EDGAROnline

OPEXA THERAPEUTICS, INC.

FORM 424B3

(Prospectus filed pursuant to Rule 424(b)(3))

Filed 03/19/07

Address 2635 TECHNOLOGY FOREST BLVD.
THE WOODLANDS, TX 77381
Telephone (281) 272-9331
CIK 0001069308
Symbol OPXA
SIC Code 2834 - Pharmaceutical Preparations
Industry  Biotechnology & Drugs
Sector Healthcare

Fiscal Year 12/31

Powere d By ED‘GA;Rbn]ine

http://www.edgar-online.com
© Copyright 2015, EDGAR Online, Inc. All Rights Reserved.
Distribution and use of this document restricted under EDGAR Online, Inc. Terms of Use.


http://www.edgar-online.com

Filed Pursuant to Rule 424(b)(3
Registration No. 3332668"

- oAbl e
v Y OPEXA THERAPEUTICS

Prospectus Supplement No. 8
to Prospectus dated August 11, 2005
as amended effective June 23, 2006

Opexa Therapeutics, Inc.

2,986,767 Shares

We are supplementing the prospectus dated Augy&0DBb, as subsequently amended by Post Effective Amendihens, effective
June 23, 2006,to provide information contained in our:

Annual Report on Form 10-KSB for the fiscal yeadesh December 31, 2006

This Prospectus Supplement is not complete withaud, may not be delivered or utilized except inr@mtion with, the Prospec
dated August 11, 2005 as amended by Post Effegtimendment No. 3 effective May 25, 2006ith respect to the resale of
2,986,767 shares of common stock, including anyrnaiments or supplements thereto.

The number of shares stated above has been rewisefllect the one-for-ten reverse split approvedlhareholders in June 2006.

Investing in our common stock involves a high degeeof risk. You should read carefully this entire pospectus, including th
section captioned “Risk Factors” beginning on pagé5, before making a decision to purchase our stock.

Neither the Securities and Exchange Commission nany state securities commission has approved or digproved of thes
securities or passed upon the accuracy or adequaoy this prospectus. Any representation to the conary is a criminal offense.

The date of this Supplement is March 19, 2007




UNITED STATES SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-KSB

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

For the fiscal year ended December 31, 2006

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

Commission file number:-25513

Opexa Therapeutics, Inc.

(Exact name of small business issuer as speciifi@s charter)

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

Registrant’s telephone number, including area c(2i#t) 2729331
Securities registered pursuant to Section 12(bh@fAct: None
Securities registered pursuant to Section 12(gh@fAct: Common Stock
Check whether the Issuer is not required to fijgorés pursuant to Section 13 or 15(d) of the Exgeafsct.[]

Check whether the Issuer (1) has filed all repretpiired to be filed by Section 13 or 15(d) of Securities Exchange Act of 1934 during the preagdid months (or for such shorter period tha
registrant was required to file such reports) é)ch@s been subject to such filing requirementstferpast 90 days. Y&l No O

Check if there is no disclosure of delinquent filar response to Item 405 of Regulation S-B isausttained in this form, and no disclosure will lmntined, to the best of registranknowledge, i
definitive proxy or information statements incorgted by reference in Part Ill of this Form 10-KSBaay amendment to this Form 10-KIRL.

Indicate by check mark whether the registrantssell company (as defined in Rule 12b-2 of the Exgje Act). Yedd No

Issuer’s revenues for the fiscal year ended DeceBibe2006: $0.

The aggregate market value of the voting and ndmgacommon equity held by naaffiliates of the Issuer as of March 13, 2007 baspdn the average bid and asked price as of suieh wa:
$18,678,512.

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

The Registrant is incorporating by reference int Raof this Form 10-KSB certain information coimad in the Registrart’proxy statement for its annual meeting of shddshe, which prox
statement will be filed by the Registrant on ordsefApril 30, 2007.

Transitional Small Business Disclosure Format (&H@ne): Yedd No
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Forward Looking Statement

The statements contained in this report, other thatements of historical fact, constitute forwdodking statements. Such statements include, witlmitation, all statements as to expectat
belief, estimation, intent, anticipation, develomdrial, contingency and statements as to ounrfeitresults of operations, the progress of our aesk and product development programs, the nee;
and timing of, additional capital and capital expiures, partnering prospects, the need for addiibintellectual property rights, effects of regtidms, and the potential market opportunities. ®
statements relate to events and/or future finanp@&formance and involve known and unknown riskserttainties and other factors that may cause ttteia results, levels of activity, performance
achievements of the Company or the industry in vhiioperates to be materially different from anyuire results, levels of activity, performance chivements expressed or implied by the forward-
looking statements. These risks and other factwiside those listed under "Risk Factors" and thdescribed elsewhere in this report.

"o "o

In some cases, you can identify forwdodking statements by the Company's use of termis as "may," "will," "should," "expects," "plans;anticipates,” "believes," "estimates," "predic
"potential,” or the negative of these terms or otb@emparable terminology. These statements are prégictions. Actual events or results may diffatenially. In evaluating these statements, you &
specifically consider various factors, includingthisks outlined under "Risk Factors." These fastoray cause the Company's actual results to diffeterially from any forward-looking statement.

Although the Company believes that the expectatiefiscted in the forwardeoking statements are reasonable, it cannot guararfuture results, levels of activity, performanaeachievement
Moreover, neither the Company nor any other perassumes responsibility for the accuracy and compkss of these forwalooking statements. The Company does not intengdate any of tt
forward-looking statements after the date of this repertanform prior statements to actual results.

Stock Split

In June 2006, the ComparsyShareholders approved a one for ten reverse camstuxk split. All share, par share and par valueaants (except authorized shares) have been retvesc adjuste
to reflect the split.

PART |
ITEM 1. DESCRIPTION OF BUSINESS

Overview

Opexa Therapeutics, Inc. (the “Company”, “we”, “Qpeor “Opexa Therapeutics$ a biopharmaceutical company developing autolsgmliular therapies to treat several major illesssncludin
multiple sclerosis (MS), rheumatoid arthritis (RAl)abetes, and cardiovascular disease. These thsrae based on the Company’s proprietary T-celladult stem cell technologies.

Opexa Therapeutics’ lead product, Tovaxin™, is eell-based therapeutic vaccine for MS licensed ftbenBaylor College of Medicine, which offers aqure and personalized approach to trei
the disease by inducing an immune response aghmstutoimmune myelin peptide-reactive T-cells (ME], which are believed to be responsible for titgaiion of the disease process.

Tovaxin™ is currently in a Phase Ilb clinical triéhitial Phase I/l open-label human trials shdwatt Tcell vaccination (TCV) appears to safely induce inm@ responses that deplete and reg
MRTCs. In two operiabel Phase I/l clinical trials, the annualizethpse rates of patients were reduced by an avefagpproximately 90% compared to their prior higtof relapses. Some patients
appear to experience an improvement of their Kertzkpanded Disability Status Scale, a scoring ntktheed to measure the disability of MS patients$BP Improvements in EDSS are not freque
observed in patients following treatment with otbarrently licensed therapies. Although the daterfrour Phase /Il trials appears to be promisihg,Rhase IIb trial is being conducted to confirmst
results. Opexa Therapeutics believes that Tovaxioid be ready for commercialization as early ak120




We also hold exclusive worldwide license for theellectual property rights and research resultarofutologous Tell vaccine for RA from the Shanghai Institutes Biological Sciences (SIB¢
Chinese Academy of Sciences of the People's Repabhina.

Opexa’s RA T-cell vaccination (TCV) technology snceptually similar to Tovaxin™. RA is an autoimnauh-cell-mediated disease in which pathogeniels trigger an inflammatory autoimmt
response of the synovial joints of the wrists, $tiets, knees, ankles and feet which causes péimest, and swelling around the joints and erosma cartilage and bone. The RA TCV technologpwat
the isolation of these pathogenic T-cells from syabfluid drawn from a patient. These T-cells wbik grown to therapeutic levels and attenuateddmynga irradiation in our laboratory. The attenuadfed
cells will be injected subcutaneously into patietfiesreby inducing an immune response directedeap#ithogenic T-cells in the patient’s body. Thisniume response regulates the level of pathogenic T-
cells and potentially allows the reduction of joswelling in RA patients. Human trials that haveeonducted in China show minimal sieféects and promising efficacy measured as a réstuct joint
swelling following the T-cell vaccination.

We also have an exclusive license from the Unitersi Chicago, through its prime contractor relaship with Argonne National Laboratory, to a steefi technology in which adult multipote
stem cells are derived from monocytes (white bloelis) obtained from the patiestown blood. We are initially pursuing indicatioimsdiabetes mellitus with our stem cell therapy ame conductin
preclinical animal studies.

The Company’s stem cell technology isolates nowaltipotent stem cells derived from peripheral blondnocytesin vitro experiments with monocytéerived stem cells (MDSC) have shown t
capacity to differentiate into a wide variety ofldgpes including pancreatig cells. We have demonstrated that these pancreigis iclusters derived from MDSCs are composedireket pancreatic ce
types (a, B andd ). These islet clusters are responsive to glucagenaimics the normal pulsatile pattern observetduman islets. The importance of these stem cells is the abibtgasily isolate the
from an individuals circulating monocytes, expand them and admintbtem back into the same patient. This autologgsaach provides a method to overcome any rejedsismes and the need
immunosuppressant drugs which are often associaitdcurrent islet cell transplantations. This teclogy may lead to the formation of an unlimitedisz® of pancreatic islet cells suitable for
autologous cell therapy for the treatment of diebenellitus.

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

Product Pipeline
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T-Cell Therapy

Opexa Therapeutics has the exclusive worldwideneefrom Baylor College of Medicine to an indivitiaed T-cell therapeutic vaccine, Tovaxin™, which is in UFDA Phase IIb human clinic
trials to evaluate its safety and effectivenessaating MS.

Tovaxin ™ consists of attenuated patispecific MRTCs against peptides from either mylasib protein [MBP], proteolipid protein [PLP], myrelbligodendrocyte glycoprotein [MOG]) peptide:
combinations therof. Patient-specific MRTCs areamged in culture with specific peptides identifledthe Company’s proprietary test of the patiepgsipheral blood. MS is the result of a persoowr
T-cells attacking the myelin sheath that coatsnéare cells of the central nervous system (CNSex@prherapeutics’ unique T-cell technology takeséhautoreactive Fells from the patient and expa
them ex vivo (in a celeulture environment outside the body), attenudiemitby gamma irradiation, and then returns themhegpatient as a subcutaneous injection. Althougthér testing is necesse
results from our initial human trials appear toigade that these attenuated T-cells cause an immasponse directed at the autoreactive T-cellkénpiatients body, stimulating a reduction in the leve
harmful T-cells.

We believe that our initial human trials show tAatvaxin ™ safely induces the depletion and regulation of MRT@ossibly stabilizing the disease, reducing theualized relapse rate, ¢
potentially improving the disability scores of matts. In November 2006, the Company enrolled thet fiatient in a double blind, placebo controll@8p patient Phase Ilb clinical trial. We expec
complete enrollment in mid 2007.

Our Rheumatoid Arthritis (RA) T-cell vaccination QV) technology is conceptually similar to Tovaxin™A is an autoimmune T-cell-mediated disease inctvipathogenic Tcells trigger a
inflammatory autoimmune response of the synoviatfof the wrists, shoulders, knees, ankles artvidhich causes pain, stiffness, and swelling addhe joints and erosion into cartilage and bong
RA TCV technology allows the isolation of thesehmagenic T-cells from synovial fluid drawn from atieamt. We will expand and attenuate these T-celleur laboratory. The attenuatedc&Hs will be
injected subcutaneously into patients with the gifahducing an immune response directed at thédggmnic T-cells in the patiestbody. We believe this immune response could redbe level ¢
pathogenic T-cells and potentially allow the redtutiof joint swelling in RA patients.

Stem Cell Therapy

Opexa has developed a proprietary adult stem eeftirtology to produce novel monocyte-derived stelis ¢gIDSC) from blood. These MDSC can be derivezhfra patiens monocytes, expand
ex vivo, and then administered to the same patiEmé. Company believes that because this is anagdab therapy, there should be no rejection isageselfderived MDSC pose no immunologi
problems. Normally, allogenic cells are deletechbgt immune responses and require the use ofgjetition drugs.

Our novel multipotent stem cell is derived from peripheral bloodnwcytes which when cultured under defined conditiare able to further differentiate into seveedlutar lineages. Molecul
biology and immunohistochemical studies have shtvanthese MDSCs have specific markers that distgigthem from other stem cells. In addition theselies have also shown a tidependence fi
the expression of these specific gene productshiguhie growth and differentiation of MDSCs. In wigxperiments with MDSCs have shown their capdoityifferentiate towards hematopoietic, epithe
endothelial, endocrine and neuronal cells. Our nfagus is the further development of this monoayeeived stem cell (MDCS) technology as a novelfptat for the in vitro generation of higt
specialized cells for potential application in dagwus cell therapy for patients with diseases siiahetes mellitus and cardiovascular disease.

Other Opportunities

The Company intends to conduct basic researchterdme the potential use of its stem cells antedghtiated cells in other indications, such asufecdegeneration, stroke, myocardial infarct
wound healing and Parkinsantisease. Opexa Therapeutics intends to partnsuldicense some of these indications if they arepursued for internal development. For thosecations where tt
Company feels it can participate commercially, Op&kerapeutics desires to partner in key commentéakets outside of the United States.




Organizational History

We were incorporated in Texas in 1991 and in Ma@42@ve entered the biopharmaceutical business dpyidieg an entity that held rights to treatmentsigsadult multipotent stem cells derived fr
adult human peripheral blood. From an accountiagdpoint, the subsidiary is deemed the acquirex ieverse merger whereby the parent is deemedutivevar of the reorganization. As such,
financial statements are those of the subsidiaryN\dvember 2004, we acquired Opexa Pharmaceuticalsyhich holds rights to technology to an indivalized Teell therapeutic technology for treat
MS.

The Company’s Products and Services

Our T-cell Platform
Multiple Sclerosis - Background

In the United States, approximately 400,000 pespféer from multiple sclerosis, a chronic progreesautoimmune disease of the central nervous sygEah$) that is caused by myelin autoreac
T-cells progressively eroding the myelin that surdsiand insulates nerve fibers of the brain andasmiard resulting in varying amounts of disabililobally, there are approximately 2.5 million
patients representing a drug market believed tapgpeoximately $5 billion in 2005. The US markets@mted for slightly more than 50 percent of glolk8 sales in 2005, approximately $2.5 billion.
remains a challenging autoimmune disease to stedguse the pathophysiologic mechanisms are divansethe chronic, unpredictable course of the disenakes it difficult to determine whether
favorable effects of shoterm treatment will be sustained. Therapies thatsafely prevent or stop the progression of diseaskallow reversal of the neurological damage disdbility caused by tt
disease represent the greatest unmet need in MS.

In recent years, the understanding of MS pathogemes evolved to comprise an initial, T-celediated inflammatory activity followed by seleeidemyelination (erosion of the myelin coatin:
the nerve fibers) and then neurodegeneration. Témwdery of diseaseeslevant immune responses has accelerated theopewvent of targeted therapeutic products for thatment of the early stages
MS. Healthy individuals have been found to haveoemactive T-cells, which recognize a variety of-seitigens (e.g., myelin basic protein [MBP], proigial protein [PLP], and myelin oligodendroc
glycoprotein [MOG]) as part of the normal T-celpegtoire and circulate naturally in the peripheitheut causing an autoimmune disease.

Some subjects unfortunately who have the apprapganetic background have increased susceptifidityhe in vivo activation and clonal expansionnoyelin autoreactive Tells. These myel
autoreactive Teells may remain dormant, but at some point theyaativated in the periphery, possibly by molecuat@micry (i.e., recognition of epitopes that aremroon to autoantigens and microl
antigens as exogenous triggers), thus enabling tteeross the bloobrain barrier (BBB) and infiltrate the healthy tissof the brain and spinal cord. The cascade dioga&nic events leads
demyelination of axons, which causes nerve imputsgsmissions to diffuse into the tissue.

