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UNITED STATES SECURITIES AND EXCHANGE
COMMISSION
Washington, D.C. 205460ORM SB-2

POST-EFFECTIVE AMENDMENT NO. 1
TO
REGISTRATION STATEMENT
UNDER
THE SECURITIES ACT OF 1933 PharmaFrontiers Corp.
(Name of small business issuer on its charter)

Texas 2834 76-0333165
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The Woodlands, Texas 77381
(281) 272-9331
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Copy to:
Michael C. Blaney
Vinson & Elkins L.L.P.
1001 Fannin, Suite 2300
Houston, TX 77002

(713) 7582222

Approximate date of commencement of proposed saleet public: As soon as practicable after theotiffe date of this registration statem:

If the securities being registered on this formtarbe offered on a delayed or continuous basisyautt to Rule 415 under the Securities Act
of 1933, check the following box: |X]

If this form is filed to register additional sedigs for an offering pursuant to Rule 462(b) untther Securities Act, check the following box
and list the Securities Act registration statermemhber of the earlier effective registration statabfor the same offering: |_|

If this Form is a post-effective amendment filedquant to Rule 462(c) under the Securities Actckhbe following box and list the
Securities Act registration statement number ofehidier effective registration statement for thene offering: |_|

If this Form is a post-effective amendment filedquant to Rule 462(d) under the Securities Actckhie following box and list the
Securities Act registration statement number ofethdier effective registration statement for thene offering: |_|

If delivery of the prospectus is expected to be enguksuant to Rule 434, check the following bok: |_



PharmaFrontiers Corp.
35,906,722 Shares of Common Stock

This prospectus relates to the resale from tintérte by the selling stockholders of up to 35,908,%Rares of our common stock, including
12,723,562 shares of common stock previously issmed?3,183,160 shares of common stock issuable tiygoexercise of common stock
purchase warrants. The selling stockholders maytsekhares of common stock from time to timehia principal market on which the stock
is traded at the prevailing market price or in nteged transactions.

Shares of our common stock are traded on the NASD Bulletin Board under the symbol "PFTR.OB." OrbRery 2, 2006, the last
reported sales price for our common stock on th€ @iilletin Board was $0.52 per share.

We will not receive any proceeds from the salehefghares of our common stock covered by this peigp.

Investing in our common stock involves a high degrérisk. You should read carefully this entiregpectus, including the section captioned
"Risk Factors" beginning on page 3, before makigeision to purchase our stock.

Neither the Securities and Exchange Commissiorangistate securities commission has approved appisved of these securities or pa:
upon the accuracy or adequacy of this prospectog.répresentation to the contrary is a crimina¢offe.

The date of this prospectus is February 9, 2
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You should rely only on the information containaedhis prospectus. We have not authorized anyopeawide you with information that is
different. This prospectus may only be used whieelégal to sell these shares of our common stbbk information in this prospectus may
only be accurate as of the date of this prospectus.

This prospectus provides you with a general deseripf the shares of our common stock that thingestockholders may offer. Each time a
selling stockholder sells shares of our commonkstiie selling stockholder is required to providel with a prospectus containing specific
information about the selling stockholder and #renis of the shares of our common stock being affere/ou.

This prospectus is part of a registration statertteattwe filed with the Securities and Exchange @dssion for a continuous offering. Under
this prospectus, the selling stockholders may, ftiome to time, sell the shares of our common stiescribed in this prospectus in one or
more offerings. This prospectus may be supplementad time to time to add, update or change infdfamein this prospectus. Any statem
contained in this prospectus will be deemed to bdified or superseded for the purposes of thisgeotuis to the extent that a statement
contained in a prospectus supplement modifies statkment. Any statement so modified will be deemearbnstitute a part of this prospec
only as so modified, and any statement so modifidicoe deemed to constitute a part of this prospec

The registration statement containing this progpedncluding the exhibits to the registration ata¢nt, provides additional information about
us, the selling stockholders and the shares ofommon stock offered under this prospectus. Thistragjon statement, including the
exhibits, can be read on the SEC website or abEfe offices mentioned under the heading "Where an Find More Information."



PROSPECTUS SUMMARY

The following summary highlights selected infornoatifrom this prospectus and does not contain ahefnformation that you should
consider before investing in our common stock. T@spectus contains information regarding ourresses and detailed financial
information. You should carefully read this enfi®spectus, including the historical financial staénts and related notes, before making an
investment decision.

In this prospectus, "PharmaFrontiers Corp.," trrpany,” "we," "us" or "our" refer to PharmaFrongi€orp., a Texas corporation, and its
subsidiaries, except where otherwise indicatec:quired by context.

Our Business

We are a biopharmaceutical company engaged in algingj autologous personalized cell therapies. @ategy is to develop and
commercialize cell therapies to treat several mdigeases including multiple sclerosis, cardioviesaliseases, and diabetes. We have an
exclusive license to an individualized T cell tiprahat is in FDA Phase /Il human dose rangingicél trials to evaluate its safety and
effectiveness in treating multiple sclerosis. Wepdiave an exclusive license to a stem cell tedgydh which adult pluripotent stem cells
derived from monocytes obtained from the patiemt'a blood. We are initially pursuing indicationshipart failure and Type | diabetes with
our stem cell therapy.

Autologous therapies use cells or other materralsifthe patient's own body to create treatmentgi®patient, thus preventing rejection
complications that result when "foreign" or "norifseells are introduced into a patient. Cellulaetapies are expected to play a large role in
the treatment and cure of a broad spectrum of hudisgases. According to independent market reseaxctellular therapies along with their
related technologies, such as diagnostics and Hlaakling, may exceed $30 billion by 2010.

Our multiple sclerosis cell therapy, Tovaxin(TMy,durrently in Phase /1l studies. Tovaxin(TM) ciats of modified autoreactive T cells.
Multiple sclerosis is a result of a person's oweells attacking the myelin sheath that coats theeneells of the central nervous system. Tl

T cells, that attack a person's own body, are redeio as "autoreactive” T cells. In our treatmtéetT cells are taken from the patient,
modified and returned to the patient. The modifiecklls cause an immune response directed at thec@gtive T cells in the patient's body.
This immune response reduces the level of autaveattcells and potentially allows the myelin shettt be repaired. In addition, we are
evaluating whether this technology will allow usdiagnose multiple sclerosis and determine thergg\a the disease through an analysis of
the level of autoreactive T cells in a patienttzool.

Two clinical studies of Tovaxin(TM) have reachedical milestones:

0 The dose escalation study was designed for patwth relapsing-remitting or secondary-progressWsS, intolerant of, or having failed,
current therapy. Blood was obtained from each pafrem which T cells reactive to two peptides eatkhree proteins (MBP, PLP, and
MOG) were expanded ex vivo and prepared as a énivdbrmulation of MRTCs. The MRTCs were attenudigdCesium137 irradiation prior
to patients receiving subcutaneous injectionsthieei6-9 million cells (Dose 1) or 30-45 millionlise(Dose 2) at weeks 0, 4, 12 and

20. MRTC frequencies were performed at baselineveaeks 5, 13, 21, 28 and 52. Patients were evaldatechanges in EDSS, MSIS and
exacerbations.



Tovaxin is a patient-specific therapeutic vaccimatstrategy for MS patients. To formulate Tovaxin€ll vaccine, the patient's own myelin
peptide-specific activated T cell lines are harsdstnd attenuated on the day of vaccine admirittrat

The study's results demonstrated that MRTCs irpéngheral blood were depleted in a dose deperdanter and analyses showed
reductions in all three types of MRTCs at all fallaip visits. All patients in the Dose 2 group hatit®% reduction in MRTC counts at the
week five follow-up visit. Percentage reductiongevgreater in the Dose 2 group than in the Dose@mat every followdp visit. Correlatio
between the reduction in overall MRTC frequencied the physical component of the MSIS (p=0.008& steong. There was a trend to
improved EDSS (p=0.0561). The annual relapse raRR( for the patients prior two years before thgrayas 1.28 and following therapy the
ARR was 0.10 (92 percent reduction) adjusted femthmber of months in the study. The treatmentase be safe and well tolerated with
minimal adverse events and no dose-limiting toasit

o Phase I/ll extension study: The analysis of datéen (10) patients that have been enrolled ihas®1/1l open-label extension study of
Tovaxin(TM) T-Cell vaccine in worsening multiplelsmsis indicates that the treatment is safe arldtelerated. Adverse events were mild
or moderate in severity. None of the ten patiegported an MS exacerbation while on study. Analgsimyelin-reactive T-cell (MRTC)
counts showed a percentage reduction from basafi@e6, and 9 months, for all three types of MRa€well as the Total MRTC. Reductic
in disease assessment disability scores were aabanall follow-up visits. No therapy induced tass were observed on week 52 MRI's for
three patients. These results suggest that MRTCinaition is safe and well tolerated and also sugfes MRTC vaccination reduces MRTC
counts, as well as EDSS and MSIS scores.

In October 2005, the FDA approved the protocoldiar Phase Ilb clinical trial of Tovaxin. We intetmlcommence this pivotal Phase Ilb
study by the end of 2005 or early 2006.

Our stem cell technology allows us to create golultipotent stem cells from monocytes isolated figlood drawn from the patient. We
believe that these stem cells, if successfully tpexl, may provide the basis for therapies to meariety of diseases and conditions. We
anticipate that our stem cell technology will havsignificant competitive advantage over many efdther stem cell technologies. The
peripheral blood monocytes, used by our technotogyoduce stem cells, have the advantage of beelatjvely abundant and easy and cost
effective to obtain. Our technology does not hdaedollection and storage difficulties presentediimpilical cord blood or the controversial
ethical and regulatory issues associated with earticystem cells. In addition, our technology issldgficult and less risky than collecting
adult stem cells from tissues such as bone magpinal fluid or adipose (fat) tissue. Furthermaney, stem cells are pluripotent, whereas
adult stem cells used in competitive technologiesmat likely to be pluripotent.
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Our stem cell technology will also avoid rejectissues because it is autologous ("self"). Thisis@posed to the embryonic, umbilical, and
some adult stem cell technologies, which in sonsesanust be taken from one individual and giveamimther. Further, we believe our stem
cell therapies will be regulated as autologous 'imaated” non-homologous use cell therapies. Ttugsyse an individuals' own stem cells,
and we therefore do not expect to encounter the sigmificant pre-clinical and clinical developmeegulatory hurdles that embryonic,
umbilical, and some adult stem cells therapiesapected to face.

Initially we are conducting pre-clinical researohdevelop stem cell therapies to treat heart faiind Type | diabetes. We plan to move
expeditiously through pre-clinical development af cardiac stem cell therapy and, if successfitiate human testing in 2006.

We believe that with our stem cell technology pius additional technology related to the differatitin of stem cells into islet cells, we will
be able to create insulin producing islet cellsweef from the patient's own blood. We are currentipducting laboratory research and plan to
move expeditiously through pre-clinical developmehour diabetes stem cell therapy and, if succdsisitiate human testing in 2006.

Our Executive Offices

Our principal executive and administrative offiegifity is located in The Woodlands, Texas at 2BB%&rescent Ridge Drive, The
Woodlands, Texas 77381 and our telephone numi§2siy 272-9331. We maintain a website at www.ph&moméierscorp.com, however the
information on our website is not part of this grestus, and you should rely only on informationteéred in this prospectus when making a
decision as to whether or not to invest in shafegsiocommon stock.

RISK FACTORS

The shares offered hereby have not been approvédawproved by the SEC or the securities regulatathority of any state, nor has any
such regulatory body reviewed this memorandum éoueacy or completeness. The shares offered hemebgpeculative, involve an
unusually high degree of risk and should only becipased by those who can afford to lose their eimivestment. Therefore, prospective
investors should carefully consider the followiigkrfactors before purchasing the shares offereelye

The following factors affect our business and tiduistry in which we operate. The risks and uncetitss described below are not the only
ones that we face. Additional risks and uncertaintiot presently known or that we currently consiienaterial may also have an adverse
effect on our business. If any of the matters dised in the following risk factors were to occur business, financial condition, results of
operations, cash flows, or prospects could be nadlieadversely affected.

Risks Related to Our Business
Our business is at an early stage of development.

Our business is at an early stage of developmeeatddVhot have any products in late-stage clinigalstor on the market. We are still in the
early stages of identifying and conducting reseancipotential products. Only one of our products iegressed to the stage of being studied
in human clinical trials. Our potential productdlwequire significant research and development metlinical and clinical testing prior to
regulatory approval in the United States and otleeintries. We may not be able to develop any prisdte obtain regulatory approvals, to
enter clinical trials for any of our product caraliels, or to commercialize any products. Our prodantiidates may prove to have undesirable
and unintended side effects or other charactesistiitversely affecting their safety, efficacy ortesfectiveness that could prevent or limit
their use. Any product using any of our technolagpy fail to provide the intended therapeutic beegéir achieve therapeutic benefits equal
to or better than the standard of treatment atithe of testing or production.
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We have a history of operating losses and do nm&xo be profitable in the near future.

We have not generated any profits since our entoythe biotechnology business, have no sourcewafues, and have incurred significant
operating losses. We expect to incur additionalaigy losses for the foreseeable future and, amevease our research and development
activities, we expect our operating losses to imseesignificantly. We do not have any sourceswémaes and may not have any in the
foreseeable future.

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

We need to obtain significant additional capitaiaerces from sources including equity and/or dielainicings, license arrangements, grants
and/or collaborative research arrangements in dodéevelop products and continue our businesaf Aecember 31, 2005, we had cash and
cash equivalents of approximately $2,097,893. @urenit burn rate is approximately $400,000 per m@xcluding capital expenditures.
However, this burn rate is expected to increas8a90,000 per month once the Phase Ilb clinicdlsttzgin. The timing and degree of any
future capital requirements will depend on manydes; including:

o the accuracy of the assumptions underlying otimates for capital needs in 2006 and beyond;

o scientific progress in our research and developmpegrams;

o the magnitude and scope of our research andaj@weht programs;

o our ability to establish, enforce and maintamtsgic arrangements for research, developmentcalitesting, manufacturing and marketi
o our progress with preclinical development andicéil trials;

o the time and costs involved in obtaining regulapprovals;

o the costs involved in preparing, filing, proséegt maintaining, defending and enforcing pateatrok; and

o the number and type of product candidates thagiwsue.

We do not have any committed sources of capitatlithahal financing through strategic collaboratippablic or private equity financings,
capital lease transactions or other financing ssimay not be available on acceptable terms, aft. a&dditional equity financings could
result in significant dilution to our stockholdeRurther, if additional funds are obtained throagtangements with collaborative partners,
these arrangements may require us to relinquistisrip some of our technologies, product candidatgsoducts that we would otherwise
seek to develop and commercialize ourselves. ficsat capital is not available, we may be reqdite delay, reduce the scope of or
eliminate one or more of our programs, any of whdohld have a material adverse effect on our firdmmondition or business prospects.
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Clinical trials are subject to extensive regulat@guirements, very expensive, time-consuming éffidwt to design and implement. Our
products may fail to achieve necessary safety #whey endpoints during clinical trials.

Human clinical trials are very expensive and diffico design and implement, in part because theysabject to rigorous regulatory
requirements. The clinical trial process is algoeticonsuming. We estimate that clinical trials wf product candidates will take at least
several years to complete. Furthermore, failureazir at any stage of the trials, and we coulebenter problems that cause us to abandon
or repeat clinical trials. The commencement andaletion of clinical trials may be delayed by sevéaators, including:

o unforeseen safety issues;

o determination of dosing issues;

o lack of effectiveness during clinical trials;

o slower than expected rates of patient recruitment

o inability to monitor patients adequately duringafter treatment; and

o inability or unwillingness of medical investigasdo follow our clinical protocols.

In addition, we or the FDA may suspend our clinicalls at any time if it appears that we are ekppgarticipants to unacceptable health
risks or if the FDA finds deficiencies in our INDtemissions or the conduct of these trials.

We are dependent upon our management team andlansmaer of employees.

Our business strategy is dependent upon the skilsknowledge of our management team. We belieateltle special knowledge of these
individuals gives us a competitive advantage. if eritical employee leaves, we may be unable amaly basis to hire suitable replacements
to operate our business. We also operate withyasraall number of employees and thus have littlembackup capability for their activities.
The loss of the services of any member of our mamagt team or the loss of a number of other empkogeuld have a material adverse
effect on our business.

We are dependent on contract research organizatimhsther contractors for clinical testing anddertain research and development
activities, thus the timing and adequacy of ouricll trials and such research activities are, deréain extent, beyond our control.

The nature of clinical trials and our businessteia requires us to rely on contract research ozg#ons, independent clinical investigators
and other third party service providers to assistvith clinical testing and certain research angetigopment activities. As a result, our success
is dependent upon the success of these outsidegrperforming their responsibilities. Althougle believe our contractors are
economically motivated to perform on their contuattobligations, we cannot directly control the gqaecy and timeliness of the resources
expertise applied to these activities by our cantnas. If our contractors do not perform their @itiés in an adequate or timely manner, the
development and commercialization of our drug caaigis could be delayed.
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Our current research and manufacturing facilityaslarge enough to manufacture future stem cellBucell therapies.

We conduct our research and development in a 1GQ08fre foot facility in The Woodlands, Texas, vahiacludes a 1,200 square foot suite
of three rooms for the future manufacture of stethand T-cell therapies through Phase IlI trifdsir current facility is not large enough to
conduct future commercial-scale manufacturing djama. We will need to expand further our manufaowgi staff and facility, obtain a new
facility or contract with corporate collaboratonsather third parties to assist with future drugdarction.

In the event that we decide to establish a commlkesciale manufacturing facility, we will requirebstantial additional funds and will be
required to hire and train significant numbers mwipdoyees and comply with applicable regulationsiciiare extensive. We do not have fu
available for building a manufacturing facility,dawe may not be able to build a manufacturing figcihat both meets regulatory
requirements and is sufficient for our commercidis manufacturing.

We may arrange with third parties for the manufextf our future products. However, our third-paburcing strategy may not result in a
cost-effective means for manufacturing our futuredpicts. If we employ third-party manufacturers, wi not control many aspects of the
manufacturing process, including compliance byettegd parties with the FDA's current Good Manufising Practices and other regulatory
requirements. We further may not be able to okddiequate supplies from third-party manufactureestimely fashion for development or
commercialization purposes, and commercial quastitif products may not be available from contreemufiacturers at acceptable costs.

Patents obtained by other persons may result imgément claims against us that are costly tordefand which may limit our ability to use
the disputed technologies and prevent us from [ngsesearch and development or commercializatigpotential products.

A number of pharmaceutical, biotechnology and otteenpanies, universities and research institutiae filed patent applications or have
been issued patents relating to cell therapy, s, T-cells, and other technologies potentiedhgvant to or required by our expected
products. We cannot predict which, if any, of sapiplications will issue as patents or the clainas thight be allowed. We are aware that a
number of companies have filed applications retat;istem cells. We are also aware of a numbeatip applications and patents claiming
use of stem cells and other modified cells to tdésgase, disorder or injury.

If third party patents or patent applications cantdaims infringed by either our licensed techmyyl@r other technology required to make .
use our potential products and such claims armatgly determined to be valid, there can be norasse that we would be able to obtain
licenses to these patents at a reasonable castlif or be able to develop or obtain alternata@hnology. If we are unable to obtain such
licenses at a reasonable cost, we may not be @dievelop some products commercially. There camob&ssurance that we will not be
obliged to defend ourselves in court against atiega of infringement of third party patents. Patéigation is very expensive and could
consume substantial resources and create sigrificexertainties. An adverse outcome in such acsuwild subject us to significant liabilities
to third parties, require disputed rights to berised from third parties, or require us to ceasgsich technology.

If we are unable to obtain future patents and gpheprietary rights our operations will be sign#itly harmed.

Our ability to compete effectively is dependenpart upon obtaining patent protection relatinguo technologies. The patent positions of
pharmaceutical and biotechnology companies, inolydurs, are uncertain and involve complex andwengllegal and factual questions. The
coverage sought in a patent application can besdemi significantly reduced before or after theepats issued. Consequently, we do not
know whether the patent applications for our tedbgy will result in the issuance of patents, oarify future patents will provide significant
protection or commercial advantage or will be aneented by others. Since patent applications anesantil the applications are published
(usually eighteen months after the earliest effectiling date), and since publication of discoesrin the scientific or patent literature often
lags behind actual discoveries, we cannot be cetthait the inventors of our licensed patents weedfitst to make the inventions covered by
the patent applications or that the licensed patpplications were the first to be filed for sunkéntions. There can be no assurance that
patents will issue from the patent applicationsfdssued, that such patents will be of commerbetefit to us, afford us adequate protection
from competing products, or not be challenged ctated invalid.



Our competition includes fully integrated biophao®aatical and pharmaceutical companies that havefisignt advantages over us.

The markets for therapeutic stem cell productstipialsclerosis products, and rheumatoid arthaites highly competitive. We expect that our
most significant competitors are fully integratdethpmaceutical companies and more established biotémgy companies. These companies
are developing stem cell-based products and theg significantly greater capital resources and gigeein research and development,
manufacturing, testing, obtaining regulatory appieyvand marketing than we currently do. Many ekthpotential competitors are further
along in the process of product development aral@berate large, company-funded research and dewelat programs. As a result, our
competitors may develop more competitive or affbfdgroducts, or achieve earlier patent proteatioproduct commercialization than we
are able to achieve. Competitive products may neadg products or product candidates that we devebsolete.

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

Our business depends on two licenses from thirtigsarAdditionally, any business relating to a T gaccine for rheumatoid arthritis depel
upon a license from the Shanghai Institute for @jidal Science. These third party license agreesrieniose obligations on us, such as
payment obligations and obligations to diligentiygue development of commercial products undelickased patents. If a licensor believes
that we have failed to meet our obligations undiégzemse agreement, the licensor could seek td bmierminate our license rights, which
could lead to costly and time-consuming litigataord, potentially, a loss of the licensed rightsriBgithe period of any such litigation, our
ability to carry out the development and commeizadion of potential products could be significgrahd negatively affected. If our license
rights were restricted or ultimately lost, our &hito continue our business based on the affeteteldnology platform could be severely
adversely affected.

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

The research and development of stem cell therégpmsbject to and restricted by extensive regutaliy governmental authorities in the
United States and other countries. The procesbtafrang U.S. Food and Drug Administration, or FCahd other necessary regulatory
approvals is lengthy, expensive and uncertain. Vel fail to obtain the necessary approvals to cometiour research and development, which
would hinder our ability to manufacture or markey duture product.



To be successful, our product candidates must é@&péed by the health care community, which candrg slow to adopt or unreceptive to
new technologies and products.

Our product candidates, if approved for marketingy not achieve market acceptance since hospitaysicians, patients or the medical
community in general may decide to not accept ditidaithese products. The product candidateswleaare attempting to develop represent
substantial departures from established treatmethieds and will compete with a number of more catieeal drugs and therapies
manufactured and marketed by major pharmaceutirapenies. The degree of market acceptance of aoyrafeveloped products will
depend on a number of factors, including:

o0 our establishment and demonstration to the medizamunity of the clinical efficacy and safetyair product candidates;

o our ability to create products that are supdnalternatives currently on the market;

o our ability to establish in the medical commuriftg potential advantage of our treatments overrative treatment methods; and
o reimbursement policies of government and thirdyppayers.

If the health care community does not accept oodycts for any of the foregoing reasons, or for atimer reason, our business would be
materially harmed.

Risks Related to Our Stock

There is currently a limited market for our comnstock, and any trading market that exists in omnmmmn stock may be highly illiquid and
may not reflect the underlying value of the Compsumgt assets or business prospects.

Although our common stock is currently traded oa @TC Bulletin Board, there is currently a limitexdrket for our common stock and there
can be no assurance that an improved market will @gvelop. Investors are cautioned not to relyherpossibility that an active trading
market may develop.

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

In the past, following periods of market volatilitythe price of a company's securities or the mpg of unfavorable news, security holders
have often instituted class action litigation.Hétmarket value of our common stock experiencesradvluctuations and we become involved
in this type of litigation, regardless of the outt®m we could incur substantial legal costs andnoamagement's attention could be diverted
from the operation of our business, causing oumss to suffer.

Our "blank check" preferred stock could be issweprevent a business combination not desired byagement or our current majority
shareholders.

Our articles of incorporation authorize the isswaat"blank check" preferred stock with such deatgms, rights and preferences as may be
determined by our board of directors without shaléér approval. Our preferred stock could be wiias a method of discouraging,
delaying, or preventing a change in our control ané method of preventing shareholders from rawpa premium for their shares in
connection with a change of control.



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

We may sell additional shares of common stock bseguent public or private offerings. We may atsmé additional shares of common
stock to finance future acquisitions. We cannotljotethe size of future issuances of our commonksti the effect, if any, that future
issuances and sales of shares of our common sttidkawe on the market price of our common stocideS of substantial amounts of our
common stock (including shares issued in connegtitim an acquisition), or the perception that ssates could occur, may adversely affect
prevailing market prices for our common stock.

We presently do not intend to pay cash dividendswrcommon stock.

We currently anticipate that no cash dividends hallpaid on the common stock in the foreseeabledutVhile our dividend policy will be
based on the operating results and capital neettie dfusiness, it is anticipated that all earniifgy, will be retained to finance the future
expansion of the our business. Therefore, prospgeitvestors who anticipate the need for immediateme by way of cash dividends from
their investment should not purchase the shareseaffin this offering.

FORWARD LOOKING STATEMENTS

This Prospectus contains forward-looking statemetittsin the meaning of Section 27A of the Secusithect of 1933. These statements relate
to future events and/or future financial performaaad involve known and unknown risks, uncertasndied other factors that may cause the
actual results, levels of activity, performanceochievements of the Company or the industry in titioperates to be materially different
from any future results, levels of activity, perfaance or achievements expressed or implied byotiweafd-looking statements. These risks
and other factors include those listed under "Riaktors" and those described elsewhere in this NMandoim.

In some cases, you can identify forward-lookingesteents by the Company's use of terms such as "rivaiyl," "should,” "expects," "plans,"
"anticipates,” "believes," "estimates," "predictgbdtential," or the negative of these terms oeottomparable terminology. These statements
are only predictions. Actual events or results midfier materially. In evaluating these statemewpts) should specifically consider various
factors, including the risks outlined under "Risacors.” These factors may cause the Company'alaetults to differ materially from any
forward-looking statement.

Although the Company believes that the expectatiefiscted in the forward-looking statements agsomable, it cannot guarantee future
results, levels of activity, performance, or ackients. Moreover, neither the Company nor any gibeson assumes responsibility for the
accuracy and completeness of these forward-loddtiaiggments. The Company does not intend to updgtefahe forwardooking statemen
after the date of this Memorandum to conform psi@tements to actual results.

USE OF PROCEEDS

The selling stockholders will receive all of th@peeds from any sales of shares of our common .sfekwill not receive any of the procee
from any such sale by any selling stockholder. 'Sa#ling Stockholders."

PRICE RANGE OF OUR COMMON STOCK AND DIVIDEND POLICY

Shares of our common stock are traded on the Nat&ssociation of Securities Dealers Inc. Over@uweinter Bulletin Board under the
symbol "PFTR.OB." Our Common Stock trades on atéohisporadic and volatile basis. As of Februarg®6, the last reported sales price
of our common stock on the OTC Bulletin Board wass8. As of December 31, 2005, there were 20,6 8sBéres of our common stock
outstanding that were held of record by 428 persons



The following table sets forth, for the periodsicated, the range of high and low bid information dur common stock. These quotations
reflect inter-dealer prices, without retail mark-upark-down or commission, and may not represenihtransactions.

Price Ran ges
High Low
Fiscal Year Ended December 31, 2003
First QUarter......cccovvvvvviieeee s 1.50 0.25
EST= oo o B 11> g (= 1.50 0.25
Third QUAIET.....cccoeeeieiiiiciceee 1.50 0.25
Fourth Quarter.........ccoovvvvvveneees s 1.50 0.30
Fiscal Year Ended December 31, 2004
First QUarter.....ccccovvvvviicieeeee 0.03 0.01
Second QUANEr...ccccueveeiiiieieeeeeeeeeeee e 14.25 0.01
Third QUAIET.....cccoeeeieiieiciceee 8.15 6.50
Fourth Quarter.......cccoovvvvieeeees s 9.50 5.90
Fiscal Year Ended December 31, 2005
First Quarter.......cccovvvevicciiiieees s 8.70 4.50
Second QUANEr....ccueveeeeieeieeeeeeeeeeee e 5.50 2.46
Third QUAIET....cccveeeeiiiieieeee e 1.41 1.25
Fourth Quarter........ccoovvviiveeeees s 0.63 0.59

Holders of shares of common stock will be entitiedeceive cash dividends when, as and if declbyesur Board of Directors, out of funds
legally available for payment thereof. Howevediifidends are not declared by our Board of Dires;tap dividends shall be paid. We have
not paid any dividends on our common stock sinaarmeption.

We do not anticipate that any cash dividends vélphid in the foreseeable future. While our dividieolicy will be based on the operating
results and capital needs of the business, weipatticthat all earnings, if any, will be retainedihance our future expansion. Therefore,
prospective investors who anticipate the needrifonédiate income by way of cash dividends from thmeiestment should not purchase the
shares offered by this prospectus.

SELECTED HISTORICAL FINANCIAL DATA

The following selected consolidated financial dgttauld be read in conjunction with "Management'scDssion and Analysis of Financial
Condition and Results of Operations" and our cadatdd financial statements and related notes dietlielsewhere in this prospectus. The
selected consolidated financial data in this sad8aot intended to replace the consolidated fifrstatements and accompanying footnotes.
We were originally incorporated in 1986 and untiy2004 operated under the name "Sportan Industnie$ In May 2004 we acquired
PharmaFrontiers Corp. and changed our name to Rifaomtiers Corp. For the purposes of this selectedolidated financial data, our
acquisition of PharmaFrontiers Corp. in May 2004 been accounted for as a reverse acquisition hwhiequivalent to the issuance of stock
by the original PharmaFrontiers Corp. for our assi&tcordingly, the selected historical financiatalis that of the original PharmaFrontiers
Corp. we acquired in May 2004. The selected codatsid statements of operations data for the pémod January 22, 2003 (date of
inception) to December 31, 2003 and for the yededrDecember 31, 2004 and the selected consolibatadce sheet data as of December
31, 2003 and 2004 have been derived from our alid@esolidated financial statements included elsge/n this prospectus. The selected
consolidated statements of operations for the miarths ended September 30, 2004 and 2005 andléwteskconsolidated balance sheet
as of September 30, 2005 have been derived fromrthedited consolidated financial information irded in this prospectus. The unaudited
financial information includes all adjustments, sisting of normal recurring accruals, which we édasnecessary for a fair presentation of
the results of operations for the nine month peeinded September 30, 2004 and 2005. Historicaltseste not necessarily indicative of the
results to be expected in the future.
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P eriod from
Ja nuary 22,
20 03 (date
of
i nception) Year Ended Nine Months Ended Sep tember 30,
to December 31 December 31, -------------mememeeee s
2003 2004 2004 2005
Consolidated Statements of Operations Data:
Revenues $ - 8 - $ - $
Operating Expenses:
General and administrative............... 80,801 3,127,488 1,685,714 7,092,615
Research and development................. - 632,621 - 1,877,787
Net operating 10SS.........ccvvvveeeees (80,801) (3,760,109) (1,685,714) (8,970,402)
Interest INCOME........coceeeeeiiniinnnnne 5,992 2,475 50,474
Other Income.........cccovveveiiinneenn. 2,379 1,882 21,903
Interest exXpense........cccccevveeeveennnn.. (45,202) (868,926) (169,966) (7,323,573)

NEL 10SS.....oveeeeeeree e $ (126,003) $(4,620,664) $ (1,851,323) $ (16,221,894)




Net loss per common share, basic and diluted $ N/A ¢ (0.73) $ (0.31) $ (1.16)

Weighted average number of common shares

outstanding, basic and diluted........... N/A 6,309,145 5,890,241 16,221,894
As of December 31, As of
- e September 30,
2003 2004 2005

Consolidated Balance Sheet Data:
Cash and cash equivalents and prepaid expenses 68 946,329 4,523,272
Intangible assets............ccccceeeninns - 26,791,073 26,539,721
Total assets............ 68 28,079,386 31,407,703
Current liabilities 69,036 4,883,165 2,276,055
CommOon StOCK.......ccuuveeeeiiiieeeeiis - 502,992 -
Total stockholders' equity.................. (68,968) 23,196,221 29,131,648

MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITIONS AND RESULTS OF OPERATIONS

The following discussion of our financial conditiand results of operations should be read togethirthe consolidated financial statements
and related notes that are included elsewherdsrptbspectus. This discussion may contain forwaotting statements based upon current
expectations that involve risks and uncertainfiag: actual results may differ materially from th@sgicipated in these forward-looking
statements as a result of various factors, inctythiose set forth under "Risk Factors", "DisclosRegarding Forward-Looking Statements”
or in other parts of this prospectus. We undertakebligation to update any information in our fand-looking statements except as required
by law.
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Overview

We are a development-stage company and have adirfierating history. Our predecessor companyirffantial reporting purposes was
formed on January 22, 2003 to acquire rights toaolult stem cell technology. In November 2004 wguéred Opexa Pharmaceuticals, Inc.
and its Multiple Sclerosis treatment technology. &ve still developing all of our technology, anddtie, we have not generated any revenues
from our operations. As we continue to executeapagrations plan, we expect our development andatipgrexpenses to increase.

