company believes that these provisions wilisassin attracting and retaining qualified indilials to serve as executive officers and directbhe inclusion ¢
these provisions in the Company’s Articles of Immmation may have the effect of reducing the lifketid of derivative litigation against the Companyirectors and mi
discourage or deter shareholders or managementhromging a lawsuit against directors for breachhafir duty of care, even though such an actiosydcessful, might otherwi
have benefited us or our shareholders.

The Company’s Articles of Incorporation and Byws provide that the Company may indemnify itsagffs, directors, agents and any other personsetdutlest exter
permitted by the TBCA.

Additionally, under their employment agreementdwipexa Therapeutics Inc. Mr. McWilliams, Dr. Walihns, Ms. Hohlfeld and Ms. Rill are entitled to intficatior
in their capacity as officers of the Company tofilléest extent permitted by the TBCA.

Item 25. Other Expenses of Issuance and Distribudn.

The following table sets forth the costs and expensther than the underwriting discounts and casions, payable by the registrant in connectioh #ie sale of tt
securities being registered. All amounts are esémaxcept the Securities and Exchange CommisSIBC) registration fee.

-1




SEC Registration Fe $ 1,34¢

NASD Filing Fee 4,88¢
Nasdaq Listing Fe 5,00(
Printing Costs 100,00(
Legal Fees and Expens 180,00(
Accounting Fees and Expens 80,00(
Transfer Agent and Registrar Fe 5,00(
Miscellaneous 20,00(

Total $ 396,23(

Item 26. Recent Sales of Unregistered Securities.
Acquisition of PharmaFrontiers Corp.

On June 4, 2004, when the Company was named “Spbhtéted Industries, Inc.,it issued 638,644 shares of common stock to theekbiders of PharmaFronti
Corp., a Texas corporation ("PharmaFrontiers")x¥ohange for all the outstanding capital stock o&ftaFrontiers. The shares of common stock issuele acquisition we
offered and sold pursuant to the exemption fromisteagion afforded by Rule 506 under the Securifdes of 1933 (the “Securities Act"and/or Section 4(2) of the Securi
Act. The Company subsequently changed its narfieitarmaFrontiers Corp.” On June 19, 2006 Pharmafensnchanged its name to Opexa Therapeutics, Inc.

Acquisition of Opexa Pharmaceuticals, Inc.

In connection with the closing of the Company’s asijion of Opexa Pharmaceuticals, Inc., a Delawamgoration (“Opexa Pharmaceuticalsijy November 5, 200
we issued 250,000 shares of our common stock téotinger holders of common stock of Opexa Pharmacalstin exchange for their Opexa Pharmaceutioafsnoon stock. Tt
shares of common stock issued in the acquisitiorewéered and sold pursuant to the exemption fregistration afforded by Rule 506 under the Seiasif\ct and/or Section 4
(2) of the Securities Act. On June 9, 2005 weessR0,000 shares of common stock to Sanders Midaiss, Inc. in exchange for advisory services et in connection wi
the acquisition of Opexa Pharmaceuticals. Theeshaere sold pursuant to the exemption from regjistn afforded by Rule 504 under the Securities #&ct933 (the Securitie
Act”) and/or Section 4(2) of the Securities Act.

15% Exchangeable Convertible Subordinated Note Priate Placement Financing and Subsequent Exchange0@5

During the six months ended February 15, 2005,Gbmpany issued to accredited investors in a prip&eement: (i) 15% Exchangeable Subordinated Quible
Notes with a principal amount of $6.1 million, (&h aggregate of 61,269 shares of common stock(ignd right to receive a warrant to purchase coom stock. The Compa
received gross proceeds of $6.1 million from thisgie placement. These securities were offerefisamid pursuant to the exemption from registratiforded by Rule 506 unc
the Securities Act and/or Section 4(2) of the Siéiesr Act. In connection with this private placem, the Company entered into Registration RighggeAments with tt
purchasers requiring that, among other thingsChmpany register the shares issued, those shategle on conversion of the notes and those sisae@able upon exercise of
warrant, for resale under the Securities Act.

In addition, the Company issued to the placemeah&gwho assisted with the sale of the notes, werta purchase 21,688 shares of common stoclpate of $15.0
per share. These warrants expire on February(i).2The Company agreed to register for resalsliaees of common stock issuable upon exerciggeof/arrants.
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On June 30, 2005 the Company, in exchange foruafitanding 15% Exchangeable Convertible Subordéhaiotes and the associated rights to warranisedsto th
accredited investors holding the notes: (i) anregate of 565,858 shares of our common stockSé@ijes A Warrants to purchase an aggregate of 664Rares of our comm
stock, (iii) Series B Warrants to purchase an aggpe of 221,680 shares of our common stock, anjdSgries C Warrants to purchase an aggregate qB@@3Zhares of o
common stock. In connection with this exchangeroffg the Company entered into a Registration Rigkgreement dated June 17, 2005 with the partitspanthe exchange oft
requiring that, among other things, the Companystegthe shares issued in the exchange offerssudble upon exercise of the warrants, for resadenthe Securities Act.