Current Therapy for Multiple Sclerosis

Current MS disease modifying drugs on the marketaostly palliative and generally work through actenism of immunomodulation or immunosuppressidresk therapies for MS are domin:
by three forms of interferon that require frequeabcutaneous or intramuscular injections (AvoneataBeron and Rebif). Copaxone is an immunomodutaioposed of a random copolymer of an
acids that is administered daily. Novantrone (maiathrone) is an immunosuppressive drug that can lmmlgiven four times per year with a life time iirof 8 to 12 doses. All of the current therapiedy
slow the progression of MS and they have signifigaatient compliance challenges because of thendosthedule, limited decrease in relapse rate, efigets profile (e.g., the interferon formulati
produce severe fllike symptoms, injection site reactions, infect@md neutralizing antibodies (ranging from 5% to 3% developed that limits the efficacy of treattpe&Copaxone causes signific
injection site reactions; while Novantrone caus#sdtions, bone marrow suppression, nausea, hainitty, bladder infections, and mouth sores). Thexsgys must be administered daily to wee
Tysabri®,a selective adhesion molecule inhibitor (an alplatdgrin antagonist), represents another cladd ®fdrugs which works by preventing immune systelisdall leukocytes carrying the alph
integrin glycoprotein on their surface) from crogsthe BBB and move into the CNS. Tysabri®uires a once per month infusion and has recéetiy reintroduced to the market after being oaidy
withdrawn in 2005 based on safety concerns ovegra¢patient deaths due to virally mediated braffammation - a condition called progressive molt#l leukoencephalopathy (PML).




Tovaxin ™ for Multiple Sclerosis

The Company believes that Tovaxin ™ works seleftioa the myelin autoreactive T-cells by harnesstgbody’s natural immune defense system and &ddimechanisms to deplete these€lls
and induce favorable immune regulatory response®ibglancing the immune system. Tovaxin ™ is mastufad by taking the MRTCs from the blood, expagdimem to a therapeutic dose @éxo, anc
attenuating them with gamma irradiation to prevBNA replication. These attenuated MRTCs are thgected subcutaneously into the body in large qtiasti The body recognizes specificc&H
receptor molecules of these MRTCs as foreign andntsoan immune response reaction against thempmgtdestroying the injected attenuated MRTCs, disd the circulating, myelin autoreactive T-
cells carrying the peptide-specific T-cell receptuolecules. In addition, €ell activation molecules on the surface of théevatéd MRTCs used as vaccine induce favorable inemegulatory respons
which promote anti-inflammatory responses. Becahegherapy uses an individuslown cells, the only directly identifiable siddeeft is injection site reaction in a small perceetaf the patients. The
reactions clear within 24 hours.

We believe that this technology platform will haagplication in other T-cell mediated diseases saasfrohn’s disease, psoriasis, rheumatoid artlantis Type ldiabetes.
Tovaxin ™ Intellectual Property

The technology is based on discoveries made byiBgwu Zang of Baylor College of Medicine in Houstd@he Company has an exclusive, worldwide licéns® the Baylor College of Medicine
develop and commercialize three technology areadf, namely Teell vaccination, peptides, and diagnostics. UrierLicense Agreement with the Baylor College ofdi¢ene, the Company has rig
to a total of 11 patents (2 U.S. and 9 foreign) 8Bgatent applications (6 U.S. and 74 foreign).

Tovaxin ™ Manufacturing

Opexa Therapeutics’ manufactures its TCV therapysiown Good Manufacturing Practice (“GMFgcility. The TCV technology is similar to that traditional microbial vaccine technology, wh
the pathogen (or the attenuated derivative) is tisetbrive the protective antigens necessary tadagrotective immune responses. In preparing a fevapy, the myelin autoreactivec&ils causing tk
disease are taken from the blood, specifically tified, and expanded ex vivo by incubating theseels with selected peptides of MBP, PLP, and M@Ghie presence of antiggmesenting cells ai
growth factors. Myelin-peptide reactive cBlls are grown to therapeutic levels and cryopresk Prior to use, the MRTCs are expanded, fortedlaand attenuated (by irradiation) to render 1
incompetent to replicate but viable for therapye3# attenuated @ells are administered in a defined schedule ofstameous injections. We expect that a single driaav500 ml bag of blood is sufficie
to provide a full year's therapeutic regimen of &gin ™ .

Clinical Development of TovaxifiM

Tovaxin ™ is currently in a Phase lIb clinical triRatients treated in Opexa Therapeutics Phakepdéniabel studies with trivalent (MBP, MOG, and PLPjrfaulations have experienced mini
side effects, an approximate 90% average redugtiannualized relapse rate and improvements in E&x®8es.

Tovaxin ™ Phase IlIb Clinical Trial

The Phase lIb trial, entitled “A Multicenter, Ramdized, Double-Blind, Placebo-Controlled Study ob8utaneous Tovaxin ™h Subjects with Clinically Isolated Syndrome orl&esing Remittin
Multiple Sclerosis”, is a multi-site double-blindhndomized, placebo-controlled 150 (100 treatedpl&6ebo) patient trial. The primary endpoint via# lesion evaluation (the total number of gadohmiu
enhancing lesions) via MRI with a secondary endpbg&ing annual relapse rate. This trial is desigitedemonstrate the safety and efficacy of Tova®in The Company enrolled its first patien
November 2006 and expects to complete enrolimentiéh2007.




Our Stem Cell Platform

Stem Cells - Background

Stem cells are undifferentiated primary cells thae the potential to become any tissue or orgaheobody. They hold therapeutic promise for theettgpment of effective treatments and pos:
cure for various diseases. The current stem cedlareh efforts have been divided between embryamictissue specific adult stem cells as poterttiadapeutic progenitor cellsRecent experiments w
Embryonic stem (ES) cells have demonstrated thestetthighly proliferative, pluripotent cells canfeientiate into pancreatic-likgcells. The major problem with ES cells is theirrmdotency and risk th
these cells, onceansplanted, could form tumors. Given that, atisiue specific stem cells have become attractva potential cell therapeutic. Adult tissue spedfem cells have advantages ove
cells; first, these cells can be isolated from aemnanageable source such as bone marrow or agbees; second, they proliferate in a controlleshiian and without the likelihood of tumorogenicignc
third, they can be used in an autologous settimeaoid the potential for rejection which exists &logenic use of stem cells.

Hematopoietic stem cells (HS§); present in the bone marrow and precursorsl fol@dd cells, are currently the only type of steglls commonly used for therapy. Doctors have htesmsferring
HSC's in bone marrow transplants for more than dérg. Advanced techniques for collecting or “hatings HSC's are now used to treat leukemia, lymplacend several inherited blood disorders.

The clinical potential of stem cells has also bdemonstrated in the treatment of other human déseascluding diabetes and advanced kidney caht@never, these new therapies have |
offered only to a very limited number of patientsng adult stem cells.

Unfortunately stem cell therapies have technidhical and legal hurdles to overcome before thdylvel able to be used to possibly effect tissue @igén repair in disease states that heretofore
only treated the symptoms. A significant hurdlertost uses of stem cells is that scientists do abfully understand the signals that turn spegBoes on and off to influence the differentiatidrthe ster
cell. Therefore, scientists will have to be ableptecisely control the differentiation of stem seihto the specific cell type to be used in therapy drug testing. Current knowledge of the si¢
controlling differentiation fall well short of begnable to mimic these conditions precisely to cstesitly have identical differentiated cells for eapecified use.

To realize the promise of novel cél&sed therapies for such pervasive and debilitalisgases, scientists must be able to easily gmwdecibly manipulate stem cells so that they pesgh
necessary characteristics for successful diffeaéinoti, transplantation and engraftment. To be udefutransplant purposes, stem cells must be aymibly made to: proliferate extensively and gete
sufficient quantities of tissue, differentiate irttee desired cell type(s), survive in the recipieftér transplant, integrate into the surroundisgue after transplant, function appropriatelytfe duration ¢
the recipient's life, avoid harming the recipientiny way, and avoid the problem of immune rejectithere is no assurance that any commercializikdbased therapies will ever be developed.

Although there are many ways to access stem ¢eSCompany believes that its autologous blood rogtesderived stem cells offer distinct advantages.

Therapies utilizing Our Stem Cell Platform

Opexa has developed a proprietary adult stemegfinology to produce monocyte-derived stem cellD8@) from blood. These MDSC can be derived fronatiept's monocytes, expanded ex vi
and then administered to the same patient. The @oynpelieves that because this is an autologousphiethere should be no allogenic rejection issaeselfderived MDSC pose no immunologi
problems. Normally, allogenic cells are deletechbgt immune responses and require the use ofgjetition drugs.




Our novel multipotent stem cell is derived from peripheral bloodnmcytes which when cultured under defined conditiare able to further differentiate into seveedlutar lineages. Molecul
biology and immunohistochemical studies have shtvanthese MDSCs have specific markers that distgigthem from other stem cells. In addition theselies have also shown a tidependence fi
the expression of these specific gene productshiguhie growth and differentiation of MDSCs. In wigxperiments with MDSCs have shown their capdoityifferentiate towards hematopoietic, epithe
endothelial, endocrine and neuronal cells. Our nfagus is the further development of this monoayeeived stem cell (MDCS) technology as a novelfptat for the in vitro generation of higt
specialized cells for potential application in dagwmus cell therapy for patients with diseases siiahetes mellitus and cardiovascular disease.

Opexa Therapeutics, working either by itself ocanjunction with strategic partners, expects ttiz¢tithese MDSC from the same patient to develtipeaapy which may cause autologous tisst
organ repair. The initial internal therapeutic &trgs diabetes mellitus. Other therapeutic targetald be pursued through eadyage licensing or strategic alliances. The diabptegram is currently
pre-clinical development.

Pancreatic Islet Cell Development

Diab etes is a disease characterized by the fadur®ss of pancreatif-cells to generate sufficient levels of the hormamgulin required to meet the bodyheed to maintain normal nutri
homeostasis. Type 1 diabetes is caused by the etenjplss of pancreatfg:cells when the body’s own immune system mistakertigicks and destroys a persofrsells. While for Type 2 diabetes tl
causes are far more complicated and poorly undsistbe results of the disease are similar in ¢fi@in thep-cells fail to generate sufficient amounts of insulin to main normal homeostasis. The los
insulin results in an increase in blood glucoseelgvand will eventually lead to the developmenpmmature cardiovascular disease, stroke, and Xithikire. Currently there is no permanent cure
diabetes; however, recent clinical islet cell trElaatations have shown good success in restoring-term endogenous insulin production and glycemibibtg in subjects who have Type 1 diabe
mellitus with unstable baseline control. Persistslet function without injected insulin dependemeevides considerable benefit.

Current cell transplant therapy for the treatmerdiabetes is limited by an inadequate supply stilim-producing cells. Cadavericosirces are limited and up to three pancreas argéreshjto obtai
clinically significant quantities of-cells for one patient. The identification of nowult human stem cells provides a new prospecbolfitaining a sufficient number of insulin-produg ip-cells fol
transplantation. Using our technology a single dldeaw may be adequate to produce clinical quastitip-cells for a patient.

In vitro experiments with MDSC have shown their aaity to differentiate toward a wide variety ofldgpes including pancreatfg:like cells. These cells aggregate into clustersmdsing pancreat
Islets of Langerhans termed Monocyte Derived IS[B1BI). The cluster aggregates show endocrine gaepeession Biochemical assays have demonstrated that MDkgathesize and secrete signific
amounts of insulin during their growth and respand glucose-dependent manner. In addition, MDIlaistimulated or repressed by the addition of &g®r antagonists of insulin in vitro.

The importance of these stem cells is the abititgdsily and cost effectively derive them from dividual’s circulating monocytes, expand them and admintetan back into the same patient. -
autologous approach provides a method to overcameeiection issues anche need for immunosuppressant drugs which are afisnciated with current transplantations. Thirietogy may lead -
the formation of an unlimited source ptells suitable for an autologous cell therapytfa treatment of diabetes mellitus.

Stem Cell Pre-Clinical and Clinical Development

Opexa is conducting pre-clinical studies to demmtstproof of concept and method of delivery withl@aned IND (Investigational New Drugsubmission to the FDA during 2007. The Compal
targeting a 2008 Phase | study for monocyte-derisked transplantation of patients with Type 1 diggs mellitus.

Licenses, Patents and Proprietary Rights

We believe that proprietary protection of our tealogies is critical to the development of our besis. We intend to continue to protect our propmneiatellectual property through patents and c
appropriate means. We rely upon trade-secret piotefor some confidential and proprietary inforinatand take active measures to control accedsatoiiformation. We currently have nalisclosur
agreements with all of our employees, consultarsdors, advisory board members and contract rels@aganizations.




The Companys intellectual property strategy includes develgpinoprietary technology for the sourcing, scalempnufacturing, and storage of T cells and mutépbadult stem cells and the us
these cells in multiple therapeutic applicationkisTstrategy will include expanding on technologiedicensed to us as well as licensing additional technologies through collatiores with universitie
and biotech companies.

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

We have an exclusive, worldwide license from thglBaCollege of Medicine to patent applicationsiklag rights to the treatment of multiple sclerosing attenuated modified @ells and to tk
use of the Teell technology as a diagnostic. The license wastgd to the Company by Baylor in exchange for comistock in Opexa Pharmaceuticals which was acdjliyethe Company in Novemt
2004. The key terms of the agreement are: exclusieedwide, and a 2% royalty on net sales of Igmuhproducts. The royalty decreases to 1% afteadlgeegate net sales exceed $500 million. Thel
no other performance or payment terms in the lieebe Company also has a separate consultingragregavith the inventor, Jingwu Zang, M.D., Ph.D.igthgrants the Company the right of first refi
on all future discoveries made by Dr. Zang.

The Company has filed additional patent applicaticiated to T-Cell vaccination for MS.
Rheumatoid Arthritis Therapy IP

We have an exclusive worldwide license for theliateual property rights and research results ofiatologous T cell vaccine for rheumatoid arthritem the Shanghai Institutes for Biologi
Sciences (SIBS), Chinese Academy of Sciences dPéuple’'s Republic of China. We made a $125,0@ddie payment and agreed to pay a 0.5% royalty osafes of licensed products.

The Company has filed additional patent applicaticelated to T-Cell vaccination for RA.
Stem Cell Therapy IP

We have an exclusive, worldwide license from thevrsity of Chicago, through its prime contractefationship with Argonne National Laboratory, t@atent application claiming rights to
development of adult multipotent stem cells fromnmeytes isolated from adult human peripheral blobide technology was discovered and developed afAthgenne National Laboratory, a U
Department of Energy Laboratory.

Pursuant to the license we have issued a totaB@f68 shares of our common stock to the Universit€hicago. We have also agreed to pay the UnityeodiChicago $1.5 million and issue to th
21,623 shares of Opexa Common Stock by April 3@72@Ve have agreed to pay a percentage of royaltiesales of products subject to the licensed pates well as sublicense fees. In addition
University of Chicago license requires us to expendesearch and development at least $2,000,000viwo (2) years of the execution of the liceasel at least an additional $4,000,000 within fat)
years of the execution of the license. Researchdavélopment expenditures by sublicensees may atdouhalf of each amount. The license also rezguiis to sell a product or method based o
licensed technology by February 2011.