Research and development. We have made and erppmmttinue to make substantial investments in rekeand development in order to
develop and market our technology. Research anel@@went costs consist primarily of general andiathinative and operating expenses
related to research and development activitiese¥yense research and development costs as incBraguerty, plant and equipment for
research and development that have an alternativesfuse are capitalized and the related depiecist expensed as research and
development costs. We expect our research andaf@aeht expense to increase as we continue to invéds development of our
technology.

General and administrative. General and adminig&@&xpenses consist primarily of salaries and fiisneffice expense, professional
services fees, and other corporate overhead astanticipate increases in general and adminiggr&xpenses as we continue to develog
prepare for commercialization of our technology

Results of Operations
Comparison of Nine Months Ended September 30, 2006Nine Months Ended September 30, 2004
Net Sales. We recorded no sales for the nine mamtied September 30, 2005 which resulted in nogghfrom the same period in 20(

General and Administrative Expenses. Our genembaiministrative expenses increased to $7,092,886glthe nine months ended
September 30, 2005, as compared to $1,685,714thrersame period in 2004. The increase in genedhhdministrative expenses is due
primarily to the start-up of operations which imbhd the hiring of new personnel including employaed directors and scientific advisory
board members. These individuals have agreemettishre Company which provide for salary payment® ihcrease in operations is also
attributable to the acquisition of Opexa Pharmécals and the assumption of its operations. Alstuithed are professional fees incurred fi
legal, accounting, and consulting services. Anéitépl future expenses include expenses associdtetheiexpansion of facilities.

Research and Development Expenses. Research agldpleent expense increased to $1,877,787 for ttembonths ended September 30,
2005, compared to $0 from the same period in 20B4.increase is primarily related to the acquisitdd Opexa Pharmaceuticals and the
assumption of its operations and research and agwvent programs, including its ongoing Phase liihi€al Trial for Tovaxin as well as the
beginning of the pre-clinical studies for our caaland diabetes stem cell therapies. Also incladedgrofessional fees incurred from
consulting services and legal fees to secure apdrekour license patent claims. Anticipated fueKpenses include expenses associated witt
the expansion of the laboratory/manufacturing fées.

Interest Expense. Interest expense increased 3@%5,73 for the nine months ended September 3@, 280compared to $169,966 from the
same period in 2004. The increase is primarilyteeldo the accrued interest on the 15% Exchang&xdneertible Subordinated Notes (the
"Bridge Notes"). Interest accrued on the Bridgedsait a rate of 15% per annum. The accrued intanelsall principal of the Bridge Notes
were converted into shares of common stock andantsfor common stock in an exchange in June 2005.
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Net loss. The Company had a net loss for the nioetihs ended September 30, 2005, of ($16,221,8984$1016) per share (basic a

diluted), compared with a net loss of ($1,851,328)$0.31) per share (basic and diluted), fromsiéyme period in 2004. The primary reason
for the increase in net loss is due primarily t® &mortization of the remaining discount underldbeeficial conversion feature of the Bridge
Notes and the accrued interest on the Bridge Nbtsvas converted into shares of common stockgaldth star-up of operations which
included the hiring of new personnel including eoygles and directors and scientific advisory boagthivers. These individuals have
agreements with us which provide for salary paymente increase in net loss is also attributabtedéaacquisition of Opexa Pharmaceuticals
and the assumption of its operations and reseatii@velopment programs. Also included are profesdifees incurred from legal,
accounting, and consulting services to secure apdrel our license patent claims. Anticipated fuexpenses include research and
development, professional and consulting fees expénses associated with the expansion of theeddficl laboratory/manufacturing
facilities.

Comparison of Year Ended December 31, 2004 wittPeréod from January 22, 2003 (date of inceptioripécember 31, 2003
Net Sales. We recorded no sales for the twelve hsoettded December 31, 2004 or the period endechiire31, 2003

General and Administrative Expenses. Our genehbaministrative expenses increased during theveumlonths ended December 31, 2(

to $3,127,488 as compared to $80,801 from Januarg@3 (inception) to December 31, 2003. The meean general and administrative
expenses is due primarily to the start-up of op@natwhich included the hiring of new personneluding employees and directors and
scientific advisory board members. These individugve agreements with the Company which providedtary payments. The increase in
operations is also attributable to the acquisitb®pexa Pharmaceuticals and the assumption opisations and research and development
programs. Also included are professional fees imelifrom legal, accounting, and consulting servioesecure and expand our license patent
claims as well as license milestone fees to theréinity of Chicago. Such anticipated future expsmeay include research and development,
professional and consulting fees, and expensesiassd with manufacturing facilities.

Research and Development Expense. Research andmieeat expense increased to 632,621 for the twalweths ended December 31,
2004, compared to $ 0 from inception to Decembe2803. The increase is primarily related to thguésition of Opexa Pharmaceuticals and
its ongoing Phase I/1l Clinical Trial for Tovaxis avell as the beginning of the pre-clinical studmsour cardiac and diabetes stem cell
therapies.

Interest Expense. Interest accrued on the Notasate of 15% per annum.

Net loss. We had a net loss for the year endedrbieee31, 2004, of $4,620,664 or ($.73) per shaasi¢tand diluted), compared with a

loss of $126,003, from inception to December 3D he primary reason for the increase in netisisie to the start-up of operations
which included the hiring of new personnel inclugiemployees and directors and scientific advisagrth members. These individuals have
agreements with us which provide for salary paymente increase in net loss is also attributabtbéaacquisition of Opexa Pharmaceutic
Inc. and the assumption of its operations and rekesnd development programs. Also included aréepsional fees incurred from legal,
accounting, and consulting services to secure gpdral our license patent claims as well as licemgestone fees to the University of
Chicago. Such anticipated future expenses maydealesearch and development, professional and kimgsiees, and expenses associated
with manufacturing facilities.
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Liquidity and Capital Resources

Since our inception, the Company has financedptsations from the sale of its debt and equity sges (including the issuance of its
securities in exchange for goods and services}dredited investors. Between September 2004 andi&gb2005, the Company privately
placed an aggregate principal amount of $6.1 milbbéBridge Notes. In June 3, 2005, the Companyamged its Bridge Notes aggregating
approximately $6.7 million in principal and interésr 4,433,598 units at a purchase price of $p&0unit; each unit comprised of one share
of common stock and three separate types of wartargurchase a total of 2.75 shares of commork stedollows: a series A warrant for
1.25 shares with an exercise price of $2.00 whigdires on the later of January 25, 2006 or 5 moaftes registration statement is effectivi
series B warrant for one-half of a share with ag@reise price of $2.90 which expires on Septembe@66 or 12 months after registration
statement is effective; and a Series C Warranviershare with an exercise price of $4.00 thatresmpn May 25, 2010.

In June 2005, the Company completed a private plaoe of approximately $5.08 million to accreditegestors by issuing 3,387,217 units at
a purchase price of $1.50 per unit; each unit idehto those issued in the Bridge Note exchangeJ@y 18, 2005 the Company completed a
follow-on private placement of approximately $760,000credited investors and issued 507,292 additioniéd @t a purchase price of $1.
per unit.

As of September 30, 2005, the Company had caspprbaimately $4,353,000. We believe we have sudfiticash to fund current operations
through February 2006. The Company's burn ratkerthird quarter of 2005 was $550,000 per month.fDun rate is expected to increase in
the fourth quarter of 2005 as we prepare for owako Phase 2b clinical trial. The Company belietreg we will need a minimum of
$2,600,000 to fund our operations for the fourthrger of 2005. This money will be used for the ramppof our Tovaxin Phase 2b clinical
trial, for research and development, capital exgares and for general and administrative expenses.Company anticipates that it will ne

to engage in best efforts sales of its securitasise needed working capital. Failure to raiseessary working capital will cause us to curtail
operations.

Contractual Commitments

We have exercised our option with the landlord wf facilities to renew the lease on our executiffiees and research facilities for a term of
five years with an option for an additional fiveaye at the then prevailing market rate. We areimgaitn final construction pricing in order to
finalize the rental rate on the lease renewal.

In our acquisition of Opexa Pharmaceuticals, IndNovember 2004, we assumed a lease on a 32,04tesipot office/warehouse facility
used as Opexa's headquarters located in HousteasT@/e determined that this facility was unsugdbl future expansion and we
negotiated a lease termination agreement whichiited the remaining eight year obligation and cediuthe annual facility expenses by
$215,000. The lease termination required a finahtiny lease payment for February 2005, surrendéneecurity deposit in the amount of
$15,380, and a lease termination fee of $56,768.a0reement also contains mutual release provisgaasing both parties from any claims
each may hold against the other under the leasel dait or about May 31, 2002.

Off-Balance Sheet Arrangements
As of September 30, 2005, we had no off-balancetsdmeangements.
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Related Party Transactions
For more information on these transactions, pleaaé "Certain Relationships and Related Party B&imns," in this prospectus.
Critical Accounting Policies

Our discussion and analysis of our financial caaditind results of operations is based on our dmaged financial statements, which have
been prepared in accordance with accounting pilieigenerally accepted in the United States of Acaefhe preparation of these
consolidated financial statements requires us tkeneatimates and judgments that affect the repartgalints of assets, liabilities and
expenses. We base our estimates on historicaliexgerand on various other assumptions that weveeto be reasonable under the
circumstances, the results of which form the bfsisnaking judgments about the carrying valuesssiess and liabilities that are not readily
apparent from other sources. Actual results m&erdifom these estimates under different assumsgtirconditions. We believe the
following critical accounting policies affect ourast significant judgments and estimates used ipgregion of our consolidated financial
statements.

Reverse Acquisition. We treat the merger of Phanmatiers Corp. into Sportan as a reverse acquisifarsuant to the guidance in Apper

B of SEC Accounting Disclosure Rules and Pract@éiial Text, the "merger of a private operatimypany into a non-operating public
shell corporation with nominal net assets typicadlgults in the owners and management of the grisampany having actual or effective
operating control of the combined company aftertthesaction, with the shareholders of the formaalip shell continuing only as passive
investors. These transactions are considered bstéffeto be capital transactions in substancégrahan business combinations. That is, the
transaction is equivalent to the issuance of skycthe private company for the net monetary assfettse shell corporation, accompanied by a
recapitalization." Accordingly, the reverse acqiosi has been accounted for as a recapitalizaionaccounting purposes, the original
PharmaFrontiers Corp. is considered the acquirdremeverse acquisition. The historical finanstatements are those of the original
PharmaFrontiers Corp. Earnings per share for pgipoidr to the merger are restated to reflect timalrer of equivalent shares received by the
acquiring company.

Impairment of Long-Lived Assets. We review longeliyassets and certain identifiable assets for mmgait whenever events or changes in
circumstances indicate that the carrying amoumtnodisset may not be recoverable. If the sum ofxpected future undiscounted cash flows
is less than the carrying amount of the assetduaitmpairment analysis is performed. An impairmess is measured as the amount by w
the carrying amount exceeds the fair value of asset

Stock-Based Compensation. We have adopted FAS28)."Accounting for Stock-Based Compensation" fon{tash stock-based
compensation issued to employees, directors angempioyees for goods or services. FAS No. 123 aloempanies to continue to measure
compensation costs for employees and directorgubmintrinsic value method as prescribed by AREn®n 25; however, the fair value
method must be used to measure compensation sestxlito non-employees. FAS No. 123 states thdaithealue method of accounting for
stock-based compensation is preferable to thensitrivalue method; therefore, we use the fair vale¢hod to measure all stock-based
compensation, including stock-based compensationt@mployees and directors. Under this methochpemsation cost is measured at the
fair value of the award on the applicable measurgrdate. See Note 1 of the Notes to Consolidatedrigial Statements for the pro forma
income and net income per share amounts, for FIQ8 through Fiscal 2004, as if the Company hadl asfair-value-based method similar
to the methods required under SFAS 123R to measumpensation expense for employee stock incentireds. The Company is evaluati
the terms and structure of its current share bpagthents and does not expect the adoption to haigndicant, adverse impact on the
consolidated statements of income and net incomshaae as it relates to current granted optiodsvaarrants as of the date of the adoption.
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Consolidation of Variable Interest Entities. In dary 2003, the FASB issued Interpretation No. 4g(RIN 46"), Consolidation of Variable
Interest Entities. FIN 46 addresses consolidatiphusiness enterprises of variable interest est{fiemerly special purpose entities). In
general, a variable interest entity is a corporgtartnership, trust or any other legal structised for business purposes that either (a) does
not have equity investors with voting rights or fias equity investors that do not provide sufficf@amancial resources for the entity to supg

its activities. The objective of FIN 46 is not strict the use of variable interest entities,tbutprove financial reporting by companies
involved with variable interest entities. FIN 4@juéres a variable interest entity to be consolidditg a company if that company is subject to
a majority of the risk of loss from the variabléerest entity's activities or entitled to receiveajority of the entity's residual returns or both.
The consolidation requirements are effective ferfihst period that ends after March 15, 2004;Gloenpany elected to adopt the requirem
effective for the reporting period ending Decem®Er2004. The adoption of FIN 46 had no effectlt@donsolidated financial statements.

Research and Development. The costs of materidie@mipment or facilities that are acquired or trtded for research and development
activities and that have alternative future usescapitalized as tangible assets when acquiredratucted. The cost of such materials
consumed in research and development activitieslendepreciation of such equipment or facilitisediin those activities are research and
development costs. However, the costs of mategalsipment, or facilities acquired or constructedrésearch and development activities
that have no alternative future uses are considesshrch and development costs and are expentetahe the costs are incurred.

OUR BUSINESS
Overview

We are a biopharmaceutical company engaged in algingj autologous personalized cell therapies. @ategy is to develop and
commercialize cell therapies to treat several mdigeases including multiple sclerosis, cardioviesatliseases, and diabetes. We have an
exclusive license to an individualized T cell tiprahat is in FDA Phase /Il human dose rangingicél trials to evaluate its safety and
effectiveness in treating multiple sclerosis. Wepdlave an exclusive license to a stem cell tecigyah which adult pluripotent stem cells
derived from monocytes obtained from the patiemt'a blood. We are initially pursuing indicationshipart failure and Type | diabetes with
our stem cell therapy.

Our lead product, Tovaxin(TM), is a T-cell-basedrtpeutic vaccine for MS, offering a unique andspealized approach to treating the
disease by inducing an immune response againgiath@genic myelin autoreactive T-cells. Tovaxin jus$ been accepted by the U.S. Food
and Drug Administration's (FDA) Center for BiologiEvaluation and Research (CBER) for a Phaseiliical study, entitled "A Multicente
Randomized, Double-Blind, Placebo-Controlled Stafi$ubcutaneous Tovaxin(TM) in Subjects with Clalig Isolated Syndrome or
Relapsing Remitting Multiple Sclerosis" followingd successful Phase /1l open-label studies. Thelt®from two Tovaxin Phase I/II
clinical trials provided safety and effectivenasformation. Human trials have shown that the owellvaccination (TCV) safely induces
immune responses that deplete and regulate myatiimesmctive T-cells, thus stabilizing the disease iais the first MS drug to demonstrate
sustained improvement in many of the patients aisthined reversal of disability in some of the gails that were treated. Moreover, we are
evaluating T-cell assay technology, which can kesiue monitor T-cell therapy and may have the gaaefor early diagnosis of MS.
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We also hold the exclusive worldwide license tolagluripotent stem cells derived from peripherkdzl monocytes that allow for the
isolation, propagation, and differentiation intdle@nd tissues for patient-specific cell-baseddpies. We are currently pursuing indications
for congestive heart failure (CHF) and Type 1 diab€T1D) with its stem cell technology. We exp@octonduct basic research to determine
the potential use of its stem cells in other intlares, such as macular degeneration, stroke, aridnBan's disease.

Overview of PharmaFrontiers Corp Technologies and b grams

AUTOLOGOUS CELL-BASED

THERAPIES
I
I
T CELL THERAPY ADULT PLURIPOTENT
STEM CELL THERAPY
I I
I I
MULTIPLE SCLEROSIS MULTIPLE SCLEROSIS CAR DIAC DIABETES
THERAPY MONITORING THE RAPY THERAPY
I I
I I
OTHER: TYPE 1 DIABETES, CROHN'S, PSORIASIS, OTH ER: MACULAR DEGENERATION,
RHEUMATOID ARTHRITIS STROKE, PARKINSON'S

In the United States, approximately 400,000 peepféer from multiple sclerosis, a chronic progressautoimmune disease of the central
nervous system (CNS) that is caused by myelin eatiive T-cells progressively eroding the myeliat thurrounds and insulates nerve fibers
of the brain and spinal cord. Globally, there grpraximately 2.5 million MS patients representindrag market in excess of $4 billion. The
US markets accounted for 50 per cent of global BI8ssin 2004, at US$2.3 billion. MS remains a @maing autoimmune disease to study
because the pathophysiologic mechanisms are djvamdethe chronic, unpredictable course of theadisanakes it difficult to determine
whether the favorable effects of short-term treatiwéll be sustained. Therapies that can prevestap the progression of disease and allow
reversal of the neurological damage and disalghiysed by the disease represent the greatest nesain MS.

In recent years, the understanding of MS pathogehes evolved to comprise an initial, T-cell-méeéhinflammatory activity followed by
selective demyelination (erosion of the myelin awgbf the nerve fibers) and then neurodegeneralibe discovery of disease-relevant
immune responses has accelerated the developmtamgefed therapeutic products for the treatmethe®arly stages of MS. Healthy
individuals have been found to have autoreactivells, which recognize a variety of self-antigeag(, myelin basic protein [MBP],
proteolipid protein [PLP], and myelin oligodendroeyglycoprotein [MOG]) as part of the normal T-aelpertoire and circulate naturally in
the periphery without causing an autoimmune disease

Some subjects unfortunately who have the apprapgahetic background have increased susceptifilitthe in vivo activation and clonal
expansion of myelin autoreactive T-cells. Theselmyautoreactive T-cells may remain dormant, bugahe point they are activated in the
periphery, possibly by molecular mimicry (i.e., ogaition of epitopes that are common to autoantigerd microbial antigens as exogenous
triggers), thus enabling them to cross the bloadrbdbarrier (BBB) and infiltrate the healthy tissefethe brain and spinal cord. The cascade of
pathogenic events leads to demyelination of axewhi&h causes nerve impulse transmissions to difiatgethe tissue.

17



Current Therapy for Multiple Sclerosis

Current MS disease modifying drugs on the markeaty palliative and generally work through a nmegkm of immunomodulation or
immunosuppression (Appendix A). These therapiedf8rare dominated by three forms of interferon teguire frequent subcutaneous or
intramuscular injections. Copaxone is an immunonfatdu composed of a random copolymer of amino attidsis administered daily.
Novantrone (mitoxanthrone) is an immunosuppresdiug that can only be given four times per yeahwitife time limit of 8 to 12 dose

All of the current therapies only slow the progiesof MS and they have significant patient comptia challenges because of the dosing
schedule, limited decrease in relapse rate, sfdetsfprofile (e.g., the interferon formulation®guce severe flu-like symptoms, injection site
reactions, infection and neutralizing antibodies{e from 5% to 45%) are developed that limitsefieacy of treatment; copaxone causes
significant injection site reactions; while novamte causes infections, bone marrow suppressioseaabair thinning, bladder infections, and
mouth sores). These drugs must be administereygl tdaileekly and they reduce relapses by about 38-&s compared to a patient's prior 2-
year history)

Tysabri, a selective adhesion molecule inhibitorgfpha 4 integrin antagonist), represents anatlass of MS drugs which works by
preventing immune system cells (all leukocytesyéag the alpha 4 integrin glycoprotein on theirfage) from crossing the BBB and move
into the CNS. Unfortunately, Tysabri blocks the mment of all inflammatory T-cells not just the nipedutoreactive T-cells and leaves
patients at a risk of life threatening infectiomgsabri with a reduction in relapse rates of 67%rgus placebo) was still expected to generate
$2 to 3 hillion in peak annual sales in an exispngducts market of approximately $4 billion hadat been for the severe side effects.

A number of companies have committed resourcessearch and development programs to develop no8ealidg therapies (Appendix B).
These programs represent incremental improvemeetsooirrent therapy and their mechanisms of a@rersimilar to current therapy.
Tovaxin is the only whole T-cell based vaccinatstrategy that safely and effectively eliminatesrheelin autoreactive T-cells and induces
immune tolerance with the potential to preventdisease or stop disease progression and perhaflevicthe reversal of disease symptoms
and progression to severe disability.

In our open-label Phase I/l studies, Tovaxin Hamsas a reduction in relapses in excess of 90% withally no side effects based on only 4
injections annually administered over 3-4 monthstltermore, approximately 40% of the MS patiergatied with Tovaxin demonstrated a
reversal of disability as measured by the Kurtzkpdhded Disability Status Scale (EDSS; a methaguahtifying disability of MS patients)
while the remainder of patients (except for onapsé) experienced no progression of disease. Bastek results of the Phase I/l studies a
Phase Ilb clinical trial to study Tovaxin therapysdarly (clinically isolated syndrome (CIS) andlgaelapsing remitting (RR)) MS patients
has been cleared by the FDA and is scheduled initiaed the first half of 2006.

Tovaxin(TM) for Multiple Sclerosis

Tovaxin works selectively on the myelin autoreagtivcells by harnessing the body's natural immueferdse system and feedback
mechanisms to deplete these T-cells and inducedalmimmune regulatory responses which rebaldme@imune system. Tovaxin induces
immune responses that deplete (Appendix C) andatgthe myelin autoreactive pro-inflammatory Tle¢hat cause the inflammation and
erosion of the myelin sheath resulting in MS. Speally, Tovaxin is manufactured by taking the MRI €om the blood, expanding them to a
therapeutic dose ex-vivo, and attenuating them gatimma irradiation to prevent DNA replication. Thestenuated MRTCs are then injected
subcutaneously into the body in large quantitigwe Body recognizes specific T-cell receptor molesulf these MRTCs as foreign and
mounts an immune response reaction against themophodestroying the injected attenuated MRTC4,abs0 the circulating, myelin
autoreactive T-cells carrying the peptide-spedificell receptor molecules. In addition, T-cell aation molecules on the surface of the
activated MRTCs used as vaccine induce favorabiteune regulatory responses, which promote antifimff@tory responses. Because the
therapy uses an individual's own cells, the onteatly identifiable side effect is injection siteaction in a small percentage of the patients.
These reactions clear within 24 hours. Clinicatlis indicate that following TCV therapy the bodyed not attack normal T-cells so the
patient is not put at peril for side effects arid threatening infections.
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Tovaxin consists of a trivalent formulation (MBR,APPand MOG) of attenuated myelin-peptide reactiveells (MRTCs) which targets only
the myelin-specific subset of T-cells. Current #pes on the market and under development do imoinelte the MRTCs and are, therefore,
only a palliative treatment to reduce the frequeaiegt occurrence of MS symptoms. The current it@natif Tovaxin is a trivalent formulatio
which uses six peptides (two each from three mymiaieins) to select the MRTCs. This formulatiowésy pharmacologically active with
only minimal local and systemic side effects. Tamaa whole T-cell vaccine, is a completely newsslaf drug for MS that works in concert
with the body's immune regulatory system to suppties T-cell-mediated inflammatory activity and lg¢@ the MRTCs.

This same technology platform will have applicatiorother T-cell mediated diseases such as Cralisesse, psoriasis, rheumatoid arthritis
and type 1 diabetes.

Tovaxin(TM) Intellectual Property

Tovaxin is protected by a series of patents andmpapplications. There is also substantial know-korrounding the Tovaxin manufacturing
process that should be patentable.

The technology was discovered by Dr. Jingwu ZhdBaylor College of Medicine in Houston. We haveextlusive, worldwide license
from the Baylor College of Medicine to develop aminmercialize three technology areas for MS, nametgll vaccination, peptides, and
diagnostics. Under the License Agreement with thgl® College of Medicine, we have rights to atoffa7 patents (2 U.S. and 5 foreign)
and 69 patent applications (6 U.S., 62 foreign, hiR&tent Cooperation Treaty [PCT]).

The license was granted to us by Baylor in exchdogeommon stock in Opexa Pharmaceuticals, Inegaed by us in November 2004).
The key terms of the agreement are: exclusive,dwade, and a 2% royalty on net sales of licensedypcts. The royalty decreases after the
aggregate net sales exceed $500 million. Thera@agher performance or payment terms in the lieeWe also have a separate consulting
agreement with the inventor, Dr. Jingwu Zhang, Whicants us the right of first refusal on all fi@wliscoveries made by Dr. Zhang.

Tovaxin(TM) Manufacturing

We manufacture our TCV therapy in our own GMP fcilThe TCV technology is similar to that of tréidhal microbial vaccine technology,
where the pathogen (or the attenuated derivats/a¥éd to derive the protective antigens necessangluce protective immune responses. In
preparing a TCV therapy, the myelin autoreactiveells causing the disease are taken from the bkpetifically identified, and expanded ex
vivo by incubating these T-cells with MBP, PLP, aM@G-selected peptides in the presence of antigesepting cells and growth factors.
Myelin-peptide reactive T-cells are grown to thexatic levels and cryopreserved. Prior to use, theTds are expanded, formulated, and
attenuated (by irradiation) to render them incorapeto replicate but viable for therapy. Theseratéted T-cells are administered
subcutaneously through a series of injections.rglsidraw of a 500 ml bag of blood is sufficienptovide a full year's therapeutic regime of
Tovaxin.
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We have improved the manufacturing process of Tiovdased on a hew process, turnaround (receiploafd from the patient and return
Tovaxin to the patient) is decreased from 12 toe®k® and it is anticipated that an annual coursleevraipy will cost $3,000-4,000 to
manufacture. Current therapies are priced at $0a®$23,000 annually. The price of newer therapigls better safety and efficacy profiles
are anticipated to exceed $20,000 annually.

We have also validated supply chain logistics imprents that make manufacturing with a regionatreéfacility economical. The viability
of blood MRTCs from the time the blood is drawnnfrthe patient to receipt at the processing fadiag been established at a minimum ¢
hours, which is sufficient for anywhere in the éwitStates and, likely, Canada. Experiments arerwageto determine whether blood
MRTCs viability can be extended to at least 72 ho8tability on the final TCV formulation for injgon into patients has already been
established at 72 hours. We are actively conduaimgriments to improve the stability profile ofvexin.

We have developed a supply chain agreement wigtblabd Biological Services (Memphis, TN) in whiclidblood will manage blood
collection and shipment to our manufacturing fagilising the same infrastructure that is used tiecitransfusable products. We will
manage direct shipment of the TCV to the investigbdr administration to patient.

Clinical Development of Tovaxin(TM)

The intent of our clinical development programagbsition Tovaxin as first-line therapy for MS.pravements in efficacy combined with
the inherent safety of the treatment make this gerlistic. If successful, Tovaxin would be thesfiproduct that specifically targets the "root
cause" of MS--the myelin autoreactive T-cells. Cangyl to other treatments available, this therajiydividualized autologous, easier to
tolerate and potentially places the disease intogsion. If patients are treated early enough éndisease course, this therapy may prevent
progression to more serious forms of MS and pogsilibws the reversal of disease. Furthermore, Xioveeems to be appropriate to be
combined with existing therapies to form a therajoszocktail that could be used over the entire &ijcle of a patient as other treatments are
added or replaced. Remyelination therapies shailelsier to develop and implement following thelelign and regulation of the myelin
autoreactive T-cells.

The clinical effectiveness of whole T-cell vaccirtes evolved from 1990 to 2005 due to formulatimopriovements. There are three primary
myelin proteins (MBP, MOG and PLP) that have beeplicated in T-cell pathogenesis of MS. In the ¥4890's, Dr. Zhang used
monovalent MBP-reactive T cell formulations to trpatients in an opelabel clinical trial, which demonstrated an exacatlsafety profile an

a 40% reduction in Annualized Relapse Rate (ARRjmary outcome measure for licensing MS therapi€aple

1). Patients treated in Israel with a divalent (MBROG) formulation had an excellent safety proéiled reduced ARR by 55% (Table 1). M
recently, patients treated in our Phase I/ll opaoel studies with trivalent (MBP, MOG, and PLP)nfiaiations had an excellent safety profile
and reduced ARR by 90% (Table 1). In the upcomingse IIb trial, a new formulation refinement wi# bnplemented that is expected to
further improve efficacy.
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Table 1. Comparison of Annual Relapse Rate Redugtigith T-Cell Vaccine

Formulations

T-Cell Vaccine Peptide Formulation  Annual Rel apse Rate  Number Patients
Formulation Reducti on (%)*

Monovalent MBP 40 114

Divalent MBP, MOB 55 20

Trivalent MBP, MOG, PLP 90 16

Patient-Specific**  Variable based on
patient-specific
T-cells TBD ok 150

* All three clinical trials were open-label. ** THehase Ilb trial will select peptide-specific myeleactive Tcells to tailor the T-cell vaccine
specifically for the individual patient. *** TBD 4o be determined. Over the past 10 years 150 patieve been treated with T-cell vaccine.

Tovaxin(TM) Phase llb

The Phase llIb trial, entitled "A Multicenter, Ramtiaed, Double-Blind, Placebo-Controlled Study ob8utaneous Tovaxin(TM) in Subjects
with Clinically Isolated Syndrome or Relapsing Rémg Multiple Sclerosis", to be initiated in thiest half of 2006, will be a multi-site
double-blind, randomized, placebo-controlled 1500(freated, 50 placebo) patient trial. The patmamulation will be those patients with
early stage disease where Tovaxin is likely to Htssgreatest impact. The primary endpoint willleégion evaluation (the total number of
gadolinium-enhancing lesions) via MRI with a secanycendpoint being annual relapse rate. Thisisidesigned to rigorously demonstrate
the safety and efficacy of Tovaxin in the fastesbst economical manner prior to initiating a pivéaase 11l trial approximately the second
half of 2007.

A rigorous, blinded study is now required usinggratspecific formulation(s) in subjects with easlage disease (where the therapy is likely
to work best) to specifically define safety andaafty parameters prior to entering a Phase llistegfion study. The Tovaxin vaccine unlike
other MS products in development activates regnjatecells (Tregs) that (1) induce the depletiorttaf myelin autoreactive T-cells (anti-
idiotypic response of anti-id networks of CD4+ &id8+ Tregs) that recognize specific MRTCs by tlhwilque TCR CDR3 peptides, and (2)
induce immune responses to T-cell activation markanti-ergotypic response that recognizes the stahctivation of T-cells irrespective of
their TCR specificity), and (3) skews the pro-inflaatory Th1l phenotype autoantigen-specific celi$ pnoduce IFN-gamma and interleukin
[IL]-2 and IL-12 to anti-inflammatory Th2 phenotypatoantigen-specific cells that produce IL-4, 0-1L-6 and IL-12. These combined
effects of TCV have the potential to allow the badyepair the multiple sclerosis lesions.

Stem Cell Therapy

Stem cells are undifferentiated primary cells tieate the potential to become any tissues and omfahe body. They hold enormous
therapeutic promise for the development of effectreatments and possibly cure various diseasesatdpoietic stem cells, present in the
bone marrow and precursors to all blood cells careently the only type of stem cells commonly ugadtherapy. Doctors have been
transferring HSCs in bone marrow transplants forariban 40 years. Advanced techniques for collgatin’harvesting" HSCs are now used
to treat leukemia, lymphoma and several inheritedddisorders.
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The clinical potential of stem cells has also béemonstrated in the treatment of other human déseascluding diabetes and advanced
kidney cancer. However, these new therapies hase bffered only to a very limited number of pateensing adult stem cells.

New clinical applications for stem cells are cuthgbeing tested therapeutically for the treatmaritver diseases, coronary diseas
autoimmune and metabolic disorders (amyloidost#pmic inflammatory diseases
(lupus) and other advanced cancers.

Unfortunately stem cell therapies have technidhical and legal hurdles to overcome before thdihbei able to be used to effect tissue and
organ repair in disease states that heretofore tialyereated the symptoms. A significant hurdlenost uses of stem cells is that scientist
not yet fully understand the signals that turn ffiegenes on and off to influence the differeribatof the stem cell. Therefore, scientists will
have to be able to precisely control the differ@idin of stem cells into the specific cell typdomused in therapy and drug testing Current
knowledge of the signals controlling differentiatitall well short of being able to mimic these citioths precisely to consistently have
identical differentiated cells for each specifiesbu

To realize the promise of novel cell-based thesfide such pervasive and debilitating diseasesnsisis must be able to easily and
reproducibly manipulate stem cells so that theyspss the necessary characteristics for succeséskdtiation, transplantation and
engraftment. The following is a list of steps irtsessful cell-based treatments that scientistshailie to learn to precisely control to bring
such treatments to the clinic. To be useful fons@ant purposes, stem cells must be reproduciblyento:

o Proliferate extensively and generate sufficierdrdities of tissue
o Differentiate into the desired cell type(s)

o Survive in the recipient after transplant

o Integrate into the surrounding tissue after toéargt

o Function appropriately for the duration of theipéent's life

o Avoid harming the recipient in any way

o Avoid the problem of immune rejection

Although there are many ways to access stem celtsautologous blood monocyte-derived stem cefisrafistinct advantages. The press has
been focused on embryonic stem cells becausejsitallly, they have the most potential but recéundies have indicated that adult stem cells
maybe better clinically. Embryonic stem cells h#twee major drawbacks: (1) They are very expensiaecess, requiring 150 to 250
embryos to develop one cell ling;(2) They are \difficult to control; and (3) They are used by adisiering them into another individual
(allogeneic), thus risking rejection. Some of théssavbacks can be overcome if the cord blood stta are frozen at birth; but most people
have not done this. Therefore, the only practicay ¥o access one's own stem cells is either thrboglke marrow, the spinal cord or fat tissue.
All of these procedures require expensive, hospiéatment and are fairly traumatic to the patient.