The notes and shares of common stock and warrastyiled above were offered and sold pursuante@iiemption from registration afforded by Rule &@&ler th
Securities Act, Section 3(a)(9) of the Securitieet &nd/or Section 4(2) of the Securities Act.

Sale of Common Stock, Series A Warrants, Series B &ktants and Series C Warrants — July 2005

In the month ended July 15, 2005, the Company cetegla private placement to accredited investor$) @n aggregate of 383,451 shares of common stbekpe
share price of $15.00 pursuant to the terms of ®ezs1 Purchase Agreements dated June 17, 2009@pdL5, 2005 by and among the Company and eathegburchasers.
connection with this private placement, the Compantered into a Registration Rights Agreement dateg 17, 2005 and July 15, 2005 with the purclsaseguiring that, amoi
other things, the Company register the sharesefeale under the Securities Act.

In addition, the Company issued to the placemeanhtsgassisting with the private placement, warrghis “Placement Agent Warrants purchase 22,900 share:
common stock at an exercise price of $15.00 pereshBhe Placement Agent Warrants are exercisatiledune 17, 2010. The Company agreed to registeresale the shares
common stock issuable upon exercise of the PlaceAgent Warrants.

The shares of common stock and warrants describedeavere offered and sold pursuant to the exemgtmm registration afforded by Rule 506 under Seeuritie
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 Rabtaicense Agreement (the “License Agreement)ed December 30, 2004 with the University of @b, th
Company has issued 53,462 shares of common stoctnisideration of the license granted to the Compadrhe shares of common stock were offered and potsuant to tt
exemption from registration afforded by Section)4¢2der the Securities Act. In connection with thieense Agreement, the Company agreed to regihgershares issu
thereunder for resale under the Securities Act.

Sale of Common Stock and Warrants — April 2006

On April 13, 2006, the Company issued (i) 4,600,80@res of Company common stock and warrants tohpse a total of 2,300,000 shares of Company constamk to 4
accredited investors and (ii) warrants to purchzk® 720 shares of Company common stock to MDB @hgitoup LLC and another broker dealer. The Companeived gros
proceeds of $23,000,000 ($21,245,900 in procedds tfe deduction of sales commissions) from tleape placement. The offers and sales were matleouti registration und
the Act, or the securities laws of certain staiteseliance on the exemptions provided by Secti(®) 4f Act and Regulation D under the Act and iliarece on similar exemptio
under applicable state laws.

Iltem 27. Exhibits and Financial Statement Schedules

(a) Exhibits. The following exhibits of the Company are inchddherein.
Exhibit 1.1 ** Underwriting Agreemer
Exhibit 1.2 ** Form of Selected Dealer Agreem:
Exhibit 2.1 Stock Purchase Agreement effective as of May 542@8corporated by reference to Exhibit 2.1 to @a@mpany's Curre

Report on Form K filed June 4, 20C
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Exhibit 2.2
Exhibit 3.1

Exhibit 3.3
Exhibit 4.1
Exhibit 4.2 **
Exhibit 4.3 **
Exhibit 4.4 **
Exhibit 4.5 **
Exhibit 5.1 **
Exhibit 10.1
Exhibit 10.2
Exhibit 10.5
Exhibit 10.12
Exhibit 10.13
Exhibit 10.14
Exhibit 10.17
Exhibit 10.18
Exhibit 10.19

Exhibit 10.20

Agreement (incorporated by reference to Exhibittd.the Company's Current Report ¢-K filed October 8, 2004
Articles of Amendment and Restatement of the Aescbf Incorporation (incorporated by reference hikit 3.1 to th
Compan's Current Report on Forn-K filed on June 19, 200¢

Amended and Restated Bgws (incorporated by reference to Exhibit 2.2he Company's Registration Statement on |
10-SB (File No. 00-25513), initially filed March 8, 199¢

Form of Common Stock Certificate (incorporated bference to Exhibit 2.3 to the Company's Registratatement ¢
Form 1(-SB (File No. 00-25513), initially filed March 8, 199¢

Form of Series E Warral

Warrant Agent Agreement for Series E Wart

Form of Underwriter Warrant Agreemer

Form of Underwriter Warrant to Acquire Warrants Agreem:

Opinion of Vinson & Elkins L.L.P

June 2004 Compensatory Stock Option Plan (incotpdray reference to Exhibit B to the Company's Bigfie Informatior
Statement filed on June 29, 20(

Amended and Restated Employment Agreement dateé 18, 2006, between the Company and David McWiil
(incorporated by reference to Exhibit 10.1 to thmmpany's Quarterly Report on Form-QSB filed August 14, 200¢
Director's Agreement dated August 23, 2004 betwbenCompany and David McWilliams (incorporated leference t
Exhibit 10.4 to the Company's Quarterly Report o 1(-QSB filed November 16, 200.

