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w OPEXA THERAPEUTICS

Opexa Therapeutics, Inc.
7,113,720 Shares of Common Stock

This prospectus relates to the sale or dispositmm time to time by the selling stockholders narhedein and their transferees of up to 7,113,720eshof our commc
stock, or interests therein, including 4,600,008rek of common stock previously issued and 2,5D8stares of common stock issuable upon the exeafissmmon stoc
purchase warrants.

Shares of our common stock are traded on NasdaopGldarket under the symbol “OPXAON March 28, the last reported sales price forammmon stock was $4.
per share.

We will not receive any proceeds from the salehef shares of our common stock covered by this paisp. We will, however, receive the proceeds of eas!
exercise of the common stock purchase warrants.

Investing in our common stock involves a high degeeof risk. You should read carefully this entire pospectus, including the section captioned “Risk Faéors”
beginning on page 2, before making a decision to pthase our stock.

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

The date of this prospectus is April 13, 2007.
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You should rely only on the information contained n this prospectus. We have not authorized anyone forovide you with information that is different. This
prospectus may only be used where it is legal tolsthese shares of our common stock. The informatiin this prospectus may only be accurate as of theate of this
prospectus.

This prospectus provides you with a general descripn of the shares of our common stock that the delg stockholders may offer. Each time a sellin
stockholder sells shares of our common stock, theling stockholder is required to provide you witha prospectus containing specific information abouthe selling
stockholder and the terms of the shares of our comam stock being offered to you.

This prospectus is part of a registration statementhat we filed with the Securities and Exchange Comission for a continuous offering. Under this prospctus
the selling stockholders may, from time to time, dkeor otherwise dispose of the shares of our commastock described in this prospectus, or interestderein, in one ol
more offerings. This prospectus may be supplementefiom time to time to add, update or change informéon in this prospectus. Any statement contained irthis
prospectus will be deemed to be modified or superded for the purposesof this prospectus to the extent that a statememiontained in a prospectus supplement modifit
such statement. Any statement so modified will beemed to constitute a part of this prospectus onlgs so modified, and any statement so modified witle deemed t
constitute a part of this prospectus.

The registration statement containing this prospeats, including the exhibits to the registration statment, provides additional information about us, tle selling
stockholders and the shares of our common stock cered by this prospectus. The registration statemenincluding the exhibits, can be read on the SEC wisite or at the
SEC offices mentioned under the heading “Where YoCan Find More Information.”




PROSPECTUS SUMMARY

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

" o«

In this prospectus, “Opexa Therapeutics, Inc.,” theompany,” “we,” “us” or “our” refer to “ Opexa Therapeutics, Inc., a Texas corporation, asdubsidiaries
except where otherwise indicated or required bytesn On June 19, 2006 we changed our name fromnRafarontiers Corp. to Opexa Therapeutics, Inc.

On June 15, 2006 we completed a 140rreverse split of our common stock. Except wipesifically indicated all references to a nhumbéisbares herein or p
share amounts reflect the split.

Our Business

We are a biopharmaceutical company developing egtals cellular therapies to treat several majoegkes, including multiple sclerosis (MS), rheundasothritis
(RA), diabetes, and cardiovascular disease. Thesapies are based on our proprietary T-cell amdt atem cell technologies.

Our lead product, Tovaxin™, is a cell based therapeutic vaccine for MS licensed fitbm Baylor College of Medicine, which offers a qué and personaliz
approach to treating the disease by inducing anunemresponse against the autoimmune myelin peptigetive Teells (MRTCs), which are believed to be responsfblethe
initiation of the disease process.

Tovaxin™ is currently in a Phase llb clinical triahitial Phase I/l open-label human trials shadvatt T-cell vaccination (TCV) appears to safely induce inme
responses that deplete and regulate MRTCs. In fwem{abel Phase VIl clinical trials, the annualizethpese rates of patients were reduced by an avexfagpproximately 90¢
compared to their prior history of relapses. Soratepts also appear to experience an improvemetitedf Kurtzke Expanded Disability Status Scalecaring method used
measure the disability of MS patients (EDSS). Improents in EDSS are not frequently observed ireptgifollowing treatment with other currently liced therapies. Althou
the data from our Phase l/Il trials appears to bemgsing, the Phase Ilb trial is being conductedctmfirm these results. We believe that Tovaxin™uldobe ready fc
commercialization as early as 2011.

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

Our RA T-cell vaccination (TCV) technology is copteally similar to Tovaxin™. RA is an autoimmunec&Hi-mediated disease in which pathogenicells trigger a
inflammatory autoimmune response of the synovimltgoof the wrists, shoulders, knees, ankles aatiiich causes pain, stiffness, and swelling addhe joints and erosion ir
cartilage and bone. The RA TCV technology allows i$plation of these pathogenic T-cells from syabfluid drawn from a patient. ThesecElls will be grown to therapeu
levels and attenuated by gamma irradiation in abotatory. The attenuatedcElls will be injected subcutaneously into patiehisreby inducing an immune response direct
the pathogenic T-cells in the patient’s body. Tihisnune response regulates the level of pathogerdell§ and potentially allows the reduction of jogwelling in RA patient
Human trials that have been conducted in China ghavimal side-effects and promising efficacy measuas a reduction of joint swelling following thec&ll vaccination.
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We also have an exclusive license from the Uniteisi Chicago, through its prime contractor relagbip with Argonne National Laboratory, to a stesl technolog
in which adult multipotent stem cells are derivezhi monocytes (white blood cells) obtained from plagients own blood. We are initially pursuing indicatiangdiabetes mellitt
with our stem cell therapy and are conducting jmészll animal studies.

Our stem cell technology isolates novel multipotetiein cells derived from peripheral blood monocytewitro experiments with monocyteerived stem cells (MDS!
have shown their capacity to differentiate into idewvvariety of cel | types including pancreaficells. We have demonstrated that these pancreiis iclusters derived frc
MDSCs are composed of three pancreatic cells typef andd ). These islet clusters are responsive to glucoden@imics the normal pulsatile pattern observebduman islets.
The importance of these stem cells is the abititgdsily isolate them from an individuskirculating monocytes, expand them and adminthemn back into the same patient. ~
autologous approach provides a method to overcome rejection issues and the need for immunosupaneésdrugs which are often associated with currsigt icel
transplantations. This technology may lead to tmnhtion of an unlimited source of pancreatic iglells suitable for an autologous cell therapy tfoe treatment of diabet
mellitus.

Our Executive Offices

Our principal executive and administrative offieeifity is located in The Woodlands, Texas at 26B5Crescent Ridge Drive, The Woodlands, Texas 77881 ou
telephone number is (281) 272-9331. We maintairebsite at www.opextherapeutics.com, however the information on oubsite is not part of this prospectus, and you si
rely only on information contained in this prospectvhen making a decision as to whether or naitest in shares of our common stock.

RISK FACTORS

The shares offered hereby have not been approvetisapproved by the SEC or the securities regujauthority of any state, nor has any such reguiatood)
reviewed this prospectus for accuracy or complessn&he shares offered hereby are speculativeMevan unusually high degree of risk and should/did purchased by thc
who can afford to lose their entire investment.r€fae, prospective investors should carefully édesthe following risk factors before purchasitgtshares offered hereby.

Risks Related to Our Business

The following factors affect our business and theustry in which we operate. The risks and uncetis described below are not the only ones we. fadditiona
risks and uncertainties not presently known or Whiee currently consider immaterial may also haveadwerse effect on our business. If any of the ensittliscussed in t
following risk factors were to occur, our busine&sancial condition, results of operations, caslws, or prospects could be materially adverselgciéd.

Our business is at an early stage of development.

Our business is at an early stage of developmentd@/not have any products in la@ge clinical trials or on the market. We ard stithe early stages of identifyi
and conducting research on potential products. ©nky of our products has progressed to the stageing studied in human clinical trials in the UGur potential products w
require significant research and development aerdlipical and clinical testing prior to regulatapproval in the United States and other countkiés.may not be able to deve
any products, to obtain regulatory approvals, tteealinical trials for any of our product candidst or to commercialize any products. Our prodactd@ates may prove to h¢
undesirable and unintended side effects or otharatheristics adversely affecting their safetyicaffy or costeffectiveness that could prevent or limit their .uaay product usin
any of our technology may fail to provide the irded therapeutic benefits, or achieve therapeutietits equal to or better than the standard oftimeat at the time of testing
production.




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

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

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

We need to obtain significant additional capitalaerces from sources including equity and/or dielatrfcings, license arrangements, grants and/calomlative resear
arrangements in order to develop products and meatbur business. As of December 31, 2006, we hal, cash equivalents and marketable securitiepfoximately $1
million. Our current burn rate is approximately 810,000 per month excluding capital expenditures. Wil need to raise additional capital to fund euwrking capital neec
beyond first quarter 2008. We must rely upon béfsirts third-party debt or equity funding and we can provideassurance that we will be successful in any fundiffiigrt. The
failure to raise such funds will necessitate theagiment of operations and impact the completibthe clinical trials.

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

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

. scientific progress in our research and developrpesgrams;

. the magnitude and scope of our research and dewelaipprograms;

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

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

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

. the number and type of product candidates thatwrsue.

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




Approximately 60% of our total assets are compriseaf intangible assets that are subject to review oa periodic basis to determine whether an impairmenon these
assets is required. An impairment would not only geatly diminish our assets, but would also require sito record a significant non-cash expense charge.

We are required under generally accepted accoumtimgiples to review our intangible assets for amment when events or changes in circumstancesaitedthi
carrying value may not be recoverable. At Decen®igr2006, our net intangible assets, consistindh@fUniversity of Chicago license, acquired intéhgiassets from the Ope
acquisition that is an inseparable group of patants licenses that cdrfunction independently and the RA license acqlirem the Shanghai Institutes for Biological Scies
Chinese Academy of Sciences of the People's Repabhina were approximately $24.7 million. If narement determines that impairment exists, weheiltequired to recorc
significant charge to expense in our financialestants during the period in which any impairmentwaf intangibles is determined. An impairment as&lyas defined in FAS 1«
conducted by an independent consultant determimedhiere is no impairment of Opexa’s intangibleess for 2006.

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

Generally accepted accounting principles in thetéthBtates require that we report the value ob@ederivative instruments we have issued as ctliarilities on ou
balance sheet and report changes in the valueesktherivatives as naperating gains or losses on our statement of tipag The value of the derivatives is requirece
recalculated (and resulting naperating gains or losses reflected in our statémieoperations and resulting adjustments to tiseaiated liability amounts reflected on our balz
sheet) on a quarterly basis, and is based on thieetnzalue of our common stock. Due to the natdrie required calculations and the large numbeshafes of our common stc
involved in such calculations, changes in our comrsimck price may result in significant changethia value of the derivatives and resulting gaind lasses on our statemen
operations.

Clinical trials are subject to extensive regulatoryrequirements, very expensive, timeonsuming and difficult to design and implement. Ou products may fail to
achieve necessary safety and efficacy endpoints diug clinical trials.

Human clinical trials are very expensive and diffico design and implement, in part because threysabject to rigorous regulatory requirements. €hr@cal trial
process is also time consuming. We estimate tliwital trials of our product candidates will takel@ast several years to complete. Furthermorkjréacan occur at any stage
the trials, and we could encounter problems thaseais to abandon or repeat clinical trials. Tharoencement and completion of clinical trials mayde&ayed by several factc
including:

. unforeseen safety issues;
. determination of dosing issues;
. lack of effectiveness during clinical trials;




. slower than expected rates of patient recruitment;

. inability to monitor patients adequately duringadter treatment; and

. inability or unwillingness of medical investigatdmsfollow our clinical protocols.

In addition, we or the FDA may suspend our clinigals at any time if it appears that we are expgparticipants to unacceptable health risks dhé& FDA find:
deficiencies in our IND submissions or the condifdhese trials.