The Company has filed patent applications reladettié process of obtaining monocyte-derived stelits ead the further differentiation of the cell$arpancreatic islet cells.
Our Product Pipeline

Tovaxin™ is a vaccine approach to treating multgatterosis in that it induces the boslyl/mnmune system to attack the MRTCs that we beléeaesponsible for destroying the myelin sheatting
of the axons in the central nervous system. Weebelihat the depletion and regulation of the MRTit2s/ stop progression of multiple sclerosis. Tov&%iis currently in a Phase llb clinical trial. 1
Company enrolled its first patient in November 2@0@l expects to complete enroliment in mid 2007.
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Rheumatoid Arthritis Therapy

Our Rheumatoid Arthritis (RA) T-cell vaccination QV) technology is conceptually similar to Tovaxin™A is an autoimmune T-cell-mediated disease inctvHPathogenic Tells trigger a
inflammatory autoimmune response of the synovialtfoof the wrists, shoulders, knees, ankles aed féhich causes pain, stiffness, and swelling adotine joints. We are currently transferring
technology to our laboratory and will present datéhe FDA in 2007 with the intention of filing dAND and initiating a Phase | clinical trial in 2008

Diabetes Stem Cell Therapy

We believe that there are approximately 20.8 nrillpeople the United States who have diabetes. Mane 1 million of these people have Type 1 diabeteflitus. Among adults with diagnos
diabetes, 31% take insulin to control their dise&esearch studies have found that improved glycewmitrol benefits people with either Type 1 or &y diabetes. Islet transplantation using Opexa’
proprietary monocytelerived islet cell may offer the potential to impeoglycemic control in a subgroup of patients vifitfpe 1 and Type 2 diabetes mellitus who are dishbierefractory hypoglycemi
The Company is in preclinical development and ptarfile an IND in 2007 and ititiate a Phase | @ad trial in 2008.

Cardiac Stem Cell Therapy

Stem cell treatment of congestive heart failureld¢oavolutionize treatment of the disease becausay treat the source of the problem by repladiisgased cardiac muscle tissue with stem cell
grow or induce the growth of new healthy cardiasue. Elsewhere multiple Phase | clinical studieompassing more than 70 patients have been rimauniblogous bone marrow stem cells that re
improved cardiac perfusion. A recent (208304) trial reported that injected autologous borerow mononuclear cells, using electromechanicaping into areas of ischemic myocardium in pa¢
with endstage ischemic cardiomyopathy and healtiriai showed a therapeutic effect with improved oardial perfusion and exercise capacity, at 6 ahdnbnths, as well as increased global
ventricular function. Using the experience of thBéase | trials we plan to move through pre-clihitevelopment and, if successful, initiate humasting as soon as practicable.

Other Opportunities

The Company intends to conduct basic research termie the potential use of the Company’s sterts d¢elother indications such as macular degenearatieart attack, and Parkinserdiseas:
Liver cells (hepatocytes) derived from our stemscetay be valuable across the biopharmaceuticalsing to test for drug toxicity or to help curedivdiseases. The Company intends to partn
sublicense some of these indications if they atepnosued for internal development. For those iatians where the Company feels it can participataroercially, the Company will possibly take part
in key commercial markets outside of the Unitede&ta

Research Collaborations

We anticipate that from time to time in the futwre will enter into collaborative research agreemmemith other academic and research institutions.Willeuse such agreements to enhance
research capabilities. Typically, in the industsych agreements provide the industry partner wghts to license the intellectual property creatieugh the collaboration. We may also enter
collaborative research agreements with other pheeotical companies when we believe such collabmmatiill support the development and commercial@anf our technology.

Commercialization Through Third Parties

We anticipate that we will possibly grant sublicemsor certain applications of our technologies. békeve that by sublicensing some of the rightsuntechnology to pharmaceutical companies
other third parties, we will be able to develop mefficiently some applications of our technologi& currently do not have any sublicenses.
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Competition

The development of therapeutic and diagnostic agfemthuman disease is intensely competitive. Mpjuarmaceutical companies currently offer a nunafgrharmaceutical products to treat h
attack, stroke, Parkinson's disease, diabetes, diseases, arthritis and other diseases for wbightechnologies may be applicable. Many pharmacauand biotechnology companies are investigi
new drugs and therapeutic approaches for the sanpeges, which may achieve new efficacy profileserd the therapeutic window for such producteratie prognosis of these diseases, or prevem
onset. We believe that our products, when andd€essfully developed, will compete with these pidprincipally on the basis of improved and extzhéfficacy and safety and their overall econc
benefit to the health care system. We expect cdtigreto increase. We believe that our most sigaifit competitors will be fully integrated pharmatieal companies and more established biotechn«
companies. Smaller companies may also be significampetitors, particularly through collaborativeaamgements with large pharmaceutical or bioteabgplkcompaniesSome of our primary competitc
in the current treatment of and in the developnatreatments for multiple sclerosis include Biogdec, Elan, Serono, Aventis, Teva, and Schering &6me of our primary competitors in
development of stem cell therapies include Aast®imsciences, Geron, Gamidzell Ltd, Stem Cells Inc., Cellerant Therapeutiggcell, and Osiris Therapeutics. Many of these petitors hav
significant products in development that could bmpetitive with our potential products.

Sales and Marketing

We intend to develop a sales force to market oultipie sclerosis cell therapy products in the UG@ven the concentration of multiple sclerosis amangelatively small number of speciali:
neurologists, we believe that a modest size sales fwould be sufficient to market the multipleesokis products.

We plan to partner with large biotech and pharmtacalcompanies for the marketing and sales ofM8rand RA T-cell products outside the United States our stem cell therapy products.
Government Regulation

Our research and development activities and theduhanufacturing and marketing of our potentialdorcts are, and will be, subject to regulationsafety and efficacy by a number of governme
authorities in the United States and other cousitrie

In the United States, pharmaceuticals, biologiead medical devices are subject to FDA regulafidre Federal Food, Drug and Cosmetic Act, as ameratedithe Public Health Service Act
amended, the regulations promulgated thereunddrptiver Federal and state statutes and regulagionsrn, among other things, the testing, manufactafety, efficacy, labeling, storage, exportore
keeping, approval, marketing, advertising and pridmmoof our potential products. Product developmemd approval within this regulatory framework take number of years and involves signifit
uncertainty combined with the expenditure of sultsahresources.

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

1. PreclinicaLaboratory and Animal TestsPreclinical tests include laboratory evaluatiéhe product and animal studies in specific disgasdels to assess
the potential safety and efficacy of the produat anor formulation as well as the quality and cotesisy of the manufacturing process.

2. Submission to the FDA of an Application for an ktigational New Drug Exemption, or IND, Which MBstcome Effective Before U.S. Human Clinical TrMsy CommenceThe result
of the preclinical tests are submitted to the FB4part of an IND, and the IND becomes effectiveda@s following its receipt by the FDA, as long hsere are no questions, requests for delay or abje
from the FDA.

3. Adequate and Well-Controlled Human Clinical TritdsEstablish the Safety and Efficacy of the Prod@thnical trials involve the evaluation of the pradun healthy volunteers or, as n
be the case with our potential products, in a smathber of patients under the supervision of aijedlphysician. Clinical trials are conducted iccardance with protocols that detail the objectiokthe
study, the parameters to be used to monitor safedythe efficacy criteria to be evaluated. Any preidadministered in a U.S. clinical trial must barmafactured in accordance with GMP. Each protcs
submitted to the FDA as part of the IND.
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The protocol for each clinical study must be apprbby an independent Institutional Review Board)RB, at the institution at which the study is canted and the informed consent of
participants must be obtained. The IRB will consiganong other things, the existing informationtbe product, ethical factors, the safety of humalnjects, the potential benefits of the therapy e
possible liability of the institution.

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

* InPhase I, products are typically introduced imé@lthy human subjects or into selected patientlatipns to test for adverse reactions, dosageawte, absorption and distribution, metabol
excretion and clinical pharmacology.

* Phase Il involves studies in a limited patient gdafian to (i) determine the efficacy of the proddat specific targeted indications and populatiofi$,determine optimal dosage and dos
tolerance and (iii) identify possible adverse effend safety risks. When a dose is chosen anddidzge product is found to be effective and toeham acceptable safety profile in Pt
Il evaluations, Phase Ill trials begin.

« Phase lll trials are undertaken to conclusively destrate clinical efficacy and to test further $afety within an expanded patient population, galheat multiple study sites.
The FDA continually reviews the clinical trial plsiand results and may suggest changes or may eatjsgontinuance of the trials at any time if siigiaint safety issues arise.

1. Submission to the FDA of Marketing Authorizationphgations . The results of the preclinical studies and chhistudies are submitted to the FDA in the formnudrketing approv.
authorization applications.

2. FDA Approval of the Application(S) Prior to Any Cararcial Sale or Shipment of the Drug Biologic ProdManufacturing Establishments Located in Cert8ates Also May be Subjec
Separate Regulatory and Licensing Requirementte testing and approval process will requiressarittial time, effort and expenskhe time for approval is affected by a number aftdes, includini
relative risks and benefits demonstrated in clinidals, the availability of alternative treatmsrénd the severity of the disease. Additional ahshalies or clinical trials may be requested dyftine FD/
review period, which might add to that time.

After FDA approval for the product, the manufaatgriand the initial indications, further clinicalais may be required to gain approval for the usthe product for additional indications. The F
may also require unusual or restrictive post-mamketesting and surveillance to monitor for advesffects, which could involve significant expensemay elect to grant only conditional approvals.

FDA Manufacturing Requirements

Among the conditions for product licensure is teguirement that the prospective manufacturer'sityuzintrol and manufacturing procedures confornthi®s FDA's Good Manufacturing Practice
GMP requirements. Even after product licensure @gdr the manufacturer must comply with GMP on attwing basis, and what constitutes GMP may chasgthe state of the art of manufactu
changes. Domestic manufacturing facilities are ettbjo regular FDA inspections for GMP complianedjch are normally held at least every two yeakselyn manufacturing facilities are subjec
periodic FDA inspections or inspections by the fgneregulatory authorities with reciprocal inspeatiagreements with the FDA. Domestic manufactufawilities may also be subject to inspectior
foreign authorities.
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Fast Track, Priority Review and Accelerated Apprdva

Fast Track refers to a process for interacting whin FDA during drug development. Priority Reviepphes to the time frame the FDA targets for reviggva completed application. Accelere
Approval (Subpart H) applies to the design and eontf the studies used to support a marketingrclai

Fast Track is a formal mechanism to interact with the FDA gsapproaches that are available to all applicamtsrfarketing claims. The Fact Track mechanism &cdeed in the Food and Dr
Administration Modernization Act of 1997. The beitebf Fast Track include scheduled meetings td $&2A input into development plans, the option obsiitting a New Drug Application (NDA)
sections rather than all components simultaneouwstyl the option of requesting evaluation of studiesig surrogate endpoints as discussed below.FBis¢ Track designation is intended for
combination of a product and a claim that addressesnmet medical need, but is independent of Bri®eview and Accelerated Approval. An applicardyruse any or all of the components of
Track without the formal designation. Fast Trackigeation does not necessarily lead to a Prioréyi®v or Accelerated Approval.

Priority Review is a designation for an application after it hasrbeubmitted to the FDA for review for approvaleofarketing claim. Under the Food and Drug Admiaisbn Modernization Act «
1997, reviews for NDAs are designated as eithend&tad or Priority. A Standard designation setsttlrget date for completing all aspects of a revéew the FDA taking an action on the applice
(approve or not approve) at 10 months after the datas filed. A Priority designation sets thegetrdate for the FDA action at 6 months. A Priodgsignation is intended for those products thdres
unmet medical needs.

Accelerated Approval or Subpart H Approval is a program described in the NDA regulations thantended to make promising products for lifectitening diseases available on the market ¢
basis of preliminary evidence prior to formal derstwation of patient benefit. The studies are de=igio measure and the FDA evaluation is perfornrethe basis of a surrogate marker (a measure
intended to substitute for the clinical measurem@ninterest, usually prolongation of survival) thHa considered likely to predict patient benefihe approval that is granted may be considel
provisional approval with a written commitment wneplete clinical studies that formally demonstrpigient benefit. The Federal Register publishetseudsion of Accelerated Approval with comme
Absent a formal demonstration of patient benefifsk benefit assessment cannot be made. AcceteAgiproval designation does not necessarily leaa Roiority Review.

Special Protocol Assessment

The Special Protocol Assessment (SPA) processpseedure by which the FDA provides official evdloa and guidance on proposed protocols for pivetaase Il clinical trials. An SF
documents the FDA's agreement that the design andapalysis of the Phase Ill study adequately estdrs objectives in support of a regulatory subamssuch as a biologics license application (BLA).

Good Tissue Practices Regulation

The FDA requires human cell, tissue, and cellutad issuebased product (HCT/P) establishments to follow entrigood tissue practice, which governs the methuseésl in, and the facilities a
controls used for, the manufacture of HCT/Ps; rékeeping; and the establishment of a quality pnogréhe agency has issued regulations pertainidghteling, reporting, inspections, and enforcer
that apply to manufacturers of those HCT/Ps regdlander the authority of the Public Health SenAcg or as drugs, devices, and/or biological piigu

As part of this approach, the FDA requires regigiraof establishments that engage in the recovaseening, testing, processing, storage or digtdh of human cells, tissues, and cellular
tissue-based products, and for the listing of urctducts unless such products are performed umdiBM@ (Investigational New Drug) These products specifically include stem celé eire progenitors
blood cells; however, the FDA makes no explicitestaent regarding the inclusion of other types efrstells. In addition, the FDA has published ritesmaking suitability determinations for donors
cells and tissue and for current good tissue pradtr manufacturers using them.
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Other Regulations

In addition to safety regulations enforced by ti®AF-we are also subject to regulations under theupational Safety and Health Act, the EnvironmeRta&itection Act, the Toxic Substances Cot
Act and other present and potential future forefggderal, state and local regulations.

Outside the United States, we will be subject gutations that govern the import of drug productsrf the United States or other manufacturing sitess foreign regulatory requirements goverl
human clinical trials and marketing approval for puoducts. The requirements governing the condfictinical trials, product licensing, pricing ameimbursements vary widely from country to cour
In particular, the European Union is revising ggulatory approach to high tech products, and sgmtatives from the United States, Japan and thepEan Union are in the process of harmonizing
making more uniform the regulations for the regigtm of pharmaceutical products in these threeketar

Research and Development

Research and development expenses for the yead €etember 31, 2006 were approximately $7.6 milliainly reflecting the costs of the Phase I/Il &tdase 1Ib clinical trials for Tovaxin™ a
research and development in support of pre-cliricabetes stem cell therapies. Research and develupexpenses for the year ended December 31, 2@086,approximately $4.2 million.

Risk Factors

The following factors affect our business and théustry in which we operate. The risks and uncetigg8 described below are not the only ones we. fAdelitional risks and uncertainties
presently known or which we currently consider intenzl may also have an adverse effect on our lesgsinf any of the matters discussed in the follmwisk factors were to occur, our business, fie
condition, results of operations, cash flows, aspects could be materially adversely affected .

Our business is at an early stage of development.

Our business is at an early stage of developmentd@/not have any products in latage clinical trials or on the market. We ard siilthe early stages of identifying and conductiegearch c
potential products. Only one of our products hasgpssed to the stage of being studied in humaicalitrials in the U.S. Our potential productslwéquire significant research and development
preclinical and clinical testing prior to regulagapproval in the United States and other countiés may not be able to develop any products, tainlregulatory approvals, to enter clinical tritds any
of our product candidates, or to commercialize pmyducts. Our product candidates may prove to hagesirable and unintended side effects or otharadheristics adversely affecting their saf
efficacy or coseffectiveness that could prevent or limit their .uday product using any of our technology may failprovide the intended therapeutic benefits, driea@ therapeutic benefits equal tc
better than the standard of treatment at the tiftesting or production.

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

We have not generated any profits since our enty the biotechnology business, have no sourcewanues, and have incurred significant operatisgds. We expect to incur additional oper
losses for the foreseeable future and, as we iserear research and development activities, weat>que operating losses to increase significaiie do not have any sources of revenues and m:
have any in the foreseeable future.

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

We need to obtain significant additional capitaaerces from sources including equity and/or detatricings, license arrangements, grants and/oalomiative research arrangements in ord
develop products and continue our business. Asaxfebhber 31, 2006, we had cash, cash equivalentsnanketable securities of approximately $15 milli@ur current burn rate is approxima
$1,000,000 per month excluding capital expenditufés will need to raise additional capital to fumar working capital needs beyond first quarter 2008 must rely upon best efforts thipasty debt c
equity funding and we can provide no assurancewikavill be successful in any funding effort. Trldire to raise such funds will necessitate theasinent of operations and impact the completiothe
clinical trials.
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The timing and degree of any future capital requigats will depend on many factors, including:

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

. scientific progress in our research and developmesgrams;

. the magnitude and scope of our research and deweloiprograms;

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

. the time and costs involved in obtaining regulatapprovals;

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

. the number and type of product candidates thatwsue.