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

License Agreement dated September 5, 2001 betwsz=rCompany and Baylor College of Medicine (incogted b
reference to Exhibit 10.14 to the Company's AniRegbort on Form 1-KSB filed April 15, 2005,

Second Amended and Restated License AgreementJnitrersity of Chicago (incorporated by referenceesdhibit 10.1 t
the Company's Compa’s Current Report on Forn-K filed August 3, 2007

Form of Series C Common Stock Purchase Warrandificated by reference to Exhibit 10.17 to Form Sfiled July 19
2005)

Securities Purchase Agreement dated June 17, 2§0&nd among the Company and the Investors namegkitt
(incorporated by reference to Exhibit 10.18 to F@B-2 filed July 19, 2005

Registration Rights Agreement dated June 17, 20@5afd among the purchasers of common stock namerkit
(incorporated by reference to Exhibit 10.19 to F@B-2 filed July 19, 2005

Securities Purchase Agreement dated June 30, 3086damong the Company and the purchasers of cansinak name
therein (incorporated by reference to Exhibit 1@@orm Sk-2 filed July 19, 2005
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Exhibit 10.21 Securities Purchase Agreement dated July 15, 200%rd among the Company and the Investors namegkir
(incorporated by reference to Exhibit 10.21 to F@B-2 filed July 19, 2005

Exhibit 10.22 Registration Rights Agreement dated July 15, 2095abd among the Company and the Investors nameckin
(incorporated by reference to Exhibit 10.22 to F@B-2 filed July 19, 2005

Exhibit 10.23 License Agreement dated January 13, 2006 by thep@oynand Shanghai Institute for Biological Servi(iesorporated h
reference to Exhibit 10.23 to Amendment No. 1 tonk&E-2 filed February 9, 200¢

Exhibit 10.24 Lease dated August 19, 2005 by the Company and Dirkaukien (incorporated by reference to Exhibit1B to th
Company's Annual Report on Form-KSB filed March 31, 2006

Exhibit 10.25 Form of Warrant Agreement issued to brokers in estinn with 2005 offerings (incorporated by refererto Exhibit 10.2
to Amendment No. 2 to Form -2 filed April 11, 2006)

Exhibit 10.26 Purchase Agreement dated April 11, 2006 by and gntba Company and the Investors named herein (¥ocated b
reference to Exhibit 10.1 to the Comp’s Current Report on Forn-K filed April 18, 2006)

Exhibit 10.27 Registration Rights Agreement dated April 11, 2086 and among the Company and the Investors nameein
(incorporated by reference to Exhibit 10.2 to thmmpany's Current Report on Forn-K filed April 18, 2006)

Exhibit 10.28 Form of Warrant issued in connection with April B0thancing (incorporated by reference to Exhilfit3lto the Company’
Current Report on Form-K filed April 18, 2006)

Exhibit 10.29 Form of Broker Stock Purchase Warrant issued to MIzpital Group LLC (incorporated by reference tdibi 10.5 of th
Compan's Current Report on Forn-K filed April 18, 2006)

Exhibit 10.30 Third Amendment to the Amended and Restated Licé&ggeement dated October 27, 2006 between the Coyngiad th
University of Chicago (incorporated by referenceEsdibit 10.4 of the Company’s Report on ForniK8iled November 1
2006)

Exhibit 23.1 * Consent of Malone & Bailey, PC

Exhibit 23.2 ** Consent of Vinson & Elkins L.L.P. (included in Ekiti5.1)

*  Filed herewith
** To be filed by amendment

(b) Financial Statement Schedules.

All schedules are omitted because they are inagiglcor the requested information is shown in thiesolidated financial statements of the registantelated note
thereto.

Item 28. Undertakings.
(a) The undersigned registrant hereby uaées:
1) To file, during any period in whioffers or sales are being made, a post-effeatimendment to this registration statement:

(i) Toinclude any prospectus required by Section 1B)faf the Securities Act of 1933;
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(i) To reflect in the prospectus any faotsevents arising after the effective date of tegistration statement (or the most recent péftetive
amendment thereof) which, individually or in thegeegate, represents a fundamental change in thermation set forth in the registrat
statement. Notwithstanding the foregoing, any eéase or decrease in volume of securities offefethdi total dollar value of securities offered waulo
exceed that which was registered) and any devidtimm the low or high end of the estimated maximaffering range may be reflected in the forn
prospectus filed with the Securities and Exchangmmission pursuant to Rule424(b) if, in the aggtegéhe changes in volume and price represent e
than a 20 percent change in the maximum aggredéeing price set forth in the “Calculation of Regation Fee"table in the effective registrati
statement; and

(iii) To include any material informatiamith respect to the plan of distribution not prewsty disclosed in the registration statement or euayeria
change to such information in the registrationestegnt.