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

Our business strategy is dependent upon the skils knowledge of our management team. We belieaettie special knowledge of these individuals giues
competitive advantage. If any critical employeeviss we may be unable on a timely basis to hireblé replacements to effectively operate our lrssnWe also operate wit
very small number of employees and thus have litl@o backup capability for their activities. Thss of the services of any member of our managémeam or the loss ol
number of other employees could have a materia¢tadveffect on our business.

We are dependent on contract research organizationsnd other contractors for clinical testing and forcertain research and development activities, thuthe timing
and adequacy of our clinical trials and such reseah activities are, to a certain extent, beyond oucontrol.

The nature of clinical trials and our businesststya requires us to rely on contract research drgéions, independent clinical investigators arfieothird party servic
providers to assist us with clinical testing andtae research and development activities. As altesur success is dependent upon the succedsesé toutside parties
performing their responsibilities. Although we e our contractors are economically motivated édfggm on their contractual obligations, we candokctly control th
adequacy and timeliness of the resources and ésgepplied to these activities by our contracttfir®ur contractors do not perform their activitiZsBan adequate or time
manner, the development and commercialization ofloug candidates could be delayed.

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

We conduct our research and development in a 10s80@re foot facility in The Woodlands, Texas, whincludes an approximately 800 square foot sufitthiee
rooms for the manufacture of stem cell and T-dedrapies through Phase IlI trials. Our currentlitgcis not large enough to conduct commeraehle manufacturing operatio
We will need to expand further our manufacturingffsand facility, obtain a new facility or contrawsith corporate collaborators or other third pastte assist with future dr
production.

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

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




Patents obtained by other persons may result in inihgement claims against us that are costly to defel and which may limit our ability to use the dispued
technologies and prevent us from pursuing researcand development or commercialization of potential ppducts.

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

If third party patents or patent applications camtdaims infringed by either our licensed techmgyl@r other technology required to make and usepotential produc
and such claims are ultimately determined to bely#iere can be no assurance that we would betaldbtain licenses to these patents at a reasocalt, if at all, or be able
develop or obtain alternative technology. If we an@ble to obtain such licenses at a reasonabtewesnay not be able to develop some products centially. There can be
assurance that we will not be obliged to defendselves in court against allegations of infringemefthird party patents. Patent litigation is vexypensive and could consu
substantial resources and create significant uaicgies. An adverse outcome in such a suit coulijest us to significant liabilities to third parsierequire disputed rights to
licensed from third parties, or require us to cassing such technology.

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

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

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

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




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

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

Restrictive and extensive government regulation cdd slow or hinder our production of a cellular product.

The research and development of stem cell therapissibject to and restricted by extensive regutatly governmental authorities in the United Stated othe
countries. The process of obtaining U.S. Food andgyAdministration, or FDA, and other necessaryutatpry approvals is lengthy, expensive and ungeri&e may fail to obtai
the necessary approvals to continue our reseatil@relopment, which would hinder our ability tomméacture or market any future product.

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

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

. our establishment and demonstration to the medaamunity of the clinical efficacy and safety ofrqaroduct candidates;

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

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

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

Risks Related to Our Common Stock




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

Although our common stock is traded on the Nasd&hb&@ Market, there is currently a limited market bur common stock and there can be no assur&ater
improved market will ever develop. Investors aratmned not to rely on the possibility that an eetirading market may develop.

As our share price is volatile, we may be or becontle target of securities litigation, which is co$y and time-consuming to defend.

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

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

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

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

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

We presently do not intend to pay cash dividends oour common stock.

We currently anticipate that no cash dividends Wwél paid on the common stock in the foreseeabladutWhile our dividend policy will be based on theeratin
results and capital needs of the business, ittisipated that all earnings, if any, will be retaghto finance the future expansion of the our bessn

FORWARD LOOKING STATEMENTS

This prospectus contains forwalabking statements within the meaning of SectioA 2T the Securities Act of 1933. These statemeelate to future events and
future financial performance and involve known amiknown risks, uncertainties and other factors thay cause the actual results, levels of our dgtiyerformance ¢
achievements or the industry in which we operatbeamaterially different from any future resultsyéls of activity, performance or achievements egped or implied by tl
forward-looking statements. These risks and otaetofs include those listed under “Risk Factorg] #rose described elsewhere in this prospectus.
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In some cases, you can identify forward-lookingtesteents by our use of terms such as “may,” “willshould,” “expects,” “plans,” “anticipates,” “behes,”
“estimates,” “predicts,” “potential,or the negative of these terms or other compartdstainology. These statements are only predictidwsual events or results may dif
materially. In evaluating these statements, yowkhepecifically consider various factors, incluglithe risks outlined under “Risk Factor§.hese factors may cause our ac
results to differ materially from any forward-loolg statement.

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

USE OF PROCEEDS

The selling stockholders will receive all of thepeeds from the sale of the shares of our comnuwk stovered hereby, or interests therein. We vatl ieceive any «
the proceeds from any such sale by any sellingkbtder. See “Selling Stockholders.”

PRICE RANGE OF OUR COMMON STOCK AND DIVIDEND POLICY

Shares of our common stock are traded on the NaGt#zpl Market under the symbol “OPXAQur common stock trades on a limited, sporadic\aidtile basis. A
of March 28, 2007, the last reported sales pricewnfcommon stock was $4.00. As of March 26, 2@b&te were 6,696,784 shares of our common stock outstandiagviiere
held by approximately 358 holders of record.

The following table sets forth, for the periodsigated, the range of high and low bid informatian 6ur common stock. These quotations reflect idtaler price:
without retail mark-up, mark-down or commissiongdanay not represent actual transactions.

Price Ranges

High Low

Fiscal Year Ended December 31, 2005

First Quartel $ 87.0C $ 45.0(
Second Quarte 55.0( 24.6(
Third Quartel 14.1(C 12.5C
Fourth Quarte 6.3C 5.9C
Fiscal Year Ended December 31, 2006

First Quartel $ 7.0 $ 4.4C
Second Quarte 10.1(C 5.1C
Third Quartel 9.1t 4.9:
Fourth Quarte 7.02 5.1C
Fiscal Year Ended December 31, 2007

First Quarter (through March 28, 20C $ 6.28 % 3.5¢€




Holders of shares of common stock will be entittedreceive cash dividends when, as and if declasedur Board of Directors, out of funds legally dable for

payment thereof. However, if dividends are not desdd by our Board of Directors, no dividends shellpaid. We have not paid any dividends on our comstock since o
inception.

We do not anticipate that any cash dividends vélipaid in the foreseeable future. While our dividigolicy will be based on the operating results eapital needs
the business, we anticipate that all earningspyf avill be retained to finance our future expansi®herefore, prospective investors who anticipghéeneed for immediate incol
by way of cash dividends from their investment dtiawot purchase the shares offered by this prospect

SELECTED HISTORICAL FINANCIAL DATA

The following selected consolidated financial dsteuld be read in conjunction with “ManagemseriDiscussion and Analysis of Financial Conditiorl &esults ¢
Operations”and our consolidated financial statements ande@labtes included elsewhere in this prospectus.séleeted consolidated financial data in this secis not intende
to replace the consolidated financial statements astompanying footnotes. The selected consolidatéahce sheet data as of December 31, 2006 hasdegiwed from ot
audited consolidated financial statements inclugledwhere in this prospectus. Historical resuksrat necessarily indicative of the results to Xgeeted in the future.

Year Ended Year Ended
December 31, 2006 December 31, 2005

Consolidated Statements of Operations Data:

Revenue! $ - 3% =
Operating Expense
Research and developme 7,612,933 4,183,35!
General and administrati\ 5,461,04 6,259,07!
Depreciation and amortizatic 1,818,79! 1,735,20!
Loss on disposal of ass¢ 2,37¢ 22,81(
Net operating los (14,895,15) (12,200,45)
Interest income 688,29¢ 81,93(
Other income 46,45( 28,17«
Gain on derivative liability 104,97¢ 3,896,84
Interest expens (984) (7,323,85)
Net loss (14,056,40) (15,517,35)
Net loss per common share, basic and dil $ (2.6)) $ (9.90
Weighted average number of common shares outsignoisic and dilute
5,390,91 1,564,83
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December 31, 200!

Consolidated Balance Sheet Date

Current asset $ 15,444,89
Intangible asset 24,723,20
Fixed asset 1,361,37
Total asset 41,529,47
Current liabilities 9,287,12:
Long term liabilities 96,24
Total liabilities 9,383,37!
Common stocl 3,348,35
Additional paid in capita 63,118,18
Deficit accumulated during the development st (34,320,43)
Total stockholders'equit 32,146,10
Total liabilities and stockholders' equ $ 41,529,47

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

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

Overview

We are a developmestage company and have a limited operating his®uy.predecessor company for financial reportingppses was formed on January 22, 20(
acquire rights to our adult stem cell technologyNlovember 2004 we acquired Opexa Pharmaceuticalsand its multiple sclerosis treatment techngldye are still developir
all of our technology, and to date, we have noegated any revenues from our operations. As weirnoato execute our operations plan, we expectleuelopment and operati
expenses to increase.

Research and developmentWe have made and expect to continue to make sulatarvestments in research and development ireotd develop and market ¢
technology. Research and development costs comsisarily of general and administrative and opergitexpenses related to research and developmenitiast We expens
research and development costs as incurred. Pyopéaint and equipment for research and developthenthas an alternative future use is capitalezed the related depreciat
is expensed as research and development costsxpetour research and development expense tcaisei@s we continue to invest in the developmeatiofechnology.
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General and administrative. General and administrative expenses consist priynafisalaries and benefits, stock compensatiorergps, office expense, professit
services fees, and other corporate overhead adgsanticipate increases in general and adminisgakpenses as we continue to develop and prepacefmercialization of o
technology

Results of Operations
Comparison of Year Ended December 31, 200 6 with ¢hYear Ended December 31, 2005
Net SalesWe recorded no sales for the twelve months endedmber 31, 2006 and December 31, 2005.

General and Administrative ExpensesOur general and administrative expenses durindviet/e months ended December 31, 2006, was $5,4856 compared
$6,259,075 for the twelve months ended Decembe23@5. The decrease in expenses is due to a cofianing factors including a decrease in stock congagion expense
professional service fees and overhead expens2808. General and administrative expenses consisaiply of salaries and benefits, stock compemsaéxpense, office expen
professional services fees, and other corporateheae costs. We anticipate increases in generalaaiministrative expenses as we continue to devalup prepare fi
commercialization of our technology.

Research and Development ExpensResearch and development expense was $7,612,982fowelve months ended December 31, 2006, as aado $4,183,3!
the twelve months ended December 31, 2005. Theaserin expenses was primarily due to the costseoPhase /Il and Phase IIb clinical trials fov@rin™ and research a
development in support of pdinical diabetes stem cell therapies. We have naadkexpect to continue to make substantial investsin research and development in ord
develop and market our technology. We expense metseand development costs as incurred. Properant@nd equipment for research and developmenthdgmagn alternati
future use is capitalized and the related depriecias expensed as research and development ¥dstexpect our research an@welopment expense to increase as we contir
invest in the development of our technology.

Interest Expense.Interest expense was $984 for the twelve monthse@iecember 31, 2006 compared to $7,323,851 famtblve months ended December 31, 2
Interest expense during 2005 was due to notes payhbdt were outstanding during the second quarte2005 which were subsequently converted into tyqmi June 200!
resulting in acceleration of the amortization af thiscount related to the notes.

Interest Income. Interest income was $688,299 for the twelve moetitied December 31, 2006 compared to $81,930 fawlee months ended December 31, 2
The increase was due to the investment of the pasteeds from a 2006 equity financing in short tarmd cash equivalent investments.

Gain (Loss) on Derivative Instruments Liabilities,net. We recognized a gain on derivative instruments1df4$978 for the twelve months ended December 306
compared to $3,896,841 for the twelve months erldedember 31, 2005. The decrease is a result ohé¢hainrealized (nooash) change in the fair value of our derive
instrument liabilities.

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

Historically, we have financed our operations priigafrom the sale of its debt and equity secustieAs of December 31, 2006, we had cash, castvaguats an
marketable securities of approximately $15 million.