We do not have any committed sources of capitdlpah we have issued and outstanding warrantsitteatercised, would result in an equity capit@bing transaction. Additional financing throt
strategic collaborations, public or private equditiancings, capital lease transactions or othaarfaing sources may not be available on acceptabiest or at all. Additional equity financings coubsul
in significant dilution to our stockholders. Furthé additional funds are obtained through arrangats with collaborative partners, these arrangésneay require us to relinquish rights to some w
technologies, product candidates or products tleatvauld otherwise seek to develop and commercializselves. If sufficient capital is not availablee may be required to delay, reduce the scope
eliminate one or more of our programs, any of whiohld have a material adverse effect on our firdmondition or business prospects.

Approximately 60% of our total assets are comprisefdintangible assets that are subject to review arperiodic basis to determine whether an impairmem these assets is required.
impairment would not only greatly diminish our astsg but would also require us to record a signifitanon-cash expense charge.

We are required under generally accepted accoumtiimgiples to review our intangible assets for @mment when events or changes in circumstancesatedthe carrying value may not
recoverable. At December 31, 2006, our net intdegilssets, consisting of the University of Chiciigense, acquired intangible assets from the Oexaisition that is an inseparable group of patant
licenses that catb’function independently and the RA license acquifdm the Shanghai Institutes for Biological Sces, Chinese Academy of Sciences of the PeoplgisiiRe of China wer
approximately $24.7 million. If management deteresirthat impairment exists, we will be required ¢oard a significant charge to expense in our firerstatements during the period in which
impairment of our intangibles is determined. An airment analysis, as defined in FAS 142, condubtedn independent consultant determined that tiseme impairment of Opexa'’intangible assets
2006.

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

Generally accepted accounting principles in thetéthStates require that we report the value ohaederivative instruments we have issued as culiailities on our balance sheet and report clearic
the value of these derivatives as non-operatingsgai losses on our statement of operations. Theea the derivatives is required to be recaladaand resulting nooperating gains or losses reflec
in our statement of operations and resulting adjests to the associated liability amounts reflectedur balance sheet) on a quarterly basis, abdsed on the market value of our common stock.tB
the nature of the required calculations and thgelawumber of shares of our common stock involveslich calculations, changes in our common stodepriay result in significant changes in the valf
the derivatives and resulting gains and lossesuoistatement of operations.
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Clinical trials are subject to extensive regulatorgquirements, very expensive, tineensuming and difficult to design and implement. ®products may fail to achieve necessary safety
efficacy endpoints during clinical trials.

Human clinical trials are very expensive and diffido design and implement, in part because thieysabject to rigorous regulatory requirements. lv@cal trial process is also time consum
We estimate that clinical trials of our product difates will take at least several years to conepleurthermore, failure can occur at any stagéefiials, and we could encounter problems thaseas t
abandon or repeat clinical trials. The commenceraadtcompletion of clinical trials may be delaygdseveral factors, including:

. unforeseen safety issues;

. determination of dosing issues;

. lack of effectiveness during clinical trials;

. slower than expected rates of patient recruitment;

. inability to monitor patients adequately duringadter treatment; and

. inability or unwillingness of medical investigatdsfollow our clinical protocols.

In addition, we or the FDA may suspend our clinicills at any time if it appears that we are expgpparticipants to unacceptable health risks ¢héf FDA finds deficiencies in our IND submissi
or the conduct of these trials.

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

Our business strategy is dependent upon the skiisknowledge of our management team. We belieatethie special knowledge of these individuals gives competitive advantage. If any crit
employee leaves, we may be unable on a timely hadisre suitable replacements to effectively opei@ur business. We also operate with a very smatiber of employees and thus have little ¢
backup capability for their activities. The losstoé services of any member of our management teatre loss of a number of other employees coule lkamaterial adverse effect on our business.

We are dependent on contract research organizatiamsl other contractors for clinical testing and farertain research and development activities, ttthe timing and adequacy of our clinic
trials and such research activities are, to a certaxtent, beyond our control.

The nature of clinical trials and our businesstsgm requires us to rely on contract research azgénns, independent clinical investigators angeotthird party service providers to assist us
clinical testing and certain research and develapiraetivities. As a result, our success is dependpan the success of these outside parties ipeitig their responsibilities. Although we believer
contractors are economically motivated to performtieeir contractual obligations, we cannot directfntrol the adequacy and timeliness of the ressuend expertise applied to these activities b’
contractors. If our contractors do not performtiaeittivities in an adequate or timely manner, teeedlopment and commercialization of our drug caaigis could be delayed.

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

We conduct our research and development in a 1G;g08are foot facility in The Woodlands, Texas, whiccludes an approximately 800 square foot sifithree rooms for the manufacture of s
cell and T-cell therapies through Phase Il trig@str current facility is not large enough to condcemmercialscale manufacturing operations. We will need toaexpfurther our manufacturing staff
facility, obtain a new facility or contract with quorate collaborators or other third parties tasasgith future drug production.
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In the event that we decide to establish a comrakscale manufacturing facility, we will require sufostial additional funds and will be required toehand train significant numbers of employ
and comply with applicable regulations, which axeeasive. We do not have funds available for buiida manufacturing facility, and we may not be dbléuild a manufacturing facility that both me
regulatory requirements and is sufficient for oamenercial-scale manufacturing.

We may arrange with third parties for the manufeetf our future products. However, our third-pastyrcing strategy may not result in a ceffective means for manufacturing our future pras
If we employ third-party manufacturers, we will neintrol many aspects of the manufacturing prodesfyding compliance by these third parties witle FDA'’s current Good Manufacturing Practi
and other regulatory requirements. We further may bre able to obtain adequate supplies from thady manufacturers in a timely fashion for devebemt or commercialization purposes,
commercial quantities of products may not be ab&ldrom contract manufacturers at acceptable costs

Patents obtained by other persons may result inriimjement claims against us that are costly to dedeand which may limit our ability to use the disped technologies and prevent us fri
pursuing research and development or commercialiaatof potential products

A number of pharmaceutical, biotechnology and ottempanies, universities and research institutlenee filed patent applications or have been ispagents relating to cell therapy, stem cells, T-
cells, and other technologies potentially relevantr required by our expected products. We capnedict which, if any, of such applications wilkise as patents or the claims that might be allowé
are aware that a number of companies have fileticapipns relating to stem cells. We are also awadra number of patent applications and patentsnéhg use of stem cells and other modified cel
treat disease, disorder or injury.

If third party patents or patent applications cantdaims infringed by either our licensed techryl@r other technology required to make and usepotential products and such claims are ultimi
determined to be valid, there can be no assurdrateme would be able to obtain licenses to thesenpaat a reasonable cost, if at all, or be ablietelop or obtain alternative technology. If we anabl
to obtain such licenses at a reasonable cost, wenoizbe able to develop some products commerci@iligre can be no assurance that we will not bigedito defend ourselves in court against allega
of infringement of third party patents. Patengktiion is very expensive and could consume suhbataesources and create significant uncertainfiesadverse outcome in such a suit could subjec¢o
significant liabilities to third parties, requirésguted rights to be licensed from third partiesieguire us to cease using such technology.

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

Our ability to compete effectively is dependenpart upon obtaining patent protection relating tw technologies. The patent positions of pharmacauand biotechnology companies, incluc
ours, are uncertain and involve complex and evglagal and factual questions. The coverage soughtpatent application can be denied or signifiyareduced before or after the patent is iss
Consequently, we do not know whether the patenliGgijons for our technology will result in the igmce of patents, or if any future patents willyide significant protection or commercial advantag
will be circumvented by others. Since patent agpians are secret until the applications are pbblis(usually eighteen months after the earliestcgffe filing date), and since publication of digedes ir
the scientific or patent literature often lags mehactual discoveries, we cannot be certain thatrthentors of our licensed patents were the firshake the inventions covered by the patent agidins o
that the licensed patent applications were the fabe filed for such inventions. There can beassurance that patents will issue from the patpplitions or, if issued, that such patents wal di
commercial benefit to us, afford us adequate ptimiedrom competing products, or not be challengedeclared invalid.

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

The markets for therapeutic stem cell productsiplelsclerosis products, and rheumatoid arthptsducts are highly competitive. We expect thatmost significant competitors are fully integre
pharmaceutical companies and more establisheddhiotéogy companies. These companies are develgpémg cellbased products and they have significantly grezapital resources and expertis
research and development, manufacturing, testihtgiming regulatory approvals, and marketing than aurrently do. Many of these potential competitars further along in the process of pro
development and also operate large, comfdanged research and development programs. As dt,resm competitors may develop more competitiveatfordable products, or achieve earlier pe
protection or product commercialization than weavke to achieve. Competitive products may rendgrproducts or product candidates that we devebsplete.
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If we fail to meet our obligations under our liceesagreements, we may lose our rights to key techgi@s on which our business depends.

Our business depends on three licenses from thirieg. These third party license agreements impbggations on us, such as payment obligationsabidations to diligently pursue developm
of commercial products under the licensed patéhgslicensor believes that we have failed to nmetobligations under a license agreement, thadicecould seek to limit or terminate our liceniggts
which could lead to costly and timnsuming litigation and, potentially, a loss o fitensed rights. During the period of any sutidtion, our ability to carry out the developmentd commercializatic
of potential products could be significantly andyatvely affected. If our license rights were riedéd or ultimately lost, our ability to continuebusiness based on the affected technology phatémulc
be severely adversely affected.

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

The research and development of stem cell therapigsbject to and restricted by extensive reguably governmental authorities in the United Stated other countries. The process of obtai
U.S. Food and Drug Administration, or FDA, and athecessary regulatory approvals is lengthy, expersnd uncertain. We may fail to obtain the neagsspprovals to continue our research
development, which would hinder our ability to méaniure or market any future product.

To be successful, our product candidates must beepted by the health care community, which can leeyslow to adopt or unreceptive to new technolagéd products.

Our product candidates, if approved for marketimgy not achieve market acceptance since hospthysicians, patients or the medical community inegal may decide to not accept and ut
these products. The product candidates that wettempting to develop represent substantial depegtitom established treatment methods and willptswith a number of more conventional drugs
therapies manufactured and marketed by major phaeutizal companies. The degree of market accepiafinaey of our developed products will depend aruember of factors, including:

. our establishment and demonstration to the medmamunity 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 communitg fpotential advantage of our treatments overratére 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 atier reason, our business would be materiallynbar

There is currently a limited market for our commostock, andany trading market that exists in our common stockay be highly illiquid and may not reflect the undging value of the
Company'’s net assets or business prospects.
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Although our common stock is traded on the Nasdiip&@ Market, there is currently a limited market bur common stock and there can be no assurhatan improved market will ever devel
Investors are cautioned not to rely on the possilithat an active trading market may develop.

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

In the past, following periods of market volatility the price of a company’securities or the reporting of unfavorable nesesurity holders have often instituted class adiiigation. If the marke
value of our common stock experiences adverseuaiitins and we become involved in this type ofétion, regardless of the outcome, we could inclosgntial legal costs and our managenzent’
attention could be diverted from the operation uf business, 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 isswmat"blank check" preferred stock with such deat@ms, rights and preferences as may be deterntipedir board of directors without shareho
approval. Our preferred stock could be utilizechasethod of discouraging, delaying, or preventirdhange in our control and as a method of prevgrghareholders from receiving a premium for 1
shares in connection with a change of control.

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

We may sell additional shares of common stock imsequent public or private offerings. We may aksue additional shares of common stock to finanteré acquisitions. We cannot predict
size of future issuances of our common stock oretifiect, if any, that future issuances and saleshafres of our common stock will have on the magkite of our common stock. Sales of substa
amounts of our common stock (including shares @sneonnection with an acquisition), or the peta@pthat such sales could occur, may adversebcaffrevailing market prices for our common stock.

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

We currently anticipate that no cash dividends Wwél paid on the common stock in the foreseeabledutVhile our dividend policy will be based on thgerating results and capital needs o
business, it is anticipated that all earningsnif,awill be retained to finance the future expansid the our business.

Employees

As of December 31, 2006, we had 32 full time empés; We believe that our relations with our empésyare good. None of our employees is representedumion or covered by a collect
bargaining agreement.
ITEM 2. DESCRIPTION OF PROPERTY

Our 10,200 sq. ft. facility is located on 3 acre2@85 North Crescent Ridge Drive in The Woodlaftssas. This location provides space for reseanchdevelopment and manufacturing capacit
clinical trials; a specialized Flow Cytometry andckbscopy lab; support of clinical trials with 889. ft. of GMP (good manufacturing practice) maetidang suites; Quality Systems management
Quality Control Laboratory, Regulatory Affairs, Qifya Assurance; as well as administrative supppdce. There is 2,500 sq. ft. of space still avéeldbr future buildeut. The facility including th
property is leased for a term of ten years with options for an additional five years each at trentprevailing market rate.

ITEM 3. LEGAL PROCEEDINGS

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

None.

PART Il

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY , REL ATED STOCKHOLDERS MATTERS AND SMALL BUSINESS ISSUER PURCHASES OF EQUITY SECURITIES
Shares of our common stock are traded on the NaStdzal Market under the symbol “OPXA”. Our commstock trades on a limited, sporadic and volatilsida

The following table sets forth, for the periodsigaded, the range of high and low bid informati@n 6ur common stock. These quotations reflect idealer prices, without retail mark-up, mark-
down or commission, and may not represent actaabk#ctions.

Price Ranges

High Low
Fiscal Year Ended December 31, 20C
First Quarte! $ 87.0C $ 45.0C
Second Quarte 55.0( 24.6(
Third Quartel 14.1( 12.5(
Fourth Quarte 6.3C 5.9C
Fiscal Year Ended December 31, 20C
First Quarte! $ 7.0C % 4.4C
Second Quarte 10.1(C 5.1C
Third Quartel 9.1t 4,92
Fourth Quarte 7.02 5.1C

No cash dividends have been declared on the Comgamynon stock since the Company's inception aiglribt anticipated that dividends will be declasedour common stock in the foresee:
future.

As of December 31, 2006, there were approximatg® (®lders of record of our Common Stock.
Equity Compensation Plan Information
The following table sets forth information, as oé&@mber 31, 2006, with respect to the Compaiegmpensation plans under which common stock tisoaized for issuance. We issue option

officers, directors, employees and consultants uode stockholder approved 2004 Compensatory SRiah. We believe that the exercise price for althaf options set forth below reflects fair ma
value.
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Number of Securities
to be Issued Upor
Exercise of

Outstanding Options,

Warrants and Rights

Weighted Average
Exercise Price of

Outstanding Options,

Warrants and Rights

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

(Excluding Securities

Reflected in Column A)

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

Recent Sales of Unregistered Securities and EquiBurchases by Company
None.
ITEM 6. MANAGEMENT'S DISCUSSION AND ANALYSIS OR PLA N OF OPERATION
The following discussion of our financial conditiand results of operations should be read in cogjiom with the accompanying financial statementd e related footnotes thereto.
Organizational History

We were incorporated in Texas in 1991 and in Ma@42@ve entered the biopharmaceutical business tuyiideg an entity that held rights to treatmentsgsadult multipotent stem cells derived fr
adult human peripheral blood. From an accountiagdpoint, the subsidiary is deemed the acquirex ieverse merger whereby the parent is deemedutivevar of the reorganization. As such,
financial statements are those of the subsidiaryN\dvember 2004, we acquired Opexa Pharmaceuticalsyhich holds rights to technology to an indivalized Teell therapeutic technology for treat
MS.

Critical Accounting Policies
General

The Consolidated Financial Statements and Not€otwolidated Financial Statements contain inforamathat is pertinent to this managemsntiscussion and analysis. The preparation of &irad
statements in conformity with accounting principtgnerally accepted in the United States requir@sagement to make estimates and assumptions fbat tife reported amounts of assets and liabi
and disclosure of any contingent assets and liggsili Management believes these accounting policesive judgment due to the sensitivity of the hoats, assumptions and estimates necess
determining the related asset and liability amouMtanagement believes it has exercised proper jesgim determining these estimates based on the & circumstances available to it at the tine
estimates were made. The significant accountingiesl are described in the Company's financiakstents.