Stem cell transplants have been shown to be s'fatdssestigators have conducted clinical studiadate stage heart failure patients using
stem cells from the patients' bone marrow injedlieelctly into the damaged parts of the heart. Phaxedure involved threading a catheter
through an artery into the left ventricle (the Hisamain pumping chamber) and "mapping" specitiessdof muscle damage. Stem cells were
then injected into these areas. After two monthes tteated patients had significantly less hedtriaand angina and were better able to p
blood than the untreated patients. The treatedpgatao tended to do better on treadmill tests,adted four months, the treated patients had a
sustained improvement in pumping power and thetgalbd supply blood to the entire body. A summafgeveral studies using stem cells to
treat heart failure is provided in Appendix D.
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Stem Cell Platform

Our second exciting opportunity and comprehensearology platform involves a proprietary procesprioduce large quantities of
monocyte-derived stem cells (MDSC) from blood atlatively low cost. The importance of these MDS@hiat they can be prepared from a
patient's monocytes, expanded ex vivo, and therirastered to the same patient. Because this isiaiagous therapy, there should be no
rejection issues and no need for the use of detiilg anti-rejection drugs. Moreover, this methwdids the controversial ethical issues
associated with embryonic stem cells. Lastly, silheesource of MDSC is the patient's own periphiei@bd, it has the advantage of being
abundant, easy to obtain even on a repetitive basiscost effective.

Adult stem cells are unspecialized cells that hastential to develop into many different cell typeshe body. Adult stem cells are believed
to be a potential autologous renewable replacesmnte which might be used to treat various diseaseh as heart disease, type 1 diabetes
stroke, heart attack, burn injuries, spinal cojdries, Parkinson's and Alzheimer's diseases, art/rathers. Adult stem cells are in clinical
trials globally and are currently being used thetdjzally in Thailand where hematopoietic stem@HSCs) are being used to treat cardiac
disease (severe angina pectoris). In addition tatkerin cells are in clinical trials in the U.S. @aachymal stem cells), Brazil, Uruguay and
Europe (bone marrow derived stem cells).

Working either alone or in conjunction with strategartners, we intend to utilize these MDSC frdra same patient to effect autologous
tissue or organ repair. The initial internal thenagic targets are late stage heart failure and ygi@betes. Other therapeutic targets would be
pursued through early-stage licensing or stratalfj@ences. This program is currently in pre-clinidavelopment. The value proposition is to
confirm that we can make large amounts of inexpenfsinctional stem cells from easily accessible aoytes and then leverage off the
advances being made globally to accelerate clinizds.

Our technology and solution circumvents many offifeblems other stem cell technologies have bydoabie to access large quantities of
pluripotent (able to self replicate and be diffdéraed into all cell types except germ cells) staatis from a patients own blood. The
proprietary system works by first separating thenouytes (a type of white blood cell) from a patieblood. These monocytes are then
reversed in their evolution (de-differentiated)dpplying specific growth factors to them to yieldriique MDSC. Blood is rich in monocytes
and a 500 ml bag of blood will yield over 100 nulii stem cells.

Stem Cell Pre-Clinical and Clinical Development

We plan to conduct pre-clinical animal studies loese MDSC in the first quarter of 2006 before djlamd IND. The plan is to leverage off of
extensive international research and clinicaldraadd develop these cells internally for late staemat failure and type 1 diabetes. All other
potential applications will be out-licensed to gexte upfront cash, milestone payments, and rogaltie

Type 1 diabetes and heart failure were chosemfernal development because they are large maidwets 1 million patients in the U.S.) and
we have a proprietary method of creating isletsc&tem cell research using more expensive praeésseshown encouraging clinical results
for the use of cellular therapy in these indicagiofihe objective will be to develop these progrémsugh proof of principle in human and
then out-license them to a major company.
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Stem Cell Intellectual Property

We have an exclusive, worldwide license from théversity of Chicago, through its prime contractelationship with Argonne National
Laboratory, to the development of pluripotent stetls from monocytes isolated from human periphbl@abd and their use in treating
diseases. The technology was discovered at theriigblational Laboratory, a U.S. Department of Epdrgporatory. Under the License
Agreement with the University of Chicago, we halve tights to a total of 8 patent applications (3 B®CT and 3 Foreign). We hold a
license to produce cells that generate insulinguggcore stem cell technology as well as a liedos the use of some unique growth factors,
which have overcome the challenge of differentgatin adult stem cell to produce insulin. A patgqlization has been filed for the use of
MDSC to develop beta-islet cells for treatmentygfet 1 diabetes. We have filed a patent applicdtothe use of MDSC to treat heart disease
based on technology developed by us since acquhm@icense from the University of Chicago. Unthe terms of this license, the Univer:

is entitled to 2.6% of our outstanding stock ofdzhen the first $10 million of equity financing. &uldition, we are obligated to pay a
milestone payment and a 4% royalty on sales.

Stem Cell Strategy

We will review possible strategic partners for stegiis following the proof-of-principle in animaladels and the submission of an IND for
diabetes and cardiology. Possible licensing woelddo marketing rights in exchange for upfront mgnmailestone payments, payment of all
ongoing clinical costs in licensed territories, angalties on sales.

Synergy between T-Cell Vaccination and Stem Ce#irpeutics

Insulin dependent type 1 diabetes (T1D; insulinetelent diabetes (IDDM)) mellitus is a T cell-medthinflammatory autoimmune disease
of the pancreas, resulting in a lack of insulinalperson with T1D, beta cells of Langerhans amadged by autoimmune inflammation,
leading to an insufficiency of insulin. In T1D seakautoantigen-specific T cell autoreactivitieyddeen identified. These include islet-
specific antigens, like insulin, and other nonispécific antigens, like glutamic acid decarboxgléSAD), carboxypeptidase H (CPH), and
tyrosine phosphatase (IA-2) among others. Of allkihown autoantigens implicated in the diseasega®idreatment with only insulin, GAD
65, and the heat shock protein 60 (HSP60) pep&d& pan protect nonobese diabetic (NOD) mice frigaake. Insulin and GAD 65 are also
the most prominent islet autoantigens shown teebegnized by peripheral T cells from T1D patiefitsese antigens, among others, may
form the basis for a PharmaFrontier's TCV therapylfLD.

Our TCV program has significant synergy with owarstcell program with respect to the treatment nitdédr T1D. Because autoreactive T-
cells are implicated in the destruction of betdsceal therapeutic strategy that includes T1D TCNowed by new stem cell derived beta cell
replacement could be an extraordinary therapy o for T1D.

Licenses, Patents and Proprietary Rights

We believe that proprietary protection of our tealogies will be critical to the development of dwsiness. We intend to protect our
proprietary intellectual property through patentd ather appropriate means. We rely upon tradesspootection for some confidential and
proprietary information and take active measuresturol access to that information. We currentlydnon-disclosure agreements will all of
our employees.

Our intellectual property strategy includes deveiggproprietary technology for the sourcing, saghe manufacturing, and storage of T cells
and pluripotent adult stem cells and the use cfalwells in multiple therapeutic applications. Tétimtegy will include expanding on
technologies in-licensed to us as well as in-liggpadditional technologies through collaboratiarnth universities and biotech companies.

We have licenses to certain patents that relaveitd cell technology and our pluripotent adulinsteell technology.
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T Cell Therapy IP

We have an exclusive, worldwide license from thgl&aCollege of Medicine to patent applicationsiriang rights to the treatment of
multiple sclerosis using modified T cells and te tise of the T cell technology as a diagnostic.ddtige Baylor license we are obligated to
pay a percentage of net sales of products sulgjaghetlicensed patents.

We also have an exclusive worldwide license foritibellectual property rights and research resofitan autologous T cell vaccine for the
treatment of rheumatoid arthritis from the Shangdhsiitutes for Biological Sciences (SIBS), Chindsmdemy of Sciences of the People's
Republic of China. Pursuant to the SIBS licenseageent, we made an initial payment to SIBS andre@hligated to pay a percentage of
net sales of products subject to the licensed t@oly. SIBS' initial human clinical trial resultsdicate that the T cell vaccination induces
immune responses that correlate with clinical improents measured as reductions in ACR50 (Americdie@e Rheumatology (ACR)
criteria, which measures joint swelling and tendsmand other factors such as pain and disaklitgt)reductions in rheumatoid arthritis
laboratory parameters

Stem Cell Therapy IP

We have an exclusive, worldwide license from théversity of Chicago to a patent application claiiights to the development of adult
pluripotent stem cells from monocytes isolated frahlt human peripheral blood. The technology wasbtbped at the Argonne National
Laboratory, a U.S. Department of Energy Laboratpgrated by the University of Chicago.

Pursuant to the license we have issued a tota3®f054 shares of our common stock to the Univerdighicago. We have also agreed to pay
the University of Chicago $1.5 million upon thelearof April 30, 2006 or our raising $10 milliorr anore in any financing. We are also
obligated to issue to the University of Chicagdisignt additional shares of common stock so thatWniversity holds a total of 2.6% of our
outstanding stock after our raising $10 milliomaore in any financing. We have agreed to pay agmeagie of royalties on sales of products
subject to the licensed patents, as well as sutdeéees. In addition, the University of Chicagefise requires us to expend on research and
development at least $2,000,000 within two (2) gedrthe execution of the license and at leastdaiitianal $4,000,000 within four

(4) years of the execution of the license. Reseanchdevelopment expenditures by sublicensees owayat for half of each amount. Failure
to meet the above criteria may result in the liegnsing amended to restrict the grant to only:

(a) an exclusive license in two cell therapy araasl, (b) a non-exclusive license in the remainigljareas. The license also requires us to sell
a product or method based on the licensed techpdipdrebruary 2011.

Research Collaborations

We anticipate that from time to time in the futwe will enter into collaborative research agreersavith other academic and research
institutions. We will use such agreements to enbang research capabilities. Typically, in the isitiy, such agreements provide the industry
partner with rights to license the intellectual pecty created through the collaboration. We may atgter into collaborative research
agreements with other pharmaceutical companies wigelnelieve such collaboration will support the elepment and commercialization of
our technology.
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Commercialization Through Third Party

We anticipate that we will grant sublicenses fataia applications of our technologies. We beliéhvat by sublicensing some of the rights to
our technology to pharmaceutical companies and diiirel parties, we will be able to more efficigntlevelop some applications of our
technologies. We currently do not have any subsiesn

Competition

The development of therapeutic and diagnostic agenthuman disease is intensely competitive. Mpf@armaceutical companies currently
offer a number of pharmaceutical products to theart attack, stroke, Parkinson's disease, digheteisdiseases, arthritis and other diseases
for which our technologies may be applicable. Mphgrmaceutical and biotechnology companies arestigating new drugs and therapeutic
approaches for the same purposes, which may ach@avefficacy profiles, extend the therapeutic wwdor such products, alter the
prognosis of these diseases, or prevent their owaebelieve that our products, when and if sudoéigsieveloped, will compete with these
products principally on the basis of improved artkirded efficacy and safety and their overall ecoodenefit to the health care system.
expect competition to increase. We believe thathoost significant competitors will be fully integeal pharmaceutical companies and more
established biotechnology companies. Smaller comepanay also be significant competitors, partidyl#frrough collaborative arrangements
with large pharmaceutical or biotechnology compan&me of our primary competitors in the curregdtment of and in the development of
treatments for multiple sclerosis include Biogelar: Serono, Aventis, Teva, and Schering AG. Sofimioprimary competitors in the
development of stem cell therapies include AastBiosciences, Geron, Gamida-Cell Ltd, Stem Cells, I6ellerant Therapeutics, Viacell,
and Osiris Therapeutics. Many of these competharse significant products in development that cdnddcompetitive with our potential
products.

Sales and Marketing

We intend to develop a sales force to market outiphel sclerosis cell therapy and diagnostic prddue the U.S. Given the concentration of
multiple sclerosis among a relatively small numbiespecialized neurologists, we believe that a rebdize sales force would be sufficient to
market the multiple sclerosis products. Our platvistart building the sales force with the laun€tlthe multiple sclerosis diagnostic products.

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

Our principal executive offices are located at 26B%rescent Ridge Drive, The Woodlands, Texas,amdelephone number is (281) 272-
9331. This 10,200 sq. ft. facility is located oa@es. This location provides space for researdidamelopment laboratories; a specialized
flow cytometry and microscopy lab; support of atii trials with GMP manufacturing suites; qualigsems management with a quality
control laboratory, regulatory affairs offices, ftygassurance space; as well as administrativpatigpace. There is 2500 sq. ft. of space in
the facility still available for future build-outhe facility including the property is leased foream of ten years with two options for an
additional five years each at the then prevailiragkat rate. We believe that our lease is at a ctitiygeor market rate.
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Government Regulation

Our research and development activities and theduhanufacturing and marketing of our potentialdoicts are, and will be, subject to
regulation for safety and efficacy by a number @igrnmental authorities in the United States aherotountries.

In the United States, pharmaceuticals, biologiaald medical devices are subject to Food and DrugiAidtration or FDA, regulation. The
Federal Food, Drug and Cosmetic Act, as amendetithenPublic Health Service Act, as amended, thelations promulgated thereunder,
and other Federal and state statutes and regudamrern, among other things, the testing, manufactafety, efficacy, labeling, storage,
export, record keeping, approval, marketing, adsiad and promotion of our potential products. Riddlevelopment and approval within
this regulatory framework takes a number of yeatkiavolves significant uncertainty combined witie texpenditure of substantial resources.

FDA Approval

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

1. Preclinical Laboratory and Animal Tests. Prachhtests include laboratory evaluation of theduet and animal studies in specific disease
models to assess the potential safety and effiohtlye product and our formulation as well as thelily and consistency of the
manufacturing process.

2. Submission to the FDA of an Application for awéstigational New Drug Exemption, or IND, Which MiBecome Effective Before U.S.
Human Clinical Trials May Commence. The resultshef preclinical tests are submitted to the FDAas$ pf an IND, and the IND becomes
effective 30 days following its receipt by the FDés long as there are no questions, requests oy deobjections from the FDA.

3. Adequate and Well-Controlled Human Clinical 1sito Establish the Safety and Efficacy of the RiaddClinical trials involve the
evaluation of the product in healthy volunteersagrmay be the case with our potential producta,amall number of patients under the
supervision of a qualified physician. Clinical ts@re conducted in accordance with protocolsdeédil the objectives of the study, the
parameters to be used to monitor safety and theaeff criteria to be evaluated. Any product adntarisd in a U.S. clinical trial must be
manufactured in accordance with clinical good maoufring practices, or GMP, determined by FDA. Eaiediocol is submitted to the FDA
as part of the IND.

The protocol for each clinical study must be apprbiey an independent Institutional Review BoardRB, at the institution at which the
study is conducted and the informed consent giaticipants must be obtained. The IRB will consj@enong other things, the existing
information on the product, ethical factors, thiegaof human subjects, the potential benefitsheftherapy and the possible liability of the
institution.

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

o In Phase |, products are typically introduced imtalthy human subjects or into selected patieptifations to test for adverse reactions,
dosage tolerance, absorption and distribution, baditam, excretion and clinical pharmacology.
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o Phase Il involves studies in a limited patienpylation to

(i) determine the efficacy of the product for sfiediargeted indications and populations, (ii) detme optimal dosage and dosage tolerance
and (iii) identify possible adverse effects andebafisks. When a dose is chosen and a candidatkigrris found to be effective and to have
an acceptable safety profile in Phase Il evaluati®hase 1l trials begin.

o Phase lll trials are undertaken to conclusivelsndnstrate clinical efficacy and to test furthardafety within an expanded patient
population, generally at multiple study sites.

The FDA continually reviews the clinical trial pkand results and may suggest changes or may eatjsgontinuance of the trials at any
time if significant safety issues arise.

1. Submission to the FDA of Marketing Authorizatidpplications. The results of the preclinical sesland clinical studies are submitted to
the FDA in the form of marketing approval authoti@a applications.

2. FDA Approval of the Application(S) Prior to Ar§ommercial Sale or Shipment of the Drug Biologiodrct Manufacturing
Establishments Located in Certain States Also Magbbject to Separate Regulatory and Licensing iRegant. The testing and approval
process will require substantial time, effort amgense. The time for approval is affected by a nemalf factors, including relative risks and
benefits demonstrated in clinical trials, the aadaility of alternative treatments and the sevesityhe disease. Additional animal studies or
clinical trials may be requested during the FDAi@avperiod, 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
use of the product for additional indications. Hi2A may also require unusual or restrictive postkaing testing and surveillance to
monitor for adverse effects, which could involvgrsficant expense, or may elect to grant only cthodal approvals.

FDA Manufacturing Requirements

Among the conditions for product licensure is teguirement that the prospective manufacturer'sitguaintrol and manufacturing
procedures conform to the FDA's current good mastufang practices, or GMP, requirement. Even giteduct licensure approval, the
manufacturer must comply with GMP on a continuiagib, and what constitutes GMP may change asdbkeaftthe art of manufacturing
changes. Domestic manufacturing facilities areextip regular FDA inspections for GMP complianehjch are normally held at least ew
two years. Foreign manufacturing facilities arejsobto periodic FDA inspections or inspectionsthy foreign regulatory authorities with
reciprocal inspection agreements with the FDA. Dsticemanufacturing facilities may also be subjednspection by foreign authorities.

Fast Track, Priority Review and Accelerated Approva

Fast Track refers to a process for interacting WithFDA during drug development. Priority Revieppbes to the time frame the FDA targ
for reviewing a completed application. Accelerafggproval (Subpart H) applies to the design and @onof the studies used to support a
marketing claim.
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Fast Track is a formal mechanism to interact with EDA using approaches that are available toppllieants for marketing claims. The Fact
Track mechanism is described in the Food and DrigriAistration Modernization Act of 1997. The betefif Fast Track include scheduled
meetings to seek FDA input into development plémes,option of submitting a New Drug Application (MPin sections rather than all
components simultaneously, and the option of retinegesvaluation of studies using surrogate endpaastdiscussed below. The Fast Track
designation is intended for the combination of@dpict and a claim that addresses an unmet mediedl, hut is independent of Priority
Review and Accelerated Approval. An applicant mag any or all of the components of Fast Track wittibe formal designation. Fast Tr:
designation does not necessarily lead to a PriBv@yiew or Accelerated Approval.

Priority Review is a designation for an applicatadter it has been submitted to the FDA for reviewapproval of a marketing claim. Under
the Food and Drug Administration Modernization A€t1997, reviews for New Drug Applications, or NDAse designated as either
Standard or Priority. A Standard designation deggarget date for completing all aspects of aese\and the FDA taking an action on the
application (approve or not approve) at 10 monftes ¢he date it was filed. A Priority designatisets the target date for the FDA action at 6
months. A Priority designation is intended for th@soducts that address unmet medical needs.

Accelerated Approval or Subpart H Approval is agrean described in the NDA regulations that is idezhto make promising products for
life threatening diseases available on the markahe basis of preliminary evidence prior to formamonstration of patient benefit. The
studies are designed to measure and the FDA eiaiuatperformed on the basis of a surrogate magkeneasurement intended to substitute
for the clinical measurement of interest, usuatlylgngation of survival) that is considered likédypredict patient benefit. The approval that
is granted may be considered a provisional appnwithla written commitment to complete clinical dies that formally demonstrate patient
benefit. The Federal Register published a discossid\ccelerated Approval with comments. Absendiarfal demonstration of patient
benefit, a risk benefit assessment cannot be nfamelerated Approval designation does not necdgdaad to a Priority Review.

Proposed FDA Regulations

The FDA is requiring human cell, tissue, and callind tissue-based product (HCT/P) establishnteritdlow current good tissue practice,
which governs the methods used in, and the fasligind controls used for, the manufacture of HGTAR®rdkeeping; and the establishment
of a quality program. The agency is also issuing regulations pertaining to labeling, reportinggspactions, and enforcement that will apply
to manufacturers of those HCT/Ps regulated soletieuthe authority of the Public Health Service,Aetd not as drugs, devices, and/or
biological products.

As part of this approach, the FDA has publishedlfinles for registration of establishments thajaaye in the recovery, screening, testing,
processing, storage or distribution of human célisues, and cellular and tissue-based produutisfar the listing of such products. These
products specifically include stem cells that am@genitors of blood cells; however, the FDA makeserplicit statement regarding the
inclusion of other types of stem cells. In addititre FDA has published proposed rules for makingability determinations for donors of
cells and tissue and for current good tissue pradtir manufacturers using them. We cannot nowrchéte the full effects of this regulatory
initiative, including precisely how it may affedte clarity of regulatory obligations and the extehtegulatory burdens associated with
pluripotent adult stem cell research (for stemscilat give rise to various tissue types, includitapd), and the manufacture and marketin
adult stem cell products.

Other Regulations

In addition to safety regulations enforced by tiBAFwe are also subject to regulations under theupational Safety and Health Act, the
Environmental Protection Act, the Toxic SubstanCestrol Act and other present and potential fuforeign, Federal, state and local
regulations.
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Outside the United States, we will be subject ulations that govern the import of drug produatsf the United States or other
manufacturing sites and foreign regulatory requaeta governing human clinical trials and marketipgroval for our products. The
requirements governing the conduct of clinicallssi@roduct licensing, pricing and reimbursememtywidely from country to country. In
particular, the European Union is revising its latpry approach to high tech products, and reptasigas from the United States, Japan and
the European Union are in the process of harmagiaimd making more uniform the regulations for #gistration of pharmaceutical produ

in these three markets.

Employees

As of December 31, 2005, we had 18 full time emp&sy We believe that our relations with our empdsyare good. None of our employees
is represented by a union or covered by a collediargaining agreement.

Legal Proceedings
We are not currently a party to any legal procegslin
MANAGEMENT
The following table sets forth certain informaticgarding our current directors and executive effic

Our executive officers are elected by the boardii@ctors and serve at the discretion of the boalicf the current directors serve until the
next annual stockholders' meeting or until theacassors have been duly elected and qualified.

Name Age Position
David B. McWilliams...................... 62 President and Chief Executive Officer, Director
Brooks BOVErouX...........ccceeeeeenunns 62 Chairman of the Board
C. William Rouse 58 Chief Financial Officer
Jim C. Williams.......cccceeeveveninne 62 Chief Operating Officer
Donna R. Rill.......ccccocoiiiiiinns 52 Vice President of Operations
Sandy L. Livney.......cccccovuvveeennnns 50 Vice President of Administration / Controller
Anthony N. Kamin........ccccccceeevenn. 45 Director
Paul M. Frison.........ccccceeveennnen. 68 Director
Terry H. Wesner 62 Director

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

Brooks Boveroux was elected as the Chairman oBtierd since October, 2005. Mr. Boveroux also seag€hairman of our Audit
Committee since that date. Mr. Boveroux had preslipgerved as the senior vice president--finanieief éinancial officer and treasurer of
IMCOR Pharmaceutical Co. since August 1, 2000 anithat company's secretary since November 12, @atibhis retirement in September
2004. For the five years prior to joining Pharmaftiers Corp., Mr. Boveroux served as chief finahoféicer and vice president of investor
relations for The Liposome Company, Inc., chiefinial officer of Synergy Pharmaceuticals, Inc. asé consultant advising corporation
the area of corporate finance. Mr. Boveroux isadgate of Hamilton College and received his MasiEBusiness Administration in Finance
from the Wharton School of the University of Perinania.
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David B. McWilliams was appointed President andebior in August 2004. From December 2004 until A21q004, Mr. McWilliams was a
private investor. From June 2003 to December 2BB3McWilliams served as President and CEO of Baat®arcodes, Inc., a molecular
diagnostics company. From May 2002 to June 2003 MéiVilliams served as CEO of Signase, Inc., a eattterapy company. Mr.
McWilliams served as CEO of Encysive Pharmaceugitiad., a cardiovascular therapeutics company ffone 1992 to March 2002. Prior to
June 1992, Mr. McWilliams served as CEO of Zonalgen a human reproductive products company. Roidhat time, Mr. McWilliams was
a senior executive with Abbott Laboratories andamagement consultant with McKinsey & Co. He cuillsesgrves as a director of Novelos
Therapeutics, Inc. and Fairway Medical Systems, Hecalso serves on the boards of the Texas Hea#itend Bioscience Institute and the
Houston Technology Center. He received an MBAafice from the University of Chicago, and a B.Aclemistry, Phi Beta Kappa, from
Washington and Jefferson College.

Jim C. Williams has served as our Chief Operatiffic€ since November 2004. Dr. Williams servedvése President of Clinical and
Regulatory Affairs and as Chief Operating Officer ©Opexa Pharmaceuticals, Inc. from February 2604avember 2004. From August 20
to February 2004 he was Senior Vice President, Regy Affairs and Operations for OSIRIS Therapesitinc., and from November 2002
August 2003 Dr. Williams was Vice President US Retpry Affairs for Powderject Vaccines. From Sepb&am2001 to November 2002 Dr.
Williams served as Assistant Vice President, WoittdRegulatory Affairs for Wyeth BioPharma. Priorthis Dr. Williams served as
Executive Director Regulatory Affairs for Aventisfeur from November 1994 to September 2001. Ditianvis retired in 1994 as Captain
from the U.S. Public Health Service with over twepe¢ars of service in applied research and humarpteduct development which included
assignments with the FDA, Center for Biologics Enaion and Research as a Director Scientist ibikision of Vaccine and Related
Product Applications; the US Army Medical Resedrtdtitute of Infectious Diseases as Chief, Intridat Pathogens branch and the Nati
Institutes of Health, National Institutes of Allgrgnd Infectious Diseases; and at the U.S. Navalidé Research Institute as a research
microbiologist.

C. William Rouse has served as our Chief Finar@fficer since May 2004. Prior to May 2004, Mr. Rewsas Managing Director of Rouse
Associates from April 1999 until May 2004. From dary 1995 to April 1999 he was Chief Marketing ©éi for Futorian Inc. and from
December 1990 to January 1995 he was a DivisiorefaéManager for Masco Corporation. Prior to 1990 Rbuse was President of BEI,
Inc. Mr. Rouse has led several startups and tunmal®and founded several successful companies.

Donna R. Rill has served as our Vice Presidentper@tions since November 2004. Ms. Rill has nezblyears of extensive clinical and
research laboratory experience in cell and gemaplyaesearch and clinical application, immunolagtechniques and assessment,
microbiology, diagnostic virology, experimental @dgs and method development and implementation.ralseexpertise in the areas of
laboratory development and operations, FDA GMPragdlatory compliance, quality control/assurancgesy development, and clinical
Standards of Practice. From April 2003 to Noven4 she was the Director of Quality Systems anddds Development at Opexa
Pharmaceuticals, Inc. From November 1997 to Af)d2she was the Director of Translational Resefimcthe Center for Cell & Gene
Therapy at Baylor College of Medicine. She has wdrto design, and qualify GMP Cell & Gene Therappdratories, GMP Vector
Production facilities, and Translational Researabd.at St. Jude Children(1)s Research HospitahS €kxildren(1)s Hospital, and Baylor
College of Medicine. Ms. Rill has held the posigasf Laboratory Director of Cell and Gene Therapgnslational Research Center for Cell
and Gene Therapy, Baylor College of Medicine; AggecScientist/Lab Manager of the Bone Marrow Tpdeust Research Laboratory, and
the GMP Cell & Gene Therapy Laboratories, St. JOd#dren(1)s Research Hospital; Clinical Infectidisease Laboratory Manager,
Education Coordinator and Clinical Instructor, Depeent of Clinical Laboratory, LeBonheur ChildreMgdical Center and University of
Tennessee Center for the Health Sciences..
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Sandy L. Livhey has served as our Vice PresideAdofinistration and Controller since November 2004. Livney has over 25 years of
experience working in private and public entergigevarious accounting and marketing roles. Slhvate certified as a Certified Public
Accountant by the State of Texas in 1981. Priddd@ember 2004, Ms. Livhey worked for Systems Mamaget Solutions, Inc. as its
Controller beginning in June 2003 and served aseBay, Treasurer and Chief Financial Officer ujaihing PharmaFrontiers. From January
2001 until May 2003, Ms. Livhey worked for Petv@lve, Inc., a privately owned enterprise, in aiefgrof capacities including Vice Presid
of Business Development, Interim Controller andsBeal Assistant to the owner. From January 192®9@1, Ms. Livhey worked for T.
Warren Investments, Inc., a privately owned entsepiin a variety of functions including Controll&usiness Manager and Personal Assi
to the Owner.

Anthony N. Kamin has served as a Director sinceebdier, 2004. Since Mr. Kamin currently serves asiglent of two companies. Eastwi
Investment Management is a private equity multitslyy and multi-asset class manager. Interim Métemagement provides a range of
management services primarily in the biotechnolaigg medical device fields. From 1998 to 2003, Kawaés a venture partner with Venture
Strategy Partners. He is a co-founder of Nobex Quaitpn (oral protein and peptide delivery) andHitielity Entertainment. He is also
currently Chairman of the Board of Advisors for sy, a center for technology commercialization attNwestern University. He also sen
on boards for lllinois Technology Enterprise Cerfté EC) in Chicago, Real American Restaurants, Ba@m, and The Cove School for
children with learning disabilities. Kamin receivadasters Degree from Yale University in Interaaél Relations with a concentration in
International Law.

Paul M. Frison has served as a Director of the Gompsince November, 2004. Mr. Frison has been érasand CEO of the Houston
Technology Center since January 1999. Before hglimriound the Houston Technology Center in 199&dR spent 24 years as President
and/or CEO building three public companies, NY S#elil LifeMark, NASDAQ-listed ComputerCraft, andé@ell Corp. (LIFC: NASDAQ-
NM). Mr. Frison currently serves on the Board ofdgtors of the Houston Technology Center, Micromiedhnologies, Inc., The Institute
Research and Rehabilitation, The Entrepreneursisifituite, The Houston Entrepreneurs Foundationa3 &ouncil of AEA, Texchange, and
the Advisory Council of the University of Houstoi€ellege of Technology. He received his B.A. frorocfdlental College in Los Angeles,
California.

Terry H. Wesner has served as a Director since st@05. Mr. Wesner is a biostatistician and a gasel of The University of Memphis wi
degrees in biology, mathematics, and statistics firlit position after graduate school was an agpuént to the faculty of Harvard School of
Medicine as Director of Research for the Nationaldetes Association. While a faculty member at ldedhSchool of Medicine, Mr. Wesner
researched gestational diabetics. Since then hbdeasa Professor of Mathematics and Statistiddighed a successful series of 30 college
level mathematics textbooks with McGraw-Hill Pubkss, and for the last five years has been the &&owner of Bernard J. Klein
Publishing and GetMath Educational Software. Mr.sWi brings a unique perspective to the Board abthe founding investors in Opexa
Pharmaceuticals, our wholly owned subsidiary; bis Isas been undergoing treatment with our T-cedédareatment for Multiple Sclerosis.
Mr. Wesner also has been elected to the Nationah€ibof The Text and Academic Authors Associatibis, company has formed a
partnership with World Vision to bring free educai@l materials to needy schools throughout theddritates, served as Chair of his
community's planning commission, founded and is Miee-Chair of his community's building authoriggrves on The Advisory Board for
The Ann Arbor Academy a school for children withrieing disabilities, and volunteers for variousestbommunity and civic organizations.
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Committees of the Board of Directors
We currently have an audit committee, a compensationmittee, and a nominating and corporate govesmaommittee.

Audit Committee. The audit committee selects, omalfeof our board of directors, an independent juudtcounting firm to be engaged to
audit our financial statements, discuss with tlieependent auditors their independence, review eudiss the audited financial statements
with the independent auditors and management axuam@end to our board of directors whether the addinancials should be included in
our Annual Reports to be filed with the Securitesl Exchange Commission. The Audit Committee operptirsuant to a written charter,
which was adopted February 3, 2005. The currentimeesof the audit committee are Messrs. BoveroakVdasner.

All of the current members of the Audit Committee aon-employee directors who: (1) meet the catéoi independence set forth in Rule
10A-3(b)(1) under the Securities Exchange Act @4,%s amended (the "Exchange Act"); (2) have adtqipated in the preparation of our
financial statements or the financial statement®péxa; and (3) are able to read and understamthfoental financial statements, including a
balance sheet, income statement and cash flowrsate The board has determined that Mr. Boverowlifigs as an "Audit Committee
Financial Expert" as defined by item 401(e) of Retian S-B of the Exchange Act.

Compensation Committee. The compensation commrigédews and either approves, on behalf of our boadirectors, or recommends to
the board of directors for approval (1) the anrsaddiries and other compensation of our executifreen$ and (2) individual stock and stock
option grants. The compensation committee alsoigesvassistance and recommendations with respect ttompensation policies and
practices and assists with the administration ofomunpensation plans. The members of our Comp@&ms@bmmittee are independent
directors as defined in the applicable rules agdletions promulgated by the SEC, and are neith@fficer nor employee of us or our
subsidiary. The Compensation Committee operatesuput to a written charter, which was adopted Augiis2004. The current members of
the compensation committee are Messrs. Wesner riggbh.

Nominating and Corporate Governance Committee.ndmeinating and corporate governance committeetassis board of directors
fulfilling its responsibilities by: identifying andpproving individuals qualified to serve as mershsrour board of directors, selecting dire
nominees for our annual meetings of shareholdeeduating the performance of our board of directarsl developing and recommending to
our board of directors corporate governance guidsland oversight with respect to corporate govemand ethical conduct. Messts.
Wesner, Kamin and Frison are the current membettsedNominating and Corporate Governance Committéef whom have been found
the Board of Directors to be an "independent dinégtursuant to the applicable rules and regulatjpromulgated by the SEC. This
committee operates pursuant to a written charteptad on February 3, 2005.