We used approximately $11.0 million of cash for mieg activities for the year ended December 3D&2compared to approximately $6.2 million for thear ende
December 31, 2005. The increase in use of castingply due to an increase in research and deveéy expenditures related to the clinical trialsdar Tovaxin therapy for M
and the purchase of marketable securities.

Our capital expenditures were approximately $0.#lioni in 2006 and consisted primarily of laboratoegiuipment and leasehold improvements related ¢
construction of manufacturing facilities.

Our financing activities generated approximatel{t. 82million for the year ended December 31, 2006aaspared to approximately $8.2 million for the sayear ende
December 31, of 2005. In both periods, the caslergead from financing activities resulted from #ade of Common Stock in equity financings.

Our current burn rate is approximately $1,000,080 month excluding capital expenditures. We wilkd to raise additional capital to fund our workaapital neec
beyond the first quarter of 2008. We must rely upest efforts thirgsarty debt or equity funding and we can provideassurance that we will be successful in any funéiffigrt.
The failure to raise such funds will necessitatedtrtailment of operations and impact the comgitetif the clinical trials.

Contractual Commitments

A tabular disclosure of contractual obligation®atember 31, 2006, is as follows:

Payments Due by Perioc

More than 5
Total Less than 1 yea 1 -3 years 3 -5years years
Operating Lease $ 1,274,17" $ 117,77 $ 276,97¢ $ 295,08( $ 584,34:
Consulting and Research Agreeme $ 142,64 $ 142,14 $ 50C $ - $ -
Total $ 1,416,82; $ 259,92 $ 277,47¢ $ 295,08( $ 584,34

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

Our discussion and analysis of our financial canditind results of operations is based on our dmteged financial statements, which have been pegpa accordant
with accounting principles generally accepted ie thnited States of America. The preparation of éhesnsolidated financial statements requires umasie estimates a
judgments that affect the reported amounts of as8abilities and expenses. We base our estin@tdsstorical experience and on various other agsioms that we believe to
reasonable under the circumstances, the resultich form the basis for making judgments aboutdagying values of assets and liabilities that rewe readily apparent fra
other sources. Actual results may differ from thesémates under different assumptions or conditi?dle believe the following critical accounting ig@s affect our mo
significant judgments and estimates used in prejosraf our consolidated financial statements.
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Reverse Acquisition.We treated the merger of PharmaFrontiers Corp.Sptortan as a reverse acquisition. Pursuant tgurgance in Appendix B of SEC Account
Disclosure Rules and Practices Official Text, theetger of a private operating company into a oparating public shell corporation with nominal astets typically results in 1
owners and management of the private company hangal or effective operating control of the congdl company after the transaction, with the shddehs of the forme
public shell continuing only as passive investditsese transactions are considered by the sta# mapital transactions in substanc¢heathan business combinations. That is
transaction is equivalent to the issuance of stpckhe private company for the net monetary assietse shell corporation, accompanied by a rechpétion.” Accordingly, the
reverse acquisition has been accounted for asapitatization. For accounting purposes, the origPlzarmaFrontiers Corp. is considered the acquiréne reverse acquisitic
The historical financial statements are those efdtiginal PharmaFrontiers Corp. Earnings per sfargeriods prior to the merger are restated flecethe number of equivale
shares received by the acquiring company.

Impairment of Long-Lived Assets.We review longlived assets and certain identifiable assets fgainment whenever events or changes in circumssaincécate th:
the carrying amount of an asset may not be recbier# the sum of the expected future undiscourtash flows is less than the carrying amount ofabeet, further impairme
analysis is performed. An impairment loss is meegas the amount by which the carrying amount eds#®e fair value of assets.

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

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

Research and Development. The costs of materials and equipment or facilittest are acquired or constructed for research aveldpment activities and that hi
alternative future uses are capitalized as tangiisleets when acquired or constructed. The cosuali saterials consumed in research and developadivities and th
depreciation of such equipment or facilities usedhose activities are research and developmeris.cbtowever, the costs of materials, equipmentfacilities acquired ¢
constructed for research and development activitias have no alternative future uses are considersearch and development costs and are expehdleel #me the costs ¢
incurred.
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Accounting for Derivative Instruments. Statement of Financial Accounting Standard (“SFASI). 133, ‘Accounting for Derivative Instruments and Hedc¢
Activities,” as amended, requires all derivatives to be recoodettie balance sheet at fair value. These deviemtire separately valued and accounted for obalance sheet. F.
values for securities traded in the open marketdariatives are based on quoted market prices.rgVimarket prices are not readily available, faiuea are determined us
market based pricing models incorporating readigesvable market data and requiring judgment afichates.

The pricing model we use for determining fair valwd our derivatives is the Black Scholes Pricingddl. Valuations derived from this model are subfecongoint
internal and external verification and review. Tiedel uses marketeurced inputs such as interest rates, exchange amd stock price volatilities. Selection of thageuts
involves management's judgment and may impacteenie.

In September 2000, the Emerging Issues Task FOEIER") issued EITF 0Qt9, "Accounting for Derivative Financial Instrumsrihdexed to and Potentially Settlec
a Company's Own Stock," ("EITF a®") which requires freestanding contracts thatsatded in a company's own stock, including comrsimtk warrants, to be designated a
equity instrument, asset or a liability. Under tirevisions of EITF 0QL9, a contract designated as an asset or a liahilitst be carried at fair value on a company'srizaahee
with any changes in fair value recorded in the canys results of operations. A contract designate@dn equity instrument must be included withinitggand no fair valu
adjustments are required. In accordance with EITA® in June 2006, we determined that certain oudiéhg warrants to purchase our common stock shbaldeparate
accounted for as liabilities. We had not classifiegise derivative liabilities as such in our higtak financial statements. In order to reflect thehanges, we restated our finar
statements for the year ended December 31, 206ctwyd the fair value of these warrants on ourrx@asheet and record unrealized changes in thewvaluthese derivatives
our consolidated statement of operations as “Gass) on derivative liabilities.”

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

In December 2006, the FASB issued FASB Staff Rasiflo. EITF 00-19-2, Accounting for RegistrationyReent Arrangements ( EITF 00-19-2). EITF 00-29-
addresses an issug@ccounting for registration payment arrangeménspecifies that the contingent obligation to mdlture payments or otherwise transfer considamainde
a registration payment arrangement, whether isasealseparate agreement or included as a prowsiafinancial instrument or other agreement, stidnd separately recogniz
and measured in accordance with FASB StatementNAccounting for Contingencies. The guidance iTREI00-192 amends FASB Statements No. 133, Accountin
Derivative Instruments and Hedging Activities, aN@. 150, Accounting for Certain Financial Instrurteerwith Characteristics of both Liabilities and Hgu and FASE
Interpretation No. 45, GuaranterAccounting and Disclosure Requirements for Guaes) Including Indirect Guarantees of Indebtedoésthers, to include scope exception:
registration payment arrangements. EITF 00218lso requires additional disclosure regardingnieire of any registration payment arrangemefiesnative settlement metho
the maximum potential amount of consideration dreldurrent carrying amount of the liability, if arifhis EITF is effective immediately for registati payment arrangeme
and the financial instruments subject to thosengieanents that are entered into or modified subsedoehe date of issue of this EITF. For registraippayment arrangements
financial instruments subject to those arrangemiraiswere entered into prior to the issuance isf TF, this is effective for financial statemermgsued for fiscal years beginn
after December 15, 2006, and interim periods withiose fiscal years. The impact of implementingfFED0-192 in the fiscal year 2007 will result in a cumwatieffect of .
change in accounting principle with a credit to inegng retained earnings of $6,656,677 and a redefsthe same amount to the derivative liabilitgaunt.
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OUR BUSINESS
Overview

We are a biopharmaceutical company developing egtals cellular therapies to treat several majoegkes, including multiple sclerosis (MS), rheundasothritis
(RA), diabetes, and cardiovascular disease. Thesapies are based on our proprietary T-cell amdt atem cell technologies.

T-Cell Therapy

We have the exclusive worldwide license from Baylmilege of Medicine to an individualized cell therapeutic vaccine, Tovaxin™, which is in UFDA Phase I
human clinical trials to evaluate its safety anf@@fveness in treating MS.

Tovaxin™ consists of attenuated patispecific MRTCs against peptides from either myd&lasic protein [MBP], proteolipid protein [PLP], miyeoligodendrocyt
glycoprotein [MOG]) peptides or combinations thdrd@atient-specific MRTCs are expanded in cultuithwgpecific peptides identified by our proprietdest of the patient
peripheral blood. MS is the result of a person’sidwcells attacking the myelin sheath that coagsrtérve cells of the central nervous system (CR&).unique Teell technolog
takes these autoreactive T-cells from the patiedtexpands them ex vivo (in a celdture environment outside the body), attenudtestby gamma irradiation, and then ret
them to the patient as a subcutaneous injectiothofbh further testing is necessary, results framioitial human trials appear to indicate thatstanattenuated Tells cause ¢
immune response directed at the autoreactive B-oethe patient’s body, stimulating a reductiontha level of harmful T-cells.

,

We believe that our initial human trials show tfAatvaxin ™ safely induces the depletion and regulation of MRT@ossibly stabilizing the disease, reducing
annualized relapse rate, and potentially improthrgydisability scores of patients. In November 2006 enrolled the first patient in a double blipthcebo controlled, 150 pati¢
Phase llb clinical trial. We expect to completeadinment in mid 2007.

Our Rheumatoid Arthritis (RA) T-cell vaccination QV) technology is conceptually similar to Tovaxin™A is an autoimmune T-cethediated disease in wh
pathogenic Teells trigger an inflammatory autoimmune responiséhe synovial joints of the wrists, shoulders, &sgankles and feet which causes pain, stiffness savelling
around the joints and erosion into cartilage andeb®ur RA TCV technology allows the isolation bése pathogenic Tells from synovial fluid drawn from a patient. Wl
expand and attenuate these T-cells in our labgrafdre attenuated €ells will be injected subcutaneously into patientth the goal of inducing an immune response dega@
the Pathogenic T-cells in the patient’s body. Whebe this immune response could reduce the lefrplathogenic Teells and potentially allow the reduction of joswelling ir
RA patients.

Stem Cell Therapy

We have developed a proprietary adult stem celirtelogy to produce novel monocytierived stem cells (MDSC) from blood. These MDS@ ba derived from
patient’s monocytes, expanded ex vivo, and thenigidtered to the same patient. We believe that leeehis is an autologous therapy, there shouldobejection issues as self-
derived MDSC pose no immunological problems. Notyalllogenic cells are deleted by host immune oesps and require the use of anti-rejection drugs.
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Our novel multipotent stem cell is derived from peripheral bloodnmcytes which when cultured under defined condgtiare able to further differentiate into sev
cellular lineages. Molecular biology and immunobettemical studies have shown that these MDSCs $eeific markers that distinguish them from othtenscells. In additio
these studies have also shown a toeeendence for the expression of these specifie geaducts during the growth and differentiationMiDSCs. In vitro experiments wi
MDSCs have shown their capacity to differentiatwands hematopoietic, epithelial, endothelial, emthecand neuronal cells. Our main focus is thehierrtdevelopment of tt
monocytederived stem cell (MDCS) technology as a novelfptat for the in vitro generation of highly specidd cells for potential application in autologows! ¢herapy fo
patients with diseases such diabetes mellitus artiavascular disease.

Other Opportunities

We intend to conduct basic research to determipeeptitential use of stem cells and differentiatelisde other indications, such as macular degemarastroke
myocardial infarction, wound healing and Parkinsodisease. We intend to partner or sublicense srtfeese indications if they are not pursued fderinal development. F
those indications where we believe we can partieipammercially, we desire to partner in key consismarkets outside of the United States.