Principles of Consolidation

The accompanying consolidated financial statemeftise Company include the accounts of its whollyned subsidiary. All significant intercompany acotaiand transactions have been elimine
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Long-Lived Assets

Long{ived assets (i.e., intangible assets) are revielgednpairment whenever events or changes in oistances indicate that the net book value of teetasay not be recoverable. An impairn
loss is recognized if the sum of the expected &utash flows (undiscounted and before interesth fitoe use of the asset is less than the net bdak @d the asset. Generally, the amount of the impan
loss is measured as the difference between thieooét value of the asset and the estimated fairevafiihe related asset. Management does not beligvassets were impaired at December 31, 2006.

Revenue
We did not receive any revenue in 2005 and 2006danaot expect any revenue in 2007.
Intellectual Property

As of December 31, 2006, we had $28,256,772 ofiéuteial property, $23,991,128 of which resulteshirthe acquisition of Opexa, $4,028,204 which peet to the consideration paid to date tc
University of Chicago for the worldwide licenseterhnology developed at Argonne National Laborat$fy12,440 stock payable to the University of Ch@accrued at September 30, 2006 Fbr62:
shares of common stock, and $125,000 paid to tlem@ftai Institute for Biological Science, China Aeaty of Science of the People’s Republic of Chinareby it acquirechn exclusive worldwic
license for the intellectual property rights ande@rch results of an autologous T cell vaccinetieumatoid arthritis. Of the $23,991,128 of accuiiretangible assets, the full amount is assignedr
inseparable group of patents and licenses thatotdnnction independently by themselves. The waidtdverage useful life of the intangible group aBecember 31, 2006 is approximately 17 years.
weighted average useful life of the University dfi€ago license is approximately 17 years. Accuneal@mortization for the Intellectual Property aDetember 31, 2006 is $3,533,569. In April 200t
Company obtained a fairness opinion from an inddpehinvestment banking firm with respect to theeKpacquisition and there was no impairment attthe. In accordance with FAS 142, the Bc
authorized an update to this impairment analysisf&ecember 31, 2006 and it was determined thatnpairment existed.

Accounting for Derivative Instrument:

Statement of Financial Accounting Standard (“SFARY. 133, “Accounting for Derivative InstrumentsdaHedging Activities,”as amended, requires all derivatives to be recootethe balanc
sheet at fair value. These derivatives are sepprasdued and accounted for on our balance shest.ialues for securities traded in the open masket derivatives are based on quoted market p
Where market prices are not readily available,falues are determined using market based priciogets incorporating readily observable market datz requiring judgment and estimates.

The pricing model we use for determining fair valwé our derivatives is the Black Scholes Pricingddl. Valuations derived from this model are subjemngoing internal and external verifical
and review. The model uses market-sourced inputs as interest rates, exchange rates and stoak ywolatilities. Selection of these inputs involveanagement's judgment and may impact net income.

In September 2000, the Emerging Issues Task FOEER") issued EITF 09, "Accounting for Derivative Financial Instrumenindexed to and Potentially Settled in, a Compma@vr
Stock," ("EITF 0019") which requires freestanding contracts thatsatfled in a company's own stock, including comrstmtk warrants, to be designated as an equityuimsnt, asset or a liability. Unc
the provisions of EITF 009, a contract designated as an asset or a liahilitst be carried at fair value on a company'srz@aheet, with any changes in fair value recoidetie company's results
operations. A contract designated as an equityumsnt must be included within equity, and no failue adjustments are required. In accordance Eliftr 00-19, in June 2006, we determined that ce
outstanding warrants to purchase our common stoglld be separately accounted for as liabilities. Nad not classified these derivative liabilitisssach in our historical financial statements. fideo tc
reflect these changes, we restated our finana#stents for the year ended December 31, 2005 twd¢he fair value of these warrants on our baasteet and record unrealized changes in the vaf
these derivatives in our consolidated statemenpefations as “Gain (loss) on derivative liabibtie
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We have evaluated the provisions of the registnatights agreement that require us to pay registratelay payments in combination with the finahaistrument and concluded that the comb
instrument meets the definition of a derivative @n8FAS 133.

In December 2006, the FASB issued FASB Staff RasiNo. EITF 00-19-2, Accounting for RegistrationyReent Arrangements ( EITF 00-19-2). EITF 00-19-Aradses an issusraccounting fc
registration payment arrangements. It specifies tifia contingent obligation to make future paymemt®therwise transfer consideration under a regfish payment arrangement, whether issued
separate agreement or included as a provision fafaacial instrument or other agreement, shouldséparately recognized and measured in accordartbeRASB Statement No. 5, Accounting
Contingencies. The guidance in EITF 00-2@&mends FASB Statements No. 133, Accounting fani@gve Instruments and Hedging Activities, and. &0, Accounting for Certain Financial Instrume
with Characteristics of both Liabilities and Equjtand FASB Interpretation No. 45, Guaransokccounting and Disclosure Requirements for Guaes) Including Indirect Guarantees of Indebtedé
Others, to include scope exceptions for registrappayment arrangements. EITF 00-2%lso requires additional disclosure regardingrtaire of any registration payment arrangemeritsrnative
settlement methods, the maximum potential amounbasideration and the current carrying amounhefliability, if any. This EITF is effective immeately for registration payment arrangements an
financial instruments subject to those arrangemtratsare entered into or modified subsequent éoddite of issue of this EITF. For registration paptmarrangements and financial instruments sulp
those arrangements that were entered into prithédssuance of this EITF, this is effective fardincial statements issued for fiscal years beginafter December 15, 2006, and interim periods in
those fiscal years. The impact of implementing EOD-192 in the fiscal year 2007 will result in a cumuwatieffect of a change in accounting principle watleredit to beginning retained earning
$6,656,677 and a reversal of the same amount tdetieative liability account.

Results of Operations and Financial Condition
Net Sales.
We recorded no sales for the twelve months ende@ber 31, 2006 and 2005.
General and Administrative Expenses

Our general and administrative expenses duringwledve months ended December 31, 2006, w&s4$1,047 as compared to $6,259,075 for the tweleaths ended December 31, 2005.
decrease in expenses is due to a combination tfrfamcluding a decrease in stock compensatiommesgs, professional service fees and overhead sapém 2006. General and administrative expe
consist primarily of salaries and benefits, stookpensation expense, office expense, professi@naices fees, and other corporate overhead costsaMicipate increases in general and adminisg
expenses as we continue to develop and prepam®fiemercialization of our technology.

Research and Development Expense

Research and development expense was $7,612,93Refdwelve months ended December 31, 2006, as a@mupo $4,183,356 the twelve months ended Decel®be005. The increase
expenses was primarily due to the costs of thedliisand Phase Ilb clinical trials for Tovaxin™dresearch and development in support ofgliréeal diabetes stem cell therapies. We have nzad
expect to continue to make substantial investmientssearch and development in order to developraaket our technology. We expense research anelaf@went costs as incurred. Property, plani
equipment for research and development that hadtemative future use is capitalized and the eelatepreciation is expensed as research and develagosts. We expect our research and develo)
expense to increase as we continue to invest ideékelopment of our technology.

Interest Expense

Interest expense was $984 for the twelve montheemkcember 31, 2006 compared to $7,323,851 fotvthye months ended December 31, 2005. Intergstrese during 2005 was due to n
payable that were outstanding during the secondejuaf 2005 which were subsequently converted @tjoity in June 2005, resulting in acceleratiothef amortization of the discount related to theemot
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Interest Income

Interest income was $688,299 for the twelve moethded December 31, 2006 compared to $81,930 fomtblee months ended December 31, 2005. The inereas due tdhe investment of t
cash proceeds from a 2006 equity financing in steorh and cash equivalent investments.

Gain (Loss) on Derivative Instruments Liabilitiesiet.

The Company recognized a gain on derivative insémisiof $104,978 for the twelve months ended Deeer@b, 2006 compared to $3,896,841 for the twelvatins ended December 31, 2005. The
decrease is a result of the net unrealized (noh}ad®nge in the fair value of our derivative instent liabilities.

Net Loss

We had net loss for the year ended December 38, 28(614,056,407 or ($2.61) per share (basic aiuded), compared with a net loss of $15,517,356%8r90) per share (basic and diluted), foi
twelve months ended December 31, 2005.

Liquidity and Capital Resources

Historically, the Company has financed its operaiprimarily from the sale of its debt and equiegwrities. As of December 31, 2006, the Company had cash, eqsivalents and marketa
securities of approximately $15 million.

We used approximately $11.0.million of cash for rapi@g activities for the year ended December 8D62compared to approximately $6.2 million for #zane period of 2005. The increase in u:
cash is primarily due to an increase in researchdmvelopment expenditures related to the clirtitals for our Tovaxin therapy for MS and the puash of marketable securities.

Capital expenditures were approximately $0.6 millio 2006 and consisted primarily of laboratory ipgquent and leasehold improvements related to thetcaction of manufacturing facilities.

Our financing activities generated approximatelyt.82million for the year ended December 31, 2006aaspared to approximately $8.2 million for the saperiod of 2005. In both periods, the ¢
generated from financing activities resulted frdra sale of Common Stock in equity financings.

Our current burn rate is approximately $1,000,080month excluding capital expenditures. We waled to raise additional capital to fund our workeagpital needs beyond the first quarter of 2
We must rely upon best efforts thiparty debt or equity funding and we can provideassurance that we will be successful in any fundiffgrt. The failure to raise such funds will nesieste th:
curtailment of operations and impact the completibthe clinical trials.

Contractual Commitments

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

Consulting and Research Agreeme

Total

Off-Balance Sheet Arrangements

As of December 31, 2006, the Company had no ofi+ixi sheet arrangements.

Recent Accounting Pronouncements

Effective January 1, 2006, we adopted the provisioh Statement of Financial Accounting Standards M28R,

Payments Due by Perioc

Less than More than

Total 1 year 1-3years 3-5years 5 years
1,27417 $ 117,77 $ 276,97t $ 295,08( $ 584,34:
142,646.! $ 142,14 $ 50C $ - $ -
1,416,82. $ 259,92. $ 277470 $ 295,08( $ 584,34

exchanged for employee service. We utilize the Biacholes option pricing model to estimate the failue of employee stock based compensation at tteeadarant, which requires the input of hig
subjective assumptions, including expected votatdind expected life. Further, as required undeASSE23R, we now estimate forfeitures for optionarged, which are not expected to vest. Chanc
these inputs and assumptions can materially affectmeasure of estimated fair value of our shased compensation. These assumptions are subjectil generally require significant analysis
judgment to develop. When estimating fair valuensoof the assumptions will be based on, or detexchiinom, external data and other assumptions magebieed from our historical experience v
stock-based payment arrangements. The appropr&ightrto place on historical experience is a mattgadgment, based on relevant facts and circunces.
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ITEM 7. FINANCIAL STATEMENTS

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

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

We have audited the accompanying consolidated balsineet of Opexa Therapeutics, Inc. (a developstage company), as of December 31, 2006 and khtedeconsolidated statements of expenses,
changes in stockholders’ equity and cash flowsHeryears ended December 31, 2006 and 2005 anptheal from January 22, 2003 (Inception) througle@meber 31, 2006. These consolidated financial
statements are the responsibility of Opexa’s mamage. Our responsibility is to express an opiniartteese consolidated financial statements basedioaudits.

We conducted our audits in accordance with starsdafrithe Public Company Accounting Oversight Bo@/dited States). Those standards require that ee @hd perform the audits to obtain reasonable
assurance about whether the consolidated finastzEiggments are free of material misstatements.udiit ancludes examining, on a test basis, evidesupporting the amounts and disclosures in the
consolidated financial statements. An audit alstuides assessing the accounting principles usedigndicant estimates made by management, asagadvaluating the overall consolidated financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetsgaferred to above present fairly, in all materéspects, the consolidated financial positiofPbarma as of December 31, 2006 and the consolidated
results of its operations and its cash flows fer pleriods described in conformity with accountimipgiples generally accepted in the United Stafe&merica.

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

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

December 31

2006
Assets
Current assett
Cash and cash equivalel $ 12,019,911
Investment in marketable securit 2,952,091
Other current asse 472,88:
Total current assets 15,444,89
Intangible assets, net accumulated amortizatidd8¢533,56¢ 24,723,20
Property & equipment, net accumulated amortizatib$395,284 1,361,37
Total asset $ 41,529,47
Liabilities and Stockholders' Equity
Current liabilities:
Accounts payabl $ 868,86:
Stock payable 112,44(
Accrued expense 135,06¢
Note payable 1,500,001
Current maturity of long term de 14,08(
Derivative liability 6,656,67
Total current liabilities 9,287,12
Long term liabilities:
Loan payabl¢ 96,24
Total liabilities 9,383,37!
Commitments and contingenci -
Stockholders' equity
Convertible preferred stock, no par value, 10,000 $hare: -
authorized, none issued and outstanding
Common stock, $0.50 par value, 100,000,000 shart®azed, 3,348,35.
6,696,784 shares issued and outstanding
Additional paid in capita 63,118,18
Deficit accumulated during the development st £34,320,43)
Total stockholders' equity 32,146,10
Total liabilities and stockholders' equity $ 41,529,47

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

Operating los!

Interest incomt
Other income

Gain on derivative liability
Interest expens

Net loss

Basic and diluted loss per shi

Weighted average shares outstanc

OPEXA THERAPEUTICS, INC.
(a development stage company
(formerly PharmaFrontiers Corp.)
CONSOLIDATED STATEMENTS OF EXPENSES
Years ended December 31, 2006 and 2005 and

Period from January 22, 2003 (Inception) to Decembe31, 2006

Inception
through
2006 2005 2006

$ 7,612,93. $ 4,183,35! 12,428,90
5,461,04' 6,259,07! 14,206,46

1,818,79! 1,735,20! 3,818,82:

2,37¢ 22,81( 482,30¢
(14,895,15) (12,200,45) (30,936,51)

688,29¢ 81,93( 776,22:

46,45( 28,17+ 77,00¢

104,97¢ 3,896,84. 4,001,81!
(984) (7,323,85) (8,238,96)

$ (14,056,40) $ (15,517,35) (34,320,43)
$ (261 $ (9.90 N/A

5,390,91! 1,564,83 N/A

See accompanying summary of accounting policies and

notes to consolidated financial statements
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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, 2C
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, 200¢

Transition of warrants from equity instrumentsiebllity instruments -

Net loss

Balances at December 31, 2C

Shares issued fo
cash, net of offering cos
debt

Option expens

Warrant expens

Net loss

Balances at December 31, 2C

Additional
Common Stock Paid in Accumulated
Shares Par Capital Deficit Total

525,000 $ 262,50 $ (261,500 $ - $ 1,00(
(170,629 (85,31)) 84,98t¢ - (325)
- - 28,18( - 28,18(
- - 28,18( - 28,18(
- - - (126,009 (126,00:)
354,37! 177,18 (120,157 (126,009 (68,96¢)
2,25( 1,12¢ 7,87¢ - 9,00(
206,50( 103,25( 745,75( - 849,00(
24,26¢ 12,13¢ 414,94( - 427,07
99,74( 49,87( (197,609 - (147,73)
250,00( 125,00( 23,625,00 - 23,750,00
16,10( 8,05( 280,31t - 288,36t
60,75( 30,37t 217,99! - 248,37(
(8,000) (4,000 4,000 - -
- - 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
2,30C 1,15( 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.
- - 2,373,88i - 2,373,88i
- (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
4,600,001 2,300,001 18,853,51 - 21,153,51
34,82¢ 17,37¢ 162,62t - 180,00(
- - 2,749,61 - 2,749,61
- - 1,568,961 - 1,568,961
- - - (14,056,40) (14,056,40)
6,696,86: $ 3,348,35. $ 63,118,18 $ (34,320,43) $ 32,146,10




See accompanying summary of accounting policies and
notes to consolidated financial statements
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Cash flows from operating activitit
Net loss
Adjustments to reconcile net loss to net ¢
used in operating activitie
Stock issued for services
Stock issued for debt in excess of principal
Amortization of discount on notes payable due
to warrants and beneficial conversion feature
Unrealized gain on marketable securities
Amortization of intangible assets
(Gain) on derivative liability
Depreciation
Debt financing costs
Option and warrant expense
Loss on disposition of fixed assets
Changes in
Accounts payable
Marketable securities
Prepaid expenses
Accrued expenses
Other assets

Net cash used in operating activit

Cash flows from investing activitie
Purchase of licenst

Purchase of property & equipme

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 paya

Net cash provided by financing activiti

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

Cash and cash equivalents at end of pe

Cash paid for
Income tax

Interest

NON-CASH TRANSACTIONS

Issuance of common stock for purchase of Og

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

Conversion of notes payable to common si

OPEXA THERAPEUTICS, INC.
(a development stage company
(formerly PharmaFrontiers Corp.)
CONSOLIDATED STATEMENTS OF CASH FLOWS
Years ended December 31, 2006 and 2005 and
Period from January 22, 2003 (Inception) to Decembe31, 2006

Inception
through
2006 2005 2006

$ (14,056,40) $ (15,517,35) (34,320,43)
- 1,012,400 1,861,401
- 109,07( 109,07(
- 5,516,63! 6,313,20!
(25,919 - (25,919
1,644,67! 1,637,12! 3,533,56!
(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)
(340,879 (88,18%) (468,01)
(105,24() 23,65t (50,259
- (388,21() (388,21()
(11,060,44) (6,216,91) (19,482,00)
(125,000 - (357,74)
(619,14) (258,909 (1,051,05)
(744,14) (258,900 (1,408,79)
21,153,52 5,346,21 26,509,73
- - (325)
110,32: 2,896,88! 6,464,91
- (58,619 (63,614
21,263,84 8,184,48! 32,910,71
9,459,24i 1,708,67 12,019,91
2,560,661 851,99: -
$ 12,01991 $ 2,560,661 12,019,91.
$ -3 - -
- - 42¢
$ -3 - 23,750,00
- - 147,73:
- 1,868,38 2,295,45!
= 525,51: 525,51:
- 6,159,61! 6,407,98!