Compensation Committee Interlocks And Insider Egrdition. Our Compensation Committee is compridedessrs. Wesner and Frison.
None of the committee members has ever been aroge®bf PharmaFrontiers Corp. None of our execuffieers serve as a member of
board of directors or compensation committee of@myty that has any executive officer serving aseanber of our Board of Directors or
Compensation Committee.
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Compensation of Directors

Mr. Boveroux is compensated $3,000 per month an@d®6quarterly plus $2,000 for each regular Boaegting attended in person and
$1,000 for each regular meeting attended by tefecence. Mr. Boveroux is also compensated $1,00@doh Audit Committee meeting he
attends. Mr. Kamin is compensated $3,000 per manth$2,500 quarterly plus $1,000 for each regutar8 meeting attended in person and
$500 for each regular meeting attended by telecenée. Mr. Kamin is also compensated $500 for émhinating Committee meeting he
attends. Messrs. Wesner and Frison are comper2800 quarterly plus $1,000 for each regular Boaegting attended in person and $500
for each regular meeting attended by teleconfereviceWesner is compensated $500 for each commitieeting he attends and Mr. Friso
compensated $1,000 for each Compensation Committeting he attends and $500 for each Nominatingritiee meeting he attends. Mr.
McWilliams who is a director and an officer doeg receive any compensation for his services asrabee of our board of directors. We
reimburse our directors for travel and lodging exges in connection with their attendance at boaddcammittee meetings.

EXECUTIVE COMPENSATION
Summary Compensation Table

The following tables set forth certain informatimgarding our CEO and each of our most highly-campted officers whose total annual
salary and bonus for the fiscal years ending Deeer@b, 2004, 2003 and 2002 exceeded $100,000.

Annual Compen sation Long Term Compensation Awards
------------------- Securities Underlying All Other
Name and Salary Bonus Options Compensation
Principal Position Year (%) (%) #) %)
David B. McWilliams (1 2004 73,000 - 370,000 (2)
2003 - - -
2002 -
Warren Lau (3) 2004 98,000
2003 -
2002 -
Jason Otteson (4) 2004 42,000 - -
2003 102,000 - 24,000

2002 102,000

(1) Served as chief executive officer since Auq@4.

(2) See "Executive Employment Contracts" for a asston of the option.
(3) Served as chief executive officer from Juneffhough August 2004.
(4) Served as chief executive officer until Jun4£0
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Option Grants in Last Fisca | Year

(Individual Grants)

Number of Securities % of Total Options  Exercise/Base Price E xpiration Date

Name Options Granted Granted to Fiscal Year ($/Share)
David B. McWilliams 370,000 32% 3.00 August 2009
Warren Lau - - - -
Jason Otteson

Options Exercises and Fiscal 2004 Y ear End Values
Number of Sh ares Value of Unexercised
Underlying Unex ercised In-the-Money Options
Options at Decembe r 31 2004 at December 31 2004 (1 )

Name Exercisable Unexercisable Exercisable Unex ercisable
David B. McWilliams 50,000 320,000 $ 170,000 $ 1,088,000
Warren Lau - - $ -8 -

Jason Otteson

(1) The value of "in-the-money" stock options reganets the difference between the $3.00 exercise pfisuch options and the fair market
value of $6.40 per share of common stock as of Bbee 31, 2004, the closing price of the commonksteported on the OTC Bulletin
Board.

No options were exercised during the fiscal yealeelhDecember 31, 2004. No stock appreciation rigiete outstanding at the end of
2004 fiscal year.

Executive Employment Contracts

Mr. David B. McWilliams has an existing employmeagreement with us that he entered into effectivgust23, 2004. Mr. McWilliams'
current agreement for the position of chief exautfficer is at an annual salary of $250,000 arg tve terminated by us or Mr. McWilliar
at any time for any or no reason. Mr. McWilliamssikae right to purchase 370,000 shares of our camstark at a price per share of $3.00,
of which 10,000 shares vest on the 1st day of eamtth of Mr. McWilliams' employment. In January 3001r. McWilliams was granted an
option to purchase 50,000 shares of our commork stba purchase price of $3.00 per share.

C. William Rouse entered into an employment agregnexpiring April 2006, providing for an annualay of $180,000. Mr. Rouse has the
right to purchase 100,000 shares of our commorkstba price per share of $3.00. This option walsvin three parts: 33,333 on April 29,
2005, 33,333 on April 29, 2006 and finally 33,33%April 29, 2007. Any unexercised options will esgoppn April 29, 2009. In January 2005,
Mr. Rouse was granted an option to purchase 5Gs88fkes of common stock at a purchase price of $&06hare.

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
The following table sets forth the number of sharesur common stock beneficially owned as of DebenB1, 2005 by:
o those persons or groups known to beneficially avame than 5% of our common stock;
o0 each of our executive officers and directors; and
o all of our directors and executive officers agaup.
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For purposes of this table, beneficial ownershigetermined in accordance with Rule 13d-3 promeldainder the Securities Exchange Act
of 1934. Except as indicated below, the securitdérs listed possess sole voting and investmentpauith respect to the shares beneficially
owned by that person.

Number of Shares Percentage o f

Name and Address of Beneficial Owner(1) Owned Class(2)
George Jarkesy, Jr. (3)eeccoecvveeeisiiiieeeeeeee e 2,047,582 9.72%
Top Tier INnvestments (4)....cccccveeeeeeeveneees e 1,228,837 5.96%
Terry Wesner (5).ccceeeeeveveviciciiiiieiieeeees e 610,529 2.91%
David B. McWilliams (6)......ccccovvvvvvvevcenes . 433,293 2.06%
C. William ROUSE ((7).vvevveveiiiiiiciienee 256,301 1.24%
Anthony N. Kamin (8)....ccceeeevevvviiiiiieee 170,000 *
Jim C. Williams (9)..coovvveiiiiiiiiiieieeeee 134,204 *
Sandy Livney (10)..ccccceviviiiieiiiiieeeeeeeee 88,333 *
Paul M. Frison (11)....cccooeeeviciiieniiees 38,333 *
Brooks Boveroux (12).....cccccevvcvveeiiicenes 16,667 *
Donna R. Rill (13).cccciiiiiiiiiiiiiieeeeeeeeee 23,617 *
All directors and executive officers as a group (6 persons
including the executive officers and directors list ed above).. 1,525,123 7.07%

* Less than 1%.

(1) Unless otherwise indicated the address of #meficial owner is: c/o PharmaFrontiers Corp., 283&rescent Ridge Drive, The
Woodlands, Texas 77381.

(2) Ownership percentages are based on 20,619Ha8ssof common stock issued and outstanding Becémber 31, 2005.

(3) Includes 835,080 shares held by the Jarkespdradion, Inc. Mr. Jarkesy's spouse holds votingdispositive power with respect to these
shares. (3) Address for Mr. Jarkesy and Jarkeswydration is 18205 Burkhardt Road, Tomball, TX 77377.

(4) Address of the beneficial owner is 1103 Nor#yB-ront, Newport Beach, CA 92662-1237.

(5) Includes 33,332 shares of common stock thatWirsner may purchase upon exercise of stock opti@isre currently vested or will
become vested within 60 days of December 31, 20@tudes 333,625 shares of common stock that MisiWemay purchase upon exercise
of warrants that are currently exercisable and bgltr. Wesner and his wife Mary Ann Wesner.

(6) Includes 223,334 shares of common stock thatMdiwilliams may purchase upon exercise of stodkomg that are currently vested or
will become vested within 60 days of December M3 Includes 143,703 shares of common stock thhaMdWilliams may purchase upon
exercise of warrants that are currently exercisable

(7) Includes 66,667 shares of common stock thatRduse may purchase upon exercise of stock optii@tsre currently vested or will
become vested within 60 days of December 31, 20@%ides 25,214 shares of common stock that Mr.sRanay purchase upon exercise of
warrants that are currently exercisable.
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(8) Includes 65,000 shares of common stock thatdmin may purchase upon exercise of stock optioasare currently vested or will
become vested within 60 days of December 31, 2005.

(9) Includes 41,667 shares of common stock thaWhitiams purchase upon exercise of stock optitwas are currently vested or will become
vested within 60 days of December 31, 2005. Indusi&819 shares of common stock that Dr. Willianay purchase upon exercise of
warrants that are currently exercisable.

(10) Includes 10,000 shares owned by Mrs. Livnbysband, David. Includes 13,333 shares of comnumk $hat Mrs. Livney may purchase
upon exercise of stock options that are currerglsted or will become vested within 60 days of Ddeen81, 2005. Includes 27,500 shares of
common stock that Mrs. Livney may purchase upomase of warrants that are currently exercisalieludes 27,500 shares of common
stock that Mrs. Livney's husband, David, may pusehapon exercise of warrants that are currentlycésable.

(11) Includes 38,333 shares of common stock thativilson may purchase upon exercise of stock ogptieat are currently vested or will
become vested within 60 days of December 31, 2005.

(12) Includes 16,667 shares of common stock thatBdveroux may purchase upon exercise of stoclooptihat are currently vested or will
become vested within 60 days of December 31, 2005.

(13) Includes 20,000 shares of common stock that Kill may purchase upon exercise of stock optthasare currently vested or will
become vested within 60 days of December 31, 2005.

SELLING STOCKHOLDERS

No stockholder may offer or sell shares of our canrstock under this prospectus unless such stog&hbbs notified us of his or h

intention to sell shares of our common stock amlghospectus has been declared effective by tl@& 8&d remains effective at the time such
selling stockholder offers or sells such shares.aféerequired to amend this prospectus to refledenal developments in our business,
financial position and results of operations. Eticte we file an amendment to this prospectus With$EC, it must first be declared effective
prior to the offer or sale of shares of our commtotk by the selling stockholders.

The common stock covered by this prospectus igtoffered for the account of the selling stockhodda the following table. The selling
stockholders may from time to time sell all, som&one of the shares of common stock offered kg/phdospectus.

The following table, which we have prepared basethformation provided to us by the applicableisglistockholder, sets forth the name,
number of shares of common stock beneficially owlmgthe selling stockholders intending to sell oommon stock and the number of
shares of common stock to be offered. Unless s#t keelow, none of the selling stockholders selimgonnection with the prospectus has
held any position or office with, been employed tiyptherwise has had a material relationship witor any of our affiliates during the three
years prior to the date of the prospec
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Number of S hares of Shares of Number a nd % of
Common Stock Common Stock Outstanding Shares of
Beneficial ly Owned Offered Common Stock Owned After
Name of Selling Stockholder Q) Hereunder Completion of Offering
Number % (2)
AFDSMSSAS, L.P. (3) 52,500 52,500 -0 -
Alkek & Williams Ventures (4) 512,501 512,501 -0 -
Alpine Atlantic Asset Management AG
(5) 1,240,295 1,240,295 -0 -
Andrew B. & Shanna Sue Linbeck (6) 127,500 127,500 -0 - *
Anthony J. Spatacco, Jr. (7) 73,570 73,570 -0 -
Anthony M. Sensoli (8) 251,644 251,644 -0 -
Anthony M. Sensoli, IRA Charles
Schwab & Co., Inc. Custodian (9) 44,620 44,620 -0 - *

Archie McK Malone (10) 136,760 136,760 -0 - *



Arthur J. & Phyllis C. Goodwin 2001
Family Trust Dated 4-26-01 (11)

Beverly E. Wrubel (12)

Billie Willmon Jenkin (13)

Bobby D. Perry (14)

Bradley S. Stewart (15)

Brewer & Pritchard, PC (16)

Bruce C. Marek (17)

Bruno Nordberg (18)

Bruno or Joan A. Nordberg, JWROS (19)

C. William Rouse (20)

Number of S
Common
Beneficial
Name of Selling Stockholder Q)

Cameron Living Trust Ltd 8/31/95 (21)

Capital Growth Resources (22)

Centrum Bank AG (23)

Charles L. Bradley (24)

Cimarron Biomedical Equity Master
Fund, L.P. (25)

Citigroup Global Markets Custodian
FBO Mary Ann Wesner, 2004 Roth IRA
(26)

Citigroup Global Markets Custodian
FBO Mary Ann Wesner, 2005 Roth IRA
(27)

Citigroup Global Markets Custodian

FBO Terry Wesner, 2004 Roth
IRA (28)

Citigroup Global Markets Custodian
FBO Terry Wesner, 2005 Roth IRA (29)

CKW LLC (30)

Clariden Investments LTD (31)

Crestview Capital Master, LLC (32)

29,736 29,736 -0
29,634 29,634 -0
60,356 60,356 -0
125,003 125,003 -0
77,192 77,192 -0
382,506 382,506 -0
308,356 308,356 -0
62,625 62,625 -0
74,007 74,007 -0
234,583 38,134 196,45
38
Number of
hares of Shares of Number a
Stock Common Stock Outstanding
ly Owned Offered Common Stock
Hereunder Completion
Number
29,603 29,603 -0
55,235 55,235 -0
295,000 295,000 -0
125,003 125,003 -0
625,001 625,001 -0
13,257 13,257 -0
7,228 7,228 -0
10,311 10,311 -0
13,257 13,257 -0
62,501 62,501 -0
154,178 154,178 -0
1,875,000 1,875,000 -0

nd % of
Shares of
Owned After
of Offering



Crutchfield Family 1976 Trust (33)

Dale W. Spradling (34)

Daniel L. Zimmerman (35)

David B. McWilliams (36)

David Livney (37)

147,603

438,253

74,135

423,193

37,500

39

147,603

308,253

74,135

207,958

37,500

-0

130,00

215,23

-0

1.02



Number of S
Common
Beneficial
Name of Selling Stockholder 1)

David P. Haswell (38)

Davis Investments V LP (39)

Delaware Charter Guaranty & Trust fbo
Andre Guay, IRA (40)

Delaware Charter Guaranty & Trust fbo
Gisele Guay, IRA (41)

Delaware Charter Guaranty & Trust fbo

Ronald Brangwyn, IRA (42)

Dietrich & Rosemarie Riemer (43)

DLD Family Investments, LLC (44)

Donald G. Stewart (45)

Douglas Alan Jenkin (46)

E. Elaine Schuster (47)

E55 LP (48)

Edward W. Gray and Sharon H. Gray (49)

Elizabeth J. Hanson (50)

Elizabeth J. Hanson, IRA (51)

Enable Growth Partners LP (52)

Enable Opportunity Partners LP (53)

Ervin Living Trust (54)

Ervin Living Trust Dtd.7/6/95, Robert

D. Ervin & Rita Y. Ervin Co-TTEES
(55)

Number of S
Common
Beneficial
Name of Selling Stockholder 1)

First Trust Corporation TTEE FBO:
Lynn C. Kalcic (56)

First Trust Corporation TTEE FBO:
Mary A. Kalcic (57)

Frank M. Mandola (58)

Number of

hares of Shares of Number a
Stock Common Stock Outstanding
ly Owned Offered Common Stock
Hereunder Completion
Number
30,271 30,271 -0
2,306,745 2,136,474 170,27
24,077 24,077 -0
36,115 36,115 -0
30,384 30,384 -0
75,000 75,000 -0
500,003 500,003 -0
340,430 291,919 48,51
118,575 118,575 -0
59,329 59,329 -0
62,501 62,501 -0
29,541 29,541 -0
75,000 75,000 -0
29,675 29,675 -0
1,938,390 1,938,390 -0
225,000 225,000 -0
60,500 60,500 -0
62,501 62,501 -0
40
Number of
hares of Shares of Number a
Stock Common Stock Outstanding
ly Owned Offered Common Stock
Hereunder Completion
Number
14,227 14,227 -0
39,109 39,109 -0
123,342 123,342 -0

nd % of
Shares of
Owned After
of Offering

nd % of
Shares of
Owned After
of Offering



Fred S. Harper (59)

Gary Hanson & Elizabeth Hanson (60)

Gemini Master Fund, Ltd. (61)

George E. Liberato (62)

George Jarkesy, Jr.

H. Michael Lambert (63)

Harold E. Tellefsen Trust (64)

HRBFA Custo. Of the IRA FBO Mary Ann
Sharrow (65)

HRBFA Custo. Of the IRA FBO Paul G.

Sharrow (66)

|. Dwyane Davis (67)

Insiders Trend Fund LP (68)

Jack Dulworth (69)

James E. Striedel (70)

James G. Geistfeld Living Trust (71)

Jarkesy Foundation, Inc. (72)

Jerome T. Usalis (73)

Number of S
Common
Beneficial
Name of Selling Stockholder Q)

Jessica Spradling (74)

Jimmy C. Williams (75)

John H. Crutchfield (76)

John T. Borgese (77)

Joseph D. Mandola (78)

Joseph L. Draskovich (79)

Joyce E. Burris (80)

Kalcic Exemption Trust (81)

166,111 166,111 -0
29,603 29,603 -0
296,541 296,541 -0
61,671 61,671 -0
1,474,500 1,474,500 -0
349,658 304,658 45,00
86,203 86,203 -0
107,125 107,125 -0
101,173 101,173 -0
121,481 121,481 -0
129,436 129,436 -0
125,003 125,003 -0
153,202 153,202 -0
29,644 29,644 -0
635,080 635,080 -0
1,138,080 908,079 230,00
41
Number of
hares of Shares of Number a
Stock Common Stock Outstanding
ly Owned Offered Common Stock
Hereunder Completion
Number
375,000 375,000 -0
106,869 80,479 26,39
295,308 295,308 -0
145,579 145,579 -0
264,182 247,515 16,66
30,250 30,250 -0
30,332 30,332 -0
30,312 30,312 -0

1 1.09

nd % of
Shares of
Owned After
of Offering



Kirk Folkerts (82)

Lakeview Direct Investments, LP (83)

Lawrence S. Yunker (84)

LB (Swiss) Private Bank LTD (85)

Linda M. Barone/Larry R. Zilli (86)

Liparus, LLC (87)

Lone Star No. 1, Ltd (88)

Louis R. Reif (89)

Marcus F. Wray (90)

Mark A. Stewart (91)

Mark S. Boland (92)

Number of S
Common
Beneficial
Name of Selling Stockholder 1)

Michael Hamblett (93)

Michael K. Boudreaux (94)

Michel C. Neumann (95)

Nancy R. Greer Linn (96)

NFS LLC/FMTC FBO Richard E Crawford

(97)

Nick Lippuner & Marianne Lippuner (98)

Norman R. Morris Living Trust (99)

Pamela Dru Sutton (100)

Panacea Fund, LLC (101)

Pankaj A. Patel (102)

Parsifal Investments, L.P. (103)

Patrick Linbeck (104)

269,762 216,628 53,13
250,001 250,001 -0
17,657 17,657 -0
77,063 77,063 -0
74,161 74,161 -0
29,613 29,613 -0
127,500 127,500 -0
98,251 75,651 22,60
62,501 62,501 -0
332,553 279,386 53,16
122,631 122,631 -0
42
Number of

hares of Shares of Number a

Stock Common Stock Outstanding

ly Owned Offered Common Stock

Hereunder Completion
Number

147,603 147,603 -0
29,592 29,592 -0
29,962 29,962 -0
58,856 58,856 -0
148,271 148,271 -0
92,926 92,926 -0
62,501 62,501 -0
73,955 73,955 -0
626,250 626,250 -0
295,719 295,719 -0
131,250 131,250 -0
78,607 28,607 50,00

nd % of
Shares of
Owned After
of Offering



Paul G. Sharrow (105)

Paul Masters, IRA (106)

Pershing LLC as Custodian FBO Kinnary
Patel Rollover IRA (107)

Pershing LLC as Custodian FBO Kinnary
Patel Roth IRA (110)

Pinnacle Trust Co., LTA (111)

Provident Premier Master Fund, Ltd

(112)

Renaissance Interests, L.P. (113)

Number of S
Common
Beneficial
Name of Selling Stockholder Q)

Richard N. Ernst (114)

Richard T. Jeleniewski (115)

Robert F. Donathan (116)

Roland Hartman (117)

Ronald Brangwyn (118)

Rudy Aguirre and Therese Mosqueda
Ponce (119)

S. Edmund Resciniti (120)

SAA Trust (121)

SAA Trust, Paul & MaryAnn Mallis

TTEES (122)

Salient Partners (123)

Sanders Morris Harris (124)

Sandra L. Livney (125)

Schroder & Co Bank AG (126)

Scott B. Seiman (127)

Shantilal C. Patidar (128)

SIBEX Capital Fund, Inc. (129)

SMI Re Limited (130)

Snehal S Patel & Kinnary Patel, Jt.
Tenants in Common (131)

29,644 29,644 -0
147,192 147,192 -0
117,712 117,712 -0
117,712 117,712 -0
625,001 625,001 -0
591,438 591,438 -0
262,500 262,500 -0

43

Number of
hares of Shares of Number a
Stock Common Stock Outstanding
ly Owned Offered Common Stock

Hereunder Completion

Number
296,541 296,541 -0

74,289 74,289 -0
295,308 295,308 -0
348,322 148,322 200,00

62,501 62,501 -0

30,384 30,384 -0
125,003 125,003 -0

62,625 62,625 -0
44,420 44,420 -0

87,920 87,920 -0
582,892 582,892 -0

37,500 37,500 -0
524,031 524,031 -0
150,000 150,000 -0
183,666 138,666 45,00
750,000 750,000

3,572,397 3,372,397 200,00
979,610 979,610 -0

nd % of
Shares of
Owned After
of Offering



Stahl Family Revocable Living Trust
dated 8-23-01 (132)

30,260

44

30,260



Number of S
Common
Beneficial
Name of Selling Stockholder 1)

Sterling Trust Co fbo Carol A. Wynn
(133)

Sterling Trust Company, Custodian fbo
Harold E. Tellefsen (134)

Stone & Sutton, P.A. P/S Trust Pam

Sutton, Trustee (135)

T. William Merrill (136)

TCMP3 Partners, L.P. (137)

Terry H. Wesner (138)

Terry Wesner & MaryAnn Wesner (139)

Timothy L. Brawner (140)

Todd R. Allen (141)

University of Chicago

vFinance Managed by Jonathan C. Rich
(142)

Yellowstone Equity Partners, Ltd.
(143)

Millard B. Ryland, IRA (144)

Albert and Margaret Alkek Foundation
(145)

Beverly B. Arnold (146)

Walter W. Pollack, Jr. (147)
Michael and Kristine Marrale (148)
Sam Buck (149)

Starboard Capital Markets (150)
Monarch Capital Group, LLC (151)
SW Bach (152)

Harry Groszecki (153)

Number of

hares of Shares of Number a

Stock Common Stock Outstanding

ly Owned Offered Common Stock

Hereunder Completion
Number
58,856 58,856 -0
54,931 54,931 -0
29,582 29,582 -0
125,003 125,003 -0
296,438 296,438 -0
364,540 308,048 56,49
152,329 152,329 -0
29,644 29,644 -0
92,269 92,269 -0
550,397 550,397 -0
14,000 14,000 -0
243,750 243,750 -0
87,499 87,499 -0
625,002 625,002 -0
250,002 250,002 -0
375,000 375,000 -0
75,000 75,000 -0
75,000 75,000 -0
1,000 1,000 -0
850 850 -0

11,900 11,900 -0
112,500 112,500

45

nd % of
Shares of
Owned After
of Offering



Number of

Number of S hares of Shares of Number a nd % of
Common Stock Common Stock Outstanding Shares of
Beneficial ly Owned Offered Common Stock Owned After
Name of Selling Stockholder 1) Hereunder Completion of Offering
Number % (2)

Lippert Heilshorn & Associates Inc.
(154) 49,838 49,838

James Boston (155) 27,503 27,503

(1) Beneficial ownership is determined in accordawith the rules of the Securities and Exchange i@msion and generally includes voting
or investment power with respect to securities.r&haf common stock subject to options or warrantsently exercisable or exercisable
within 60 days of July 15, 2005 are deemed outsteyidr computing the percentage of the personihglduch option or warrant but are not
deemed outstanding for computing the percentageybther person.

(2) Percentage is based on 21,153,746 shares ohoorstock outstanding.

(3) Includes 38,500 shares of common stock undeglyiarrants. Saleh M Shenaq exercises voting apbsitive power over all of the sha
beneficially owned by AFDSMSSAS.

(4) Includes 375,834 shares of common stock unuherhyarrants. Alkek & Williams Ventures is a prieahvestment fund. Scott Seaman
exercises voting and dispositive power over athefshares beneficially owned by Alkek & WilliamgMures.

(5) Includes 817,149 shares of common stock unuhgrhywarrants. Alpine Atlantic Asset Management A&iprivate investment fund. Willy
Betschart exercises voting and dispositive power @l of the shares beneficially owned Alpine,wizZh based private investment fund.

(6) Includes 93,500 shares of common stock undeglwiarrants.
(7) Includes 48,451 shares of common stock undeglyiarrants.
(8) Includes 165,839 shares of common stock uniherhyarrants.

(9) Includes 29,421 shares of common stock undeglyiarrants. Anthony M. Sensoli exercises voting dispositive power over all of the
shares beneficially owned by Anthony M. SensoliAIRharles Schwab & Co., Inc. Custodian.

(10) Includes 94,791 shares of common stock unuherhyarrants.

(11) Includes 19,607 shares of common stock unihgrhyarrants. Arthur J. Goodwin exercises voting dispositive power over all of the
shares beneficially owned by Arthur J. & Phyllis@odwin 2001 Family Trust Dated 4-26-01.

(12) Includes 19,531 shares of common stock unuherhyarrants.
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(13) Includes 39,861 shares of common stock unuherhyarrants.
(14) Includes 91,669 shares of common stock uniherhyarrants.
(15) Includes 51,107 shares of common stock unuherhyarrants.

(16) Includes 36,669 shares of common stock unihgrhyarrants. Brewer and Pritchard, PC is a pradess corporation. Thomas Pritchard
exercises voting and dispositive power over athefshares beneficially owned by Brewer and PrittfReC.

(17) Includes 204,128 shares of common stock uyidgrivarrants.

(18) Includes 45,925 shares of common stock unuherhyarrants.

(19) Includes 48,772 shares of common stock uniherhyarrants.

(20) Includes 25,215 shares of common stock unihgriwarrants and 66,667 options that are vesteld avitexercise price of $3.00.

(21) Includes 19,509 shares of common stock unuhgriwarrants. Mr. George
R. Cameron exercises voting and dispositive power all of the shares beneficially owned by Camerimimg Trust.

(22) Includes 37,371 shares of common stock uniherhyarrants. Capital Growth Resources is a Brakealer that acquired these securities
for underwriting activities. Walt Miller has the wer to vote and dispose of these shares owned pifaC&rowth Resources.

(23) Includes 194,333 shares of common stock uyigdgrivarrants. William Pinamonti exercises votinglalispositive power over all of the
shares beneficially owned by Centrum Bank AG.

(24) Includes 91,669 shares of common stock uniherhyarrants.

(25) Includes 458,334 shares of common stock uyidgrivarrants. Cimarron Biomedical Equity MastenBus an investment fund. J. H.
Cullum Clark has the power to vote and disposehafrfraFrontiers Common Stock owned by Cimarron Bitioz Equity Master Fund.

(26) Includes 8,731 shares of common stock undeglwiarrants. Mary Ann Wesner exercises voting aspasitive power over all of the
shares beneficially owned by Mary Ann Wesner, 280t IRA.

(27) Includes 4,761 shares of common stock undeglwiarrants. Mary Ann Wesner exercises voting aspasitive power over all of the
shares beneficially owned by Mary Ann Wesner, 2B0t IRA.

(28) Includes 6,791 shares of common stock undeglyiarrants. Terry Wesner exercises voting andoditigpe power over all of the shares
beneficially owned by Terry Wesner, 2004 Roth IRA.

(29) Includes 8,731 shares of common stock undeglwiarrants. Terry Wesner exercises voting andodiige power over all of the shares
beneficially owned by Terry Wesner, 2005 Roth IRA.
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(30) Includes 45,834 shares of common stock uniherhyarrants. CKW LLC is a private investment fuldivid J Kowalick exercises voting
and dispositive power over all of the shares berafy owned by CKW LLC.

(31) Includes 102,064 shares of common stock uyidgrivarrants. Clariden Investments LTD. Is a piévimvestment fund. Ricc-Lee Ingram
exercises voting and dispositive power over athefshares beneficially owned by Clariden InvestsefD.

(32) Includes 1,375,000 shares of common stocknlyidg warrants. Crestview Capital Master, LLC ipravate investment fund. Daniel I.
Warsh exercises voting and dispositive power ollefdhe shares beneficially owned by Crestviewpita Master, LLC.

(33) Includes 97,242 shares of common stock unieriyarrants. John Crutchfield exercises voting dispositive power over all of the
shares beneficially owned by Crutchfield Family @ Itust

(34) Includes 204,053 shares of common stock uyigdgrivarrants.

(35) Includes 48,866 shares of common stock uniherhyarrants.

(36) Includes 143,703 shares of common stock uyidgrivarrants and 146,667 options that are vesiddam exercise price of $3.00.
(37) Includes 27,500 shares of common stock uniherhyarrants.

(38) Includes 19,998 shares of common stock unuherhyarrants.

(39) Includes 1,456,747 shares of common stocknlyidg warrants. Davis Investments V, LP is a ptéveavestment fund. Christopher Da
exercises voting and dispositive power over athefshares beneficially owned by Davis InvestmehtsP.

(40) Includes 15,896 shares of common stock uniherhyarrants. Andre Guay exercises voting and digpe power over all of the shares
beneficially owned by Andre Guay, IRA.

(41) Includes 23,844 shares of common stock unihgriwarrants. Gisele Guay exercises voting andadisipe power over all of the shares
beneficially owned by Gisele Guay, IRA.

(42) Includes 20,081 shares of common stock unihgrhyarrants. Ronald Brangwyn exercises voting disdositive power over all of the
shares beneficially owned by Ronald Brangwyn, IRA.

(43) Includes 55,000 shares of common stock unuherhyarrants.

(44) Includes 366,669 shares of common stock uyidegrivarrants. Laura Liang exercises voting angak#tive power over all of the shares
beneficially owned by DLD Family Investments, LLC.

(45) Includes 197,574 shares of common stock uyidgrivarrants.
(46) Includes 78,155 shares of common stock unuherhyarrants.
(47) Includes 39,108 shares of common stock uniherhyarrants.

48



(48) Includes 45,834 shares of common stock unieriywarrants. Fanny Chan exercises voting and ditpe power over all of the shares
beneficially owned by E55LP.

(49) Includes 19,463 shares of common stock unuherhyarrants.
(50) Includes 55,000 shares of common stock uniherhyarrants.

(51) Includes 19,561 shares of common stock unihgrhyarrants. Elizabeth J. Hanson exercises vaimydispositive power over all of the
shares beneficially owned by Elizabeth J. HansRA. |

(52) Includes 1,355,486 shares of common stocknlyidg warrants. Enable Growth Partners LP is agig investment fund. Brendan O'N
exercises voting and dispositive power over athefshares beneficially owned by Enable GrowthrieastLP.

(53) Includes 165,000 shares of common stock uyidgrivarrants. Enable Opportunity Partners LP psigate investment fund. Brendan
O'Neil exercises voting and dispositive power aaleof the shares beneficially owned by Enable Gpputy Partners LP.

(54) Includes 39,967 shares of common stock uniigriywarrants. Robert D. Ervin exercises voting dispositive power over all of the
shares beneficially owned by Ervin Living Trust.

(55) Includes 45,834 shares of common stock unihgrhyarrants. Robert D. Ervin & Rita Y. Ervin GOFEES exercise voting and disposit
power over all of the shares beneficially ownedtoyin Living Trust Dated 7/6/95.

(56) Includes 9,381 shares of common stock undegiyiarrants. Lynn C. Kalcic exercises voting argpdsitive power over all of the shares
beneficially owned by First Trust Corporation TTEBO: Lynn C. Kalcic.

(57) Includes 25,787 shares of common stock uniherhyarrants. Mary A. Kalcic exercises voting anspdsitive power over all of the
shares beneficially owned by First Trust Corporafild EE FBO: Mary A. Kalcic.

(58) Includes 81,651 shares of common stock uniherhyarrants.
(59) Includes 114,115 shares of common stock uyidgrivarrants.
(60) Includes 19,509 shares of common stock uniherhyarrants.

(61) Includes 195,463 shares of common stock uyidgrivarrants. Gemini Master Fund, Ltd. is a preveitvestment fund. Steven Winters
exercises voting and dispositive power over athefshares beneficially owned by Gemini Master Fiubdl.

(62) Includes 40,826 shares of common stock uniherhyarrants.
(63) Includes 201,416 shares of common stock uyidgrivarrants.

(64) Includes 61,455 shares of common stock uniieriywarrants. Harold E. Tellefsen exercises votind dispositive power over all of the
shares beneficially owned by Harold E. Tellefsenstr
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(65) Includes 70,638 shares of common stock unieriyarrants. Mary Ann Sharrow exercises voting disgositive power over all of the
shares beneficially owned by HRBFA Custodian oflR& FBO Mary Ann Sharrow.

(66) Includes 66,714 shares of common stock unierlyarrants. Paul G. Sharrow exercises votingdisositive power over all of the
shares beneficially owned by HRBFA Custodian oflfR& FBO Paul G. Sharrow.

(67) Includes 84,686 shares of common stock uniherhyarrants.

(68) Includes 85,870 shares of common stock unihgrhyarrants. Insiders Trend Fund LP is a privatestment fund. Anthony Marchese
exercises voting and dispositive power over athefshares beneficially owned by Insiders TrenddAuR. (69) Includes 91,669 shares of
common stock underlying warrants.

(70) Includes 101,348 shares of common stock uyidgrivarrants.

(71) Includes 19,539 shares of common stock unihgrhyarrants. James G. Geistfeld exercises votimdispositive power over all of the
shares beneficially owned by James G. Geistfelthgivrust.