The Company’s Products and Services
Our T-cell Platform
Multiple Sclerosis - Background

In the United States, approximately 400,000 pespféer from multiple sclerosis, a chronic progressautoimmune disease of the central nervous sy&iSs) that i
caused by myelin autoreactivecells progressively eroding the myelin that surdsimnd insulates nerve fibers of the brain andaspiord resulting in varying amounts
disability. Globally, there are approximately 2.3llimn MS patients representing a drug market halito be approximately $5 billion in 2005. The bfarkets accounted 1
slightly more than 50 percent of global MS sale2005, approximately $2.5 billion. MS remains a Idrging autoimmune disease to study because tteoplaysiologi
mechanisms are diverse, and the chronic, unprédéctaurse of the disease makes it difficult teed®mine whether the favorable effects of sherta treatment will be sustain
Therapies that can safely prevent or stop the pe=ion of disease and allow reversal of the negicdd damage and disability caused by the disegs@sent the greatest uni
need in MS.

In recent years, the understanding of MS pathoger®s evolved to comprise an initial, T-celediated inflammatory activity followed by sele@idemyelinatio
(erosion of the myelin coating of the nerve fibeagd then neurodegeneration. The discovery of gisedevant immune responses has accelerated theopeveht of targete
therapeutic products for the treatment of the estdges of MS. Healthy individuals have been fotmtave autoreactive T-cells, which recognize aetarof selfantigens (e.c
myelin basic protein [MBP], proteolipid protein [PL, and myelin oligodendrocyte glycoprotein [MOGI$ part of the normal Tell repertoire and circulate naturally in
periphery without causing an autoimmune disease.
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Some subjects unfortunately who have the apprapiganetic background have increased susceptilfditythe in vivo activation and clonal expansion rofelin
autoreactive T-cells. These myelin autoreactiveells may remain dormant, but at some point theyaativated in the periphery, possibly by molecatémicry (i.e., recognitio
of epitopes that are common to autoantigens andbiried antigens as exogenous triggers), thus emgitiem to cross the blodatain barrier (BBB) and infiltrate the healthy tis
of the brain and spinal cord. The cascade of pahicgevents leads to demyelination of axons, whailses nerve impulse transmissions to diffusethedissue.

Current Therapy for Multiple Sclerosis

Current MS disease modifying drugs on the marketraostly palliative and generally work through actrenism of immunomodulation or immunosuppressidresl
therapies for MS are dominated by three forms ¢érferon that require frequent subcutaneous omimntiscular injections (Avonex, Betaseron and Rel@ifjpaxone is ¢
immunomodulator composed of a random copolymemaha acids that is administered daily. Novantromi&@xanthrone) is an immunosuppressive drug thatardy be give
four times per year with a life time limit of 8 &2 doses. All of the current therapies only slow progression of MS and they have significant pat@mmpliance challeng
because of the dosing schedule, limited decreaselapse rate, side effects profile (e.g., therfeten formulations produce severe flke symptoms, injection site reactio
infection and neutralizing antibodies (ranging fr&% to 45%) are developed that limits the efficafytreatment; Copaxone causes significant injecsiia reactions; whi
Novantrone causes infections, bone marrow supmnmessausea, hair thinning, bladder infections, mmwdith sores). These drugs must be administerey waieekly. Tysab®, a
selective adhesion molecule inhibitor (an alphatégrin antagonist), represents another class ofiM8s which works by preventing immune systemsd@lll leukocytes carryir
the alpha 4 integrin glycoprotein on their surfaitein crossing the BBB and move into the CNS. Ty&lequires a once per month infusion and has recéetiy reintroduced
the market after being originally withdrawn in 206&sed on safety concerns over several patienhsleaie to virally mediated brain inflammatioa eondition called progress
multifocal leukoencephalopathy (PML).

Tovaxin™ for Multiple Sclerosis

We believe that Tovaxin™ works selectively on thgelm autoreactive T-cells by harnessing the bedyatural immune defense system and feedback misatsitx
deplete these Tells and induce favorable immune regulatory respsrby rebalancing the immune system. Tovaxin™ asufactured by taking the MRTCs from the blc
expanding them to a therapeutic dosevieo, and attenuating them with gamma irradiatiorptevent DNA replication. These attenuated MRT(@sthen injected subcutaneot
into the body in large quantities. The body recagsispecific Teell receptor molecules of these MRTCs as foreigsh mounts an immune response reaction against thenonly
destroying the injected attenuated MRTCs, but #isccirculating, myelin autoreactive T-cells cangyithe peptide-specific T-cell receptor moleculasaddition, Teell activatior
molecules on the surface of the activated MRTCsl @sevaccine induce favorable immune regulatorgarses, which promote antilammatory responses. Because the the
uses an individual's own cells, the only directigntifiable side effect is injection site reactiara small percentage of the patients. These @atilear within 24 hours.

We believe that this technology platform will haapplication in other T-cell mediated diseases sashCrohns$ disease, psoriasis, rheumatoid arthritis and
1diabetes.

Tovaxin™ Intellectual Property

The technology is based on discoveries made bylibgwu Zang of Baylor College of Medicine in Houst®We have an exclusive, worldwide license from Biaglot
College of Medicine to develop and commercializee¢htechnology areas for MS, namelydlt vaccination, peptides, and diagnostics. UrtterLicense Agreement with 1
Baylor College of Medicine, we have rights to ataif 11 patents (2 U.S. and 9 foreign) and 80rgapplications (6 U.S. and 74 foreign).

18




Tovaxin™ Manufacturing

We manufacture our TCV therapy in our own Good Maaturing Practice (“GMP"facility. The TCV technology is similar to that tfaditional microbial vaccir
technology, where the pathogen (or the attenuageidative) is used to derive the protective antigeacessary to induce protective immune respohs@separing a TCV therag
the myelin autoreactive T-cells causing the diseasdaken from the blood, specifically identifieshd expanded ex vivo by incubating theseells with selected peptides of ME
PLP, and MOG in the presence of antigen-preserttitlig and growth factors. Myelin-peptide reactiveélls are grown to therapeutic levels and cryopresk Prior to use, tl
MRTCs are expanded, formulated, and attenuatedr(hgliation) to render them incompetent to repkchtit viable for therapy. These attenuatedells are administered ir
defined schedule of subcutaneous injections. We@&xpat a single draw of a 500 ml bag of bloosuficient to provide a full year’s therapeutic iagn of Tovaxin™.

Clinical Development of Tovaxin™

Tovaxin™ is currently in a Phase llb clinical tridatients treated in our Phase I/l opebel studies with trivalent (MBP, MOG, and PLP)rfalations hav
experienced minimal side effects, an approximagé @0erage reduction in annualized relapse ratéraptbvements in EDSS scores.

Tovaxin™ Phase IIb Clinical Trial

The Phase llb trial, entitled “A Multicenter, Ramdized, Double-Blind, PlacebGentrolled Study of Subcutaneous Tovaxin™ in Suljexith Clinically Isolate
Syndrome or Relapsing Remitting Multiple Sclerosis”a multi-site double-blind, randomized, placetomtrolled 150 (100 treated, 50 placebo) patigat tThe primary endpoi
will be lesion evaluation (the total number of giiom-enhancing lesions) via MRI with a secondary endpbéing annual relapse rate. This trial is desigilwedemonstrate tl
safety and efficacy of Tovaxin™. We enrolled ousffipatient in November 2006 and expects to coregatoliment in mid 2007.

Our Stem Cell Platform
Stem Cells - Background

Stem cells are undifferentiated primary cells thave the potential to become any tissue or orgathebody. They hold therapeutic promise for theettgpment c
effective treatments and possibly cure for varidiseases. The current stem cell research effose bhaen divided between embryonic and tissue spemifult stem cells
potential therapeutic progenitor cells. Recent expents with Embryonic stem (ES) cellsakie demonstrated that these highly proliferativetipotent cells can differentiate ir
pancreatic-like-cells. The major problem with ES cells is theiaqgbotency and risk that these cells, once tramgpth could form tumors. Given that, aduissue specific ste
cells have become attractive as a potential celigiheutic. Adult tissue specific stem cells haveaathges over ES cells; first, these cells carsblated from a more manage:
source such as bone marrow or other tissues; setoey proliferate in a controlled fashion and with the likelihood of tumorogenicity, and third,ethcan be used in
autologous setting and avoid the potential forage which exists for allogenic use of stem cells.
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Hematopoietic stem cells (HSE); present in the bone marrow and precursorsltol@d cells, are currently the only type of steglls commonly used for thera
Doctors have been transferring HSC’s in bone matrawsplants for more than 40 years. Advanced igales for collecting or “harvesting” HS€are now used to treat leuker
lymphoma and several inherited blood disorders.

The clinical potential of stem cells has also bdemonstrated in the treatment of other human diseascluding diabetes and advanced kidney cahtmrever, thes
new therapies have been offered only to a venjtdichhumber of patients using adult stem cells.

Unfortunately stem cell therapies have technictiical and legal hurdles to overcome before thely vé able to be used to possibly affect tissue amyan repair i
disease states that heretofore have only treagesytnptoms. A significant hurdle to most uses efrstells is that scientists do not yet fully undkens the signals that turn spec
genes on and off to influence the differentiatidrttee stem cell. Therefore, scientists will haveb®able to precisely control the differentiatidnstem cells into the specific ¢
type to be used in therapy and drug testing. Curkeowledge of the signals controlling differenitet fall well short of being able to mimic thesenditions precisely 1
consistently have identical differentiated cells éach specified use.

To realize the promise of novel cél&sed therapies for such pervasive and debilitatisgases, scientists must be able to easily grddecibly manipulate stem ce
so that they possess the necessary charactefistissccessful differentiation, transplantation amgjraftment. To be useful for transplant purposesn cells must be reproduci
made to: proliferate extensively and generate aeffi quantities of tissue, differentiate into tihesired cell type(s), survive in the recipient efimnsplant, integrate into t
surrounding tissue after transplant, function appedely for the duration of the recipient's liteyoid harming the recipient in any way, and avbiel problem of immune rejectic
There is no assurance that any commercializedbeslked therapies will ever be developed.

Although there are many ways to access stem eatifielieve that its autologous blood monocyte-detistem cells offer distinct advantages.
Therapies utilizing Our Stem Cell Platform

We have developed a proprietary adult stem cefirtelogy to produce monocyte-derived stem cells (MP8om blood. These MDSC can be derived from aepét
monocytes, expanded ex vivo, and then administierélde same patient. We believe that becauseshds autologous therapy, there should be no allogejection issues as self-
derived MDSC pose no immunological problems. Notyalllogenic cells are deleted by host immune oesgs and require the use of anti-rejection drugs.

Our novel multipotent stem cell is derived from peripheral bloodnwcytes which when cultured under defined conditiare able to further differentiate into sev
cellular lineages. Molecular biology and immunobettemical studies have shown that these MDSCs $eeific markers that distinguish them from othtenscells. In additio
these studies have also shown a tioependence for the expression of these specifie geoducts during the growth and differentiationMSCs. In vitro experiments wi
MDSCs have shown their capacity to differentiatwands hematopoietic, epithelial, endothelial, emthecand neuronal cells. Our main focus is thehierrtdevelopment of tt
monocytederived stem cell (MDCS) technology as a novelfptat for the in vitro generation of highly specmdd cells for potential application in autologoesd! therapy fo
patients with diseases such diabetes mellitus artiavascular disease.
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Working either alone or in conjunction with strategartners, we intend to utilize these MDSC frdre same patient to attempt to develop a therapghwmiay caus
autologous tissue or organ repair. The initial riné therapeutic target is diabetes mellitus. Otherapeutic targets would be pursued through estége licensing or strate:
alliances. The diabetes program is currently inglir@cal development.

Pancreatic Islet Cell Development

Diab etes is a disease characterized by the fadutess of pancreatif-cells to generate sufficient levels of the hormamailin required to meet the bodyheed t
maintain normal nutrient homeostasis. Type 1 diebét caused by the complete loss of pancr@atiells when the bodg’ own immune system mistakenly attacks and desa
person’'sB-cells. While for T ype 2 diabetes the causes arerfore complicated and poorly understood, theltesfithe disease are similar in that often ffheells fail to generat
sufficient amounts of insulin to maintain normalnm@ostasis. The loss of insulin results in an ineeeia blood glucose levels and will eventually l¢adhe development
premature cardiovascular disease, stroke, and Xithikire. Currently there is no permanent curedi@betes; however, recent clinical islet cell g@lantations have shown g¢
success in restoring lortgfkm endogenous insulin production and glycemibibta in subjects who have Type 1 diabetes medlinith unstable baseline control. Persistent
function without injected insulin dependence pregaonsiderable benefit.