Conversion of accrued liabilities to common st
Conversion of accounts payable to note pay
Discount on convertible notes relating

- warrants

- beneficial conversion featu

- stock attached to not
Fair value of derivative instrume

Stock payabl

180,00(

112,44(

See accompanying summary of accounting policies and
notes to consolidated financial statements
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17,17¢

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

6,761,65!

197,17¢
93,36«

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

112,44(




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

NOTE 1 - SUMMARY OF ACCOUNTING POLICIES

Opexa Therapeutics, Inc. (“Opexa”), was incorpatateTexas in March, 1991 as a bio-pharmaceutiocaigany engaged in developing autologous persombtiel therapies. During the development
stage, Opexa acquired the worldwide license torteldyy developed at Argonne National Laboratory. 8. Department of Energy Laboratory Operated leylhiversity of Chicago (“Argonne”). This is
an exclusive license to a stem cell technology fictv adult multi-potent stem cells are derived fromanocytes obtained from the patient's own blobe (License”). A patent application was filed in
November 2003, with the United States Patent aadd Office regarding the technology involved in theense.

On October 7, 2004, Opexa acquired all of the anting stock of Opexa Pharmaceuticals, Inc., aityethiat has the exclusive worldwide license fromyBr College of Medicine to an individualized T-
cell therapeutic vaccine, Tovaxin™, which is in UFDA Phase Ilb human clinical trials to evaludgesafety and effectiveness in treating multiplerssis.

Development Stage CompanyThe Company is considered to be in the Developrsge as defined in Statement of Financial Accagnfitandards No. 7. The Company has no revenuistéo

Basis of Presentationln June 2006, the Company (i) changed its nameptx® Therapeutics, Inc. from PharmaFrontiers Campl. (ii) effected a one-for-ten reverse commonlsgmdit. All references to
number of shares and per share amounts reflectsplithas if it occurred on the first day of thesfiperiod presented. The consolidated financakstents include the accounts of Opexa Therapeutics
and its wholly-owned subsidiary, Opexa Pharmacalstjdnc. Significant inter-company accounts amai$actions have been eliminated.

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

Use of Estimates in Financial Statement PreparatianThe preparation of consolidated financial stateméntonformity with accounting principles geneyadccepted in the United States of America
requires management to make estimates and assushiat affect the reported amounts of assetsiahiiities, the disclosure of contingent assets leatallities at the date of the consolidated fini@hc
statements, and the reported amounts of revenuksxgrenses during the reporting period. Actualltesould differ from those estimates.

Cash, Cash Equivalents and Marketable Securitieszor purposes of the statements of cash flows, egalvalents include all highly liquid investmentgiworiginal maturities of three months or less.
Marketable securities include investments with mitias greater than three months but less thanyeae The primary objectives for the fixed incomeedstment portfolio are liquidity and safety of
principal. Investments are made with the objectifzachieving the highest rate of return consisteithh these two objectives. Opexa’s investment poliimits investments to certain types of instrunsent
issued by institutions primarily with investmenggde credit ratings and places restrictions on nasiand concentration by type and issuer.

Long-lived Assets.Property and equipment are stated on the basistofrital cost less accumulated depreciation. D&atien is provided using the straight-line metlos@r the estimated useful lives of
the assets. Major renewals and improvements atgatiapd, while minor replacements, maintenance r@apeairs are charged to current operations. Impaitrfosses are recorded on long-lived assets used
in operations when indicators of impairment aresprg and the undiscounted cash flows estimated tgeherated by those assets are less than the’ assgting amount.

Income Taxes.Income tax expense is based on reported earnirigesiacome taxes. Deferred income taxes reflegirtpact of temporary differences between assetdiabilities recognized for
consolidated financial reporting purposes and suohunts recognized for tax purposes, and are meg$&yrapplying enacted tax rates in effect in y@amhich the differences are expected to reverse.
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Stock-Based CompensationOn January 1, 2006, Opexa began recording compensatpense associated with stock options and dtiners of equity compensation in accordance wititeShent of
Financial Accounting Standards No. 128hare-Based Paymerts interpreted by SEC Staff Accounting Bulletin N67. Prior to January 1, 2006, Opexa had accouotestock options according to the
provisions of Accounting Principles Board Opinion.\25,Accounting for Stock Issued to Employees] related interpretations, and therefore noedlabmpensation expense was recorded for awards
granted with no intrinsic value. Opexa adoptedntuglified prospective transition method provideddader SFAS No. 123R, and, consequently, haveatatactively adjusted results from prior periods.
Under this transition method, compensation cost@ated with stock options recognized in the fipsarter of fiscal 2006 includes the quarterly arzatton related to the remaining unvested portibalbo
stock option awards granted prior to January 1620@sed on the grant date fair value estimated@ordance with the original provisions of SFAS N23.

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

Inception through

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

Research and DevelopmenResearch and development expenses include sala@i@®d employee expenses, clinical trial expemesgarch expenses, consulting fees, and labgradsts. All costs for
research and development activities are expensert@sed. Opexa expenses the costs of licenspatehts and the prosecution of patents until theaisce of such patents and the commercialization of
related products is reasonably assured. Reseacctiearelopment expense for the year ended Decenlh@086 was $7,612,932, as compared to $4,183¢8566 year ended December 31, 2005.

Accounting for Derivative Instruments. Statement of Financial Accounting Standard (“SPHA%. 133, “Accounting for Derivative Instrumerasid Hedging Activities,” as amended, requires all
derivatives to be recorded on the balance shdairatalue. Opexa’s derivatives are separately edland accounted for on our balance sheet. Faiesdbr securities traded in the open market and
derivatives are based on quoted market prices. narket prices are not readily available, faiuealare determined using market based pricing madebrporating readily observable market data and
requiring judgment and estimates.

The pricing model Opexa used for determining failues of its derivatives is the Black Scholes Rgdilodel. Valuations derived from this model arbjsat to ongoing internal and external verification
and review. The model uses market-sourced inputs as interest rates, exchange rates and optiatilit@s. Selection of these inputs involves masragnt's judgment and may impact net income.

In September 2000, the Emerging Issues Task FOE¢ER") issued EITF 00-19, "Accounting for Derivesi Financial Instruments Indexed to and Potenti@#jtled in, a Company's Own Stock," ("EITF
00-19") which requires freestanding contracts #ratsettled in a company's own stock, including mom stock warrants, to be designated as an equstsuiment, asset or a liability. Under the prowisio
of EITF 00-19, a contract designated as an assetiability must be carried at fair value on a ggany's balance sheet, with any changes in fairevedoorded in the company's results of operatians.
contract designated as an equity instrument mustdbeded within equity, and no fair value adjustrteeare required.
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In December 2006, the FASB issued FASB Staff Rasitio. EITF 00-19-2, Accounting for RegistrationyReent Arrangements (EITF 00-19-2). EITF 00-19-2raddes an issuer's accounting for
registration payment arrangements. It specifiesttiecontingent obligation to make future paymemtetherwise transfer consideration under a regfisn payment arrangement, whether issued as a
separate agreement or included as a provisiorfinfacial instrument or other agreement, shoulddyearately recognized and measured in accordantcd-AEB Statement No. 5, Accounting for
Contingencies. The guidance in EITF 00-19-2 amémiSB Statements No. 133, Accounting for Derivatinstruments and Hedging Activities, and No. 150¢@unting for Certain Financial Instruments
with Characteristics of both Liabilities and Equiand FASB Interpretation No. 45, Guarantor's Aauting and Disclosure Requirements for Guaranteesudiing Indirect Guarantees of Indebtedness of
Others, to include scope exceptions for registrapiayment arrangements. EITF 00-19-2 also reqaitéitional disclosure regarding the nature of agistration payment arrangements, alternative
settlement methods, the maximum potential amounbnsideration and the current carrying amounhefliability, if any. This EITF is effective immeately for registration payment arrangements anc
financial instruments subject to those arrangemtigiisare entered into or modified subsequenteaaitite of issue of this EITF. For registration paptrarrangements and financial instruments subgect
those arrangements that were entered into prithvet@gssuance of this EITF, this is effective fardincial statements issued for fiscal years beginafter December 15, 2006, and interim periodsiwith
those fiscal years. The impact of implementingfFEOD-19-2 in the fiscal year 2007 will result im@mulative effect of a change in accounting prifecipith a credit to beginning retained earnings of
$6,656,677 and a reversal of the same amount tdetieative liability account.

Recently Issued Accounting Pronouncements.

In February 2006, the FASB issued SFAS 155, "Actiogrfor Certain Hybrid Financial Instruments," whiamends SFAS 133, "Accounting for Derivative fastents and Hedging Activities" and SFAS
140, "Accounting for Transfers and Servicing ofdfinial Assets and Extinguishments of LiabilitieSFAS 155 simplifies the accounting for certain datives embedded in other financial instruments by
allowing them to be accounted for as a whole iftibier elects to account for the whole instrunmma fair value basis. SFA 155 also clarifies ametiads certain other provisions of SFAS 133 and SFAS
140. SFAS 155 is effective for all financial instrants acquired, issued or subject to a remeasutewent occurring in fiscal years beginning aftep@mber 15, 2006 and is therefore required to be
adopted by the Company as of October 1, 2006. Mamagt is still evaluating what effect this will leman the Company’s financial statements.

In July 2006, the FASB issued Interpretation No(BBN No. 48), "Accounting for Uncertainty in Inc@Taxes." This interpretation requires recognifiod measurement of uncertain income tax pos
using a "more-likely-than-not" approach. FIN No. i48&ffective for fiscal years beginning after Dexd®er 15, 2006. Management is still evaluating wéféect this will have on the Comparsyfinancia
statements.

In September 2006, the FASB issued SFAS 153jrValue Measurements." This standard definasviue, establishes a framework for measuringvfaiue in generally accepted accounting princi
and expands disclosure about fair value measuram&hts statement is effective for financial stagens issued for fiscal years beginning after Novenits, 2007. Early adoption is encouraged.
adoption of SFAS 157 is not expected to have amahienpact on the financial statements.

There were various other accounting standardsraedpiretations issued during 2006 and 2005, nonehafh are expected to have a material impact erGtbmpany’s consolidated financial position,
operations or cash flows.
NOTE 2 - MARKETABLE SECURITIES

At December 31, 2006, Opexa invested $10.9 miliioim A-1/P-1 commercial paper, of which $2.9 nahiis invested in marketable securities, and $3IBomis invested in a money market account with
an average market yield of 5.33% and average tinmeaturity of 1.32 months. Interest income of $@88, was recognized for the twelve months ended mbee 31, 2006 in the consolidated statements
of expenses.

NOTE 3 — LICENSE AGREEMENTS

University of Chicago License Agreement

F-34




In 2004 Opexa entered into an agreement with thedusity of Chicago (“University”) for the worldwillicense to technology developed at Argonne Naticaboratory, a U.S. Department of Energy
Laboratory Operated by the University. In consitierafor the license, Opexa paid the University $82 and issued 237,188 shares valued at $1,199;Y0&cember 2004, the License Agreement was
amended granting Opexa an exclusive, non-trandteratrldwide license to the University’s stem delthnology. In consideration for the amendment,x@geid the University an additional $175,000,
issued the University 5,500 shares of common stadiked at $352,000, agreed to pay the Universit$@1,000 on October 30, 2005 and agreed to issubtiiversity shares of Opexa common stock,
including the shares already issued, equal to 26#e total outstanding number of shares aftevecsion of the 15% exchangeable convertible subatdd promissory notes. In June 2005, 27,484 s
of common stock were issued to the University ofc@ho per the terms of a license agreement. Theses were recorded at $867,064. In August 2008,01shares of common stock were issued to the
University of Chicago per the terms of a licenseeagnent. These shares were recorded at $109,48¢tter 2006, the $1,500,000 cash payment ohdigatias extended until April 30, 2007 and (i) the
obligation to issue 21,623 shares of Opexa’s comstock issuable was extended until April 30, 200ith $112,440 accrued at December 31, 2006.

Shanghai Institute for Biological Science Licensegheement

In January 2006, Opexa acquired an exclusive wodellcense for the intellectual property rightslaesearch results of an autologous T cell vaciineheumatoid arthritis from the Shanghai Insgtut
for Biological Science, China Academy of Scienceéhaf Peoples Republic of China. In exchange for a paymentl@®3$000 and an agreed running royalty from the sht®mmercialized products, Ope
receives all information and data related to atlichl trials on all patient controls and patiewith rheumatoid arthritis with the T cell vaccirighis includes all clinical, cell procurement andmagacturing
protocols, complete patient data sheets, all Ilaboranaterials, methods and results and manufaguecords and documents and any other data reltatbeé intellectual property. The first paymentian
the license occurred in April 2006 upon the delyvef materials pursuant to the terms of the licegsigreement. Opexa amortizes this intangible asetits life of 19 years and as of December D62
the intangible asset had an unamortized balan$a28,311.

NOTE 4 — INTANGIBLE ASSETS

Intangible assets consisted of the following atémeber 31, 2006:

Description Life Amount
University of Chicago license (see Note 17 years $ 4,140,64:
Opexa intangible group (see Note . 15 years 23,991,12:
Rheumatoid arthritis license (see Note 19 years 125,00(
Subtotal 28,256,77.
Less: accumulated amortizati (3,533,561
Intangible assets, n $ 24,723,20:

The Company believes that patent rights form oniesahost valuable assets. Patents and patentagiphs are a key currency of intellectual propeggpecially in the early stage of product develepm
as their purchase and maintenance gives the Comgza®gs to key product development rights from @jsexcademic partners. The company amortizes fenpand license costs over a period of 15 to
19 years. These intangible assets are reviewdthfrairment whenever events or changes in circantgs indicate that the carrying amount may noebeverable. If the sum of the expected
undiscounted cash flows is less than the carryaigevof the related asset or group of assets sasdagcognized for the difference between thevalue and the carrying value of the related assgtoup
of assets. The Company expenses payments madgatditens that are engaged in filing and protectiigints to intellectual property and rights for @urrrent products in both the domestic and
international markets. Amortization expense totfi&d44,678 and $1,637,129 in fiscal 2006 and 268&pectively.