(72) Includes 439,325 shares of common stock uyiggrivarrants. George Jarkesy Jr. exercises vatinpdispositive power over all of the
shares beneficially owned by Jarkesy Foundation.

(73) Includes 662,625 shares of common stock uyidgrivarrants.
(74) Includes 275,000 shares of common stock uyidgrivarrants.
(75) Includes 56,818 shares of common stock uniherhyarrants.
(76) Includes 194,559 shares of common stock uyidgrivarrants.
(77) Includes 102,358 shares of common stock uyidgrivarrants.
(78) Includes 168,311 shares of common stock uyidgrivarrants.
(79) Includes 19,983 shares of common stock unuherhyarrants.
(80) Includes 20,044 shares of common stock uniherhyarrants.

(81) Includes 20,029 shares of common stock unihgriywarrants. Paul A Kalic exercises voting angdgstive power over all of the shares
beneficially owned by Kalic Exemption Trust.

(82) Includes 147,861 shares of common stock uyidgrivarrants.

(83) Includes 183,334 shares of common stock uyidgrivarrants. Thomas Elden exercises voting asdadiitive power over all of the
shares beneficially owned by Lakeview Direct Inwestts, LP.

(84) Includes 11,628 shares of common stock uniherhyarrants.
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(85) Includes 51,013 shares of common stock unuherhyarrants. Olaf Herr exercises voting and digpeaspower over all of the shares
beneficially owned by LB (Swiss) Private Bank LTD.

(86) Includes 48,885 shares of common stock unuherhyarrants.

(87) Includes 19,516 shares of common stock unihgrhyarrants. Gregory Mallis exercises voting arspdsitive power over all of the sha
beneficially owned by Liparus, LLC.

(88) Includes 93,500 shares of common stock uniherhwarrants. James H. Glanville exercises votimg) dispositive power over all of the
shares beneficially owned by Lone Star No. 1, Ltd

(89) Includes 49,977 shares of common stock uniherhyarrants.
(90) Includes 45,834 shares of common stock unuherhyarrants.
(91) Includes 193,883 shares of common stock uyidgrivarrants.
(92) Includes 85,530 shares of common stock unuherhyarrants.
(93) Includes 97,242 shares of common stock unuherhyarrants.
(94) Includes 19,501 shares of common stock uniheyhyarrants.
(95) Includes 19,772 shares of common stock unuherhyarrants.
(96) Includes 38,761 shares of common stock uniherhyarrants.

(97) Includes 97,732 shares of common stock uniigriywarrants. Richard E. Crawford exercises votind dispositive power over all of the
shares beneficially owned by NFS LLC/FMTC FBO Rich&. Crawford.

(98) Includes 65,946 shares of common stock uniherhyarrants.

(99) Includes 45,834 shares of common stock uniigriywarrants. Norman R. Morris exercises voting disghositive power over all of the
shares beneficially owned by Norman R. Morris Lgyifrust.

(100) Includes 48,734 shares of common stock uyidgrivarrants.

(101) Includes 459,250 shares of common stock Ulyidgrwarrants. Panacea Fund, LLC is a private stment fund. Charles Polsky
exercises voting and dispositive power over athefshares beneficially owned by Panacea Fund, LLC.

(102) Includes 194,861 shares of common stock lyidgrwarrants.

(103) Includes 96,250 shares of common stock uyidgrivarrants. Parsifal Investments, L.P. is agtgvinvestment fund. Alfred L. Deaton
Il exercises voting and dispositive power overddithe shares beneficially owned by Parsifal Itwesits, L.P.

(104) Includes 28,607 shares of common stock uyidgrivarrants. Patrick Linbeck is a financial coltesnt and acquired these securities fi
result of the Company's June/July 2005 funding.
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(105) Includes 19,539 shares of common stock uyidgrivarrants.

(106) Includes 96,941 shares of common stock uyidgrivarrants. Paul Masters exercises voting aspaditive power over all of the shares
beneficially owned by Paul Masters IRA.

(107) Includes 77,522 shares of common stock uyidgrivarrants. Kinnary Patel exercises voting aisgakitive power over all of the shal
beneficially owned by Kinnary Patel Rollover IRA.

(108) Includes 77,522 shares of common stock uyidgrivarrants. Kinnary Patel exercises voting aispakitive power over all of the shal
beneficially owned by Kinnary Patel Roth IRA.

(109) Includes 458,334 shares of common stock lyidgrwarrants. Pinnacle Trust Co., LTA is a privatvestment fund that acquired these
securities for underwriting activities. Andrew Liedk has the power to vote and dispose of Pharm#&€rei€ommon Stock owned by
Pinnacle Trust Co., LTA.

(110) Includes 389,721 shares of common stock Uyidgrwarrants. Provident Premier Master Fund, ligch private investment fund. Stev
Winters exercises voting and dispositive power @aleof the shares beneficially owned by Provideremier Master Fund, Ltd.

(111) Includes 192,500 shares of common stock Ulyidgrwarrants. Renaissance Interests, L.P. isvafer investment fund. Bradley C. Karp
exercises voting and dispositive power over athefshares beneficially owned by Renaissance btiere.P.

(112) Includes 195,463 shares of common stock lyidgrwarrants.
(113) Includes 48,979shares of common stock unihgrlyarrants.
(114) Includes 194,559 shares of common stock lyidgrwarrants.
(115) Includes 97,769 shares of common stock uyidgrivarrants.
(116) Includes 45,834 shares of common stock uyidgrivarrants.
(117) Includes 20,081 shares of common stock uyidgrivarrants.
(118) Includes 91,669 shares of common stock uyidgrivarrants.

(119) Includes 45,925 shares of common stock uyidgrivarrants. Paul and Mary Ann Mallis TTEES exs&ovsoting and dispositive power
over all of the shares beneficially owned by SAASir

(120) Includes 29,274 shares of common stock uyidgrivarrants. Paul and Mary Ann Mallis TTEES ex&ovoting and dispositive power
over all of the shares beneficially owned by SAAStrPaul and Mary Ann Mallis TTEES.

(121) Includes 59,640 shares of common stock uyidgrivarrants. Salient Partners is an investment fhat acquired these securities for
underwriting activities. Andrew Linbeck has the movo vote and dispose of PharmaFrontiers CommockSiwned by Salient Partners.
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(122) Includes 304,968 shares of common stock Ulyidgrwarrants. Sanders Morris Harris is an investirfirm that acquired these securit
for underwriting activities. Ben Morris has the pavio vote and dispose of PharmaFrontiers CommaoackStwned by Sanders Morris Harris.

(123) Includes 37,500 shares of common stock uyidgrivarrants.

(124) Includes 346,889 shares of common stock lyidgrwarrants. Markus Keller exercises voting aigpositive power over all of the
shares beneficially owned by Schroder & Co Bank AG

(125) Includes 110,000shares of common stock uyidgrivarrants.
(126) Includes 96,188 shares of common stock uyidgrivarrants.

(127) Includes 550,000 shares of common stock lyidgrwarrants. SIBEX Capital Fund, Inc. is a pteénvestment fund. Oleg S.
Krasnoshchek exercises voting and dispositive pawer all of the shares beneficially owned by SIBEXpital Fund, Inc.

(128) Includes 2,231,091 shares of common stocklyidg warrants. SMI Re Limited is a private intraent fund. Dr. Reginal McDaniel
exercises voting and dispositive power over athefshares beneficially owned by SMI Re Limited.

(129) Includes 38,761 shares of common stock uyidgrivarrants.

(130) Includes 609,219 shares of common stock lyidgrwarrants. Frederick Stahl Jr. exercises \@#tnd dispositive power over all of the
shares beneficially owned by Stahl Family Revocalbteng Trust Dated 8-23-01.

(131) Includes 38,761 shares of common stock uyidgrivarrants. Carol A Wynn exercises voting argpdsitive power over all of the
shares beneficially owned by Sterling Trust CompaB{@® Carol A. Wynn.

(132) Includes 36,323shares of common stock uniberhyarrants. Harold E Tellefsen exercises votingd dispositive power over all of the
shares beneficially owned by Sterling Trust Compg@ystodian FBO Harold E Tellefsen.

(133) Includes 19,494 shares of common stock uyiggrivarrants. Pam Sutton exercises voting andodiige power over all of the shares
beneficially owned by P.A. P/S Trust Pam Suttonsiea.

(134) Includes 91,669 shares of common stock uyidgrivarrants.

(135) Includes 195,388 shares of common stock lyidgrwarrants. TCMP3 Partners, LP is a privateestment fund. Steve Slawson
exercises voting and dispositive power over athefshares beneficially owned by TCMP3 Partners, LP

(136) Includes 203,902 shares of common stock lyidgrwarrants.
(137) Includes 100,708 shares of common stock lyidgrwarrants.
(138) Includes 19,539 shares of common stock uyidgrivarrants.
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(139) Includes 65,464 shares of common stock uyidgrivarrants.

(140) Includes 14,000 shares of common stock upigdgrivarrants. vFinance is an investment firm toaquired these securities for
underwriting activities. Jonathon C. Rich has tbever to vote and dispose of PharmaFrontiers Com&took owned by vFinance.

(141) Includes 178,750 shares of common stock lyidgrwarrants. Yellowstone Equity Partners, L&laiprivate investment fund. Brenda
Lee exercises voting and dispositive power oveofalhe shares beneficially owned by YellowstonaiiggPartners, Ltd.

(142) Includes 64,166 shares of common stock uyidgrivarrants. Millard B. Ryland exercises votingdalispositive power over all of the
shares beneficially owned by Millard B. Ryland IRA.

(143) Includes 458,335 shares of common stock lyidgrwarrants. Albert & Margaret Alkek Foundati@a private investment fund. Scott
Seaman exercises voting and dispositive power @Ver the shares beneficially owned by Albert & figaret Alkek Foundation.

(144) Includes 183,335 shares of common stock lyidgrwarrants.
(145) Includes 275,000 shares of common stock lyidgrwarrants.
(146) Includes 55,000 shares of common stock uyidgrivarrants.
(147) Includes 55,000 shares of common stock uyidgrivarrants.

(148) Includes 1,000 shares of common stock unihgriywarrants. Starboard Capital Markets is an itmest firm that acquired these
securities for underwriting activities. Michael Halet has the power to vote and dispose of PharnmiiEre Common Stock owned by
Starboard Capital Markets.

(149) Includes 1,000 shares of common stock uniherhyarrants. Monarch Capital Group, LLC is an isiveent firm that acquired these
securities for underwriting activities. Anthony Maese has the power to vote and dispose of Phaomigéhs Common Stock owned by
Monarch Capital Group, LLC.

(150) Includes 11,900 shares of common stock uyidgrivarrants. SW Bach is an investment firm thafuared these securities for
underwriting activities. Guy Clemente has the poteerote and dispose of PharmaFrontiers CommorkStamed by SW Bach.

(151) Includes 82,500 shares of common stock uyidgrivarrants.
(152) Keith L. Lippert has the power to vote anspaise of the shares owned by Lippert Heilshorn &o&gates, Inc.
(153) Includes 20,169 shares of common stock uyidgrivarrants.
CERTAIN RELATIONSHIPS AND RELATED PARTY TRANSACTION S
There are no related party transactions.
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DESCRIPTION OF SECURITIES
Our Capitalization
Common Stock

We are authorized to issue 100,000,000 sharesnofinam stock, par value $0.05 per share. As of Jgragr2006, there were 20,619,545
shares of common stock issued and outstanding. &wle of common stock is entitled to one votespare for the election of directors and
on all other matters submitted to a vote of stottkérs. There are no cumulative voting rights. Comrsimckholders do not have preemptive
rights or other rights to subscribe for additioslares, and the common stock is not subject toazsion or redemption. In the event of
liquidation, the holders of common stock will sharially in any balance of corporate assets avaifab distribution to them. Subject to the
rights of holders of the any other securities sghsatly issued, holders of the common stock anélehto receive dividends when and as
declared by our Board of Directors out of fundsalggavailable. We have not paid any dividends siitg inception and has no intention to
pay any dividends in the foreseeable future. Anyraidividends would be subject to the discretibthe Board of Directors and would
depend on, among other things, our future earnthgspperating and financial condition, our capiegjuirements, and general business
conditions.

Preferred Stock

We are authorized to issue 10,000,000 shares tdrped stock, no par value per share. As of July2085, no shares of preferred stock are
issued and outstanding. Our Board of Directors watout approval of our stockholders, issue onenore series of preferred stock. If we
offer preferred stock, our Board of Directors wd#itermine the number of shares and the rightsepmetes and limitations of each series.
These rights, preferences and limitations may bhelspecific designations, number of shares, ligindavalue, dividend rights, liquidation
and redemption rights, voting rights, other riglnsjuding conversion or exchange rights, if anyd any other specific terms.

Promissory Notes

During the six months ended February 14, 2005,ssedd 15% Convertible Exchangeable Notes with greggte principal amount of $6.1
million. On June 30, 2005, all of the 15% ConvdetiBxchangeable Notes and associated rights teangrivere exchanged for common s
and Series A Warrants, Series B Warrants and SEri&arrants. None of the notes or rights to wasaeinain outstanding.

Warrants and Options

2004 Stock Incentive Plan. Pursuant to our 2004kShacentive Plan we may issue to our officersediors, employees and consultants
incentive stock options, non-qualified stock opti@mnd shares of restricted stock. The plan provioass to issue up to 2,000,000 shares of
its common stock pursuant to awards under the pla@.maximum number of shares in the Plan was &serto 3,000,000 by shareholder
vote at our annual meeting in June 2005. As of 16[y2005, we had outstanding options, granteduauntsto the plan, to purchase 1,424,500
shares of common stock at an exercise price of0§30 share. All of our outstanding options exfive years after the date of grant. The

is designed to qualify under the Internal RevenadeCas an incentive stock option plan.
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Series A Warrants, Series B Warrants and Seriea@ahts. As of July 15, 2005 we have issued anstanding (i) Series A Warrants to
purchase an aggregate of 10,335,133 of our comimanes, (i) Series B Warrants to purchase an agtgexf 4,134,053 of our common
shares, and (iii) Series C Warrants to purchaseggnegate of 8,268,106 of our common shares.

The Series A Warrant is exercisable at any timetesdan exercise price of $2.00 per share andesxpir the later of (i) February 17, 200¢

(i) five months after the registration statemeortthe re-sale of the warrant shares becomes w#edtwe issue common stock or common
stock equivalents for a price less than $1.50etecise price will be revised to equal such lopréze and the number of shares subject to the
warrant shall increase proportionately; providealyéver, the exercise price will not be reduced we$d.00 and any increase in the numb
shares shall be proportionately limited.

The Series B Warrant is exercisable at any timeheasdan exercise price of $2.90 per share andesxpir the later of (i) October 17, 2006 or
(i) 12 months after the registration statementtfar re-sale of the warrant shares becomes efédfiwe issue common stock or common
stock equivalents for a price less than $1.50¢ttecise price will be revised to $2.00 and the beinof shares subject to the warrant shall
increase proportionately.

The Series C Warrant is exercisable at any timehascan exercise price of $4.00 per share andesxpime 17, 2010; if prior to the third
anniversary of the closing of the offering we issoenmon stock or common stock equivalents for egpess than $1.50, the exercise price
will be revised to $3.00 and the number of shavkgest to the warrant shall increase proportioyaiélprior to the third anniversary of the
closing of the offering we issue common stock anomn stock equivalents for a price less than tha tturrent exercise price but more than
$1.50, the exercise price will be revised to edoalweighted average price of the outstanding shemd the newly issued shares; if after the
third anniversary of the closing of the offering issue common stock or common stock equivalenta fmice less than the then current
exercise price, the exercise price will be revigedqual the weighted average price of the out#tgmshares and the newly issued shares;
whenever any such adjustments are made to theisxgmice, the number of shares subject to theeS€&iWarrant shall increase
proportionately; provided, the exercise price wik be reduced below $3.00 and any increase inuher of shares shall be proportionately
limited.

All of the warrants are exercisable immediatelycltaf the Series A warrants, Series B warrantsSaries C warrants are only exercisablt
"accredited investors" as defined in Regulationnder the Securities Act of 1933.

Placement Agent Warrants. In connection with th# XZonvertible Exchangeable Note offering and themon stock offerings closed June
17, 2005 and July 17, 2005, we have issued toldmment agent and other brokerage firms in théfeeimgs warrants to purchase an
aggregate of 460,847 shares of common stock atencise price of $1.50. These warrants are exdri@smmediately and will expire June
17, 2010.

Other Obligations To Issue Shares. Our licenseeageat with the University of Chicago obligates sihsequent to the later of November
2005 or a financing, raising $10 million or more jssue sufficient additional shares to the Uniigisf Chicago so that it holds 2.6% of our
common stock.

Restrictions on Sales By Certain Existing Sharehokts

A total of 3,941,248 shares of our common stockl gl Warren C. Lau, George Jarkesy, Jr., R. Wayitesehe, Robert H. Gow, David M.
Klausmeyer, Bruce Mackler and David R. Strawn aitgect to a lock-up agreement that precluded alesgaior to June 4, 2005 and,
thereafter, limits sales of up to an aggregate9@{@56 shares of our common stock per 90-day pefioid lock-up will terminate if the last
sales price of our common stock is at or above@RLPer share for 10 out of 20 consecutive dayapon a "change of control" transaction.
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A total of 891,820 shares of our common stock hgldseorge Jarkesy, Jr. and Brewer & Prichard, Br€ subject to another lock-up
agreement effective May 2004 that limits salespfaan aggregate of 74,319 shares of our comnuak gier 90-day period. This lock-up
agreement restriction will terminate if the ladiesgorice of the our common stock is at or abov@& @1 per share for 10 out of 20 consecutive
days, or upon a "change of control" transaction.

A total of 2,500,000 shares held by Top Tier Inwe=nt, LLC and various other shareholders are stutiyeanother lock-up agreement
effective November 5, 2004 that precludes any gaies to November 5, 2005 and, thereafter, lilméfes of up to an aggregate of 312,500
shares of our common stock per 90-day period. Tisame termination provision in this lock-up agresrh

PLAN OF DISTRIBUTION

We are registering shares of our common stock balbef the selling stockholders. As used in thiggpectus, "selling stockholders" inclus
donees, transferees, pledgees and other succesgueyest (other than purchasers pursuant topttispectus) selling shares received from a
named selling stockholder after the date of thispectus. We will pay for all costs, expenses aed fn connection with the registration of
the shares. The selling stockholders will pay fbsealling discounts and commissions, if any. Thlirsg stockholders may offer and sell their
shares from time to time in one or more of thedimihg types of transactions (including block trastgmns):

0 on any national exchange on which the sharebséed or any automatic quotation system througkcivthe shares are quoted,
o0 in the over-the-counter market,

0 in privately negotiated transactions,

o through put and call transactions,

o through short sales, and

0 a combination of such methods of sale.

The selling stockholders may sell their sharesexailing market prices or at privately negotiapeites. The selling stockholders may use
brokers, dealers or agents to sell their shares.pEinsons acting as agents may receive compengatiom form of commissions, discounts or
concessions. This compensation may be paid byelliegstockholders or the purchasers of the sHareshom such persons may act as
agent, or to whom they may sell as a principabath.

The selling stockholders may enter into hedgingsaations with broker-dealers or other financiatitations. In connection with these
transactions, broker-dealers or other financiditunsons may engage in short sales of the sharéisel course of hedging positions they
assume with selling stockholders. The selling dtotdters may also enter into options or other treisas with broker-dealers or other
financial institutions which require the deliverythese broker-dealers or other financial institugi of shares, which such broker-dealer or
other financial institution may resell pursuanthis prospectus (as amended or supplemented &ztsilich transaction). The selling
stockholders may also engage in short sales oéstzard, in those instances, this prospectus mdglhered in connection with the short
sales and the shares offered under this prospe@yde used to cover the short sales.
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The selling stockholders and any agents or brokefeds that participate with the selling stockhodda the offer and sale of the shares may
be deemed to be "underwriters" within the meaningextion 2(11) of the Securities Act of 1933. Adgmmissions they receive and any
profit they realize on the resale of the sharethbyn may be deemed to be underwriting discountscamimissions under the Securities Ac
1933. Neither we nor any selling stockholder caspntly estimate the amount of such compensatiecalse a selling stockholder may be
deemed to be an "underwriter" within the meaninthefSecurities Act of 1933, the selling stockhaddeill be subject to the prospectus
delivery requirements of the Securities Act of 198Bich may include delivery through the facilitiekthe applicable exchange or automated
guotation system pursuant to Rule 153 under thar8ies Act of 1933. The selling stockholders mayes to indemnify any agent, dealer or
broker-dealer that participates in transactionslving shares against certain liabilities, incluglifabilities arising under the Securities Act of
1933.

The selling stockholders and any other persongipéting in a distribution of the securities cowkl®y this prospectus will be subject to
applicable provisions of the Securities Exchangedfd 934 and the rules and regulations under #wifties Exchange Act of 1934,
including Regulation M, which may limit the timirg§ purchases and sales of any of the securitighdgelling stockholders and any other
such person. Furthermore, under Regulation M, amggn engaged in the distribution of the securitiag not simultaneously engage in
market-making activities with respect to the pailae securities being distributed for certain pdsi@rior to the commencement of or during
such distribution. Regulation M's prohibition orrgliases may include purchases to cover short posiby the selling stockholders, and a
selling stockholder's failure to cover a short fiosiat a lender's request and subsequent purchgghs lender in the open market of shares
to cover such short positions, may be deemed tetitote an inducement to buy shares, which is jpitdéd by Regulation M. All of the above
may effect the marketability of the securities #mel ability of any person or entity to engage irmke&making activities with respect to the
securities.

We are not aware of whether the selling stockhglti@ve entered into any agreements, understandeagamgements with any brokdealer:
regarding the sale of their shares, nor as we atlatahere is an underwriter or coordinating braketing in connection with the proposed
sale of shares by the selling stockholders.

Selling stockholders also may resell all or a poribf the shares in open market transactions iamet upon Rule 144 under the Securities
Act of 1933, provided they meet the criteria andfoam to the requirements of that rule.

Following natification by a selling stockholder thhas entered into any material arrangement witinoker-dealer for the sale of shares
through a block trade, special offering, exchanig&ilution or secondary distribution or a purchbgea broker or dealer, a supplement to this
prospectus will be filed, if required, pursuanRuole 424(b) under the Securities Act, disclosing:

o the name of each such selling stockholder artdeoparticipating broker-dealer(s);

o the number of shares involved,

o the initial price at which these shares were;sold

o the commissions paid or discounts or concessitbowed to such broker-dealer(s), where applicable;

o that such broker-dealer(s) did not conduct amgstigation to verify the information set out ocamporated by reference in this prospectus;
and

o any other facts material to the transactions.
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In addition, following notification by a sellingatkholder that a donee, pledgee, transferee or stloeessor-in-interest of such selling
stockholder intends to sell more than 500 sharesyil file a supplement to this prospectus.

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

The consolidated financial statements for the peaied December 31, 2004 and for the period froraalgr22, 2003 (date of inception) to
December 31, 2003 included in this prospectus baea audited by Malone & Bailey PC, independenisteged public accounting firm, as
stated in their report appearing herein.

WHERE YOU CAN FIND MORE INFORMATION

This prospectus is part of a registration statementile with the Securities and Exchange Commissidis prospectus does not contain a
the information contained in the registration staat and all of the exhibits and schedules thefaiofurther information about
PharmaFrontiers Corp., please see the completstreipn statement. Summaries of agreements or ddwaments in this prospectus are not
necessarily complete. Please refer to the exHibitise registration statement for complete copfesioh documents.

We file annual, quarterly and special reports, pretatements and other information with the Seiesriand Exchange Commission under the
Securities Exchange Act of 1934. You may read amy ¢he registration statement, including exhibitsl schedules filed with it, at the SE
public reference facilities in Room 1024, Judici®tgza, 450 Fifth Street, N.W., Washington, D.C529 You may obtain information on the
operation of the public reference room in Washingi.C. by calling the Securities and Exchange Cassion at 1-800-SEC-0330.
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We file information electronically with the Secig# and Exchange Commission. Our Securities antddfge Commission filings also are
available from the Securities and Exchange Comuonissinternet site at http://www.sec.gov, whichte@ms reports, proxy and information
statements and other information regarding isstiesfile electronically
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PHARMAFRONTIERS CORP.
(A Development Stage Company)

CONSOLIDATED BALANCE SHEET
September 30, 2005

(unaudited)
Current Assets
Cash o e $ 4,353,317
Prepaid eXpenses ....cccccooovvvvvvcccccccceee s 169,955
CUIMENt @SSELS oo e 4,523,272
Intangible assets, net of accumulated amortization of $648,630 ........... $ 26,539,721
Property & equipment, net of accumulated depreciati on of $205,762 . 344,710
Total ASSELS ..o e ,407,703
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities
Accounts payable .... ..$ 521,232
Accrued eXpPenSes .......cccoccuveeeerivenenn 254,823
Third party non-convertible note ............. 1,500,000
Total Current Liabilities ............... 2,276,055
Commitments and Contingencies ........ccccceveeeee. s --
Stockholders' Equity
Convertible preferred stock, no par value, 10, 000,000 shares
authorized, none issued and outstanding .. -
Common stock, $.05 par value, 50,000,000 share s
authorized, 20,609,545 shares issued and o utstanding ............ 1,030,477
Additional paid in capital ......ccccccceeeee. e 49,069,732
Deficit accumulated during the development sta [o [T (20,968,561)
Total Stockholders' EQUItY .............. 29,131,648
TOTAL LIABILITIES AND STOCKHOLDERS' EQUIT Y e $ 31,407,703
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PHARMAFRONTIERS CORP.
(A Development Stage Company)

CONSOLIDATED STATEMENTS OF EXPENSES

Nine Months Ended September 30, 2005 and 2004tenBériod from January 22, 2003 (Inception) to &aper 30, 200

(unaudited)
Thre e Months Ended Nine Months Ended Inception Through
S eptember 30, September 30, September 30,
2005 2004 2005 2004 2005
General and administrative ........... $ 2,762,8 26 $ 612,145 $ 7,092,615 $ 1,685,7 14 $ 9,843,782

Research and development ............. 622,3

11 -- 1,877,787 - 2,510,408

Net operating loss .............. (3,385,1 37) (612,145)  (8,970,402) (1,685,7 14) (12,354,1900
Interest income . 31,5 65 2,475 50,474 2,4 75 56,466
Other income ....... . 11,9 58 1,882 21,903 1,8 82 24,282
Interest exXpense ........c.cccceeeeee (1,385,2 34) (20,462)  (7,323,573) (169,9 66) (8,237,701)
Loss on disposition of fixed assets .. - - - - (457,122)
Other exXpense ........ccccocevveeenns - - (296) - (296)
NEt LOSS ..cvveveerieeiieieeie e $(4,726,8 48) $ (628,250) $(16,221,894) $(1,851,3 23) $(20,968,561)
Basic and diluted loss per share ..... $ (0. 23) $ (0.08) $ (1.16) $ (0. 31) N/A
Weighted average shares outstanding ..  20,482,8 26 7,397,171 13,973,315 5,890,2 41 N/A
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PHARMAFRONTIERS CORP.
(A Development Stage Company)

CONSOLIDATED STATEMENTS OF CASH FLOW

Nine Months Ended September 30, 2005 and 2004tenBériod from January 22, 2003 (Inception) to &aper 30, 200

(unaudited)
Nine Months Inc eption through
Ended September 30,  Nine Months Ended S eptember 30,
2005 September 30, 2004 2005
Cash flows from operating activities .............. .. $(16,221,894) $(1,851,323) $ (20,968,561)
Net loss
Adjustments to reconcile net loss
to net cash used in
operating activities:
Stock issued for services .................. . 999,400 849,000 1,848,400
Stock issued for debt 109,070 -- 109,070
Amortization of discount on notes payable
due to warrants and beneficial conversion
feature ......cccoooveeiiieiieee . 5,516,638 159,403 6,313,205
Amortization of intangible assets .......... . 1,227,850 1,154 1,479,611
Depreciation ...........ocooeevivinennnnns . 74,792 -- 87,850
Option exXpense .......cccceeeeveenvnvnnnes . 3,908,044 - 4,031,378
Loss on disposition of fixed asset ......... . - - 457,122
Debt forgiveness
Changes in:
Accounts payable ...........ccccceveeeenn. . (141,866) 131,163 (83,059)
Prepaid expenses .........ccccceeeeennns . (75,618) (57,579) (114,568)
Accrued eXpenses .........cocceeeeeeennen. . 38,168 83,697 69,493
Notes Payable .......ccccccceeeeviniinnnns . -- (5,000) --
Net cash used in operating activities ........ .. (4,565,416) (689,485) (6,770,059)
Cash flows from investing activities
Purchase of licenses .............ccccvneee . -- (107,742) (232,742)
Purchase of property & equipment ............. . (77,519) (15,198) (250,523)
Net cash used iN .....ccccceeeeieviniiinnnns . (77,519) (122,940) (483,265)
investing activities
Cash flows from financing activities
Common stock sold for cash ................... . 5,305,989 9,000 5,315,989
Common stock repurchased and
canceled .........cccociiiiiiiiinnns . - - (325)
Proceeds from debt .............ccoeeee. . 2,896,885 1,554,634 6,354,591
Repayment on notes payable ................... . (58,614) - (63,614)
Stock payable .........ccoeveiiiiiiiiinnns . -- 288,366 --
Net cash provided by .........cccccceueenne . 8,144,260 1,852,000 11,606,641
financing activities
Net change in cash ....... 3,501,325 1,039,575 4,353,317
Cash at beginning of year 851,992 68 -
Cash at end of period ............cccccevveennnn. .. $ 4,353,317 $ 1,039,643 $ 4,353,317
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PHARMAFRONTIERS CORP.
(A Development Stage Company)

CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)nd Months Ended September 30, 2005 and 2004 anBehod from
January 22, 2003 (Inception) to September 30, 2005

NON-CASH TRANSACTIONS

Issuance of common stock for purchase of

OPEXA..vieiierieieeiieaieaians $
Issuance of common stock to Sportan

shareholders............ccccccene
Issuance of common stock for University

of Chicago license..................
Issuance of common stock for interest....
Conversion of notes payable to common

Conversion of accrued liabilities to
Common StocK...........cccvvvvene.
Conversion of accounts payable to note
payable........cccoiiiiiiinnnn.
Discount on convertible notes relating
to:
S WaITantS......oeeeeeveeeeeninnns
- beneficial conversion feature.....
- stock attached to notes...........

(unaudited)

e Months Ended Nine Months Ended Inc
tember 30, 2005 September 30, 2004 Se

1,868,384 -
525,513 -

6,159,610 -

17,176 -

1,433,108 --
831,945 -
999,074 -
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eption through
ptember 30, 2005

23,750,000
147,733

2,295,474
525,513

6,407,980
17,176
93,364

3,309,790

1,715,974
1,654,682



PHARMAFRONTIERS CORP.
(A Development Stage Company)

NOTES TO FINANCIAL STATEMENTS
(unaudited)

NOTE 1 - BASIS OF PRESENTATION

The accompanying unaudited interim financial staets of PharmaFrontiers Corp., ("Pharma”), (a dgreknt stage company), have been
prepared in accordance with accounting principkrsegally accepted in the United States of Ameriwhthe rules of the Securities and
Exchange Commission ("SEC"), and should be readimunction with the audited financial statememtd aotes thereto contained in
Pharma's latest Annual Report filed with the SEG-orm 10-KSB. In the opinion of management, allatinents, consisting of normal
recurring adjustments, necessary for a fair presient of financial position and the results of g@ms for the interim periods presented have
been reflected herein. The results of operationgterim periods are not necessarily indicativehaf results to be expected for the full year.
Notes to the financial statements that would sutistily duplicate the disclosure contained in theited financial statements for the fis

year 2004, as reported in Form-KSB, have been omitted.

NOTE 2 - STOCK BASED COMPENSATION

Pharma accounts for stock-based compensation timel@ntrinsic value method. Under this method, Rtaarecognizes no compensation
expense for stock options granted when the numbenderlying shares is known and exercise pricénefoption is greater than or equal to
the fair market value of the stock on the daterahg The following table illustrates the effectmet loss and net loss per share if Pharma had
applied the fair value provisions of FASB Statemigat 123, Accounting for Stock-Based Compensatiostock-based employee
compensation for the nine months ended Septembh&08®% and 2004:

Inception
Three Months Ended through
Sep tember 30, Nine Months Ended September 30, September 30,
2005 2004 2005 2004 2005
Net loss as reported................... $(4,726,8 48) $(628,250) $(16,221,894) $(1,851,32 3) $(20,968,561)

Add: stock based compensation

determined under intrinsic

value-based method............. 1,166, 502 - 1,900,806 - - 2,024,139
Less: stock based compensation

determined under fair value

based method................... (2,388,9 98) - (3,303,730) - - (3,457,094)
Pro forma net loss 44) $(628,250) $(17,624,818) $(1,851,32 3) $(22,401,516)
Basic and diluted
Net loss per common share:
As reported (0. 23) $ (0.08) $ (1.16) $ (0.3 1) N/A
Pro forma...... . (0. 29) (0.08) (1.26) (0.3 1) N/A

The weighted average fair value of the stock optigranted during 2005 was $2.85. Variables usékeiBlack-Scholes option-pricing model
include

(1) 2% risk-free interest rate, (2) expected oplifanis the actual remaining life of the optiorsa each year end, (3) expected volatility is
97.39% and

(4) zero expected dividends.
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NOTE 3 - THIRD PARTY CONVERTIBLE NOTES & STOCK PAYABLE TON OTE HOLDERS

Between September 2004 and February 2005, Phasoedi€onvertible notes to investors totaling $6,824. On June 30, 2005 a total of
$6,650,372 comprised of the principal of the nate$6,124,859 and accumulated interest of $525,%h&h accrued at a rate of 15% per
annum, was exchanged for 4,433,598 units at $1e68hmre. Each unit is comprised of one sharemhoon stock and three separate type
warrants to purchase a total of 2.75 shares of comstock as stated below. In addition, 1,232,9%Feshof Common Stock were issued in
consideration for the surrender of the rights sBnidge Warrants held by the note holders. Alih&f Bridge Notes and Bridge Warrants were
exchanged so that none are now outstanding.

o Warrants: In connection with the bridge note exde and private placement offerings in June alydtliree separate types of warrants to
purchase a total of 2.75 shares of common stock igsued as follows: (i) a Series A Warrant foi51sBares with an exercise price of $2.00
which expires on the later of January 25, 2006w& fmonths after the registration statement retetoebelow is declared effective; (ii) a
Series B Warrant for one-half of a share with agreise price of $2.90 which expires on the lateBeptember 25, 2006 or 12 months after
the registration statement referred to below idaded effective; (iii) and a Series C Warrant faeshare with an exercise price of $4.00 that
expires on May 25, 2010.