Current cell transplant therapy for the treatmendiabetes is limited by an inadequate supply stilm-producing cells. Cadavericosirces are limited and up to th
pancreas are required to obtain clinically sigmifitquantities ofi-cells for one patienfThe identification of novel adult human stem celfsvides a new prospect for obtainir
sufficient number of insulin-produc irfiycells for transplantation. Using our technologsirggle blood draw may be adequate to produce @limjuantities ofi-cells for a patient.

In vitro experiments with MDSC have shown their @eipy to differentiate toward a wide variety ofldgpes including pancreatf:like cells. These cells aggregate
clusters resembling pancreatic Islets of Langerhtarmaed Monocyte Derived Islets (MDI). The clustggregates show endocrine gene expressiBiochemical assays he
demonstrated that MDI can synthesize and secrgtéfisant amounts of insulin during their growthdarespond in a glucosgependent manner. In addition, MDI can be stimd
or repressed by the addition of agonists or antis¢eof insulin in vitro.

The importance of these stem cells is the abititgasily and cost effectively derive them from adividual’s circulating monocytes, expand them and admintstar
back into the same patient. This autologous apprpaavides a method to overcome any rejection ssmethe need for immunosuppressant drugs which are eftsociated wi
current transplantations. This technology may feethe formation of an unlimited sourcef€ells suitable for an autologous cell therapytfar treatment of diabetes mellitus.

Stem Cell Pre-Clinical and Clinical Development

We are conducting prelinical studies to demonstrate proof of concept arethod of delivery with a planned IND (Investigal New Drug) submission to the FI
during 2007. We are targeting a 2008 Phase | siurdynonocyte-derived islet transplantation of patsewith Type 1 diabetes mellitus.
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Licenses, Patents and Proprietary Rights

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

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

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

We have an exclusive, worldwide license from the/lBaCollege of Medicine to patent applicationsilang rights to the treatment of multiple sclerosising
attenuated modified T-cells and to the use of tfeelltechnology as a diagnostic. The license wastgd to us by Baylor in exchange for common stodRpexa Pharmaceutic
which was acquired by the Company in November 200#. key terms of the agreement are: exclusiveldwade, and a 2% royalty on net sales of licensedipcts. The royal
decreases to 1% after the aggregate net salesce%666 million. There are no other performance aynpent terms in the license. We also have a sepaoatsulting agreeme
with the inventor, Jingwu Zang, M.D., Ph.D. whictagts us the right of first refusal on all futuiieabveries made by Dr. Zang.

We have filed additional patent applications redate T-Cell vaccination for MS.
Rheumatoid Arthritis Therapy IP

We have an exclusive worldwide license for theliattual property rights and research results chatologous T cell vaccine for rheumatoid arthffiten the Shangh
Institutes for Biological Sciences (SIBS), Chinésmdemy of Sciences of the People's Republic oh&hiVe made a $125,000 license payment and agvgeaiyta 0.5% royal
on net sales of licensed products.

We have filed additional patent applications reddte T-Cell vaccination for RA.
Stem Cell Therapy IP

We have an exclusive, worldwide license from theversity of Chicago, through its prime contractetationship with Argonne National Laboratory, topaten
application claiming rights to the development dfilh multipotent stem cells from monocytes isolafezm adult human peripheral blood. The technolegys discovered ai
developed at the Argonne National Laboratory, a D&partment of Energy Laboratory.

Pursuant to the license we have issued a totaB @63 shares of our common stock to the Univeditghicago. We have also agreed to pay the UniyeodiChicagt
$1.5 million and issue to them 21,623 shares ofxageommon Stock by April 30, 2007. We have agreepiay a percentage of royalties on sales of pradsudject to the licens
patents, as well as sublicense fees. In additfen University of Chicago license requires us toesxpon research and development at least $2,000@bid two (2) years of tr
execution of the license and at least an additi®4a000,000 within four (4) years of the executairthe license. Research and development experditoy sublicensees i
account for half of each amount. The license aspires us to sell a product or method based oticéresed technology by February 2011.
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We have filed patent applications related to treess of obtaining monocyte-derived stem cellsthadurther differentiation of the cells into paeatic islet cells.
Our Product Pipeline

Tovaxin™ is a vaccine approach to treating multipbéerosis in that it induces the boslyjimmune system to attack the MRTCs that we belaeeresponsible f
destroying the myelin sheath coating of the axanthe central nervous system. We believe that #etion and regulation of the MRTCs may stop pesgion of multipl
sclerosis. Tovaxin™ is currently in a Phase Illlmicial trial. We enrolled its first patient in Novéeer 2006 and expects to complete enroliment in201i7.

Rheumatoid Arthritis Therapy

Our Rheumatoid Arthritis (RA) T-cell vaccination QW) technology is conceptually similar to Tovaxin™A is an autoimmune T-cethediated disease in wh
Pathogenic Teells trigger an inflammatory autoimmune responfséhe synovial joints of the wrists, shoulders, &agankles and feet which causes pain, stiffness,saelling
around the joints. We are currently transferring technology to our laboratory and will presenedatthe FDA in 2007 with the intention of filingn dND and initiating a Phas:
clinical trial in 2008.

Diabetes Stem Cell Therapy

We believe that there are approximately 20.8 millgeople the United States who have diabetes. Muane 1 million of these people have Type 1 diabetedlitus
Among adults with diagnosed diabetes, 31% takelims$a control their disease. Research studies Hiawed that improved glycemic control benefits pleopith either Type 1 «
Type 2 diabetes. Islet transplantation using Opepadprietary monocytderived islet cell may offer the potential to impeoglycemic control in a subgroup of patients wiifpe
1 and Type 2 diabetes mellitus who are disabletevactory hypoglycemia. We are in preclinical depenent and plans to file an IND in 2007 and inéia Phase I clinical trial
2008.

Cardiac Stem Cell Therapy

Stem cell treatment of congestive heart failurel@@avolutionize treatment of the disease becausey treat the source of the problem by replaciisgased cardi
muscle tissue with stem cells that grow or indute growth of new healthy cardiac tissue. Elsewmmeudtiple Phase | clinical studies encompassing nibam 70 patients ha
been run with autologous bone marrow stem cells rég@ort improved cardiac perfusion. A recent (2Q084) trial reported that injected autologous borerow mononucle.
cells, using electromechanical mapping into ardasanemic myocardium in patients with endstagdésgic cardiomyopathy and heart failure, showedesajpeutic effect wit
improved myocardial perfusion and exercise capaeityy and 12 months, as well as increased glelfiavéntricular function. Using the experience loégse Phase | trials we plar
move through pre-clinical development and, if ssefel, initiate human testing as soon as practecabl
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Other Opportunities

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

Research Collaborations

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

Commercialization Through Third Part ies

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

Competition

The development of therapeutic and diagnostic agémt human disease is intensely competitive. Majbarmaceutical companies currently offer a numdf
pharmaceutical products to treat heart attackkstr@arkinson's disease, diabetes, liver diseas#sitis and other diseases for which our techgiel® may be applicable. Mz
pharmaceutical and biotechnology companies arestigating new drugs and therapeutic approachethéosame purposes, which may achieve new efficacfjigs, extend th
therapeutic window for such products, alter thegpsis of these diseases, or prevent their onsetb&lieve that our products, when and if succelysfidveloped, will compe
with these products principally on the basis of iayed and extended efficacy and safety and thegralveconomic benefit to the health care system.aikpect competition
increase. We believe that our most significant cetitgrs will be fully integrated pharmaceutical qoamies and more established biotechnology compaSiesller compani
may also be significant competitors, particulaHyough collaborative arrangements with large phaeutcal or biotechnology companies. Some of oimary competitors in tt
current treatment of and in the development ofttneats for multiple sclerosis include Biogitec, Elan, Serono, Aventis, Teva, and Schering SBme of our primal
competitors in the development of stem cell thesgapinclude Aastrom Biosciences, Geron, Gan@é#-Ltd, Stem Cells Inc., Cellerant Therapeuti¥$acell, and Osiri
Therapeutics. Many of these competitors have siganif products in development that could be comipetivith our potential products.

Sales and Marketing

We intend to develop a sales force to market outiphe sclerosis cell therapy products in the USB/en the concentration of multiple sclerosis amanglatively sma
number of specialized neurologists, we believe ¢hetodest size sales force would be sufficient aoket the multiple sclerosis products.
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We plan to partner with large biotech and pharmacalucompanies for the marketing and sales ofM8rand RA Teell products outside the United States and oum
cell therapy products.

Description of Property

Our 10,200 sq. ft. facility is located on 3 acre2@35 North Crescent Ridge Drive in The Woodlanite¢as. This location provides space for reseanchdzvelopmel
and manufacturing capacity for clinical trials; @esialized Flow Cytometry and Microscopy lab; suppaf clinical trials with 800 sqg. ft. of GMP (goadanufacturing practic
manufacturing suites; Quality Systems managemeitht @uality Control Laboratory, Regulatory AffaiQuality Assurance; as well as administrative supppaceThere is 2,50
sq. ft. of space still available for future buitdit. The facility including the property is leaded a term ending in 2015 with two options for aid#ional five years each at the tl
prevailing market rate.

Government Regulation

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

In the United States, pharmaceuticals, biologiesd medical devices are subject to FDA regulatidre Federal Food, Drug and Cosmetic Act, as amerafet] th
Public Health Service Act, as amended, the requatipromulgated thereunder, and other Federal taid statutes and regulations govern, among ottirgd, the testin
manufacture, safety, efficacy, labeling, storag@oet, record keeping, approval, marketing, adgar§j and promotion of our potential products. Patdlevelopment and appro
within this regulatory framework takes a numbeyeérs and involves significant uncertainty combingith the expenditure of substantial resources.

FDA Approval

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

1. Preclinical Laboratory and Animal TestBreclinical tests include laboratory evaluatiorttef product and animal studies in specific diseasdels to assess -
potential safety and efficacy of the product andfoamulation as well as the quality and consisgeoftthe manufacturing process.

2. Submission to the FDA of an Application for an stigational New Drug Exemption, or IND, Which M@sicome Effective Before U.S. Human Clinical T
May Commence.The results of the preclinical tests are submittethe FDA as part of an IND, and the IND beconféscéive 30 days following its receipt by the FD#s long a
there are no questions, requests for delay or tbjecfrom the FDA.

3. Adequate and Well-Controlled Human Clinical TrisdsEstablish the Safety and Efficacy of the ProdGtinical trials involve the evaluation of the pradun
healthy volunteers or, as may be the case withpotential products, in a small number of patientder the supervision of a qualified physician. @t trials are conducted
accordance with protocols that detail the objestiwbthe study, the parameters to be used to nrosetiety and the efficacy criteria to be evaluateay product administered ir
U.S. clinical trial must be manufactured in accormiawith GMP. Each protocol is submitted to the F&*part of the IND.
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The protocol for each clinical study must be apprbby an independent Institutional Review BoardiRB, at the institution at which the study is caoteéd and tF
informed consent of all participants must be olgdinThe IRB will consider, among other things, ghesting information on the product, ethical fastothe safety of hum.
subjects, the potential benefits of the therapythedossible liability of the institution.

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

. In Phase [, products are typically introduced ihealthy human subjects or into selected patientuladipns to test for adverse reactions, dosageaote
absorption and distribution, metabolism, excreiond clinical pharmacology.

. Phase Il involves studies in a limited patient dapan to (i) determine the efficacy of the proddot specific targeted indications and populatiofi
determine optimal dosage and dosage toleranceiignidéntify possible adverse effects and safesks. When a dose is chosen and a candidate pr
found to be effective and to have an acceptablketygafofile in Phase Il evaluations, Phase lllisriaegin.