NOTE 5 — PROPERTY AND EQUIPMENT

Property and equipment consisted of the followinBecember 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 improvemen 10 years 443,72
Subtotal 1,756,66:
Less: accumulated depreciati (395,289
Property and equipment, r 1,361,37

Property and equipment is carried at cost lessragtated depreciation. Depreciation is calculatedhgystraight-line method over the estimated udétubf three to ten years, depending upon the typ
equipment, except for leasehold improvements whiehamortized using the straight-line method okerremaining lease term or the life of the asshichever is shorter. The cost of repairs and

maintenance is charged as an expense as incurepdedation expense totaled $174,117 and $98,088dal 2006 and 2005, respectively.

NOTE 6 — INCOME TAXES

Opexa uses the liability method, where deferredatssets and liabilities are determined based omxpected future tax consequences of temporargréifices between the carrying amounts of assets and

liabilities for financial and income tax reportipgrposes.

At December 31, 2006, for federal income tax anerahtive minimum tax reporting purposes, the Camydzad approximately $31,383,048 of unused netatjmey losses available for carryforward to
future years. The benefit from carryforward of smeh operating losses will expire in various yaarsugh 2026. Under the provisions of Section 3Bthe Internal Revenue Code, the benefit from
utilization of approximately $5,650,429 of net oguimg losses incurred prior to October 7, 2004 sigsificantly limited as a result of the changecofitrol that occurred in connection with the Compan
acquisition of Opexa. The benefit could be subjedtrther limitations if significant future ownéig changes occur in the Company.

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

NOL @ 12/31/0¢ $(21,540,24)
Net loss- 2006 $(14,056,40)
Subtotal (35,596,65)
Derivative (gain) los (104,979
Option expens 2,749,61
Warrant expens 1,568,96!
NOL @ 12/31/0¢ (31,383,04)
Estimated tax rat X 34%
Deferred tax asst (10,670,23)
Valuation allowanct 10,670,23!
Net deferred tax ass $ =

NOTE 7 — THIRD PARTY CONVERTIBLE NOTES




Between September 2004 and February 2005, Opexedsonvertible notes to investors totaling $6,82@, In March 2005, 45,169 shares of common stdttk avrelative fair value of $999,074 were
issued to note holders as their additional sharetheir subscription investment in Opexa . In JRfi5, a total of $6,650,372 comprised of the ppialcof the notes of $6,124,859 and accumulateetérst

of $525,513, which accrued at a rate of 15% peuanmwas exchanged for 443,360 shares of commok,sBilass A and Class B warrants that expired in62@@d Class C warrants to purchase 1,110,548
shares at an exercise price of $30 per share.

Opexa analyzed the convertible notes and the wiarfanderivative accounting consideration undeASRA.33 and EITF 00-19. Opexa determined the emlzkddeversion option in the convertible notes
met the criteria for classification in stockholdecuity under SFAS 133 and EITF 00-19. Therefoegivdtive accounting was not applicable for thesevertible notes payable. See Note 13 for a
discussion of the accounting for the warrants.

NOTE 8 — NOTE PAYABLE
Note payable consists of a note in the amount @g(§1,000 payable to the University of Chicago, seduby license, no interest and due April 30, 2@5e Note 3 for details.

Loan payable consists of an equipment line of up260,000 with Wells Fargo of which $110,322 wasstanding as of December 31, 2006. This loan hastarest rate of 7.61% per annum, matures in
May 2011 and is secured by Opexa’s furniture andpement purchased with the loan proceeds.

NOTE 9 — COMMITMENTS AND CONTINGENCIES
Office Lease

In October 2005, Opexa entered into a ten-yeaeléasits office and research facilities. Ther@,800 sq. ft. of space still available for futurglt-out. The facility including the property isdsed for a
term of ten years with two options for an additibfinae years each at the then prevailing markes.r&uture minimum lease payments under the nonetlabte operating lease are $117,774 for 2007,
$137,196 for 2008, $139,782 for 2009, $147,54@fa0, $147,540 for 2011 and $584,343 for years 20PD15. Rent expense for 2006 was $136,153 ard,$&3 for 2005.

Contract Research Organization Agreement

In September 2006, Opexa engaged PharmaNet, Lt@ntaact research organization focused on managgngral nervous system trials to provide it withvéees in connection with its Phase IIb clinical
trial. An initial pre-payment of $400,000 was madd>harmaNet, LLC in April 2006, of which $133,3@nains as a prepaid balance as of December 86, 20 additional $235,000 payment was made
in October representing an advance for investiggtant expenses, of which $191,329 remains a piidglance as of December 31, 2006.

NOTE 10 — EQUITY

During 2003, equity related transactions were #sv:
- 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 réted from the discounted value to notes payabletdwearrants and beneficial conversion featureschttd to convertible notes was issued in
2003.

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

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

- 24,269 shares of common stock valued at their thievalue of $427,075 were issued to the UnivgrsftChicago per the terms of a license agreengse.Note 2 for details.
- 99,740 shares of common stock were issued foratgtities of $147,733 pursuant to the 2004 reoimation.

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

- 16,100 shares of common stock with a relativefalue of $288,366 were issued to note holderseis éldditional shares for their subscription invesnt.

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

— 8,000 shares of common stock were cancelled putsadhe 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 dit@icto convertible notes.

- Employee stock option expense was $123,333 for 2004
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During 2005, equity related transactions were #evs:
- 389,451 shares of common stock with warrants telpse 1,070,993 shares were sold for $5,841,769rdlhtive fair value of the common stock is $1,703 and the relative fair value of the
warrants is $4,748,055. Offering costs of $495,68ated to shares issued were charged to additjaidlin capital.
- 45,168 shares of common stock with a relativevfalue of $999,074 were issued to note holderseis ddditional shares for their subscription invesnt.

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

- 2,300 shares of common stock valued at their faline of $161,000 were issued to note holders fecctmversion of $51,930 of principal and interestrf 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 theinvtdire of $1,012,400 were issued to consultantshieir services.

- Additional contributions to capital of $2,265,054ating to the discounted value to notes payalle fivarrants, beneficial conversion features attd¢beconvertible notes.
- Employee stock option expense was $2,487,741 {0520

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

- Transition of warrants from equity instrumentsitllity instruments in the amount of $10,658,498swecorded. See Note 13 for details.

During 2006, equity related transactions were #sv:
- In March 2006, 34,829 shares of common stock wemeed to settle an outstanding accounts payalfheiamount of $180,000.

- In April 2006 , Opexa sold 4,600,000 shares ofd@mmon stock and warrants to purchase 2,300,00@sloé Opexa’s common stock for $23,000,000. Oped $1,846,481 for the
commissions and fees related to this offering anaahtgd to its brokers warrants to purchase 213sh2@es of common stock at an exercise price ofd§3ed share. These warrants are not
callable and have a cashless exercise option.

- Employee stock option expense was $2,749,617 {0620

- 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@oyees and consultants of Opexa. Options grantednthe Plan may be either incentive stock
options or nonqualified stock options. The Boardakctors has discretion to determine the numteem, exercise price and vesting of all grants.

Employee Stock Option:

During 2004, options to purchase 96,500 shares grargted to employees at exercise prices rangomg $30.00 to $50.00. These options have termsefyfears and vest from one to three years. Fair
value of $5,623,186 was recorded using the Bladiols method of calculation with a volatility of 5% and a discount rate of 2%.
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During 2005, options to purchase 63,050 shares grargted to employees. at exercise prices of $T.08se options have terms of ten years and véetimyears. Fair value of $261,879 was recorded
using the Black-Scholes method of calculation wityolatility range of 175.4% and a discount rat@%.

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

During 2006, options to purchase 389,160 sharesmwimon stock were granted by Opexa to its emplogieegercise prices ranging from $5.00 to $9.4@&sEhoptions have terms from five to ten years,
vest from one to three years and have a fair val#8,126,168. Using the Blackeholes method, stock compensation for 2006 wa&36$1451 with a volatility range of 401.34% to 42®8and a discoul
rate range of 4.72% - 5.22%.

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

During 2004, warrants to purchase 20,000 shares granted to consultants at exercise prices rarfgimg $30.00 to $50.00. These options have ternfivefyears and vest from one to three years. Fair
value of $1,011,770 was recorded using the Bladiols method with a volatility range of 75.05% andiscount rate of 2%.

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

During 2005, warrants to purchase 46,085 shar@€oofmon Stock ere issued to several brokerage fasithe offering costs and commissions for Opexa&nting activities at an exercise price of $1.50
per share. These warrants have a fair value 00$2162 and vest immediately.

During 2005, warrants to purchase 9,914 shares fo€efigited and cancelled.

In April 2006, warrants to purchase 213,720 shafesmmon stock were granted by Opexa to the beokeconnection with the $23,000,000 equity finaggiat an exercise price of $5.20. These warrants
have a term of three years, vest inmediately ane bzair value of $1,077,778.

During 2006, warrants to purchase 156,500 sharesrmafmon stock were granted by Opexa to its constsitalirectors and exiting directors at the exergisces ranging from $5.20 to $9.80. These
warrants have a term of ten years, vest from ortkree years and have a fair value of $1,496,38hdJthe Black-Scholes method, stock compensatio2306 was $931,597 with a volatility range of
401.34% to 429.86% and a discount rate range @%4.75.22%.

Opexa recorded $1,568,966 stock-based compensatpEnse to the consultants, directors and exitiregtbrs during 2006.

During 2006, warrants to purchase 5,000 shares axpieed.

Investor Warrants:

During 2003, warrants to purchase 15,000 shares granted to investors related to the convertibkes

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

During 2005, warrants to purchase 2,386,984 shaees granted to investors related to the convertiloites and warrants to purchase 254,363 sharesfaréited and cancelled.
During 2006, warrants to purchase 2,765,043 shaees granted to investors related to the Aril 2666ncing and warrants to purchase 1,645,002 sheees forfeited and cancelled.

Summary information regarding options and warraes follows:
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Year ended December 31, 20!
Granted

Outstanding at December 31, 2C

Year ended December 31, 20!
Granted

Outstanding at December 31, 2(

Year ended December 31, 20!

Granted
Forfeited and cancele

Outstanding at December 31, 2C

Year ended December 31, 20!
Granted
Forfeited and cancele

Outstanding at December 31, 2C

Weighted Weighted

Average Average

Exercise Exercise

Options Price Warrants Price

- - 15,000 $ 1.0C
- - 15,00( 1.0C
96,50( 31.7C 162,80( 22.3(
96,50( 31.7C 177,80( 22.4(
63,05( 15.7C 2,504,12! 28.6(
(4,167) 42.8( (264,27) 24.5(
155,38: 24.9( 2,417,65: 23.5]
389,16( 5.4¢€ 3,135,26: 9.2¢
(14,137) 34.7¢ (1,649,99) 12.75
530,41( 10.3¢ 3,902,92.  $ 13.52

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

Exercise Price

Remaining Life

Options Outstanding

Options Exercisable

Warrants Outstanding

Warrants Exercisable

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

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

= = 17,50( 8,37¢
84,50( 58,661 5,00C 3,33¢
18,85( 8,95( 1,125,05! 1,116,38!
- - 46,89¢ 46,89¢

- - 21,50( 3,00(

- - 16,75( -

2,00( = = e

- - 37,00( 17,50(
30,90( - 4,50( 50C
12,50( - 1,50¢ -
3,30(¢ - - -
37,00( 9,25(C - -
= = 2,300,001 2,300,001

- - 8,50( -

- - 105,00( 52,50(

- - 213,72 213,72(
75,00( 32,10( = e
266,36( - - -
530,41( 108,96° 3,902,92 3,762,21
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NOTE 12 - PURCHASE OF OPEXA PHARMACEUTICALS

In October 2004, Opexa acquired all of the outstanding stdd®mexa Pharmaceuticals, Inc. The acquisition vasanted for under the purchase method, wherd &bexa
Pharmaceuticals, Inc.’s assets are restated tofttiemarket value on the acquisition date. The,280 shares of Opexa were valued at their thervédile of $23,750,000 or $95.00 per share. Theltes
of operations for Opexa from November 6, 2004 tgfoDecember 31, 2005 are included in the Statenuér@perations and the Statements of Cash Flows.

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

Current assel $ 55,387
Property, plant and equipment, | 639,16(
Intangible asset 23,991,12
Total assets, nt 24,685,67
Current liabilities 935,67"
Total liabilities assume 935,67"
Net assets acquire $ 23,750,00

Of the $23,991,128 of acquired intangible asshssfull amount is assigned to an inseparable godygatents and licenses that cannot function indeeetly by themselves. The weighted average useful
life of the intangible group as of December 31,@80approximately 15 years.

NOTE 13 — DERIVATIVE INSTRUMENTS

For the years ended December 31, 2006 and 200%aCpaluated the application of SFAS 133 and EITR9 for all of its financial instruments and idiéied the following financial instruments as
derivatives:

(1) Series A Warrants issued in conjunction with blidge note exchange and private placement offerin June and July 2005, which expired on Felri@r 2006;
(2) Series B Warrants issued in conjunction with biidge note exchange and private placement offerin June and July 2005, which expired on Oct&Be2006; and
(3) Series C Warrants issued in conjunction withlthidge note exchange and private placement offsrin June and July 2005.

These three series of warrants are derivativesusecthe liquidated damage provision in the regdistmaights agreement covering each warrant reduttehe conclusion that it was more economic soiés
registered shares than to issue unregistered shadegay the penalty. Because issuing registerashs outside of Opexa’s control, Opexa conclutiedvarrants should be accounted for as derivative
liabilities under SFAS 133 and EITF 00-19.

As a result, Opexa reports the value of these dtvies as current liabilities in its balance sheed report changes in the value of these derivatgenon-operating gains or losses in its statesant
operations. The value of the derivatives is requitebe remeasured on a quarterly basis, and edbas the Black Scholes Pricing Model.

Variables used in the Black-Scholes option-priaimgdel include (1) risk free interest rate, (2) ectpd warrant life is the actual remaining life bétwarrants as of each period end, (3) expecteatilityl
and (4) zero expected dividends as further detaileéte table as follows:
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Risk-free rate for tern

As of 12/31/200¢

As of 12/31/200¢

A Warrant 4.0&% -

B Warrant 4.31% -

C Warrani 4.35% 501%
Expected volatility

A Warrant 30% -

B Warrant 112% -

C Warrani 47=% 487%

The impact of the application of SFAS 133 and EODF19 on the balance sheets as of December 31,8G08005 and the statements of operations arttidoyears ended December 31, 2006 and 2005
and the period from inception through December2BD6 is as follows:

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

As of 12/31/200¢ As of 12/31/200¢ 12/31/2005 12/31/2006 Through 12/31/2006
Series A Warrant $ - $ - $ 332,44 $ - $ 332,441
Series B Warrant 264,95 - 640,88: 264,95 $ 905,83¢
Series C Warrani 6,496,69i 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!