NOTE 4 - REGISTRATION OF SHARES

On July 19, 2005 Pharma filed a registration statenon Form SB-2 to register the resale of 35, B shares of common stock, including
12,723,562 shares of common stock previously issmed23,183,160 shares of common stock issuable tiygoexercise of common stock
purchase warrants.

NOTE 5 - NOTES PAYABLE
Notes payable to third parties consists of theofeihg:

Note payable to the University of Chicago; no iastr due earlier of Pharma raising $10,000,00MmiEguity Financing or April 30, 200!
secured by license.............cccceeeeeene. $.1,500,000

NOTE 6 - COMMITMENT AND CONTINGENCIES

After purchasing Opexa Pharmaceuticals, Inc. ("@peRharma assumed an eighteen-month operating feam Opexa for a research
facility. The lease commenced in June 2003 andduago expire in November 2004. Pharma extendetb#se initially until March 31, 20(
and extended it again until September 30, 2005:rRddéerminated the lease on October 7, 2005 argteghinto a ten-year lease with a new
landlord which commenced on October 1, 2005. Phamtered into a remodeling construction contracitmplete three Gmp production
suites at our new facility. The construction cootialus equipment purchased separately is expéctedal approximately $500,000. The
construction began October 1st and is to be comgliet December 2005, which coincides with the presiy announced estimated startup of
the planned Phase 2b Tovaxin Clinical Trial.

NOTE 7 - EQUITY

During February 2005, 23,000 shares of common stattked at their fair value of $161,000 were issteedote holders for the conversion of
$51,927 of principal and interest from the notes.
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In March 2005, 451,688 shares of common stock witblative fair value of $999,074 were issued tefwmlders as their additional shares
their subscription investment in Pharma. See Ndte# 8etails.

In June 2005, 200,000 shares of common stock vatttkir fair value of $940,000 were issued torRiaés consultants for their services.

In June 2005, Pharma sold 3,387,217 shares of constook with 9,314,868 warrants for $5,080,826. iMaerants have exercise prices
ranging from $2 to $4 and expire in seven montHewo years. The relative fair value of the comnstock is $886,913 and the relative fair
value of the warrants is $4,198,913. Offering co$t$434,262 related to shares issued were chdogadditional paid in capital.

In June 2005, 5,658,575 shares of common stock issuned to note holders for the conversion of $#8%9 of principal and $525,513
interest from convertible notes. See Note 3.

In June 2005, 274,836 shares of common stock wseted to the University of Chicago per the terms lidense agreement. These shares
were recorded at $1,758,950.

In July 2005, Pharma sold 507,292 shares of constamk with 1,395,053 warrants for $760,938. Theramts have exercise prices ranging
from $2 to $4 and expire in seven months to foargeThe relative fair value of the common stock246,801 and the relative fair value of
the warrants is $544,137. Offering costs of $61,2%@ted to shares issued were charged to addifi@idin capital.

In August 2005, 17,099 shares of common stock vesteed to the University of Chicago per the terins license agreement. These shares
were recorded at $109,434.

In August 2005, 30,000 shares of common stock dbdeheir fair value of $59,400 were issued t@@astltant for his services.
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NOTE 8 - WARRANTS AND OPTIONS

In April 2005, options to purchase 12,500 shareSahmon Stock were issued to three Opexa emplatess exercise price of $3.00 per
share. One third of the options vest on the finstigersary date, one third of the options vestthersecond anniversary date, and the
remaining one third vests on the third anniversiate. These options have an intrinsic value of 23,

In April 2005, warrants to purchase 20,000 shafé&sommmon Stock was issued to a consultant at arciseeprice of $3.00 per share of wh
one third of the warrants vest on the first anrsaey date, one third of the warrants vests ondkersd anniversary date, and the remaining
one third vests on the third anniversary date. &@hesrrants have a fair value of $83,562.

In April 2005, warrants to purchase 100,000 shaf€édommon Stock was issued to a consultant at arcese price of $3.00 per share of
which 40,000 warrants vested immediately, and ¢éineaining 60,000 warrants vest at the rate of 2y@&@0ants per month for twenty-four
months. These warrants have a fair value of $427,81

In June 2005, options to purchase 30,000 shar€smimon Stock were issued to two independent direetban exercise price of $3.00 per
share, of which options vested immediately. Thg#®os have no intrinsic value due to exercisegeixceeded the market price at the da
the grant.

In July 2005, warrants to purchase 460,846 shdr€@mmon Stock were issued to several brokeragesfas the offering costs and
commissions for Pharma's debt and equity finanairen exercise price of $1.50 per share. Thesenigrhave a fair value of $2,197,162
vest immediately.

In August 2005, options to purchase 20,000 shdr€ommon Stock were issued to a new director abamcise price of $1.14 per share. One
third of the options vested immediately, one tlufdhe options vest on the first anniversary datel the remaining one third vests on the
second anniversary date. These options have ringittvalue due to exercise price exceeded the eharice at the date of the grant.

In August 2005, warrants to purchase 200,000 slefr€®mmon Stock were issued to a consultant a&xancise price of $1.19 per share. The
options vest at a future date at such time thdaitepre-determined events occur. These warrants adair value of $175,484.

In September 2005, warrants to purchase 15,00@sléiCommon Stock were granted to a consultaen &ixercise price of $1.19 per share
of which options vested immediately. These warraatge a fair value of $13,161.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors
PharmaFrontiers Corp.

(a development stage company)
The Woodlands, Texas

We have audited the accompanying consolidated balsimeet of PharmaFrontiers Corp., ("Pharma")(aldpment stage company), as of
December 31, 2004 and the related consolidateeinstatts of operations, changes in stockholderstyegod cash flows for the year then
ended and the period from January 22, 2003 (Ineepthrough December 31, 2003 and 2004. These lidatml financial statements are the
responsibility of Pharma's management. Our respitgiis to express an opinion on these consoéiddtnancial statements based on our
audits.

We conducted our audits in accordance with starsdafrthe Public Company Accounting Oversight Bo@tdited States). Those standards
require that we plan and perform the audits toiabasonable assurance about whether the conwaliflaancial statements are free of
material misstatements. An audit includes examinimga test basis, evidence supporting the amaunaslisclosures in the consolidated
financial statements. An audit also includes assgdke accounting principles used and signifiesmiimates made by management, as well ac
evaluating the overall consolidated financial stegat presentation. We believe that our audits pievai reasonable basis for our opinion.

In our opinion, the consolidated financial statetegrferred to above present fairly, in all matenéspects, the consolidated financial posi
of Pharma as of December 31, 2004 and the consadidasults of its operations and its cash flowdHe periods described in conformity
with accounting principles generally accepted m thited States of America.

The accompanying consolidated financial statemieste been prepared assuming that Pharma will eaantis a going concern. As discussed
in Note 2 to the consolidated financial statemetgrma has suffered recurring losses from op@iafod has a negative working capital,
which raises substantial doubt about its abilitgdatinue as a going concern. Management's plgasding those matters are described in
Note 2. The consolidated financial statements danmotude any adjustments that might result from dntcome of this uncertaint

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

February 23, 2005
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PHARMAFRONTIERS CORP.
(A Development Stage Company)

CONSOLIDATED BALANCE SHEET
December 31, 2004

Current Assets
Cash oo e, $ 851,992

Prepaid eXpenses .....ccccoocvvvvvcccceees e, 94,337

CUIreNt @SSetS oo e 946,329
Intangible assets, net of $251,761 of

accumulated amortization ........cccccceeeeee L 26,791,073
Property & equipment, net of $184,318

of accumulated depreciation ..........cco.e.. L 341,984

Total ASSEtS wvvvvvvivevieeeees e $ 28,079,386

LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities

Accounts payable $ 1,188,617

Accrued expenses 233,831

Convertible notes, net of
unamortized discount of $2,619,754 ....... 608,221

Stock payable to convertible note holders .... 367,243
Notes payable .........cccccoviiiieiinnnnns 2,485,253
Total Current Liabilities ...... 4,883,165
Commitments and Contingencies .........cccceeeeee. i -
Stockholders' Equity
Convertible preferred stock, no par value,
10,000,000 shares authorized, none issued and outstanding . --
Common stock, $.05 par value, 50,000,000 share s
authorized, 10,059,838 shares issued and o utstanding ...... 502,992
Additional paid in capital .......ccooceeee... 27,439,896
Deficit accumulated during the development sta (o [-2 (4,746,667)
Total Stockholders' Equity ....... . 23,196,221
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY ... . $ 28,079,386

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

CONSOLIDATED STATEMENTS OF EXPENSES Year

ended December 31, 2004 and the Period from Ja22a2003 (Inception) through December 31, 200320a#

Inception |
through
2004 2003
General and administrative...........ccoccceeeeeee. L $3,127,488 $ 80,801 $
Research and development.......ccccococcvvveeee. 632,621 --
Net operating l0SS......cccovvvvveeeeneeee (3,760,109) (80,801)
Interest iNCOMEe......cocociiiiiiieieeeeeees 5,992 --
Other iNnCOMe....ccovvveeeeiiiiiiiiieeeee 2,379 --

Interest eXpPense.....cccovcceveeveiiiieeniccees (868,926) (45,202)

NET LOSS $(4,620,664) $(126,003) $
Basic and diluted loss per share.........ccoeeece... L $ (.73) N/A
Weighted average shares outstanding........c...... . ... 6,309,145 N/A

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

CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY
From January 22, 2003 (Inception) through Decerhe2004

Deficit
Accumulated
During the
Common Stock Development
Shares Amount Stage Total

Shares issued for cash..........c.cccccvenen. 5,250,000 $ 1,000 $ - $ 1,000
Shares repurchased and cancelled............... ( 1,706,250) (325) -- (325)
Discount relating to:

- beneficial conversion feature.............. - 28,180 - 28,180

- warrants attached to debt - 28,180 - 28,180
NEt10SS ..oovviiiiiieiee e - - (126,003) (126,003)
Balances at December 31, 2003 3,543,750 57,035 (126,003) (68,968)
Shares issued for:

=CaSh o 22,500 9,000 - 9,000

= SEIVICES....oiiiiieiiieeiiee e 2,065,000 849,000 - 849,000

-license....oocciiiiii 242,688 427,075 - 427,075

- reverse merger with Sportan................ 997,399 (147,733) -- (147,733)

- acquisition of Opexa............ccccvvvnene 2,500,000 23,750,000 -- 23,750,000

- additional shares attached to

convertible debt.............cccceei. 161,000 288,366 - 288,366

- conversion of convertible notes............ 607,501 248,370 - 248,370
Shares cancelled............cccccvvevvenenen. (80,000) -- -- --
Offering costs relating to

convertible debt............cccoeeernnnn. - (365,909) - (365,909)
Discount relating to:

- beneficial conversion feature.............. -- 855,849 -- 855,849

- warrants attached to debt.................. - 1,848,502 - 1,848,502
Option eXPENSE.......cceerrivriieeiiiiieaeane -- 123,333 -- 123,333
Net loss - - (4,620,664) (4,620,664)
Balances at December 31, 2004.................. 1 0,059,838 27,942,888 $ (4,746,667) $ 23,196,221
[T o - | 502,992
Additional paid in capital..................... $27,439,896

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

CONSOLIDATED STATEMENTS OF CASH FLOWS Year

ended December 31, 2004 and the Period from Ja22a2003 (Inception) through December 31, 200320a#

Inception Inc eption
through th rough
2004 2003 2004

Cash flows from operating activities
Net10SS.....coviiieiieiiee e . $ (4,620,664) $ (126,003) $ ( 4,746,667)
Adjustments to reconcile net
loss to net cash used in
operating activities:
Stock issued for services.................... . 849,000 - 849,000
Amortization of discount on
notes payable due to warrants

and beneficial conversion feature.......... . 753,812 42,755 796,567
Amortization of intangible assets............ . 251,761 - 251,761
Depreciation..........cccceeeviieeeeeennnns . 13,058 - 13,058
Option expense . 123,333 - 123,333
Loss on disposition of fixed assets.......... . 457,122 - 457,122

Changes in:
Accounts payable...........ccccoeiiernnns . 58,670 137 58,807
Prepaid expenses... . (38,950) - (38,950)
Accrued eXpenses........ccoeevvveivnnnnnnns . 23,822 7,504 31,326
Net cash used in
operating activities..........cccceevuveenn. . (2,129,036) (75,607) ( 2,204,643)
Cash flows from investing activities
Purchase of licenses ........ccccccoevvveinnnne . (232,742) -- (232,742)
Purchase of property & equipment................. . (173,004) - (173,004
Net cash used in
investing activities..............cccvvvvenes . (405,746) -- (405,746)
Cash flows from financing activities
Common stock sold for cash.............cceeee.n. . 9,000 1,000 10,000
Common stock repurchased and canceled (325) (325)
Payments on license notes payable................ . (5,000) - (5,000)
Proceeds from debt...........ccccceeiiiieinns . 3,382,706 75,000 3,457,706
Net cash provided by
financing activities............ccccceeeeiins . 3,386,706 75,675 3,462,381
Net change incash.............coooiiiiiiiinenns . 851,924 68 851,992
Cash at beginning of year 68 -- -
Cash at end of year........c.cccceeeeuiiiiinennne. . $ 851,992 $ 68 $ 851,992

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

CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)

Year ended December 31, 2004 and the Period frommeadg 22, 2003 (Inception) through December 31 324d 2004

Inception Ince
through thr
2004 2003 2
NON-CASH TRANSACTIONS
Issuance of common stock for
purchase of OpeXa........cccccvevvvevveenennn. " $23,750,000 $ - $2
Issuance of common stock to
Sportan shareholders............ccccccvvveeeennnns . 147,733 -
Issuance of common stock for
University of Chicago license.................. . 427,075 -
Conversion of notes payable
to commonN StOCK.........cceeveveviiiiniinnans . 248,370 -
Conversion of accounts payable
to note payable..........cccceeriiiiineennne . 93,364 -
Discount on convertible notes
relating to:
- WAITANES.. ..o . 1,848,502 28,180
- beneficial conversion feature 855,849 28,180

- stock attached to notes..................... . 288,366 -

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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 1 - SUMMARY OF ACCOUNTING POLICIES

PharmaFrontiers Corp. ("Pharma") was incorporatetexas on January 22, 2003 as a biopharmaceatiogbany engaged in developing
autologous personalized cell therapies. Duringdvelopment stage, Pharma acquired the worldwigadie to technology developed at
Argonne National Laboratory, a U.S. Department oéfgy Laboratory Operated by the University of @gic ("Argonne"). This is an
exclusive license to a stem cell technology in Whadult pluripotent stem cells are derived from oaytes obtained from the patient's own
blood. (the "License"). A patent application wdsdiin November 2003, with the United States Paaedt Trade Office regarding the
technology involved in the License.

On October 7, 2004 Pharma entered into an agreemectuire all of the outstanding stock of Opekariaceuticals, Inc. ("Opexa"). The
agreement closed on November 5, 2004. A total®9@000 shares of Pharma’'s common stock were egetdar all the outstanding stock
Opexa's of which 250,000 shares is held in escrohtlae balance of 2,250,000 was issued to Opehatgisolders in December 2004. The
acquisition was accounted for under the purchagsbadewhere all of Opexa's assets are restatdtbiofair market value on the acquisition
date, which approximated book value. The 2,5008@0es of Pharma were valued at $23,750,000 o0 $&56share, which represents their
current value at the time. See note 12 for details.

Opexa holds rights to technology to diagnose agat tmultiple sclerosis through modified autoreacfivcells and is currently in FDA Phase
I/l human dose ranging clinical trials to evaludtesafety and effectiveness in treating multigderosis.

Basis of presentation. The consolidated financ¢aksents include the accounts of Pharma and itdlywvbwned subsidiary, Opexa.
Significant inter-company accounts and transactiang been eliminated.

Reclassifications. Certain amounts in the 2003 alidsted financial statements have been recladsificonform to the 2004 consolidated
financial statement presentation.

Use of Estimates in Financial Statement Preparaliba preparation of consolidated financial statet:én conformity with accounting
principles generally accepted in the United Stafesmerica requires management to make estimatsssumptions that affect the reported
amounts of assets and liabilities, the disclosfimatingent assets and liabilities at the datthefconsolidated financial statements, and the
reported amounts of revenues and expenses dugngplorting period. Actual results could differrfrahose estimates.

Cash and cash equivalents. For purposes of themsats of cash flows, cash equivalents includkighily liquid investments with original
maturities of three months or less.

Long-lived Assets. Property and equipment are dtatethe basis of historical cost less accumuldegmeciation. Depreciation is provided
using the straight-line method over the estimatgzful lives of the assets. Major renewals and imgneents are capitalized, while minor
replacements, maintenance and repairs are chasgenrent operations.
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Impairment losses are recorded on long-lived asssd in operations when indicators of impairmeetpesent and the undiscounted cash
flows estimated to be generated by those assetesar¢han the assets' carrying amount.

Income Taxes. Income tax expense is based on egpearnings before income taxes. Deferred incomesteeflect the impact of temporary
differences between assets and liabilities receghiar consolidated financial reporting purposed such amounts recognized for tax
purposes, and are measured by applying enactedtesin effect in years in which the differences expected to reverse.

Stock-Based Compensation. Pharma accounts for-bi@eéd compensation under the intrinsic value ntetbader this method, Pharma
recognizes no compensation expense for stock gpjmamted when the number of underlying shareaasvk and exercise price of the option
is greater than or equal to the fair market valuthe stock on the date of grant. The followingl¢albustrates the effect on net loss and net
loss per share if Pharma had applied the fair vatogisions of FASB Statement No. 123, Accountiog$tock-Based Compensation, to
stock-based employee compensation.

Inception Inception
through through
2004 2003 2004
Net loss as reported...........cc.ccueeen. $(4,620,664) $ (126,003) $(4,746,667)
Add: stock based compensation
determined under intrinsic
value-based method................... 123,333 - 123,333
Less: stock based compensation
determined under fair value-
based method............ccceeeene (153,364) - (153,364)
Pro forma net loss...........cccceeeeuneen. $(4,650,695) $ (126,003) $(4,776,698)
Basic and diluted net loss per common share:
As reported........cccoeeeeeiiiieiiiieenns $  (.73) N/A N/A
Pro forma.........cccoveevveiiiieiiens $ (74 N/A N/A

The weighted average fair value of the stock optigranted during 2004 was $3.09. Variables usdikiBlack-Scholes option-pricing model
include

(1) 2% risk-free interest rate, (2) expected oplifnis the actual remaining life of the optiorsa each year end, (3) expected volatility is
from 0.1% to 796.30% and (4) zero expected dividend

Basic and diluted net loss per share calculatioapeesented in accordance with Financial Accognitandards Statement 128, and are
calculated on the basis of the weighted averagebeuwf common shares outstanding during the ydsry Thclude the dilutive effect of
common stock equivalents in years with net incoBasic and diluted loss per share is the same dtetabsence of common stock
equivalents.

Research and development. Research and developamarses include salaries and related employessgp@nd consulting fees, facility
costs, and laboratory costs. All costs for researchdevelopment activities are expensed as intuPlearma expenses the costs of licens
patents and the prosecution of patents until theaisce of such patents and the commercializatioelated products is reasonably assured.
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Recently Issued Accounting Pronouncement:

In December 2004, the FASB issued SFAS No.123R¢6Anting for Stock-Based Compensation” SFAS No.l188@blishes standards for
the accounting for transactions in which an ergikghanges its equity instruments for goods or sesviThis Statement focuses primarily on
accounting for transactions in which an entity agi@mployee services in share-based payment ttmss. SFAS No.123R requires that the
fair value of such equity instruments be recogniae@xpense in the historical financial statemastservices are performed. Prior to SFAS
No0.123R, only certain pro forma disclosures of f@ilue were required. SFAS No0.123R shall be effedior small business issuers as of
beginning of the first interim or annual reportipgriod that begins after December 15, 2005. WHilgria has issued options to employees
recently, the adoption of this new accounting pror@@ment is not expected to have a material impadhe consolidated financial statements
of Pharma during the calendar year 2006.

Pharma does not expect the adoption of any otleently issued accounting pronouncements to haigniisant impact on their consolidat
financial position, results of operations or caslwf

NOTE 2 - GOING CONCERN

As shown in the accompanying consolidated finarstaiements, Pharma incurred recurring net loss$4,620,664 and $126,003 in fiscal
2004 and 2003, respectively, has an accumulateditdsff$4,746,667 and a working capital deficit¥8,936,836 as of December 31, 2004.
These conditions raise substantial doubt as torRddarability to continue as a going concern. Manaagd is trying to raise additional capital
through sales of convertible debt and equity. Tdresolidated financial statements do not include adjystments that might be necessary if
Pharma is unable to continue as a going concern.

NOTE 3 - LICENSE AGREEMENT

In February 2004, Pharma entered into an agreewinthe University of Chicago ("University") fohé worldwide license to technology
developed at Argonne National Laboratory, a U.Sddenent of Energy Laboratory Operated by the Usitye In consideration for the
license, Pharma paid the University $57,742 andexyjto issue 375,375 shares of its common stodk6&8 shares valued at $75,075 were
issued on February 20, 2004. In December 2004, ittense Agreement was amended granting Pharmadiunsese, non-transferable
worldwide license to the University's stem celliegalogy. In consideration for the amendment, Phavaid the University an additional
$175,000, issued the University 55,000 shares wincon stock valued at $352,000, bringing the totatership of Pharma by the University
to 242,688 shares, agreed to pay the University1000 on the earlier of October 30, 2005 or uperclosing of a Pharma financing where
proceeds are greater than $10 million and agree$te the University shares of Pharma common stockuding the shares already issued,
equal to 2.6% of the total outstanding number afeb after conversion of the 15% exchangeable ctiblesubordinated promissory notes
upon the later of the First financing or Novemb@y 3005 and after issuance of any and all equitiiéform of stock at the close of the first
Financing.

In June of 2004, Pharma paid $50,000 to The Unityeo$ Texas MD Anderson Cancer Center for the @ptio negotiate a licensing
agreement for the use of peripheral blood stens ¢etlcardiac regeneration. The option to negotiadicensing agreement expired on
September 21, 2004 and the non-refundable fee@D$b was written off at the end of the fourth dear
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NOTE 4 - INTANGIBLE ASSETS

Intangible assets consisted of the following atéaker 31, 2004:

Description Life Amount
University of Chicago license (see note 3)........ . ... 19 years $ 3,051,706
Opexa intangible group (see note 12)............... . ... 16 years 23,991,128
27,042,834
Less: accumulated amortization........cccccceeeeee. L (251,761)
$ 26,791,073
Amortization expense totaled $251,761 and $0 icafi2004 and 2003, respectively.
NOTE 5 - PROPERTY AND EQUIPMENT
Property and equipment consisted of the followihguame 30, 2004:
Description Life Amoun t
Leasehold improvements......ccccccccveveeeenees 5 years $ 29,795
Computer equIipmMeNt.......cccoecvveeviiiiiieeneeee e 3 years 50,669
Office furniture and equipment........ccccccceeeeee. L 3-5 years 224,218
Laboratory equipment......ccccceeeeeevvviiiccceeeee 5-10 years 221,620
526,302
Less: accumulated depreciation........cccccceeeeee. L (184,318)
$ 341,984

Depreciation expense totaled $13,058 and $0 ialf@04 and 2003, respectively.
NOTE 6 - INCOME TAXES

Pharma uses the liability method, where deferredssets and liabilities are determined based @expected future tax consequences of
temporary differences between the carrying amooiéssets and liabilities for financial and incotar reporting purposes. During fiscal
2004 and 2003, Pharma incurred net losses anaftiney has no tax liability. The net deferred taged generated by the loss carry-forward
has been fully reserved. The cumulative net opggdtiss carnforward is approximately $3,000,000 at December2804, and will expire il
the years 2023 through 2024.

At December 31, 2004, deferred tax assets consi$tend following:

Deferred tax assets

Net operating 10SSesS......cocovvvcvvvvvveeees s $ 1,020,000
Less: valuation allowance...........cccccceeeeee. (1,020,000)
Net deferred tax asset......ccccoceevvevevceeneee e $
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NOTE 7 - THIRD PARTY CONVERTIBLE NOTES & STOCK PAYABLE TON OTE HOLDERS
During 2004, Pharma issued convertible notes testors totaling $3,227,975. A description of théesas as follows:

0 Maturity: The notes mature on November 30, 2@®5vhich time the principal amount of the noted b mandatorily convertible into
shares of common stock at the conversion pricedasribed below).

o Interest: Interest will accrue at a rate of 1586 gnnum. If Pharma completes an Equity Financiig po November 30, 2005, interest will
be converted to common stock using a conversiare mi the weighted average gross offering pricBlefrma’s common stock or common
stock equivalents issued in the Equity Financifigolsuch Equity Financing occurs, the accrued@steis convertible at $3.00 per share.

o Mandatory Exchange: In the event Pharma rais@®80,000 in one or a series of transactions bingesommon stock or common stock
equivalents prior to the maturity of the notes (g Financing"), the principal amount of the noteéil by automatically exchanged for the
same type of securities issued in the Equity Fimancrhe exchange will occur upon the closing @f Byguity Financing. The conversion pr
used for the mandatory exchange will be equaleontbighted average gross offering price of the comstock or common stock equivalents
sold in the Equity Financing. Pharma will pay aechinterest on the closing date in cash or shdresromon stock valued at the common
stock offering price of the Equity Financing.

o Conversion and conversion price: In the everttttiere is no Equity Financing, the principal amooifithe notes will automatically convert
into common stock and Pharma will have the rightdg the accrued interest on notes in cash orshiltes of common stock. The number of
shares of common stock shall be determined by idigithe amount owed by $3.00. The conversion prieg be adjusted from time to time
upon the occurrence of certain specified events.

o Additional shares: For each $100,000 loaned tria, 10,000 shares of common stock will be issued.

o Warrants: If the notes are mandatorily excharfige@harma securities, Pharma will issue investoles-year warrants. The number of
warrants issued will be determined by dividing dggregate principal amount of the notes by theats@price. The exercise price of the
warrants will be equal to 50% of the weighted agergross offering price of the common stock or camrstock equivalents issued in the
Equity Financing. If there is no Equity Financingop to the maturity of the notes, Pharma will isswte holders warrants identical to those
issued upon a mandatory exchange, except thakéreige price shall equal the conversion price.

The proceeds from the notes have been discountédeaelative fair value of the warrants, the kt@nd beneficial conversion feature. All
discounts will be amortized over the life of theew As of December 31, 2004, the stock has not isseed. A summary of the notes is as
follows:
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Gross proceeds from NOteS.....ccoeveeevevevevceeeee

Less: Relative fair value of:
stock payable to note holders..............
WAITANES. ..o
beneficial conversion feature..............
amounts already issued..........

Add: amortization of discounts

Carrying amount of notes and stock on
December 31, 2004......cccccovvviiveeeiiceees e,

Notes Stock
Payable Payable
$ 3,227,975 $ -
(655,608) 655, 608
(1,782,510) -
(789,857) -
- (288, 365)
608,221 -
$ 608,221 $ 367, 243

As of December 31, 2004, Pharma had only issue@61of the 322,978 additional common shares dumte holders. The relative fair
value of the remaining 161,978 shares totaled 387and is accrued as of December 31, 2004.

NOTE 8 - NOTES PAYABLE TO
Notes payable to third parties consists of theofeihg:

Note payable to a vendor for services;
12% interest; due in February 2005;
UNSECUIEd.....ceveieiiiiiieeeeiiiee e
Note payable to individual; interest of
12%; due on demand; unsecured....................
Note payable to the University of Chicago;
no interest; due earlier of Pharma raising
$10,000,000 in an Equity Financing or
October 30, 2005; secured by license
(see note 3 for details).......cccceeeeeerrnne
Stock payable to the University of Chicago
equal to 2.6% of outstanding shares; no interest;
due later of Pharma raising
$10,000,000 in an Equity Financing or
November 30, 2005; secured by license
(see note 3 for details).........ccceeeerennnen.

Total

NOTE 9 - STOCK PURCHASE AGREEMENT

$ 58,614

34,750

1,500,000

891,889

In June 2004, Pharma was acquired by Sportan Uhithgstries, Inc. in a transaction accounted fos asverse acquisition. Pharma's
shareholders were issued 6,386,439 Sportan shmesshange for 100 percent of the outstanding comshares of Pharma. Immediately
following this transaction, Sportan changed its aamPharma and 7,383,838 shares were outstanding.
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NOTE 10- EQUITY

In 2003, Pharma sold 5,250,000 shares of commah o $1,000 in cash. On April 2, 2003, 1,706,35ares were reacquired for $325 and
canceled.

Additional contributions to capital of $56,360 riéed from the discounted value to notes payabletdwearrants and beneficial conversion
features attached to convertible notes issued @320

During 2004, 22,500 shares of common stock werm feol$9,000 in cash.

During 2004, 2,065,000 shares of common stock dbhieheir then fair value of $849,000 were issieeBharma's employees and consult
for their services.

In February 2004, 187,688 shares of common stoltledaat their then fair value of $75,075 were iskteethe University of Chicago per the
terms of a license agreement. In December 20080B5hares of common stock valued at their thervédie of $352,500 were issued to the
University of Chicago per the terms of an amendwszhke agreement. See note 3 for details.

In June 2004, 997,399 shares of common stock weted for net liabilities of $147,733 to Sportathiareholders for the reverse merger with
Sportan. See note 9 for details.

In November 2004, 2,500,000 shares of common staltled at their then fair value of $23,750,000 wisseied to 30 accredited investors in
connection with the acquisition of Opexa Pharmdcals, of which 250,000 shares are subject to aroesagreement. See note 12 for det

In December 2004, 161,000 shares of common stoitkanielative fair value of $288,366 were issueddte holders as their additional shi
for their subscription investment in Pharma. Sete i@dfor details.

During 2004, 607,501 shares of common stock weseei$ to note holders for the conversion of $248cfrincipal and interest from
convertible notes.

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

Offering costs of $365,909 related to the convégtitotes issued in 2004 that are mandatorily cdiibterwere charged to additional paid in
capital. Additional contributions to capital of 827,684 relating to the discounted value to notaabple from warrants and beneficial
conversion features attached to convertible natsed in 2004. See note 7 for details.

NOTE 11 - STOCK OPTION PLAN

In 2004 Pharma adopted the 2004 Stock Option Ptha Plan"). The Plan provides for the grantingtafck options to employees and
consultants of Pharma.

Options granted under the Plan may be either ineestock options or nonqualified stock optionsdntive stock options ("ISO") may be
granted only to Pharma employees (including offiGard directors who are also employees). Nongedlgtock options ("NSO") may be
granted to Pharma employees and consultants. TaglBd Directors has discretion to determine thelper, term, exercise price and vesting
of all grants. 150,000 warrants were granted testors related to the convertible notes in 20Q1%3,000 options were granted to employees
and consultants in 2004 and 1,427,993 warrants grarged to investors related to the convertiblesa 2004.
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Summary information regarding options is as follows

Weighted Weig hted
Average Ave rage
Exercise Exer cise
Options Price Warrants Pr ice
Year ended December 31, 2003:

Granted.........ccoceeiiiiiiiieniiens - $ -- 150,000 $.10
Outstanding at December 31, 2003............ - - 150,000 .10
Year ended December 31, 2004:

Granted........cccoovreeieiniiniee s 1,165,000 3.22 1,427,993 2.29
Outstanding at December 31, 2004............ 1,165,000 $3.22 1,577,993 $2.08

Options and warrants outstanding and exercisabdé Becember 31, 2004:

Opti ons Options Warrants Warrants
Exercise Price Remaining Life Outsta nding Exercisable Outstanding Exercisable
$5.00 5 years 130,000 - -
3.00 5 years 1 ,035,000 23,333 -- -
3.00 1 year -- -- 1,075,991 1,075,991
.10 1 year - - 502,002 502,002
1 ,165,000 23,333 1,577,993 1,577,993

As of December 31, 2004, there were no optionsasramts outstanding to purchase Opexa common stock.
NOTE 12 - PURCHASE OF OPEXA

On October 7, 2004 Pharma entered into an agreemeawtjuire all of the outstanding stock of Opétae agreement closed on November 5,
2004. Pharma issued Opexa shareholders 2,500,@88sshf Pharma's common stock for all of the ontitay stock of Opexa. 250,000 of the
2,500,000 shares were put in escrow. The acquisitas accounted for under the purchase method evdllenf Opexa's assets are restated to
their fair market value on the acquisition datejohtapproximated book value. The 2,500,000 shar@harma were valued at their then fair
value of $23,750,000 or $9.50 per share.