. Phase Il trials are undertaken to conclusively destrate clinical efficacy and to test further fafety within an expanded patient population, galheri
multiple study sites.

The FDA continually reviews the clinical trial pleand results and may suggest changes or may eagjsgontinuance of the trials at any time if siigaint safety issut
arise.

1. Submission to the FDA of Marketing Authorizatiorphgations. The results of the preclinical studies and clingtaidies are submitted to the FDA in the forr
marketing approval authorization applications.

2. FDA Approval of the Application(S) Prior to Any Caorarcial Sale or Shipment of the Drug Biologic Prodianufacturing Establishments Located in Cer
States Also May be Subject to Separate RegulatodylLécensing Requirementhe testing and approval process will require sl time, effort and expense. The time
approval is affected by a number of factors, intigdrelative risks and benefits demonstrated inicdil trials, the availability of alternative trea¢nts and the severity of
disease. Additional animal studies or clinicallfrimay be requested during the FDA review peridaictv might add to that time.

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

FDA Manufacturing Requirements

Among the conditions for product licensure is tegquirement that the prospective manufacturer'sityuabntrol and manufacturing procedures confornthi® FDA'
Good Manufacturing Practice, or GMP requirementserEafter product licensure approval, the manufactmust comply with GMP on a continuing basis, aitt constitute
GMP may change as the state of the art of manufagtichanges. Domestic manufacturing facilities smbject to regular FDA inspections for GMP comptie, which ar
normally held at least every two years. Foreign afiacturing facilities are subject to periodic FDAspections or inspections by the foreign regulatmhorities with reciproc
inspection agreements with the FDA. Domestic magtufing facilities may also be subject to inspettiy foreign authorities.
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Fast Track, Priority Review and Accelerated Approvd

Fast Track refers to a process for interacting WithFDA during drug development. Priority Reviepphes to the time frame the FDA targets for reviegva complete
application. Accelerated Approval (Subpart H) agplio the design and content of the studies ussdpport a marketing claim.

Fast Track is a formal mechanism to interact with the FDA gsapproaches that are available to all applicamtsifarketing claims. The Fact Track mechanis
described in the Food and Drug Administration Mazation Act of 1997. The benefits of Fast Tracklie scheduled meetings to seek FDA input inteetiggment plans, ti
option of submitting a New Drug Application (NDA isections rather than all components simultangoasid the option of requesting evaluation of stadising surroge
endpoints as discussed below. The Fast Track designis intended for the combination of a prodant a claim that addresses an unmet medical ne¢ds independent
Priority Review and Accelerated Approval. An apphit may use any or all of the components of Faatkwithout the formal designation. Fast Track geation does n
necessarily lead to a Priority Review or Acceledai@proval.

Priority Review is a designation for an application after it hasrbsubmitted to the FDA for review for approvalaarketing claim. Under the Food and C
Administration Modernization Act of 1997, reviews NDAs are designated as either Standard or BridkiStandard designation sets the target datedorpleting all aspects o
review and the FDA taking an action on the appiicaiapprove or not approve) at 10 months afterdat it was filed. A Priority designation sets theget date for the FC
action at 6 months. A Priority designation is irded for those products that address unmet medéeals

Accelerated Approval or Subpart H Approval is a program described in the NDA regulations thamtended to make promising products for lifeetitening diseas
available on the market on the basis of preliminevidence prior to formal demonstration of patibehefit. The studies are designed to measure and-ERA evaluation
performed on the basis of a surrogate marker (surement intended to substitute for the clinicahsuement of interest, usually prolongation of sty that is considered like
to predict patient benefit. The approval that iarded may be considered a provisional approval withritten commitment to complete clinical studibat formally demonstra
patient benefit. The Federal Register publishedsaudsion of Accelerated Approval with commentsséiit a formal demonstration of patient benefitisk benefit assessme
cannot be made. Accelerated Approval designati@s dot necessarily lead to a Priority Review.

Special Protocol Assessment

The Special Protocol Assessment (SPA) procespis@dure by which the FDA provides official evdlaa and guidance on proposed protocols for pivBtahse 1|
clinical trials. An SPA documents the FDA's agrestrthat the design and plan analysis of the PHaséudy adequately addresses objectives in supgatregulatory submissi
such as a biologics license application (BLA).

Good Tissue Practices Regulation

The FDA requires human cell, tissue, and cellufed tissuebased product (HCT/P) establishments to follow entrigood tissue practice, which governs the me
used in, and the facilities and controls usedtfue, manufacture of HCT/Ps; recordkeeping; and sii@bishment of a quality program. The agency kssed regulations pertain
to labeling, reporting, inspections, and enforcentleat apply to manufacturers of those HCT/Ps gl under the authority of the Public Health SErAct, or as drugs, devic
and/or biological products.
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As part of this approach, the FDA requires regigiraof establishments that engage in the recowsmgening, testing, processing, storage or digidh of human cell
tissues, and cellular and tissue-based productdaarttie listing of such products unless such potslare performed under an IND (Investigational N2wig) . These produc
specifically include stem cells that are progemitof blood cells; however, the FDA makes no expltatement regarding the inclusion of other typlestem cells. In addition, t
FDA has published rules for making suitability deteations for donors of cells and tissue and farent good tissue practice for manufacturers utiegn.

Other Regulations

In addition to safety regulations enforced by tiBAFwe are also subject to regulations under theupational Safety and Health Act, the EnvironmeRtaltection Ac
the Toxic Substances Control Act and other preardtpotential future foreign, Federal, state amdlloegulations.

Outside the United States, we will be subject utations that govern the import of drug productsrf the United States or other manufacturing sited foreig!
regulatory requirements governing human clinicalérand marketing approval for our products. Téguirements governing the conduct of clinical sjgroduct licensing, pricit
and reimbursements vary widely from country to dounn particular, the European Union is revisitgregulatory approach to high tech products, mptesentatives from t

United States, Japan and the European Union afeeiprocess of harmonizing and making more uniftienregulations for the registration of pharmaaaitproducts in the:
three markets.

Employees

As of March 26, 2007, we had 36 full time employea% believe that our relations with our employaes good. None of our employees is represented wicn o
covered by a collective bargaining agreement.

Legal Proceedings

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

Our executive officers are elected by the boardigctors and serve at the discretion of the boalidof the current directors serve until the nexinual stockholders’
meeting or until their successors have been delgtetl and qualified.

Name Age Position

David B. McWilliams 63 President, Chief Executive Officer and Director
Lynne Hohlfeld 46 Chief Financial Officer

Scott B. Seaman 51 Director

Gregory H. Bailey 51 Director

David Hung 49 Director

Michael Richman 46 Director

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

David B. McWilliams was appointed President and Director in August 260dm December 2003 until August 2004, Mr. McWiflis was a private investor. Fr
June 2003 to December 2003, Mr. McWilliams serveg@rasident and chief executive officer of BacleBiarcodes, Inc., a molecular diagnostics comp&ngm May 2002 to Jui
2003, Mr. McWilliams served as chief executive offi of Signase, Inc., a cancer therapy company MéiVilliams served as chief executive officer ofdgaive Pharmaceutici
Inc., a cardiovascular therapeutics company fromeJi992 to March 2002. Prior to June 1992, Mr. MitWns served as chief executive officer of Zonadea, a huma
reproductive products company. Prior to that titie, McWilliams was a senior executive with Abbotatoratories and a management consultant with Melir& Co. He
currently serves as a director of Novelos Therdpsulnc. He also serves on the boards of the Tebeadthcare and Bioscience Institute and the HouSchnology Center. v
McWilliams received an MBA in finance from the Ueisity of Chicago, and a B.A. in chemistry, Phi@8Kappa, from Washington and Jefferson College.

Lynne Hohlfeld was appointed Chief Financial Officer and Secretaryune 30, 2006. From April 2006 to June 30, 2816 served as Vice President, Finance ¢
Company. From September 2004 until April 2006, sfas vice president and chief financial officer afridta Ventures. From August 2000 until March 200d was senior vic
president, chief financial officer of Bacterial Bades, Inc., a Houstdoased molecular diagnostics company spun out oBtydor College of Medicine. She was also senice
president and chief financial officer of Spectraér®mics of Houston upon its merger with Bacteriatd®des in March 2004. Ms. Hohlfeld was also emgtbpy LifeCel
Corporation from 1997 to 1999, serving as controlds. Hohlfelds career includes positions at Dixie Chemical Camgp&rice Waterhouse Coopers, McKenna & Compang
Arthur Andersen. Ms. Hohlfeld received a B.B.Aaiocounting from the University of Wisconsin - Maatisand is a certified public accountant.

Scott B. Seamarhas served as a Director of since April, 2006. Sgaman currently serves as the executive direcibrtre@asurer of the Albert and Margaret Al
Foundation of Houston, Texas, a private foundagiomarily supporting institutions in the Texas Meali Center in Houston, Texas. Since January 1998esent, Mr. Seaman |
served as the chief financial officer of Chaswitl.tan investment management company. Since Septebh®86, Mr. Seaman has served as secretary amslitez of M & /£
Properties Inc., a ranching and real estate con&nte January 2003, Mr. Seaman has served asmaraand, since July 2004, president of ICT Managgnnc., the genet
partner of Impact Composite Technology Ltd., a cosife industry supplier. Since May 2004, Mr. Searhas served as a Member of the Investment Comnuft€obal Hedge
Equity Fund LP, a hedge fund. Mr. Seaman receiviedchelor’s degree in business administration fBowling Green State University.
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Dr. Gregory H. Bailey has served as a Director of the Company since £006. In January 2007, Dr. Bailey became the miagagartner of Palantir Group, Inc.
biotech merchant bank. He was a managing dire¢ttB Capital Group LLC from May 2004 to January0Z0 From June 2002 to June 2003, Dr. Bailey seaged managir
director of Gilford Securities, Inc and from 1998 une 2002, he served as a managing director mfhkgford Bank Corp. Since May 2005, he also hageskas director
Medivation, Inc., a public company focused on axqgi biomedical technologies. Dr. Bailey was a ficieg physician for ten years and holds a M.Dnirthe University ¢
Western Ontario.

Dr. David Hung has served as a Director since May 2006. Dr. Huem derved as the president, chief executive officetr as a director of Medivation, Inc. si
December 17, 2004. Dr. Hung also has served aPitegident and Chief Executive Officer, and memidethe board of directors, of Medivation, Ing.5ubsidiary, Medivatic
Neurology, Inc. since its inception in Septembe®20~rom 1998 until 2001, Dr. Hung was employedPbgDuct Health, Inc., a privately held medical @evcompany, as Ch
Scientific Officer (1998-1999) and as president ahif executive officer (19992001). From December 2001 to January 2003, Dr. Hiamged as a consultant to Cytyc He
Corporation. From July 1999 to November 2001, Dungl served as president and chief executive ofti€@&roDuct Health, Inc. Dr. Hung received his Mffam the University ¢
California at San Francisco, and his A.B. in bigl@nd organic chemistry from Harvard College.

Michael S. Richman has served as a Director of the Company since 2006. Mr. Richman is Executive Vice President amie€Operating Officer of MacroGenit
Inc. He joined MacroGenics, Inc in 2002 with approately twenty years experience in corporate bussingevelopment within the biotechnology industrgfdde joining
MacroGenics Inc, he was senior vice president, @ate development administration at Medimmune, (2@02006) and Vice President, Business Developr(e326 to 2000
From 1985 to 1996, Mr. Richman served in variousiaepositions at Chiron Corporation, a public knology company, with his last position beingedior of corporai
business development. His previous positions ireldinager of business development from 1990 to &8@2manager of intellectual property from 1988 %90. Mr. Richma
received his MSBA degree from San Francisco Statgdysity with a concentration in International Bess, and a B.S. degree from the University off@ala at Davis.