The warrants granted during the April 2006 finagoimere determined to qualify as for equity treatmerder SFAS 133 and EITF 00-19. Nothing in theraatr agreements required cash settlement or
allowed for the possibility of cash settlement inihg the impact of the liquidated damages penaityer the registration rights agreement. It wasmeined on the date of grant and at December 316 20
that it was more economic to issue unregisteredeshend pay the penalty than to issue registeragsh

In December 2006, the FASB issued FASB Staff Rasitio. EITF 00-19-2, Accounting for RegistrationyReent Arrangements (EITF 00-19-2). EITF 00-19-2raddes an issuer's accounting for
registration payment arrangements. It specifiesttrecontingent obligation to make future paymentstherwise transfer consideration under a regfish payment arrangement, whether issued as a
separate agreement or included as a provisiorfinhacial instrument or other agreement, shouldédygarately recognized and measured in accordanicd-ASB Statement No. 5, Accounting for
Contingencies. The guidance in EITF 00-19-2 amémiSB Statements No. 133, Accounting for Derivatinstruments and Hedging Activities, and No. 150¢éunting for Certain Financial Instruments
with Characteristics of both Liabilities and Equiand FASB Interpretation No. 45, Guarantor’s Aauating and Disclosure Requirements for Guaranteesudiing Indirect Guarantees of Indebtedness of
Others, to include scope exceptions for registnapiayment arrangements. EITF 00-19-2 also reqaitéitional disclosure regarding the nature of agistration payment arrangements, alternative
settlement methods, the maximum potential amounbosideration and the current carrying amounhefliability, if any. This EITF is effective immeatiely for registration payment arrangements anc
financial instruments subject to those arrangemtigiisare entered into or modified subsequenteaaitite of issue of this EITF. For registration paptrarrangements and financial instruments sulbgect
those arrangements that were entered into pritretassuance of this EITF, this is effective fardincial statements issued for fiscal years beggnafter December 15, 2006, and interim periodsiwith
those fiscal years. The impact of implementingFEEOD-19-2 in the fiscal year 2007 will result ic@mulative effect of a change in accounting prifecipith a credit to beginning retained earnings of
$6,656,677 and a reversal of the same amount tdetieative liability account.
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NOTE 14 — STOCK PURCHASE AGREEMENT

In June 2004, Pharma was acquired by Sportan Uhitlgstries, Inc. in a transaction accounted foa asverse acquisition. Pharreahareholders were issued 6,386,439 Sportan sheegshange for 1(
percent of the outstanding common shares of Phdmmaediately following this transaction, Sportaranged its name to Pharma and 7,383,838 sharesowtstanding.
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ITEM 8. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE

None

ITEM 8A. CONTROLS AND PROCEDURES

We maintain disclosure controls and proceduresdhatdesigned to ensure that information requioeblet disclosed by us in the reports that we filsusmit to the Securities and Exchange Commi:
under the Securities Exchange Act of 1934, as aettnid recorded, processed, summarized, and repeitkin the time periods specified by the Secesitand Exchange Commissisrules and form
and that information is accumulated and communécadeour management, including our principal exiseuaind principal financial officers (whom we refer in this periodic report as our Certify
Officers), as appropriate to allow timely decisioagarding required disclosure. Our managementuated, with the participation of our Certifying @#rs, the effectiveness of our disclosure contaoic
procedures as of December 31, 2006, pursuant te Fd15(b) under the Securities Exchange Act. Based upanevaluation, our Certifying Officers concludétht, as of December 31, 2006,
disclosure controls and procedures were effective.

There were no changes in our internal control dwvemcial reporting that occurred during our mastantly completed fiscal year that have materiaffgcted, or are reasonably likely to materiallfeaf.
our internal control over financial reporting.

ITEM 8B. OTHER INFORMATION
None

PART IlI

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

The information required by this item with respéetthe directors, executive officers and compliamgth Section 16(a) of the Exchange Act is incogied by reference from the informat
provided under the headings “Election of DirectbtExecutive Officers” and “Section 16(a) Benefiti@wnership Reporting Compliance,” respectivelynt@ined in the Compang’Proxy Statement to
filed with the Securities and Exchange Commissiondnnection with the solicitation of the proxies the Company’s Annual Meeting of Stockholders.

ITEM 10. EXECUTIVE COMPENSATION.

The information required by this item is incorpe@by reference from the information provided unttherheading "Executive Compensation” of the CorgisaRroxy Statement.
ITEM 11. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT AND RELATED STOCKHOLDER MATTER S.

The information required by this item is incorp@@herein by reference from the information prodidethe Company’s Proxy Statement.
ITEM 12. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

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

(@) Exhibits. The following exhibits of the Company ameluded herein.
Exhibit No. Description

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

Exhibit 2.2 Merger Agreement (incorporated by reference to Eix/2.1 to the Company's Current Report on 8-Kdfi@ctober 8, 2004)

Exhibit 3.1 mended and Restated Articles of Incorporationdiporated by reference to Exhibit A to the Compsauefinitive Information Statement filed June 2002)

Exhibit 3.2 By-laws (incorporated by reference to Exhibit the Company's Registration Statement on Form 8RB July 19, 2005)

Exhibit 3.3 mended and Restated Articles of Incorporation ipocated by reference to Exhibit 3.1 of the CompaReport on Form 8-K filed June 19, 2006)

Exhibit 4.1 Form of Common Stock Certificate (incorporated bference to Exhibit 2.3 to the Company's Regisiratatement on Form 10-SB (File No. GEB13)
initially filed March 8, 1999

Exhibit 10.1 2004 Compensatory Stock Option Plan (incorporatecelerence to Exhibit B to the Company's Defirgtinformation Statement filed June 29, 2004)

Exhibit 10.2 Employment Agreement of David McWilliams (incorpted by reference to Exhibit 10.1 to the Companyisu@erly Report on Form 1QSB filed Novembe
16, 2004)

Exhibit 10.3 Second Amended Employment Agreement of William Ro(iecorporated by reference to Exhibit 99.1 to @mmpany's Current Report on FornK8&iled
February 4, 2005)

Exhibit 10.4 Director's Agreement of David McWilliams (incorpted by reference to Exhibit 10.4 to the Companyis@erly Report on Form 1QSB filed November 1
2004)

Exhibit 10.5 Director's Agreement of Paul Frison (incorporatgdédference to Exhibit 10.7 to the Company's AnrRgport on Form 10-KSB filed April 15, 2005)

Exhibit 10.6 ermination Settlement and Release Agreement witW&yne Fritzsche (incorporated by reference toiliixB9.3 to the Company's Current Report on Form 8
K filed February 4, 2005)

Exhibit 10.7 Form of Warrant Agreement (incorporated by refeeetacExhibit 10.13 to the Company's Annual ReparForm 10-KSB filed April 15, 2005)

Exhibit 10.8 mended and Restated License Agreement with Ba@tilege of Medicine (incorporated by reference it 10.14 to the Company's Annual Repor
Form 10-KSB filed April 15, 2005)

Exhibit 10.9 mended and Restated License Agreement with Urityen§ Chicago (incorporated by reference to Exhilf).15 to the Company's Annual Report on Fornj 10-
KSB filed April 15, 2005)

Exhibit 10.10 Second Amendment to the Amended and Restated léc&geeement (incorporated by reference to Exhibigtlof the Company’s Report on FornK8filed

pril 18, 2006)
Exhibit 10.11 Form of Series A Common Stock Purchase Warranb(perated by reference to Exhibit 10.15 to the Canys Registration Statement on Form S8led Jul

19, 2005)
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Exhibit 10.12

Form of Series B Common Stock Purchase Warrant(purated by reference to Exhibit 10.16 to the ComyfmRegistration Statement on Form Siled Jul
19, 2005)

Exhibit 10.13 Form of Series C Common Stock Purchase Warrant(iwecated by reference to Exhibit 10.17 to the ComyfsmRegistration Statement on Form Sled Jul
19, 2005)

Exhibit 10.14 Securities Purchase Agreement dated June 17, 20@6damong the Company and the Investors nameseith€incorporated by reference to Exhibit 10.GT
he Company's Registration Statement on Form SiB@ July 19, 2005)

Exhibit 10.15 Registration Rights Agreement dated June 17, 2Q0&nkl among the purchasers of common stock nanezditifincorporated by reference to Exhibit 10.
he Company's Registration Statement on Form Sk@ July 19, 2005)

Exhibit 10.16 Securities Purchase Agreement dated June 30, 308Bdamong the Company and the purchasers of constock named therein(incorporated by referen
Exhibit 10.20 to the Company's Registration Statenoa Form SB-2 filed July 19, 2005)

Exhibit 10.17 Securities Purchase Agreement dated July 15, 29G8 among the Company and the Investors nameeithéincorporated by reference to Exhibit 10.
he Company's Registration Statement on Form Sk@ July 19, 2005)

Exhibit 10.18 Registration Rights Agreement dated July 15, 20p%auid among the Company and the Investors namedithégincorporated by reference to Exhibit 10.?
he Company's Registration Statement on Form SiB@ July 19, 2005)

Exhibit 10.19 License Agreement dated January 13, 2006 by thep@oynand Shanghai Institute for Biological Servid@scorporated by reference to Exhibit 10.23 t
Post-Effective Amendment No. 1 of the Company’s iBegtion Statement on Form SB-2 filed February0f)

Exhibit 10.20 Lease Agreement dated August 19, 2005 by the Coynaad Dirk D. Laukien (incorporated by referenceEtdhibit 10.13 to the Company's Annual Repo
Form 10-KSB filed March 31, 2006)

Exhibit 10.21 Purchase Agreement dated April 11, 2006 (incorparaty reference to Exhibit 10.1 to the Company’sr€u Report on Form 8-K filed April 18, 2006)

Exhibit 10.22 Registration Rights Agreement dated April 11, 2Qd@orporated by reference to Exhibit 10.2 to themany’s Current Report on Formkfiled April 18,
2006)

Exhibit 10.23 Form of Warrant issued in connection with April B0financing (incorporated by reference to Exhitfit3lto the Company’s Current Report on Forri{ 8led

pril 18, 2006)

Exhibit 10.24 Form of Broker Stock Purchase Warrant issued to MIpital Group LLC (incorporated by reference tdibit 10.5 of the Compang’Current Report on Fol
8-K filed April 18, 2006)

Exhibit 10.25 hird Amendment to the Amended and Restated Licéxgseement (incorporated by reference to Exhibitl16f the Company’s Report on FormKsfiled
October 31, 2006)

Exhibit 31.1 Certification of Chief Executive Officer Pursuant$ection 302 of the Sarbanes-Oxley Act of 2002

Exhibit 31.2 Certification of Chief Financial Officer Pursuant$ection 302 of the Sarbanes-Oxley Act of 2002

Exhibit 32.1 Certification of Chief Executive Officer Pursuant18 U.S.C. Section 1350, as Adopted Pursuant¢td®e906 of the Sarbanes-Oxley Act of 2002

Exhibit 32.2 Certification of Chief Financial Officer Pursuant18 U.S.C. Section 1350, as Adopted Pursuant¢tcd®e906 of the Sarbanes-Oxley Act of 2002
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ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES.

The information required by this item is incorpaatby reference from the information provided ia ompany's Proxy Statement under the discussitimeo€ompany Audit Committee and ur
the item regarding shareholder ratification of @@mpany's independent accountants.

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the Regidthas duly caused this report to be signedsobehalf by the undersigned, thereunto
authorized.

SIGNATURES

OPEXA THERAPEUTICS, INC.

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

Date: March 15, 2007

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons on behalf of the Registrand in the capacities and on the ¢
indicated.

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

Scott B. Seaman
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EXHIBIT 31.1

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT

I, David B. McWilliams, certify that:

1.

5.

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

Based on my knowledge, this report does not corgainuntrue statement of a material fact or omitiie a material fact necessary to make the s¢atsnmade, in light of the circumstan
under which such statements were made, not misigadith respect to the period covered by this repor

Based on my knowledge, the financial statementd,ather financial information included in this repdairly present in all material respects theafigial condition, results of operations
cash flows of the small business issuer as of fandhe periods presented in this report;

The small business issuer's other certifying off&eand | are responsible for establishing andntaaiing disclosure controls and procedures (ameééfin Exchange Act Rules 13&{e) an
15d-15(e)) and internal control over financial repw (as defined in Exchange Act Rules 13a-15(f) 45d-15(f)) for the small business issuer ancehav

a. Designed such disclosure controls and proceduresaused such disclosure controls and procedurles ttesigned under our supervision, to ensurentlagrial information relatir
to the small business issuer, including its comlstéid subsidiaries, is made known to us by othéttsirnwthose entities, particularly during the pefim which this report is beil
prepared;

b. Designed such internal control over financial reéjpor, or caused such internal control over finahméporting to be designed under our supervisioprtivide reasonable assura
regarding the reliability of financial reportingdithe preparation of financial statements for exdépurposes in accordance with generally accegtedunting principles.

c. Evaluated the effectiveness of the small businesser's disclosure controls and procedures ancemiess in this report our conclusions about theotiffeness of the disclost
controls and procedures, as of the end of the gedeered by this report based on such evaluatind;

d. Disclosed in this report any change in the smadiiiess issuer's internal control over financiabréipg that occurred during the small businessegsufourth fiscal quarter that t
materially affected, or is reasonably likely to evally affect, the small business issuer's intecoatrol over financial reporting; and

The small business issuer's other certifying offgeand | have disclosed, based on our most remaitation of internal control over financial refiog, to the small business issuer's aud
and the audit committee of the small business i&sbeard of directors (or persons performing theialent functions):

a. Al significant deficiencies and material weaknesse the design or operation of internal controéofinancial reporting which are reasonably likélyadversely affect the sm
business issuer's ability to record, process, sumzemand report financial information; and

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

/s/ DAVID B. MCWILLIAMS

David B. McWilliams
President and Chief Executive Officer

Date: March 15, 2007



EXHIBIT 31.2

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT

I, Lynne Hohlfeld, certify that:

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

2. Based on my knowledge, this report does not coraainuntrue statement of a material fact or omgtede a material fact necessary to make the séatisnmade, in light of the
circumstances under which such statements were,matienisleading with respect to the period covdredhis report;

3. Based on my knowledge, the financial statements adimer financial information included in this repdairly present in all material respects theafigial condition, results of operations
and cash flows of the small business issuer aanaf for, the periods presented in this report;

4. The small business issuer's other certifying offeand | are responsible for establishing andhtaaiing disclosure controls and procedures (améefin Exchange Act Rules 13a-15(e)
and 15d-15(e)) and internal control over financégdorting (as defined in Exchange Act Rules 13d}35(d 15d-15(f)) for the small business issuer hade:

a. Designed such disclosure controls and proceduresused such disclosure controls and procedures tesigned under our supervision, to ensurentaggrial information
relating to the small business issuer, includisg@nsolidated subsidiaries, is made known to usthgrs within those entities, particularly durithg period in which this report
is being prepared;

b.  Designed such internal control over financial reipgy, or caused such internal control over finah@aorting to be designed under our supervisiopravide reasonable
assurance regarding the reliability of financigloging and the preparation of financial statemémtexternal purposes in accordance with geneeabepted accounting
principles.

c. Evaluated the effectiveness of the small busingsseir's disclosure controls and procedures anémeasin this report our conclusions about thectiffeness of the disclosure
controls and procedures, as of the end of the gedwered by this report based on such evaluasind;

d. Disclosed in this report any change in the smadimess issuer's internal control over financiabrépg that occurred during the small businessassifourth fiscal quarter that
has materially affected, or is reasonably likelyrtaterially affect, the small business issuer'srimal control over financial reporting; and

5. The small business issuer's other certifying offieand | have disclosed, based on our most renaitiation of internal control over financial refiog, to the small business issuer's
auditors and the audit committee of the small bessrissuer's board of directors (or persons penfgrithe equivalent functions):

a. All significant deficiencies and material weaknesBsethe design or operation of internal controtiofinancial reporting which are reasonably likedyadversely affect the sm:
business issuer's ability to record, process, suimamand report financial information; and

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

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

Date: March 15, 2007



EXHIBIT 32.1

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

Pursuant to 18 U.S.C. Section 1350, the undersi@féider of Opexa Therapeutics, Inc.(the “Companyi@reby certifies, to such officer’s knowledgeattthe Company’s Annual Report on FormK8B
for the year ended December 31, 2006 (the “Repéutly complies with the requirements of Section d3¢r Section 15(d), as applicable, of the Seasiixchange Act of 1934 and that the inform:
contained in the Report fairly presents, in all ena respects, the financial condition and resoftsperations of the Company.

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

Date: March 15, 2007



EXHIBIT 32.2

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

Pursuant to 18 U.S.C. Section 1350, the undersi@ftider of Opexa Therapeutics, Inc. (the “Companyiereby certifies, to such officer’'s knowleddeattthe Company’s Annual Report on FormKSB
for the year ended December 31, 2006 (the “Repéutly complies with the requirements of Section d3¢r Section 15(d), as applicable, of the Seasiixchange Act of 1934 and that the inform:
contained in the Report fairly presents, in all ena respects, the financial condition and resoftsperations of the Company.

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

Date: March 15, 2007