Pharma acquired Opexa because Opexa holds rigtegshnology to diagnose and treat multiple sclertwiough modified autoreactive T
cells and is currently in FDA Phase I/ll human domgging clinical trials to evaluate its safety affictiveness in treating multiple sclerosis.

The results of operations for Opexa from Novemh&(0®4 through December 31, 2004 are includeddrttiatement of Expenses and the
Statement of Cash Flows.
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The following table summarizes the estimated falugs of the assets acquired and the liabilitisaragd at the date of acquisition:

CUITENt @SSELS..cvveveieieve e $ 55,387
Property, plant and equipment, net................ ... 639,160
Intangible assets.......ccocvvviiviiieeeineeeee. 23,991,128
Total assets acquired......ccccccevveveeeeeeeeenee 24,685,675
Current liabilities........ccccovvvveeeviceeeee. 935,675
Total liabilities assumed.........ccccccovvceeeee. L 935,675
Net assets acquired.........cocevcvevvveeveeee $23,750,000

Of the $23,991,128 of acquired intangible asshesfull amount is assigned to an inseparable godygatents and licenses that cannot
function independently by themselves. The weiglatesfage useful life of the intangible group as eE@mber 31, 2004 is approximately 1
years.

The following shows the pro forma results of opiera as though the purchase of Opexa had been etadms of January 1, 2003:

Inception
through
2004 2003
General and administrative.........cccocceveeeeeee. L $4,289,023 $1,482,810
Research and development..........cccocoeeeeeeeeee. L 2,383,780 1,408,904
Net operating l0SS.....cccocvvvvvveeee (6,672,803) (2,891,714)
Interest iNCOMe......cooovvviiiiiiiieeieeees 11,649 21,406
Otherincome.......cccoovvvviiiciiiiiieeeeeee 28,008 602
INterest eXPenSe....cocvveveveveeeeeeeiieiiieeeeee (869,661) (45,202)

NET LOSS...coiiiiiiiiiiieiieiveeeeieeee e, $(7,502,807)  $(2,914,908)
Basic and diluted loss per share................... .~ ... $ (1.19) N/A
Weighted average shares outstanding................. ... 6,309,145 N/A

NOTE 13 - BOARD OF DIRECTORS AGREEMENTS

In April and May of 2004, Pharma entered into agrests with four individuals that will comprise Phe's Board of Directors. The
agreements resulted in the authorization of 200gb@0es of common stock and compensation of $5680@ear.
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NOTE 14 - COMMITMENT AND CONTINGENCIES

In 2003 and part of 2004, Pharma's principal offiees in the office of one of Pharma's shareholdarsuant to a verbal agreement on a rent-
free month-to-month basis.

After purchasing Opexa, Pharma assumed an eigimeerth operating lease from Opexa for a researdlityad he lease commenced in June
2003 and was due to expire in November 2004. Phaxteanded the lease until March 31, 2005. Pharmmdheaoption to exercise two 5 year
renewals extending the lease to March 31, 201Gfahd second option is exercised, extending thedeto March 31, 2015. Basic rent
expense charged to operations for fiscal 2004 @08 vas $14,234 and $0 respectively.

Future minimum lease payments under the non-cdnleetgperating lease are $21,351 for 2005 and rfeeredfter........
NOTE 15 - SUBSEQUENT EVENTS

On February 14, 2005 Pharma completed the secanddh of a private offering of 15% convertible pissory notes (the "notes") and isst
notes with an aggregate principal amount of $6llioni The notes are mandatorily exchangeable éonmon stock at the earlier of an
"Equity Financing" (as defined below) or upon mayuon November 30, 2005. The notes and accruesiast are convertible at a conversion
price equal to the weighted average gross offguge of the common stock or common stock equidalessued in an Equity Financing. If
such Equity Financing occurs, the notes and acantetkest are convertible at $3.00 per share oreNdoer 30, 2005. An "Equity Financing"
is defined as Pharma raising at least $10,000/000¢ or a series of transactions of common stoclommon stock equivalents prior to the
maturity of the notes. As additional considerationthe purchase of notes, Pharma issued to innseatoaggregate of 612,468 shares of
common stock and, upon the earlier of an Equit@R@ing or maturity of the notes, each investor metleive a one-year warrant to purchase
shares of common stock. Each warrant will be egalde for that number of shares of common stochklequthe principal amount of the note
divided by the warrant's exercise price. The wdisaxercise price will be equal to 50% of the viaggl average gross offering price of equity
issued in an Equity Financing or, if there is naiBgFinancing, $3.00 per share.
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PART Il
INFORMATION NOT REQUIRED IN PROSPECTUS
Item 13. Other Expenses of Issuance and Distributio

The following table sets forth the costs and expsnsther than the underwriting discounts and casiams, payable by the registrant in
connection with the sale of the securities beirggstered. All amounts are estimates except ther@esuand Exchange Commission
registration fee.

Securities and Exchange Commission Registration Fee $12,911
Printing Costs 3,000
Legal Fees and Expenses 50,000
Accounting Fees and Expenses 15,000
Transfer Agent and Registrar Fees 3,000
Miscellaneous 10,000
Total $---
93,056

Item 14. Indemnification of Directors and Officers.

The Company has the authority under Articles 2.02pénd 2.02-1 of the Texas Business Corporatidan"ABCA") to indemnify its

directors and officers to the extent provided fosiich statute. The TBCA provides, in part, thedbgporation may indemnify a director or
officer or other person who was, is or is threatketoebe made a named defendant or respondentrimcaquing because such person is or was
a director, officer, employee or agent of the coagion, if it is determined that such person: (@ducted himself in good faith; (2) reason:
believed, in the case of conduct in his officigbaeity as a director or officer of the corporatitimt his conduct was in the corporation's best
interest and, in all other cases, that his condiast at least not opposed to the corporation'sibisests; and (3) in the case of any criminal
proceeding, had no reasonable cause to believaithabnduct was unlawful.

A corporation may indemnify a person under the TB&inst judgments, penalties, including excisesamilar taxes, fines, settlement,
unreasonable expenses actually incurred by th@pénsconnection with the proceeding. If the persofound liable to the corporation or is
found liable on the basis that personal benefit wasoperly received by the person, the indemniiorais limited to reasonable expenses
actually incurred by the person in connection wlith proceeding, and shall not be made in respemtyproceeding in which the person shall
have been found liable for willful or intentionalsnonduct in the performance of his duty to thepooation. The corporation may also pay or
reimburse expenses incurred by a person in cormmestith his appearance as a witness or other aation in a proceeding at a time wher

is not a named defendant or respondent in the pding.

The Company's Articles of Incorporation providetthane of its directors shall be personally liaioléhe Company or its shareholders for
monetary damages for an act or omission in su@tttir's capacity as a director; provided, howethext, the liability of such director is not
limited to the extent that such director is fouiable for (1) a breach of the director's duty ofdlty to the Company or its shareholders, (2) an
act or omission not in good faith that constitiadsreach of duty of the director to the Compangroact or omission that involves intentional
misconduct or a knowing violation of the law, (3ransaction from which the director received aproper benefit, whether or not the ber
resulted from an action taken within the scopénefdirector's office, or (4) an act or omissionvdrich the liability of the director is

expressly provided by an applicable statute.
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The Company believes that these provisions willsafisn attracting and retaining qualified indilials to serve as executive officers and
directors. The inclusion of these provisions in @@mpany's Articles of Incorporation may have tffea of reducing a likelihood of
derivative litigation against the Company's direstand may discourage or deter shareholders orgearent from bringing a lawsuit against
directors for breach of their duty of care, eveoutljh such an action, if successful, might othenhiesee benefited us or our shareholders.

The Company's Articles of Incorporation and By-lgwesvide that the Company may indemnify its offssadirectors, agents and any other
persons to the fullest extent permitted by the TCBA

Additionally, under their employment agreementdwitharmaFrontiers Corp. Messrs. McWilliams and Raurs entitled to indemnification
in their capacity as officers of the Company tofillkest extent permitted by the TCBA.

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

On June 4, 2004, when the company was named "®pdrtiéed Industries, Inc.," it issued, 6,386,438rsls of common stock to the
shareholders of PharmaFrontiers Corporation, ag eggooration ("PharmaFrontiers") in exchange fotha outstanding capital stock of
PharmaFrontiers. The shares of common stock igsutbeé acquisition were offered and sold pursuarthé exemption from registration
afforded by Rule 506 under the Securities Act 83 &he "Securities Act") and/or Section 4(2) c¢ Becurities Act. The Company
subsequently changed its name to "PharmaFrontiens.'C

Acquisition of OPEXA

In connection with the closing of the Company'suasition of OPEXA Pharmaceuticals, Inc., a Delaweoegporation ("OPEXA"), on
November 5, 2004, the Company issued 2,500,00@sluwdiits common stock, par value $0.05 per share former holders of commt

stock of OPEXA in exchange for their OPEXA commtwck. The shares of common stock issued in theisitipm were offered and sold
pursuant to the exemption from registration affdrtdg Rule 506 under the Securities Act and/or $adti(2) of the Securities Act. On June 9,
2005 the Company issued 200,000 shares of commok &t Sanders Morris Harris, Inc. in exchangeafvisory services provided in
connection with the acquisition of OPEXA. The slsangre sold pursuant to the exemption from redistraafforded by Rule 504 under the
Securities Act of 1933 (the "Securities Act") ardbection 4(2) of the Securities Act.

15% Exchangeable Convertible Subordinated NoteaRriPlacement Financing and Subsequent Exchange

During the six months ended February 15, 2005Cimpany issued to accredited investors in a prigpiteement: (i) 15% Exchangeable
Convertible Notes with a principal amount of $6.1liom, (ii) an aggregate of 612,688 shares of casnrstock, and (iii) a right to receive a
warrant to purchase common stock. The Companywedejross proceeds of $6.1 million from this prevatacement. The securities issued in
the acquisition were offered and sold pursuanhéoetxemption from registration afforded by Rule bid@er the Securities Act of 1933 (the
"Securities Act") and/or Section 4(2) of the Setteisi Act. In connection with this private placemeahe Company entered into Registration
Rights Agreements with the purchasers requiring #irmong other things, the Company register theeshiasued, those shares issuable on
conversion of the notes and those shares issupbleexercise of the warrant for resale under tlweigees Act.
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In addition, the Company issued to the placemeantsgwho assisted with the sale of the Notes, wtata purchase 216,875 shares of
Common Stock at a price of $1.50 per share. Theseants expire on February 14, 2010. The Companpligated to register for resale the
shares of common stock issuable upon exercisesoféirrants.

On June 30, 2005 the Company, in exchange forugdtanding 15% Exchangeable Convertible Subordindt#es and the associated rights
to warrants, issued to the accredited investordihglthe notes: (i) an aggregate of 5,658,575 shaireur common stock, (ii) Series A
Warrants to purchase an aggregate of 5,541,998sb&our common stock, (iii) Series B Warrantpuochase an aggregate of 2,216,799
shares of our common stock, and (iv) Series C Wigsr@ purchase an aggregate of 4,433,598 shams abmmon stock. In connection w
this exchange offering, the Company entered irRegistration Rights Agreement dated June 17, 2005the participants in the exchange
offer requiring that, among other things, the Conypegister the shares issued in the exchange arfiiéissuable upon exercise of the
warrants, for resale under the Securities Act.

The notes and shares of common stock and warrastsided above were offered and sold pursuangetexemption from registration
afforded by Rule 506 under the Securities Act, iBacd(a)(9) of the Securities Act and/or
Section 4(2) of the Securities Act.

Sale of Common Stock, Series A Warrants, Seriesdbr&its and Series C Warrants

In the month ended July 15, 2005, the Company cetagla private placement to accredited investo(g ah aggregate of 3,834,508 shares
of common stock at a per share price of $1.50 @untsio the terms of Securities Purchase Agreentatél June 17, 2005 and July 15, 2005
by and among the Company and each of the purchasersnnection with this private placement, ther(any entered into a Registration
Rights Agreement dated June 17, 2005 and JulyQ(H @ith the purchasers requiring that, among dtfiegs, the Company register the
shares for resale under the Securities Act.

In addition, the Company issued to the placemeantsgassisting with the private placement, warréthts"Placement Agent Warrants") to
purchase 228,992 shares of common stock at anisxgnice of $1.50 per share. The Placement Agemtalits are exercisable until June
2010. The Company is obligated to register forleefze shares of common stock issuable upon excofithe Placement Agent Warrants.

The shares of common stock and warrants describ@etavere offered and sold pursuant to the exemtam registration afforded by Rule
506 under the Securities Act and/or Section 4(2hefSecurities Act.

Shares of Common Stock Issued To the University @hicago

Pursuant to the terms of a First Amended and Rebtatense Agreement (the "License Agreement”)adiBXecember 30, 2004 with the
University of Chicago, the Company has issued 38Bghares of common stock in consideration ofittemke granted to the Company. The
License Agreement obligates the Company, for aodesf time, to issue sufficient shares so as tblkenthe University of Chicago to maintain
a certain percentage ownership. Thus the sharesissred from time to time as the Company issuatkstin connection with its various
offerings. The shares of common stock were offaredi sold pursuant to the exemption from registnatiffiorded by Section 4(2) under the
Securities Act. In connection with the License Agrent, the Company agreed to register the shawsdgshereunder for resale under the
Securities Act.
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Iltem 16. Exhibits and Financial Statement Schedule:

(a) Exhibits. The following exhibits of the Compaane included herein.

Exhibit 2.1  Stock Purchase Agreement (incorpo
2.1tothe Company's Current Rep
2004)

Exhibit 2.2  Merger Agreement (incorporated b
the Company's Current Report on 8-K

Exhibit 3.1 Amended and Restated Articles of In
reference to Exhibit A to the Compa
Statement filed on June 29, 2004)

Exhibit 3.2* By-laws

Exhibit 4.1  Form of Common Stock Certificate
Exhibit 2.3 to the Company's Reg
10-SB (File No. 000-25513), initial

Exhibit 5.1*  Opinion of Vinson & Elkins L.L.P.

Exhibit 10.1 2004 Compensatory Stock Option Pla
to Exhibit B to the Company's Defin
filed on June 29, 2004)

Exhibit 10.2 Employment Agreement of David M
reference to Exhibit 10.1 to the Co
Form 10-QSB filed November 16, 2004

Exhibit 10.3 Second Amended Employment Agr
(incorporated by reference to Ex
Current Report on Form 8-K filed Fe

Exhibit 10.4 Amended Employment Agreement of W
reference to Exhibit 99.2 to the
Form 8-K filed February 4, 2005)

Exhibit 10.5 Director's Agreement of David M
reference to Exhibit 10.4 to the Co
Form 10-QSB filed November 16, 2004

Exhibit 10.6 Director's Agreement of Robert H. G
to Exhibit 10.6 to the Company's
filed April 15, 2005)

Exhibit 10.7 Director's Agreement of Paul Friso
to Exhibit 10.7 to the Company's
filed April 15, 2005)

Exhibit 10.8 Director's Agreement of Tony Kamin
Exhibit 10.8 to the Company's Annua
April 15, 2005)

Exhibit 10.9 Director's Agreement of Brian
reference to Exhibit 10.2 to the Co
Form 10-QSB filed November 16, 2004
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Exhibit 10.10 Scientific Board Advisory Agreemerit¥iong Zhao (incorporated by reference to Exhilfit3lto the Company's Quarterly
Report on Form 10-QSB filed November 16, 2004)

Exhibit 10.11 Termination Settlement and ReleaseeAment with R. Wayne Fritzsche (incorporated ligresce to Exhibit 99.3 to the
Company's Current Report on Form 8-K filed Februgr2005)

Exhibit 10.12 Form of Warrant Agreement (incorpethby reference to Exhibit 10.13 to the Companyiaual Report on Form 1RSB filed
April 15, 2005)

Exhibit 10.13 Amended and Restated License Agreémiith Baylor College of Medicine (incorporated ®ference to Exhibit 10.14 to the
Company's Annual Report on Form 10-KSB filed Adsl, 2005)

Exhibit 10.14 Amended and Restated License Agreémigh University of Chicago (incorporated by redace to Exhibit 10.15 to the
Company's Annual Report on Form 10-KSB filed Ag#l, 2005)

Exhibit 10.15* Form of Series A Common Stock Purchse Warrant
Exhibit 10.16* Form of Series B Common Stock Purchse Warrant
Exhibit 10.17* Form of Series C Common Stock Purchse Warrant
Exhibit 10.18* Securities Purchase Agreement datede 17, 2005 by and among the Company and thstbrgenamed therein.
Exhibit 10.19* Registration Rights Agreement dajlede 17, 2005 by and among the purchasers of corstook named therein

Exhibit 10.20* Securities Purchase Agreement datede 30, 2005 by and among the Company and théamers of common stock named
therein

Exhibit 10.21* Securities Purchase Agreement datag 15, 2005 by and among the Company and thestak&named therein.
Exhibit 10.22* Registration Rights Agreement daletly 15, 2005 by and among the Company and thestaxenamed therein.
Exhibit 10.23** License Agreement dated January2(8)6 by the Company and Shanghai Institute fofdgical Services.
Exhibit 23.1 * Consent of Malone & Bailey, PC

Exhibit 23.2 Consent of Vinson & Elkins L.L.P. (induded in Exhibit 5.1)

* Previously filed on Form SB-2 filed July 19, 2005

** Filed herewith.
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(b) Financial Statement Schedules.

All schedules are omitted because they are inagiplicor the requested information is shown in tiresolidated financial statements of the
registrant or related notes thereto.

Item 17. Undertakings.

(a) The undersigned registrant hereby undertakes:

(1) To file, during any period in which offers ales are being made, a post-effective amendmehistoegistration statement:
(i) To include any prospectus required by Sectida)(3) of the Securities Act of 1933;

(i) To reflect in the prospectus any facts or dsaarising after the effective date of the registrastatement (or the most recent post-effective
amendment thereof) which, individually or in thegegpate, represents a fundamental change in tbamaftion set forth in the registration
statement. Notwithstanding the foregoing, any iaseeor decrease in volume of securities offeretthéitotal dollar value of securities offered
would not exceed that which was registered) anddawyation from the low or high end of the estintateaximum offering range may be
reflected in the form of prospectus filed with Becurities and Exchange Commission pursuant todRd[) if, in the aggregate, the changes
in volume and price represent no more than a 2€epechange in the maximum aggregate offering métdorth in the "Calculation of
Registration Fee" table in the effective registnatstatement; and

(iii) To include any material information with resgt to the plan of distribution not previously désed in the registration statement or any
material change to such information in the regigtrastatement.

(2) That, for the purpose of determining any lidpilinder the Securities Act of 1933, each such-péfective amendment shall be deemed to
be a new registration statement relating to thar#ges offered therein, and the offering of suebigities at that time shall be deemed to be
the initial bona fide offering thereof.

(3) To remove from registration by means of a pffgetive amendment any of the securities beingsteged which remain unsold at the
termination of the offering.

(b) Insofar as indemnification for liabilities ang under the Securities Act of 1933 may be perditb directors, officers and controlling
persons of the registrant pursuant to the foregpmogisions, or otherwise, the registrant has mbnsed that in the opinion of the Securities
and Exchange Commission such indemnification israg@ublic policy as expressed in the Securities@ 1933 and is, therefore,
unenforceable. In the event that a claim for indéication against such liabilities (other than theyment by the registrant of expenses
incurred or paid by a director, officer or contiofj person of the registrant in the successfulrsdef any action, suit or proceeding) is
asserted by such director, officer or controllirgggon in connection with the securities being tegésl, the registrant will, unless in the
opinion of its counsel the matter has been seftjecontrolling precedent, submit to a court of ampiate jurisdiction the question whether
such indemnification by it is against public poliay expressed in the Securities Act of 1933 anldbeiboverned by the final adjudication of
such issue.
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SIGNATURE PAGE FOR
FORM SB-2 - REGISTRATION STATEMENT
SIGNATURES

Pursuant to the requirements of the SecuritiesoA&B33, as amended, the Registrant has duly cahseRegistration Statement to be signed
on its behalf by the undersigned, thereunto duth@nirzed, in the City of Houston, State of Texastlee 9th day of February, 2006.

PHARMAFRONTIERS CORP.

By: /sl David B. MWIIians

Narre: David B. McWIIlians
Title: Chi ef Executive Oficer

By: /sl C. WIIiam Rouse
Nare: C. WIIliam Rouse
Title: Chi ef Financial Oficer and

Princi pal Accounting O ficer

KNOW ALL MEN BY THESE PRESENTS, that each persorost signature appears below constitutes and agddaiid B. McWilliams

his true and lawful attorney-in-fact and agenthwiitll power of substitution and revocation, forhand in his name, place and stead, in any
and all capacities (until revoked in writing), igrs any and all amendments (including post-effecamendments) to this Registration
Statement and to file the same with all exhibiex#io, and other documents in connection therewiti, the Securities and Exchange
Commission, granting unto said attorney-in-fact agdnt full power and authority to do and perfoamteand every act and thing requisite
and necessary to be done as fully for all intentburposes as he might or could do in personplgawifying and confirming all that said
attorney-in-fact and agent, or is substitute orssitites, may lawfully do or cause to be done lguei hereof.

Pursuant to the requirements of the SecuritiesoAtB33, as amended, this Registration Statemenbéen signed below by the following
persons in the capacities and on the dates indicate

Signature Title Dat e

/sl Brooks Boveroux . Chairma n of the Board and Director February 9, 2006

Brooks Boveroux

* Preside nt, Chief Executive Officer and February 9, 2006
Directo r (principal executive officer)

David B. McWilliams

* Chief F inancial Officer February 9 , 2006
(princi pal financial and accounting officer)

C. William Rouse

* February 9, 2006
Anthony N. Kamin Directo r

* February 9, 2006
Paul M. Frison Directo r
/sl Terry Wesner February 9, 2006
Terry Wesner Directo r

*By: /s/ David B. McWilliams

David B. McWilliams
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LICENSE AGREEMENT

THIS LICENSE AGREEMENT (the "Agreement"), is entéri@to and dated as of January 13, 2005, by anddegt PHARMAFRONTIERS
CORRP. ("Licensee"), a corporation organized andteg under the laws of the State of Texas, Uniades of America, and the SHANGH
INSTITUTES FOR BIOLOGICAL SCIENCES, CHINESE ACADEM®F SCIENCES ("Licensor"), an institution with légerson status
organized and existing under the laws of the Pé&oplepublic of China ("PRC"). "Party" and "Parti@s#ans Licensor and/or Licensee as the
case may be.

WHEREAS, Licensor has developed and owns certa@tl@ctual property relating to the treatment dfigrats suffering from rheumatoid
arthritis with an "autologous" T-cell vaccine; and

WHEREAS, Licensee desires to obtain a license ¢b stellectual property and Licensor is willingdoant such license to Licensee, all on
the terms and conditions set forth herein.

NOW, THEREFORE, for and in consideration of thenpises and other good and valuable consideratiemeteipt and sufficiency of whic
are hereby acknowledged, the Parties agree asvikllo

ARTICLE |
DEFINITIONS AND INTERPRETATION

1.1 Definitions. Capitalized terms not otherwiséirted herein shall have the meanings set forth xdmnitiit A attached hereto.
1.2 Interpretation. Unless the context requiregtise:
(&) As used in this Agreement, all defined terntdude the plural as well as the singular.

(b) Any agreement, document or instrument definekferred to in this Agreement shall include eaofendment, modification and
supplement thereto and waiver thereof as may beedfeetive from time to time in accordance with teems thereof, except where othery
indicated.

(c) The terms "hereof" or "thereof," "herein" ohétein," "hereunder" or "thereunder,” and compa&iims refer to the entire agreement \
respect to which such terms are used and not t@articular article, section or other subdivisibereof.

(d) The words "include," "includes" and "includingte not limiting and shall mean "including withdmtitation."
(e) A reference to any Person or Party includeslitsessors and permitted assigns.

(f) A reference to any governmental authority imigla any governmental authority succeeding to thetions and capabilities of a
governmental authority.



(9) Any reference to money refers to legal curreoicthe United States of America.

(h) Any reference in this Agreement to an "Articte""Section" is a reference to an article or sgctd this Agreement, except where
otherwise expressly indicated.

(i) Any reference in this Agreement to a "day" issdendar day and shall include Saturdays, Sunaiag$olidays, except that if an obligation
to be performed under this Agreement falls due Satarday, Sunday or any other day which is notisiriess Day, the obligation shall be
deemed due on the next occurring Business Day.

ARTICLE Il
GRANT OF LICENSE

2.1 Grant of License by Licensor. Subject to thenteand conditions of this Agreement, Licensor bgmgrants Licensee an exclusive, world-
wide, royalty-bearing license, including the righitsublicense, to the Licensed Technology for sdlsuincluding the research, development,
production, marketing, use, importing, exportirgles have sold and offer or have offered for safi¢icensed Products.

2.2 Fully Exclusive License. The license grantedarmparagraph 2.1 is exclusive even as to Licehsocensor may, however, use the
Licensed Technology solely for noncommercial acadeand research purposes.

2.3 Covenant Not to Sue. Licensor agrees that guhie Term of this Agreement it will not assertiagalLicensee any patent that is or might
be infringed by Licensee by reason of its manufagtuse or sale of Licensed Products, whether bsunch patent has been licensed to
Licensee hereunder. Licensor agrees that duringe¢hm of this Agreement it will not assert agaibsensee any other intellectual property
cause of action, including but not limited to adgasecret cause of action, by reason of Licenssa'sifacture, use, or sale of a Licensed
Product.

2.4 Sublicenses. All sublicenses granted hereuwsttldt be in writing and shall include an acknowledgpt by the sublicensee that the
sublicense is subject to all of the terms of thigeement.

2.5 Rights after Patent Expiration. After the eapion of the last to expire of Patent in a countigensee shall have a fully paid up license to
the Licensed Technology in such country and mayenhve made, use and sell Licensed Products mcaumtry without additional
payments to Licensor.

2.6 No License To Other Rights. Licensor does mahg and Licensee shall have no rights, to angrat trade secrets or other intellectual
property owned or controlled by Licensor now ottia future, except as explicitly granted hereircelnisor shall retain the right to use the
Licensed Technology in connection with non-commnaénesearch, patient care, and educational, academd administrative purposes.
Additionally, nothing in this Agreement shall benstrued so as to restrict Licensor's ability toduart further research and development ir
area of the Licensed Technology or other areas.



ARTICLE Il
PAYMENTS AND REPORTS

3.1 Payment. Within ten (10) days of satisfactibthe "Conditions Precedent" as defined below, hime shall pay to Licensor an execution
fee in the amount of US Dollars (US$ ) (tHesi@y Payment") via wire
transfer of immediately available funds to an actalesignated by the Licensor.

"Conditions Precedent" means: (1) Licensee andnsisehave received all required third party corséihtany) and PRC governmental
approvals and permits relating to the transactammgemplated by this Agreement; and (2) Licensardeivered all the materials describet
Exhibit B and Licensee has translated such masanad English and confirmed such translation.

3.2 Royalties

(@) In consideration of the rights granted hereid subject to the other terms herein, Licensed phglLicensor a running royalty on the sale
of Licensed Products equal to , in any countryhiciwthere exists a Licensor
Patent, from the date of First Commercial Salééodate of expiration of the last to expire LicariBatent in such country.

(b) Licensee shall deduct from all royalties toplaéd to Licensor all withholding taxes lawfully imged thereon, which taxes shall be paid by
Licensee for the account of Licensor; provided ttiagnsee shall upon request supply Licensor wittiral or certified copies of official
certificates stating that the taxes have been gfomid for the account of Licensor.

(c) If (i) Licensee receives naotice that the sdlthe Licensed Products constitutes an unauthotisedor infringement of a patent or other
intellectual property right issued to or held bthad party, and

(i) Licensee is required to pay to such third patroyalty for the right to make, use or sell theensed Products as contemplated by this
Agreement after (A) notice to Licensor and goothfaiegotiations with such third party, or (B) upeaeipt of an order from a judicial
authority with competent jurisdiction, then Liceaseay deduct the amount of such payments fromayedties payable to Licensor pursuant
to this Agreement.

3.3 Report and Payments of Royalties. Within 60sdajlowing the close of each calendar quarteidfyiong the First Commercial Sale,
Licensee shall furnish to Licensor a written redortthe calendar quarter showing the Net Salemdwuch calendar quarter. Such report
shall break down such amounts by country. The tegfil detail the calculation of the royalties aWeereunder in connection with the Net
Sales of Licensed Products reported in the refartultaneously with the submission of the repoitehsee shall pay to Licensor the royal
owed for the calendar quarter pursuant to Sectidnttil the First Commercial Sale, within 60 dafshe last day of the calendar year,
Licensee shall furnish to Licensor a written anmeglort describing their efforts and accomplishraéntthe development and
commercialization of Licensed Technology.



3.4 Method of Payment. All payments due hereundeeeapressed in and shall be payable to LicensoiSiDollars in cash via wire transfer
of immediately available funds to an account destigd by the Licensor. For sales of Licensed Pradnoturrencies other than that of the
United States, Licensee shall use exchange ratdsiped in The Wall Street Journal on the last hess day of the Calendar Quarter in wt
the royalties were earned. If for reasons of cuayetax, or other regulations, transfer of fundprishibited in any country, Licensee may pay
royalties on Net Sales from such country by pla¢ivegn in a bank account in that country in the nafrend under the sole control of
Licensor; provided, however, that the bank selestedl be reasonably acceptable to Licensor artd_tbensee shall inform Licensor of the
location, account number, amount, and currencyaiey deposited therein.

3.5 Audit38. . Licensor shall have the right, atsble discretion and expense, to nominate an arlmt accountant acceptable to Licensee,
who shall upon reasonable notice have access em&é®'s records relating to the Licensed Proddigtig reasonable business hours and
without any disruption of Licensee's business{lierpurpose of verifying the royalty payable asvjated for in this Agreement. This audit
right may not be exercised more than once in atgndar year, and the accountant shall only disdiodécensor information relating solely
to the accuracy of the royalty report and/or thealty payments made according to this Agreemerhdfamount paid to Licensor during the
audited period shall have been underpaid by or more during an audited year, Iseershall pay the costs of such
audit.

3.6 Expiration or Suspension of Royalty Payment.

(a) Royalties shall be payable hereunder with retsjeethe Net Sales of Licensed Products in a egunitil the earlier of (i) the date of the
termination of this Agreement, (ii) the expiratiofithe last to expire Licensor Patents in such trgun

(b) If the Licensor Patent filed in a country isnggd without any right to re-file, or is held inicabr unenforceable, the obligation of Licensee
to pay royalties or any other amount under thise&gnent shall be suspended with respect to thesaleensed Products in such country.

ARTICLE IV
REPRESENTATIONS AND WARRANTIES OF LICENSOR

Licensor hereby represents and warrants to Liceasdellows:

4.1 Organization, Good Standing and Power. Liceissan institution with legal person status validkisting and in good standing under the
laws of the People's Republic of China with the poand authority to own, lease and operate itd®asel to conduct the activities now be
or to be conducted by it, and to perform its oliiigas under the Agreement. Licensor is duly autteatj qualified or licensed to conduct its
activities and has all requisite power and autiiddtenter into this Agreement and to perform thigations contemplated hereunder.

4.2 Authorization and Validity of Agreement. Theesextion, delivery and performance by Licensor if #hgreement have been duly
authorized and approved by all necessary actiorirdachal approvals on the part of Licensor. Thgggement has been duly executed and
delivered by Licensor, and is the legal, valid aiding obligation of Licensor enforceable agaihst accordance with its terms, subject to
applicable bankruptcy, insolvency, reorganizatimoyatorium or other similar laws relating to cred# rights and general principles of
equity.



4.3 No Conflict, Required Filings and Consents. &kecution, delivery and performance of this Agreatrby Licensor will not violate,
conflict with, or result in a violation or breachany license, lease, or other contract or instmint@ which Licensor is a party or by which or
to which it or any of the Licensed Technology mayhound or subject. Moreover, the Licensor's exeautlelivery and performance of this
Agreement will not violate any order, judgment, @& law, rule, or regulation, of any governmeatghority applicable to Licensor or the
Licensed Technology. Other than the registratiothizf Agreement with the Shanghai Foreign Investnm@@mmission, no consent of any
governmental authority is required by or with regge Licensor in connection with the execution aetlvery of this Agreement by Licensor
or the consummation of the transactions contermgliageeby or thereby.

4.4 Absence of Litigation. There is no claim, aefisuit, inquiry, judicial, or administrative pramting, grievance, or arbitration pending or
the knowledge of Licensor, threatened against lsoenr any of the Licensed Technology by or beforg arbitrator or governmental
authority, nor are there any investigations retatm Licensor or any of the Licensed Technologydiem or, to the knowledge of Licensor,
threatened by or before any arbitrator or goverrtaiexuthority. There is no judgment, decree, infiom; order, determination, award, findi
or letter of deficiency of any governmental authodr arbitrator outstanding against Licensor oy ahthe Licensed Technology. There is no
action, suit, inquiry or judicial or administratipeoceeding pending or, to the knowledge of Licengoeatened against Licensor relating to
the transactions contemplated by this Agreement.