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

Audit Committee. The audit committee of the Board currently conswdtDr. Hung, Mr. Richman and Mr. Seaman, all ofiethare independent, na@mploye:
directors. The audit committee selects, on behatfun board of directors, an independent publicoaeting firm to be engaged to audit our financtatements, discuss with f
independent auditors their independence, review discuss the audited financial statements withititeependent auditors and management and recomneendrtboard ¢
directors whether the audited financials shouldnictuded in our Annual Reports to be filed with tBEC. The audit committee operates pursuant toittewrcharter, which wi
adopted in February 2005. During the last fiscaryéhe audit committee held four meetings, andtie@ members of the Audit Committee attended rineting.
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All of the members of the audit committee are romployee directors who: (1) met the criteria folependence set forth in Rule 1@{)(1) under the Securiti
Exchange Act of 1934, as amended (the “Exchang®;A@&) did not participate in the preparation of ounraficial statements or the financial statementspEfix@ Pharmaceutice
Inc.; and (3) are able to read and understand fuedtal financial statements, including a balan@eshincome statement and cash flow statementBblaed has determined tl
Mr. Seaman qualifies as an “audit committee finahekpert” as defined by Item 401(e) of Regulat®&B of the Exchange Act.

Compensation Committee The compensation committee of the board consisBroHung, Mr. Richman and Mr. Seaman, who are rethelent directors, as definec
Rule 10A3 of the Exchange Act. The compensation Commitésgews and approves (1) the annual salaries aret edmpensation of our executive officers and @)vidua
stock and stock option grants. The compensationr@ittee also provides assistance and recommendatitthgespect to our compensation policies and tipas and assists w
the administration of our compensation plans. Dyitine last fiscal year the compensation committeld lone meeting, and the then members of the cosapen committe
attended each meeting.

In addition, the Board has adopted a written chafte the compensation committee, adopted in AugRE04, which is available on our website
www.opexatherapeutics.com.

Nominating and Corporate Governance CommitteeThe nominating and corporate governance committéleeoboard currently consists of Dr. Hung, Mr. Ritar
and Mr. Seaman, each of whom are found by the boldirectors to be an “independent directptirsuant to the applicable rules and regulatiomsnpigated by the SEC. T
nominating and corporate governance committeetassis board of directors in fulfilling its respabiities by: identifying and approving individuatpualified to serve as memb
of our board of directors, selecting director noegs for our annual meetings of shareholders, etrafuahe performance of our board of directors, aleveloping an
recommending to our board of directors corporateegrance guidelines and oversight with respecbtparate governance and ethical conduct. This cdteenoperates pursui
to a written charter adopted in February 2005, Whgavailable on our website at http://www.operasipeutics.com. During the last fiscal year the imating and corpora
governance committee held one meeting, and thertteenbers of the compensation committee attenddurmaeting.

Compensation Committee Interlocks and Insider Parttipation. Our compensation committee is comprised of Dr. HWMg Richman and Mr. Seaman. None of
committee members has ever been an employee ofaOfferapeutics, Inc. None of our executive officersre as a member of the board of directors ompemsation committe
of any entity that has any executive officer segvas a member of our Board of Directors or comp@msaommittee.

Compensation of Directors

Mr. McWilliams who is a director and an officer doeot receive any compensation for his servicesrmgmber of our board of directors. As direca@®mpensation f
the period ending April 13, 2007,we approved tlseiggce of a ten year option to purchase 35,00@stoircommon stock to Dr. Bailey, Mr. Seaman andHdng at an exerci
price of $5.20 per share. On June 16, 2006 we apgrthe issuance of a ten year option to purch&g#08 shares of common stock to Mr. Richman abamogse price of $9.¢
per share. Each of these options vest 50% on tleeada@rant, 25% on the first anniversary and #maaining 25% on the second anniversary with nidety acceleration upon t
director’s termination. We reimburse our directfinstravel and lodging expenses in connection whttir attendance at board and committee meetings.
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In April 2006, the board approved the acceleraiesting of the options held by Messrs. Boveroux, WéesKamin and Frison and extended the term tootsefor thre
years. As compensation for the direc’ prior efforts, the board approved the issuancende year options to purchase 2,000 shares to afalessrs. Boveroux, Wesner ¢
Kamin and 2,500 shares to Mr. Frison. These optimasexercisable at $5.20 per share and vest iyesre

EXECUTIVE COMPENSATION
Summary Compensation Table

The following tables set forth certain informatimyarding our CEO and each of our most higtdyapensated executive officers whose total anralahsand bonus fi
the fiscal years ending December 31, 2006 and 2@68eded $100,000.

Name and Principal Position Year Salary ($) Options Awards ($) (4) Total ($)
David B. McWilliams (1) 2006 264,497 497,377 761,874
CEO, President, Direct( 2005 250,00C 2,527,022 2,777,022
Lynne Hohlfeld (2] 2006 131,25C 40,839 172,089
CFO and Secretal 2005 - - -
C.William Rouse (3 2006 90,000 850,819 940,819
CFO and Secretal 2005 180,00C 151,493 331,493

(1) Served as chief executive officer since Aud@igi4.

(2) Served as chief financial officer since June&0

(3) Served as chief financial officer from May 204ough June 2006.

(4) Reflects the dollar amount recognized for fitiah statement reporting purposes for the year @ridecember 31, 2006 in accordance with FAS 123(Rj} (lisregardin
forfeiture estimates related to servisased vesting conditions) and, accordingly, inciudmounts from options granted prior to 2006. $eeittformation appearing under
heading entitled “Stock Options and Warrants” intfete number 11 to our consolidated financialestegnts included as part of our Annual report omF&0KSB for the yee
ended December 31, 2006 for certain assumptiong nmatthe valuation of options granted in the yearded December 31, 2006, 2005 and 2004.

Grants of Plan Based Awards in 2006

The following table presents each grant of stodkomg in 2006 to the individuals named in the sumnt@mpensation table above.
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Name Grant Date Number of Securities Underlying Exercise Price of Option Grant Date Fair Value of

Options Awards Options
David B. McWilliams 05/02/06 120,000 $5.00 $ 1,140,000
Lynne Hohlfeld 04/20/06 22,500 $5.00 $ 130,500
Lynne Hohlfeld 07/12/06 12,500 $8.25 $ 103,125
C.W. Rouse 05/02/06 65,000 $5.00 $ 617,499
C.W. Rouse 05/02/06 10,000 $5.00 $ 95,000

Each of the options in the foregoing table was g@mnder the Company’s June 2004 Compensatork &ption Plan.

Outstanding Equity Awards at Fiscal Year-End

Number of Securities Number of Securities
Underlying Unexercised Underlying Unexercised

Name Options (#) Exercisable Options (#) Unexercisable  Option Exercise Price ($) Option Expiration Date
David B. McWilliams - 120,00( 5.0C 05/02/1¢
5,00( - 30.0C 01/21/1(
37,00( - 30.0C 08/31/0¢
Lynne Hohlfeld - 22,50( 5.0C 04/20/1¢
- 12,50( 8.2t 07/12/1¢
C. William Rouse 21,66 43,33 5.0C 05/02/1:
10,00( - 5.0C 05/02/1:
3,33t 1,667 30.0C 01/21/1(
6,661 3,33¢ 30.0C 04/28/0¢

Compensation of Directors

The following table presents summary informationtfte year ended December 31, 2006 regarding ttmpensation of the noemployee members of our board of directors.
Boveroux, Mr. Kamin and Mr. Wesner resigned frora Board on April 16, 2006. Mr. Frison resigned frm board at the end of his term on June 16, 20B6Seaman and C
Bailey were appointed to the board on April 16, 20Dr. Hung was appointed to the board on May ®62&nhd Mr. Richman was appointed to the board oe 16, 2006.
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Fees Earned or Paid in

Name Cash (%) Options Awards ($) Total ($)

Gregory H. Bailey - 207,81 207,81
David Hung - 207,81: 207,81:
Michael Richmar - 214,37! 214,37!
Scott B. Seama - 207,81 207,81
Brooks Boverouw 22,00( 59,52: 81,52:
Paul Frisor 8,50( 83,10: 91,60:
Tony Kamin 15,50( 360,20 375,70
Terry Wesne 9,00(¢ 115,78: 124,78:

(1) Reflects the dollar amount recognized for ficiahstatement reporting purposes for the year @fitkecember 31, 2006 in accordance with FAS 123Rdisuegarding forfeitur
estimates related to service-based vesting conditiand, accordingly, includes amounts from optigrasted prior to 2006. See the information appeaninder the heading
entitled “Stock Options and Warrants” in footnotenber 11 to our consolidated financial statememtiidled as part of our Annual report on Form 10-K8Bthe year ended
December 31, 2006 for certain assumptions madeeinvaluation of options granted in the years eridecember 31, 2006, 2005 and 2004.

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

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

123R:

Number of Securities Exercise Price of Option Grant Date Fair Value of
Name Grant Date Underlying Options Awards Options
Gregory H. Bailey 05/02/0¢ 35,000 $ 52C $ 332,50(
David Hung 05/02/0¢ 35,000 $ 52 $ 332,50(
Michael Richmar 06/16/0¢ 35,000 $ 980 $ 343,00(
Scott B. Seama 05/02/0¢ 35,000 $ 52( $ 332,50(
Brooks Boverous 05/03/0¢ 2,00 $ 52 $ 19,20(
Paul Frisor 05/03/0¢ 2,500 $ 52( $ 24,00(
Tony Kamin 05/03/0¢ 2,00 $ 52C $ 19,20(
Terry Wesne 05/03/0¢ 2,00 $ 52(C $ 19,20(
Terry Wesne 06/16/0¢ 50C $ 9.8 $ 4,90(
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Executive Employment Contract

David B. McWilliams is employed by us pursuant toAmended and Restated Employment Agreement entereedn June 15, 2006. Pursuant to the agreenver
McWilliams is employed as the Chief Executive Offiand a Director of the Company is at an anndahgaf $275,000. The term of employment is througime 15, 2008 a
may be extended for periods of one year; howebheremployment agreement may be terminated at emgy ibluntarily by him or without cause by the Baafdemployment i
terminated by the Board without cause, Mr. McWilig will receive twelve months base salary. Any ahidtock options granted to Mr. McWilliams priar termination that a
scheduled to become vested within a 12 month pexftat termination will be accelerated to becomstee as of the termination date. Mr. McWilliams Ishave 90 days frol
termination to exercise any vested stock options.

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth, as of March 26, 20the number and percentage of outstanding slbi@s common stock owned by: (a) each person whmown by us to be the
beneficial owner of more than 5% of our outstandihgres of common stock; (b) each of our direci@jsthe named executive officers as defined iml#02 of Regulation S-B;
and (d) all current directors and executive officers a group. As of March 26, 2007, there wer@& B4 shares of common stock issued and outstgndin

Beneficial ownership has been determined in acemelavith Rule 13d-3 under the Exchange Act. Untisriule, certain shares may be deemed to be lnéaibfiowned by more
than one person (if, for example, persons shargdler to vote or the power to dispose of the d)ate addition, shares are deemed to be bendfiaained by a person if the
person has the right to acquire shares (for exarplen exercise of an option or warrant) withindd@s of the date as of which the information isvited. In computing the
percentage ownership of any person, the amourtares is deemed to include the amount of sharexfibidly owned by such person by reason of sucjugsition rights. As a
result, the percentage of outstanding shares opargon as shown in the following table does notssarily reflect the person’s actual voting poateginy particular date.