2) That, for the purpose of determgnany liability under the Securities Act of 1982ch such posffective amendment shall be deemed to be
registration statement relating to the securitiésred therein, and the offering of such securitiethat time shall be deemed to be the initialebficee offering thereof.

3) To remove from registration by meaf a poseffective amendment any of the securities beingsteged which remain unsold at the terminatio
the offering.
(b) Insofar as indemnification for liabiéis arising under the Securities Act of 1933 mayémnitted to directors, officers and controllingrgons of the registre

pursuant to the foregoing provisions, or otherwtbe, registrant has been advised that in the opinfathe Securities and Exchange Commission sudanimification is again
public policy as expressed in the Securities Act@83 and is, therefore, unenforceable. In theetrat a claim for indemnification against sudbllities (other than the paymu
by the registrant of expenses incurred or paid lbyrector, officer or controlling person of the r&gant in the successful defense of any actioit,asuproceeding) is asserted
such director, officer or controlling person in cection with the securities being registered, gmistrant will, unless in the opinion of its coun#®e matter has been settlec
controlling precedent, submit to a court of appiaterjurisdiction the question whether such inddioation by it is against public policy as expredse the Securities Act of 19
and will be governed by the final adjudication othk issue.
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SIGNATURES

In accordance with the requirements of the Seesrifict of 1933, as amended, the Registrant cevtifiat it has reasonable grounds to believe thaeéts all of th
requirements of filing on Form SB-and authorized this Registration Statement tsipeed on its behalf by the undersigned, in thg GitHouston, State of Texas, on the 5th
of November, 2007.

OPEXA THERAPEUTICS, INC.

Date By: /s/ David B. McWilliams

Name: David B. McWilliams¢
Title: Chief Executive Officer

Date By: /s/ Lynne Hohlfeld

Name: Lynne Hohlfel(
Title: Chief Financial Officer and
Principal Accounting Office

KNOW ALL MEN BY THESE PRESENTS, that each personosé signature appears below constitutes and agpdatid B. McWilliams his true and lawful attorney-
in-fact and agent, with full power of substitution amdocation, for him and in his name, place anddtén any and all capacities (until revoked intimg), to sign any and :
amendments (including postfective amendments) to this Registration Statéraed to file the same with all exhibits theretodather documents in connection therewith,
the Securities and Exchange Commission, grantirtg said attorney-idact and agent full power and authority to do amdfgrm each and every act and thing requisite
necessary to be done as fully for all intents amghpses as he might or could do in person, heratifying and confirming all that said attorneyfmet and agent, or is substitute
substitutes, may lawfully do or cause to be doneiliye hereof.

Pursuant to the requirements of the SecuritiesofAd933, as amended, this Registration Statemenbéan signed below by the following persons incédgeacities ar
on the dates indicated.

Signature Title Date
/s/ David B. McWilliams President, Chief Executive Officer and November 5, 2007
David B. McWilliams Director (principal executive office
/sl Lynne Hobhlfelc Chief Financial Officer November 5, 2007
Lynne Hohlfeld (principal financial and accounting office
s/ Gregory H. Baile! Director November 5, 2007
Gregory H. Bailey
/s/ David Hunc Director November 5, 2007
David Hung
/s/ Lorin J. Randal Director November 5, 2007
Lorin J. Randal
/s/ Michael Richmai Director November 5, 2007
Michael Richmar
/sl Scott B. Seame Director November 5, 2007

Scott B. Seama
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OPEXA THERAPEUTICS

Opexa Therapeutics, Inc.

Common Stock

PROSPECTUS

, 2007

Until , 2007 (25 days after the datthisfprospectus), all dealers that buy, sell alldrthese securities, whether or not participatmthe offering, may be required
deliver a prospectus. This is in addition to tkaldrs’ obligation to deliver a prospectus wheingcas underwriters and with respect to their uhsdlotments or subscriptions.



Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

As independent public accountants, we hereby cdrisehe incorporation in this Registration Stateten Form SB-2 of our report dated March 14, 280@ept for Note 15

which is dated November 2, 2007, included in thedal Report on Form 10-KSB of Opexa Therapeutios, for the year ended December 31, 2006 and tefalfences to our
Firm included in this Registration Statement.

/sl Malone & Bailey, PC

Malone & Bailey, PC
www.malone-bailey.com
Houston, Texas
November 5, 200