4.5 Certain Agreements. Exhibit B hereto lists esmhitract that is material to the legal and bemafmwnership and use the Licensed
Technology to which Licensor is a party or by whastto which Licensor or the Licensed Technologiasind or subject. Each such contract
described in Exhibit B is a valid and binding oblign of Licensor and is in full force and effedthout amendment. Licensor and, to the
knowledge of Licensor, each other party to suchreots, has performed in all material respectotiigations required to be performed by it
under such contracts and is not (with or withops&of time or the giving of notice, or both) ireach or default thereunder. The Licensor has
not received (i) any notice, written or otherwisgdefaults by Licensor under any contract listedxhibit B, or (ii) any notice written or
otherwise, that any other party to any such cohtras terminated or cancelled, or intends to teateior cancel, such contract. Licensor has
received the consent or approval of each Persanstiagparty to a Contract identified in Exhibit#ose consent or approval shall be required
in order to permit the consummation of the trarisastcontemplated hereby and such consent or aglsball be in form and substance
satisfactory to Licensee.

4.6 Licensed Technology. Exhibit B includes a tanel complete list of all of the information in Litsor's possession relating to the Licensed
Technology. Licensor exclusively owns all rightglte Licensed Technology pursuant to valid, bindargd enforceable assignments.
Licensor is not infringing any such Licensed Tedbgy, and Licensor is not aware of any infringemiepnbthers of any of the Licensed
Technology owned by Licensor. 4.7 No Knowledgerdfihgement48. . Licensor warrants that it has ikegkno notice of any patent owned
by a third party that would be infringed by reasdthe manufacture, sale, use, or importation gfRroduct.
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4.8 Disclaimer of Other Warranties. THE LICENSEDAHENOLOGY IS BEING LICENSED ON AN "AS IS" BASIS. EXEPT AS
EXPRESSLY SET FORTH IN THIS AGREEMENT, LICENSOR [SAIMS ALL WARRANTIES, WHETHER EXPRESS OR IMPLIEL
WRITTEN OR ORAL, STATUTORY OR OTHERWISE, WITH RESRH TO THIS AGREEMENT AND THE LICENSED
TECHNOLOGY, INCLUDING, WITHOUT LIMITATION, ANY WARRANTY OF TITLE, NON-INFRINGEMENT,
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE

ARTICLE V
COVENANTS OF LICENSOR AND LICENSEE

5.1 Licensor Cooperation. Licensor covenants ameesgthat it shall use all commercially reasonafflerts, including making any required
payments, to file or obtain all authorizations, semts, orders, or approvals of, or declaratiorfgings with, or expirations of waiting periods
imposed by, any governmental authority necessarthioconsummation of the transactions contemplayeithiis Agreement.

5.2 Licensee Marketing and Sales Activities. Upssuance of the US Licensor Patent, Licensee $teakafter use commercially reasonable
efforts to develop, obtain approval for, promotearket, distribute, and sell the Licensed Producthé United States. If, after issuance of the
US Licensor Patent, Licensee fails to use commigrei@asonable efforts to develop, obtain apprdesl promote, market and sell a Licensed
Products in the United States, such failure sbiplbn written notice by the Licensor to the Licensmmstitute an "Event of Default" under
Section 7.2 and Licensor may elect to terminatehsee's license granted hereunder with respeot tdnited States, subject to the Licens
right to cure such Event of Default as provide®éction 7.2.

5.3 Data Sharing. If this Agreement terminatesaioy reason, Licensee will, upon request, providedensor a copy of all data used to
support any of the filings or communications wittyaegulatory authority including, without limitati, all data in any master file with the
U.S. Food and Drug Administration. Licensor may asg such data in filing, prosecuting and maintagrany regulatory license, approval or
permit. Such data shall be treated by LicensoCamfidential Information" pursuant to Section .&ensee shall continue to own such data
and may use it for any purpose.

5.4 Patent Prosecution

(a) Patent Prosecution. Licensee shall use comatigrotasonable efforts to file, prosecute and aém at its sole expense, a patent
application claiming the T-Cell Vaccine with the itédl States Patent and Trademark Office (the "W®hsor Patent"). Licensee shall use
commercially reasonable efforts to file such aggilan within one year following the date of thisr&gment. Additionally, Licensee shall also
have the right, but not the obligation, to fileppecute and maintain patent applications covehiadrtCell Vaccine in other jurisdictions as it
deems necessary or appropriate, including butimiteld to the PRC.



(b) Option of Licensor to Prosecute and MaintaiteRe. Licensee shall give Licensor 90 days' pradice of Licensee's intent to cease
prosecution and/or maintenance of any LicensorrRatéthout filing a substitute patent applicatiduiicensee shall then permit Licensor, ai
sole discretion, to continue prosecution or maiatee at its own expense. If Licensor pursues ptbggcor maintenance, Licensee shall
execute such documents and perform such actscanndor's expense, as may be reasonably necesgsmntid Licensor to conduct such
prosecution or maintenance.

5.5 Intellectual Property Protection - Infringemdbtiring the term of this Agreement, each Partylghramptly inform the other of any
suspected infringement, misappropriation or thethe Licensed Technology by a third party. Anyi@ttor proceeding against such third
party shall be instituted as following:

(a) Licensee shall have the first right to insétan action for infringement, misappropriationtweft of the Licensed Technology against such
third party. Licensee shall pay all its expensesluiding costs and legal fees incurred in bringing prosecuting such infringement or
misappropriation action. Licensor will cooperatehiliicensee in any suit brought by Licensee agaush third party, and shall have the r

to consult with Licensee and to participate in bedepresented by independent counsel in suchtlitig at Licensor's own expense. Licensee
shall incur no liability to Licensor as a consequeenf such litigation or any unfavorable decisiesulting therefrom, including any decision
holding any issued Licensor Patent invalid, unetgable or not infringed.

(b) If Licensee has not within a reasonable tinw (0 exceed 120 days from the date on whichnbisfied or otherwise becomes aware of an
infringement or misappropriation) either terminasedh infringement or initiated legal action agathg infringer or defendant, it shall, upon
written request of Licensor, grant to Licensor tighit to prosecute an action against the infriryedlefendant. Licensor shall pay all its
expenses, including costs and legal fees incurrddinging and prosecuting such infringement orapgopriation action. Licensee will
cooperate with Licensor in any suit for infringerhenmisappropriation brought by Licensor. Licenskall have the right to consult with
Licensor and to participate in and be represemyaddependent counsel in such litigation at its @xpense. Licensor shall periodically
reimburse Licensee for its out-of-pocket costs l{ghiag independent counsel fees) incurred in coatpay with Licensor. If Licensor desires
to settle or compromise such suit or action in amea that adversely impacts Licensee or the Liakidsehnology, Licensor shall not so se

or compromise such suit or action without the writtonsent of Licensee, which may be withheldsrsdle discretion.

(c) Should either Party commence suit under theigians of this
Section 5.5 and thereafter elect to abandon the ssmch Party shall give timely notice to the otRarty who may, if it so desires, continue
prosecution of such action.

(d) In any action pursuant to this Section, albraries, whether by judgment, award, decree desatht, from infringement,
misappropriation, or theft of Licensed Technologglsbe apportioned as follows: (ii) each Partyllstitst recover an amount that is equal to
or in direct proportion to the total costs and exges incurred by such Party directly related topttesecution of such action or proceeding
each Party shall then recover an amount equal itodirect proportion to each Party's lost profésd (iii) the remainder shall then be paid to
the Party prosecuting the action.



5.6 Third Party Infringement Suit. If a third padyes Licensee or any of its Affiliates allegingtthicensee's, its Affiliates' or their
sublicensees' using, distributing, marketing, prongp offering for sale or selling Licensed Techowy infringes or will infringe the third
party's patent, then Licensee may, in its solereigm, elect to defend such suit. Upon Licensesgsiest and in connection with Licensee's
defense of any such third party infringement diidensor shall provide reasonable assistance tenisiee for such defense at Licensee's sole
cost.

5.7 Licensor-Based Clinical Studies; Right of FR&tfusal.

(a) When Licensee determines to conduct the climiizds for the first Licensed Product it will rifyt Licensor of Licensee's intent to do so. If
Licensor provides evidence, acceptable to Liceirsée sole discretion, that Licensor is capableaiducting the contemplated trials,
including compliance with protocol requirementspdd clinical practices" and all other US Food amdd>Agency regulations, Licensee will
discuss with Licensor the possible engagementadrisor to act as one of the sites for such triads [0 engaging any other entity to conduct
the trials. Any such engagement of Licensor to cahtfials shall be subject to a separate writgme@ment and shall be on mutually agreed
upon terms that are customary and reasonable amtordance with Licensee's standard terms reltdistinical research by such an
organization.

(b) After Licensee has received any necessary apf{g®o make, use and sell a Licensed ProductiPdoples Republic of China ("PRC"),
Licensee will negotiate in good faith the termsafon-exclusive license for Licensee to make, askesell the Licensed Products in the PRC.
Such license shall be on reasonable commerciaktand include customary provisions.

5.8 Confidentiality Treatment of Confidential Infoation. -

(a) Confidentiality Obligation. Each Party shalldhin confidence, and shall not disclose to anysBemutside its organization, all
Confidential Information provided to it by the otHearty. A Party shall use such Confidential Infation only for the purpose for which it
was disclosed. Each Party shall disclose Confidehtformation provided by the other Party onlyRersons within its organization and its
advisors who have a need to know such Confideimfaimation in the course of the performance ofrthaties and who are bound to protect
the confidentiality of such Confidential Informatio

(b) Term of Confidential Information. The obligati® of the Parties with regard to Confidential Imfiation shall continue until five (5) years
after the termination or expiration of this Agreemne

(c) Return of Confidential Information. The receigiParty shall, upon request of the disclosingyRagturn all drawings, documents,
biological samples and other tangible manifestatimihConfidential Information received pursuanthis Agreement (and all copies and
reproductions thereof); provided, however, a Paréy keep one copy for record keeping purposes tfrdyParty is requested pursuant to, or
required by, applicable law, regulation or legalgass to disclose any of the other Party's Confiigiinformation, it will notify such Party
promptly (unless prohibited by law) so that suchtyPmay seek an appropriate protective order ogrodppropriate remedy.
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(d) Irreparable Harm. Any violation of this confitt@lity obligation by one party would cause thhestparty irreparable harm. In addition to
any other right or remedy it may have, at law oedpuity, any party may seek an injunction agaimsgatened or continuing disclosure of
Confidential Information without the posting of abgnd or other security.

(e) SEC Filing Obligations. Licensor acknowleddest t_icensee is a reporting company under U.S.rgesulaws and is obligated to file
public reports thereunder; such reports will inglwdcopy of this Agreement and may include amopit to Licensor. Licensee will request
confidential treatment from U.S. authorities foattinformation that Licensee believes may be geheteh treatment.

5.9 Assistance With Translation. Licensee will age for the translation of the materials in Exhibiat Licensee's expense. However,
Licensor shall make its employees available to @ngestions regarding the translation of the madsein Exhibit B and to otherwise provi
assistance with such translations.

5.10 Cooperation During Dispute. While any contrsyedispute or claim arising out of or relatinghds Agreement is pending, the Parties
shall, to the extent legally permissible, continai@erform their obligations hereunder to the expassible notwithstanding such controversy,
dispute or claim.

5.11 Product Development. All business decisionBiging, without limitation, the design, manufaeusale, price and promotion of the
Licensed Product and the decision whether to laumcto continue to sell a Licensed Product shathithin the sole discretion of Licensee.
Nothing in this Agreement shall restrict Licensemnf developing, making, marketing or selling anyestproduct

ARTICLE VI
PUBLICATION

Licensor agrees that Licensee may issue a pressseslipon the signing and closing of this Agreersemimarizing the transaction, provided
that Licensee shall obtain prior written approviethe Licensor for any subsequent use of the LioBasiame in any press or public exposure
other than public filings required by law or redida. Both Parties recognize that each may wighutaish the results of their work relating to
the T-Cell Vaccine in an appropriate peer reviewrijal. However, both Parties also recognize theomamce of acquiring patent protection
with respect to the T-Cell Vaccine prior to pubtioa. Consequently, Licensor shall not publish msent the results of any of its work with
respect to the T-Cell Vaccine or of related develept studies without first providing Licensee watlsopy of such publication at least 90
days prior to "Publication.” "Publication" shall emeany form of publication including, but not limdt to, publication in journals, submission
of articles to journals for consideration for pahlion, publication electronically, talks and postd.icensee may then prepare and file a pi
application for any material in such publicatioicénsor shall cooperate with making any such fjliewgd Licensor shall delete from any
proposed publication any of Licensee's Confidemtisdrmation.



ARTICLE VII
TERM AND TERMINATION

7.1 Term. The term ("Term") of the licenses grarftetkin shall commence on the date of this Agre¢iaeth, unless terminated earlier as
provided herein, expire on a country-by-countryibas the expiration of the last to expire LicenBatent issued in the country.

7.2 Termination for Default. This Agreement maytéeminated by either Party upon an Event of Defaylthe other Party as follows:

(a) Upon an Event of Default, the non-defaultingty?ahall have the right, exercisable at its sademtion, and in addition to any other rights
or remedies available to it at law or in equitytéominate this Agreement upon 45 days' prior roticthe defaulting Party. "Event of Defat
shall mean, in respect of either Party, a matenedch of this Agreement by such Party and itsifaito remedy such breach within 30 days
after written notice thereof by the non-breachimgtyPor, if remediation of such breach in such @eis not practicable, if the breaching Party
fails to commence and diligently pursue remediatlaring such 30-day period.

(b) If Licensee fails to make any payment requicede made to Licensor under this Agreement wigfirdays following the date any such
payment is due, Licensor shall have the right, ug@udays' prior notice to Licensee, to terminagedkclusivity of the license granted by this
Agreement and thereafter the license hereundertshaleemed to be a non-exclusive license; proyidedever, that Licensor shall not have
the aforementioned right if Licensee is disputing &pplicable payment(s) in good faith and by apate proceedings.

(c) Notwithstanding anything in the foregoing te ttontrary, no Party that is in material breacthif Agreement shall be entitled to termir
this Agreement except with the consent of the ofteaty.

7.3 Termination by Mutual Agreement. This Agreemmialy be terminated at any time by mutual writtereagnent of the Parties.

7.4 Termination by Licensee. At any time and frametto time, Licensee may terminate this Agreemiarits sole discretion and without
cause, with respect to one or more or all countrn thirty (30) days' prior written notice to kitsor.

7.5 Effect of Termination. The expiration or termiiion of this Agreement shall not relieve the Rartaif any obligation accruing prior to such
expiration or termination. If Licensor and/or Lice® terminates this Agreement as provided in thigla VII, neither Licensee nor Licensor
shall have any liability except for liability angj out of a breach of this Agreement.

Section 5.7, Article VIII, Article 1X, Article XI,Article XIl and this Article VIII shall survive théermination of this Agreement.
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ARTICLE VIII
INDEMNIFICATION

8.1 Indemnification. (a) Licensor shall indemnifydahold harmless Licensee, its Affiliates and eafctineir officers, directors and employees
from and against any Claim arising from any breaictiefault by Licensor of any representation, wairar covenant under this Agreement
or any agreement or document executed in conneb&ogwith; or

(b) Licensee shall indemnify and hold Licensor Affliates and each of their officers, directorsdaemployees harmless from and against any
Claim arising from the development, testing, marigtmanufacture, operation, commercializatione galother disposition or use of
Licensed Products by Licensee, its contractordjcarsees, and customers.

8.2 Third Party Claims. Any Person seeking integdimseek indemnification hereunder shall give growritten notice to the indemnifying
Party of the commencement or assertion of any mctimceeding, demand, or claim by a third partfiéctively, a "Third Party Action") in
respect of which the notifying Party intends tolselemnification for a Claim hereunder. Any faduio give such notice shall not relieve the
indemnifying from any liability that such Party mbgve under this Article VIII unless the failuregive such notice materially and adversely
prejudices the indemnifying Party. The indemnifyiPgrty shall be entitled, at its own expense aritsisole discretion, to either assume or
participate in the defense of such Third Party dwtif the indemnifying party assumes the defetiteejndemnified Person shall be entitled to
participate with its own counsel at its own expeiisthe indemnifying Party assumes the defensejrtdemnifying Party shall obtain the

prior written approval of the indemnified Persoridoe entering into or making any settlement, compse, admission, or acknowledgmen
the validity of such Third Party Action or any liity in respect thereof. The indemnified Persoalshot unreasonably withhold or delay s
approval. Moreover, the indemnifying Party shali censent to the entry of any judgment or enter arty settlement that does not include as
an unconditional term thereof the giving by eacinbnt or plaintiff a release of the indemnifiedd2a from all liability in respect of such
Third Party Action. The parties hereto shall extezasonable cooperation in connection with thergafeof any Third Party Action pursuan
this Article VIl and, in connection therewith, $hfurnish such records, information, and testimamg attend such conferences, discovery
proceedings, hearings, trials, and appeals as magdsonably requested.

ARTICLE IX
LIMITATIONS OF LIABILITY

9.1 Limitation of Liability. NO PARTY (OR ITS REPREENTATIVES) SHALL BE LIABLE TO ANY OTHER PARTY FORANY
INDIRECT, SPECIAL, CONSEQUENTIAL, OR PUNITIVE DAMAGS OF ANY KIND FOR ANY CAUSE OF ACTION OR CLAIM
ARISING OUT OF THIS AGREEMENT, WHETHER IN NEGLIGENE STRICT LIABILITY, CONTRACT, TORT, OR ANY OTHER
LEGAL THEORY OR CAUSE OF ACTION. SUCH EXCLUDED DAMGES INCLUDE, BUT ARE NOT LIMITED TO, LOST PROFIT:
EVEN IF THE PARTY TO BE CHARGED (OR ITS REPRESENTWES) HAS BEEN ADVISED OF THE POSSIBILITY OF SUCH
DAMAGES.

9.2 Insurance. At any time Licensee is conductimgaal trials it shall obtain and maintain clinldaial liability insurance in the amount of

$ naming Licensor as an "additiosured.” Prior to commencing sales of a LicerBeoduct in the United States or
Europe, Licensee shall obtain, and maintain througthe Term, product liability insurance, namirigdnsor as an "additional insured," for
the Licensed Products in amounts reasonably censigtith industry practices for similar sized comigs with similar products and similar
sales levels. Upon Licensor's request at any tianmg the Term, Licensee shall deliver to Licenasaertificate of insurance evidencing such
insurance.
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ARTICLE X
DISPUTE RESOLUTION

10.1 Dispute Resolution. Any Dispute shall, upomwritten request of any Party, be settled thrduigindly consultation among the Parties.
In the event that a Dispute is not resolved throemytsultation within thirty (30) days of the redei the request, at the request of any Party,
such Dispute shall be finally settled by arbitratip Singapore before a tribunal of three (3) aalvdrs in accordance with the rules ("Rules")
of the ICC International Court of Arbitration theneffect. Each Party shall nominate one (1) aabitr within the time period specified in the
rules of the ICC International Court of Arbitratiofhe two arbitrators nominated by the claimant #nedrespondent shall together nominate
the third and presiding arbitrator of the Tribunaho shall be of a different nationality than treerties. The arbitration shall be conducted in,
and the award shall be rendered in, the Englistdage, and documents and evidence shall be subirhittthe Parties in their original
language, subject to the Tribunal's authority heoappropriate translations. The award shallte find binding on the Parties and may be
confirmed in, and judgment upon the award enteygdby court having jurisdiction over the Parti€sis Agreement and the rights and
obligations of the Parties shall be fully perfornphding the award in any arbitration proceedingieder.

10.2 Waiver of Sovereign Immunity. Each of the Rarirrevocably represents, warrants and agre¢shisaAgreement is a commercial ratl
than a public or governmental activity and thas ot entitled to claim immunity from legal prociegs with respect to itself or any of its
assets on the grounds of sovereignty or otherwisleruany law or in any jurisdiction where an actioay be brought for the enforcement of
any of the obligations arising under or relatinghis Agreement. To the extent that any of thei®aur any of their assets has or hereafter
may acquire any right to immunity from s&ff; legal proceedings, attachment prior to judgtnether attachment or execution of judgmen
the grounds of sovereignty or otherwise, such Raetgby irrevocably waives such rights to immuiityespect of its obligations arising
under or relating to this Agreement.

ARTICLE Xl
MISCELLANEOUS

11.1 Governing Law; Venue. This Agreement, itsdiili interpretation, execution and the rights abtigations of the Parties, and the
settlement of any disputes, hereunder shall bergedeby and construed in accordance with the ldwiseoState of Texas (excluding its
conflict of laws rules which would refer to and pthe substantive laws of another jurisdictionheTParties further agree that, in connection
with the consummation of the transactions contetaglander this Agreement, they will comply with afiplicable laws of the People's
Republic of China.

11.2 Notices. Any notice, consent or approval tgiven under this Agreement shall be in writing ahdll be deemed to have been given if
delivered at the address set forth below, (i) pealp by a reputable courier service that requireggnature upon delivery; (ii) by mailing the
same via registered or certified first class n@iilstage prepaid, return receipt requested; (iifialxyng the same with telephonic confirmation
of receipt (followed by a first class mailing oktsame) to the intended recipient; or

(iv) by E-mailing the same with electronic confirtioa of receipt (followed by first class mailing tife same):
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If to Licensor, as follows: If to Licensee, as @lls:

Attn: Director Attn: Chief Operating Officer No. 85 outh Chongging Road, PharmaFrontiers Corp.

Rm. 204 Building 1 2635 N Crescent Ri dge Drive
Shanghai, China 200025 The Woodlands TX 7 7381
with a copy (whic h shall
not constitute no tice) to:
Vinson & Elkins L.L.P.
No. 149 Yanqing Road
Shanghai, China 200031
Facsimile: (86 -21) 6474-8099

11.3 Severability. Whenever possible, each promisiothis Agreement shall be interpreted in suclmmea as to be effective and valid under
applicable law; but if any provision of this Agreent or the application thereof to any Party orwinstance is prohibited by or invalid under
applicable law, that provision shall be effectivdyoto the extent of such prohibition or invalidityithout invalidating the remainder of such
provision or the remaining provisions of this Agret or the application of such provision to otparties or circumstances.

11.4 Non-Waiver. No delay or omission of any Paotgxercise rights or powers under this Agreemkall §npair any such right or power or
shall be construed to be a waiver of any defaultaguiescence therein. No waiver of any defaulll fleaconstrued, taken, or held to be a
waiver of any other default, or waiver, acquieseeim¢ or consent to any further or succeeding deédihe same nature.

11.5 Successors. Except as expressly providedsiiireement, this Agreement and all of the termd grovisions hereof shall be binding
upon and shall inure to the benefit of each ofRhdies and their permitted successors and pechatisigns.

11.6 Entire Agreement. This Agreement containsethtee understanding between the Parties and segegsany prior understandings and
written or oral agreements between them respettisgsubject matter. There are no representatagreements, arrangements, or
understandings, oral or written, between the Pargating to the subject matter of this Agreenibat are not fully expressed in this
Agreement.

11.7 Amendments. This Agreement shall not be angndedified, or altered except through a writtensent signed by the Parties. The
Agreement may not be amended, modified, or altdmexigh electronic means.

11.8 Trademark. Licensee shall be free to selectrtidemarks to be used in connection with theaademarketing of Licensed Product, and
such trademarks and all associated goodwill skatkin the sole property of Licensee.

13



11.9 Counterparts. This Agreement may be executedebParties in separate counterparts, each afhwhhen so executed and delivered
shall be an original, but all such counterpartdlg¢bgether constitute but one and the same Agreenddl signatures need not be on the same
counterpart.

11.10 Assignment. Licensee shall not assign, tearesfotherwise dispose of this Agreement or ghts and obligations hereunder unless (a)
the proposed assignee or transferee agrees imgvtdibe bound by the terms of this Agreement angktform all obligations of Licensee
hereunder including, but not limited to, the payt@royalties to Licensor under Section3.2; or

(b) Licensee receives the express written conddritensor. Any attempted assignment, transferigpakal contrary to this Section shall be a
material breach of this Agreement by Licensee &adl e void and without force and effect.

11.11 Further Assurances. From time to time, eactyRo this Agreement agrees to execute and dediveh additional documents, and will
provide such additional information and assistansdhe other Party thereto may reasonably retpie&ect the terms of such agreement or
instrument.

11.12 Headings. The titles of Articles, Sectiondsections or clauses of such agreement or instruane for convenience only and not as an
aid for construction and shall not be interpretetimit or otherwise affect the provisions of siadreement or instrument.

11.13 Survival of Representations, Warranties,@odenants. Each of the representations and wagsamade hereunder or pursuant hereto
or in connection with the transactions contempldtectby shall survive the Closing for a periodveénty-four (24) months, except that this
time limitation shall not apply to any claims feafidulent acts or omissions, which shall survivél time expiration of the applicable statute
limitations. Following the date of termination ofepresentation or warranty, no claim can be browugth respect to a breach of such
representation or warranty, but such terminatiaail stot affect any claim for a breach of a repréasgon or warranty that was asserted before
the date of termination. To the extent that suehparformable after the Closing, each of the cortnand agreements contained in this
Agreement shall survive the Closing indefinitelypyided, however, effective as of the Closing, hiser shall be deemed to have waived any
and all rights and remedies as to any breach bgrisiee of any covenant and agreement of Licenseriag prior to the Closing.

11.14 Export Controls. The parties acknowledge lthzgnsor is subject to certain PRC laws and regra regarding the export of technical
data, software, laboratory prototypes and otherroodities, and that the Parties obligations hereuadecontingent on compliance with such
laws and regulations. The transfer of certain tecinlata and commodities may require receipt prayal from the relevant PRC
governmental authorities. Licensor makes no repitaten as to whether such a license is required mrquired, whether such license shall
be issued.

[Signature page follows]
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109. IN WITNESS WHEREOF, the Parties have by thaly authorized representatives executed and delivihis Agreement as of the day
and year first written above.

LICENSOR: LICENSEE:

SHANGHAI INSTITUTES FOR BIOLOGICAL SCIENCES, PHARMA FRONTIERS CORP. CHINESE ACADEMY OF SCIENCES

By: /sl Guotong Xu By: /s/ David B. MW IIlians
Print Nare: Guot ong Xu Print Narme: David B. McWIIians
Title: Deputy Director Title: Pr esi dent
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EXHIBIT A
DEFINITIONS

"Affiliate" of any Person means any other Persardly or indirectly controlling, directly or indictly controlled by, or under direct or
indirect common control with such Person. As usethis definition, the terms "control," "controltifi' or "controlled by" shall mean the
possession, directly or indirectly, of the powehei to (i) vote fifty percent (50%) or more of thecurities or interests having ordinary voting
power for the election of directors (or other congide controlling body) of such Person or (ii) direr cause the direction of the actions,
management, or policies of such Person, whetheutjtr the ownership of voting securities or intesgby contract or otherwise, excluding in
each case, any lender of such Person or any Aéfibasuch lender.

"Business Day" means any day other than a Satu8iayday or a holiday on which banks in the Peofe[sublic of China are required or
authorized to be closed.

"Claims" means any damages, losses, claims, lig@silidemands, charges, suits, penalties, costsgrenses (including reasonable legal
fees) actually incurred by a Party.

"Confidential Information" means information ofechnical, commercial or other proprietary natunel(iding, but not limited to
specifications), including the terms of this Agrearhand all reports made by Licensee hereunddrh#isabeen provided to one Party by the
other Party in writing and marked Confidentialjfgorovided orally, reduced to writing and markedrffidential and provided to the other
party within thirty (30) days of its first oral; gvided "Confidential Information™ shall not includormation that:

(a) is or hereafter becomes generally availabtbégublic other than by reason of any default wépect to confidentiality under this
Agreement;

(b) is hereafter disclosed to a Party by a thindypaho is not in default of any confidentiality ladation to the other Party (and such disclo:
can be properly demonstrated by the receiving Party

(c) was previously or is hereafter developed bgrobehalf of the publishing party, without reliarme Confidential Information provided by
the other Party (and such can be properly demdadtiay the receiving Party); or

(d) is required to be disclosed in compliance wipplicable laws or regulations, including U.S. s@ms regulations, or order by a court or
other governmental or regulatory agency or bodyiftagompetent jurisdiction, provided that reasorahkasures shall be taken to assure
confidential treatment of such information to thxéeat reasonably possible.

"Licensed Product" means any product, the manufactise, importation, or sale of which would, it fioensed, infringe a Valid or Pending
Claim.

"Event of Default" has the meaning given that témr8ection 7.2. 124.

"First Commercial Sale" means the first sale of@hsed Product in any country after receipt ofjalternmental approvals required for
regular commercial sales, by Licensee or any sailie to an unaffiliated third party. Transfers wielhsed Products solely for use in research
or clinical trials shall not constitute a "First @mercial Sale."
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“Licensed Technology" means:

1. The T-Cell Vaccine and all related know-how deped by Licensor, whether or not patentable, eelabd the manufacture and use of the T-
Cell Vaccine and all Licensor Improvements;

2. All information and data of Licensor relatingath clinical trials on all patient controls andtieats with rheumatoid arthritis with the T-cell
Vaccine, including all clinical, cell procurememtcamanufacturing protocols, complete patient dagets, all laboratory materials, methods
and results and manufacturing records/documenitebade clinical lot and/or batch records and atheodata or information related to the
conduct or outcome of the clinical study; and

3. All trademarks, service marks, trade namesegtadss, labels, logos, names, slogans, plans,ideacepts, data, research and production
records, promotional literature, customer and seppkts, copyrights, copyright registrations aqplications for registration, patents,
inventions (whether patentable or not), trade ¢e@med all other intellectual property and promgtrights, whether registered or not, licer
to or owned by Licensor relating to the T-Cell Vimecand the goodwill related thereto.

"Licensor Improvements" means all enhancementsldpments, or modifications that improve the maafnmaanufacture, use, delivery,
efficacy or performance of the T-Cell Vaccine digeed or invented by the employees or consultaitscensor during the Term.

"Licensor Patents" shall mean those patents tleasaued, by any country, to Licensor relatinghelticensed Technology and alll
applications therefore, continuations, continuatiampart, divisions, re-examinations, and reissheseof, and any corresponding foreign
patents.

“"Licensed Product" means any product, the manufactise, importation, or sale of which would, it icensed, infringe a Valid or Pending
Claim.

"Net Sales" means all revenue and the fair marédetevof all consideration other than revenue regkby Licensee from the sale, lease,
license, distribution or other transfer of Liceng&dducts to any unaffiliated person or entity I{iing governmental entities) less the
following amounts: (a) normal and customary disd¢euimcluding cash discounts, or rebates actudithyvad or granted, (b) credits or
allowances actually granted upon returns, regasdiéthe party requesting the return, (c) freidarges actually paid for delivery by
Licensee, and (d) sales taxes or other governmenéaes levied on or measured by the invoiced atmid by Bayer, and (e) packaging,
freight and insurance paid in respect of sales.t€ha "Net Sales" does not include transfers betweéeensee Affiliates, even if Licensee's
internal accounting practices provide for a tranpfice or chargeback provision.

If a Licensed Product is sold or distributed in then of a combination product containing one orenother products, other than the Licer
Product, Net Sales for such Licensed Product wiltalculated by multiplying actual Net Sales oftsaombination products by the fraction
A/(A+B) where A is the invoice price of the LicemsEroduct if packaged and sold separately in as-demgth transaction, and B is the total
invoice price of any other component or componantee combination, if packaged and sold separatefn arms-length transaction by
Licensee.
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"Person" means any individual, corporation, paghgr, joint venture, association, joint stock comygarust, limited liability company,
unincorporated organization, governmental authpaityany other form of entity.

"T-Cell Vaccine" means the pharmaceutical compadentloped by Licensor, whether or not patentalesisting of autoreactive T-cells
derived from any source, including but not limitegdthe synovial fluid or peripheral blood and paegal as attenuated T-cells for therapeutic
use as a vaccine in humans with rheumatoid aghdgtinduce a regulatory immune response.

"Third Party Action" has the meaning given thatien Section 8.2 of this Agreement.

"Valid or Pending Claim" means a claim of a pendimgensor Patent application or of an unexpiredassLicensed Patent that has not been
withdrawn, canceled, or disclaimed nor held invalidinenforceable by a court or government ageficpmpetent jurisdiction in an
unappealed or unappealable decision. The scop&alidior Pending Claim shall be limited on a cayrty-country basis to its terms and as
may be defined by any such court or appropriate/ lmdatompetent jurisdiction

"United States" means the United States of America.
"US Licensor Patents" has the meaning given thiat te Section 5.4(a) of this Agreement.
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EXHIBIT B
Scientific and Clinical Information To Be Delivered*

. Identification of parties

. Sponsor

. Contractor

. Key Personnel and Contacts

. Sponsor

. Contractor

. Quality Agreement

. Product being manufactured (Drug substance arglgtoduct) or Techniques being transferred
. Process Description

. Overview

. Process Flow Diagrams

. Space Needs

. Equipment Needs

i. specialized features noted

ii. special settings, etc

iii. calibration/validation needs
e. Materials

i. Reagents (Vendor & Order #s)
ii. Supplies (Vendor & Order #s)
6. Procedures (Written)

a. General Techniques

b. Specific Assay Procedures

i. Flow cytometry

ii. ICH staining

iii. All specialized techniques

7. Lab Notebooks

a. Certified copy of notebooks to support patent
b. Proof of data audit/review

c. Supportive reports of work

d. Any supplemental publications, poster presematitalks
8
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COTOQNPArWTOYNTD B

. CVs of All Staff Involved
. List of all T-Cell Vaccine Clinical Trials to @lude Start date and end date
0. T-Cell Vaccine Clinical Trial Protocols

* All documents and information shall be providedenglish except those documents listed under Blasd 7may be delivered in Chinese if
not available in English.
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Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We hereby consent to the incorporation by referémdtleis Registration Statement on Form SB-2/A i@yort dated February 23, 2005
included herein for the two years ended Decembg2@d4 and the period from January 22, 2003 (Incapthrough December 31, 2004.

We also consent to the references to us underghéimg "Experts” in such Document.
February 9, 2006

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