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

Number of Shares
Name and Address of Beneficial Owne(1) Owned Percentage of Clas:

Beneficial Owners of more than 5%:

SF Capital Partners Ltd. ( 1,000,000 (3) 14.9%
Magnetar Capital Master Fund, Ltd ( 669,11 (5) 9.9%
Austin W. Marxe and David M. Greenhouse 1,512,92° (6) 21.02%
Albert and Margaret Alkek Foundation ( 685,97 (8) 9.9%%
Alkek & Williams Ventures Ltd. (9 406,88¢ (10) 5.95%
DLD Family Investments, LLC (11 361,11: (12) 5.2%
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Officers and Directors:

Scott B. Seaman (¢ 464,520 (13) 6.75%
David B. McWilliams 95,59: (14) 1.41%
Lynne Hohlfeld 7,50C (15) *
Gregory H. Bailey 80,17¢ (16) 1.1&8%
David Hung 26,25( (17) *
Michael Richmar 26,25( (18) *
All directors and executive officers as a groupésons)** 700,29: (19) 9.87%

* Less than 1¢

€))

@

©)

Q)

®)

(6)

Unless otherwise indicated, the mailing addresb@®feneficial owner is c/o Opexa Therapeutics, 835 N. Crescent Ridge Drive, The Woodlands a6e&7381.

Michael A. Roth and Brian J. Stark exercise joiating and dispositive power over all of the sharsesommon stock beneficially owned by SF Capitattfers Ltd., bt
Messrs Roth and Stark disclaim beneficial ownersliipuch shareslhe information in this footnote is primarily based a Schedule 13G filed with the SEC on A2
17, 2006 and other information provided to Tlke mailing address of SF Capital Partners Ltat/dsStark Offshore Management, LLC, 3600 South LBkiee, St
Francis, WI 53235.

Excludes 500,000 shares of Company common stoc&rlymdg the Warrant (“Warrant’fhat SF Capital Partners Ltd. is contractually fisdbd from exercising to tt
extent that it would beneficially own in excess9d999% of the total number of issued and outstandimares of common stock after such exercise. “av#rrefers, ir
each case to the Warrants dated April 11, 2006.

Magnetar Financial LLC is the investment advisoMzgnetar Capital Master Fund, Ltd. (“Magnetaaf)d consequently has voting control and investrdesaretior
over securities held by Magnetar. Magnetar FirelncLC disclaims beneficial ownership of the shahedd by Magnetar. Alec Litowitz has voting contavel
Supernova Management LLC, which is the generalnpardof Magnetar Capital Partners LP, the sole magagember of Magnetar Financial LLC. As a resMt,
Litowitz may be considered the beneficial owneramly shares deemed to be beneficially owned by Magriéinancial LLC. Mr. Litowitz disclaims benefa

ownership of these shares. The mailing addredseolbéneficial owner is 1603 Orrington Ave.,"Zloor, Evanston, lllinois 60201.

Excludes 320,000 shares of Company common stoclerlyimg a Warrant that Magnetar is contractuallptpbited from exercising to the extent that it wd
beneficially own in excess of 9.999% of the totainber of issued and outstanding shares of comnuoak sifter such exercise.

Consisting of: (i) 331,000 shares of common stauk 865,500 shares of common stock issuable upoexbeeise of a Warrant held by Special Situationsd11 QP
L.P., (ii) 28,400 shares of common stock and 14.2068@res of common stock issuable upon the exeofiseWarrant held by Special Situations Fund I1IPL. (iii)
90,600 shares of common stock and 45,300 sharesnofnon stock issuable upon the exercise of a Wiaheld by Special Situations Cayman Fund, L.P), 480,00(
shares of common stock and 200,000 shares of constemf issuable upon the exercise of a Warrant hgl&pecial Situations Private Equity Fund, L. v)
150,000 shares of common stock and 75,000 sharesnafnon stock issuable upon the exercise of a Waheld by Special Situations Life Sciences Fun®,. IMGF
Advisors Limited (“MGP”)is the general partner of Special Situations FUhdQP, L.P. and Special Situations Fund IIl, LAVM Investment Company, In
(“AWM?") is the general partner of MGP and the gealgrartner of and investment adviser to the Speitalations Cayman Fund, L.P. MG Advisers, L.L.BIG") is
the general partner of and investment adviseredStpecial Situations Private Equity Fund, L.P. Li/i&ers, LLC (“LS")is the general partner and investment advis
the Special Situations Life Sciences Fund, L.P.tisud/. Marxe and David M. Greenhouse are the ppakcowners of MGP, AWM, MG and LS. Through theintl
of MGP, AWM, MG and LS, Messrs. Marxe and GreenleosBare voting and investment control over thefplat securities of each of the funds listed abolbe
information in this footnote is primarily based anForm 4 filed with the SEC on December 28, 2006 atier information provided to u$he mailing address
Messrs. Marxe and Greenhouse is 527 Madison AveSuige 2600, New York, New York 10022.
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This information is based on the Schedule 13D filéith the SEC on April 24, 2006, as amended, byeflland Margaret Alkek Foundation (the “Foundatjo®lkek &
Williams Ventures, Ltd. (“Ventures”), Scott Seamddi,D Family Investments, LLC, and the other repugtipersons named therein the (“Foundation 13DHe
Foundation acts through an investment committa@ésdfoard of directors, which includes Mr. Daniginald, Mr. Joe Bailey, Mr. Scott Seaman and Ms.d@abunca
Williams. Mr. Seaman is the executive director foé Foundation and chairman of the investment cotemifThe investment committee has sole voting amesitmer
power over all of the shares of common stock beraly owned by the Foundation. However, pursuantite Foundation 13D, neither the executive direcm
any member of the investment committee may acwiddally to vote or sell shares of common stockdhgy the Foundation; therefore, the Foundationduwaxlude:
that no individual committee member is deemed teelieially own, within the meaning of Rule 13def the Exchange Act, any shares of common steaté by the
Foundation solely by virtue of the fact that hesbe is a member of the investment committee. Aauttily, pursuant to the Foundation 13D, the Foundaha:
concluded that because Mr. Seaman, in his capasigxecutive director or chairman of the investnoamimittee, cannot act in such capacity to voteedirshares «
common stock held by the Foundation without therapal of the investment committee, he is not deemodaeneficially own, within the meaning of Ruledt3 of the
Exchange Act, any shares of common stock held byrthundation by virtue of his position as executlirector or chairman of the investment commitfBee mailing
address of the beneficial owner is 1221 McKinne§28} Houston, Texas 77010.

Consisting of: (i) 22,222 shares of common stoclautying Series C Warrants exercisable at $30.00spare and (ii) 147,084 shares of common stoclerdyidg ¢
Warrant. Excludes 102,916 shares of Company conmstmrk underlying a Warrant that the Foundationoist@actually prohibited from exercising to the eattéhat i
would beneficially own in excess of 9.999% of tbeat number of issued and outstanding shares ofrmmmstock after such exercise. Pursuant to thedration 13C
the Foundation and other reporting persons nameetith may be deemed to constitute a group for map®f Section 13(d) or Section 13(g) of the ExgeaAct.
However, the Foundation, Ventures, Chaswil, Ltdd 8r. Seaman expressly disclaim (i) that, for msgs of Section 13(d) or Section 13(g) of the ErgeaAct, the
are a member of a group with respect to securitfieghe Company held by DLD Family Investments, LM Arnold, Mr. Bailey or Ms. Williams and (ii) &t the)
have agreed to act together with DLD Family Investits, LLC, Mr. Arnold, Mr. Bailey or Ms. Williamssaa group other than as described in the Foundatan
Therefore, this does not include the following séms: (i) 233,334 shares of common stock held by DLD Farfrivestments, LLC; (ii) 17,778 shares of comi
stock underlying Series C warrants exercisable3@t@® per share held by DLD Family Investments, L) 110,000 shares of common stock underlying/arran
held by DLD Family Investments, LLC; (iv) 26,667ashs of common stock held by Mr. Arnold; (v) 8,88%res of common stock underlying Series C wat
exercisable at $30.00 per share held by Mr. Arnl;10,000 shares of common stock underlying aféfg held by Mr. Arnold; (vii) 10,000 shares ofnemon stoc
held by Mr. Bailey; (viii) 5,000 shares of commaowck underlying a Warrant held by Mr. Bailey; (i2$3,667 shares of common stock held by Venturgs1§x2:
shares of common stock underlying Series C warraxgscisable at $30.00 per share held by Ventx#s125,000 shares of common stock underlying aréra helc
by Ventures; (xii) 18,550 Series of common stocklly Mr. Seaman; (xiii) 5,334 shares of commorcktonderlying Series C warrants exercisable at®Bper shai
held by Mr. Seaman; and (xiv) 7,500 shares of comstock underlying a Warrant held by Mr. SeaniBine information in this footnote is primarily based the
Foundation 13D and other information provided to us
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(13)

Chaswil, Ltd. is the investment manager of Ventuaed holds voting power and investment power witpect to Company securities held by Ventures jputsto
written agreement. Scott B. Seaman is a principakaswil, Ltd and has shared voting power and eshamvestment power over all of the shares of comstocl
beneficially owned by Ventures. The informatiortliis footnote is primarily based on the Foundati@® and other information provided to T$he mailing address
the beneficial owner is 1221 McKinney #4525, Honsfbexas 77010.

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

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

Consisting of: (i) 233,334 shares of common stoeldby DLD Family Investments, LLC; (ii) (ii) 17,87shares of common stock underlying Series C wis
exercisable at $30.00 per share held by DLD Farmi)estments, LLC; and (iii) 110,000 shares of comnstock underlying the Warrants held by DLD Fal
Investments, LLC. Ms. Williams is on the investmestmmittee for the Foundation. Pursuant to the Bation 13D, the Foundation has concluded the
individual committee member is deemed to beneficiavn, within the meaning of Rule 1Rlef the Exchange Act, any shares of common steddk by the Foundatic
solely by virtue of the fact that he or she is anher of the investment committéEhe information in this footnote is primarily based the Foundation 13D and ot
information provided to us. The mailing addresshef beneficial owner is P.O. Box 4735, Houston,aeX7210-4735.

Consisting of: (i) 26,250 shares underlying an amti(ii) 263,667 shares of common stock held by tuess; (iii) 18,223 shares of common stock undagyseries !
warrants exercisable at $30.00 per share held ywes; (iv) 125,000 shares of common stock undeglthe Warrants held by Ventures; (v) 5,334 shafeommol
stock underlying Series C warrants exercisable38&t (P per share; and (vi) 7,500 shares of commeockstinderlying the Warrants. (See footnote 8 fadigmhal
discussion of the information set forth in clau§@sthrough (iv) of the preceding sentence.) Parsuo the Foundation 13D, this does not includeftllowing share
which Mr. Seaman has determined he does not hamefibel ownership or disclaimed beneficial ownépsh(i) 516,667 shares of common stock held by
Foundation; (ii) 22,223 shares of common stock dyi® Series C warrants exercisable at $30.00spere held by the Foundation; (iii) 250,000 shafesommot
stock underlying a Warrant held by the Foundatiang (iv) 1,500 shares of common stock that Mr. Seainas agreed to transfer to hisveife pursuant to &
Agreement Incident to Divorce dated April 4, 20Q8ee footnote 7 for additional discussion of thiimation set forth in clauses (i) through (iii) tife precedin
sentence.) The mailing address of the beneficiaenis 1221 McKinney #4545, Houston, Texas 77010.
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(15)

(16)

@an

(18)

(19)

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

Consisting of 7,500 shares of common stock undeglyiptions.

Consisting of: (i) 26,250 shares underlying stopkians; (ii) a warrant to purchase 38,928 sharemafmon stock exercisable at $5.00 per share1(ijp00 shares of
common stock held by Palantir Group, Inc., an gntitwhich Dr. Bailey has investment and voting gowand (iv) 5,000 shares of common stock undeglgwarrant
held by Palantir Group, Inc.

Consisting of 26,250 shares of common stock undweylgptions.
Consisting of 26,250 shares of common stock undeylgtock options.

Consisting of: (a) the following held by Mr. Seamamwhich Mr. Seaman may be deemed to have votgigvestment power (i) 26,250 shares underlyingtion
(i) 263,667 shares of our common stock held by tuess; (iii) 18,223 shares of our common stock ulyitey Series C warrants exercisable at $30.00spare held k
Ventures; (iv) 125,000 shares of our common stoe#ledlying a Warrant held by Ventures; (v) 5,334rehaof our common stock underlying Series C was
exercisable at $30.00 per share; and (vi) 7,506eshaf our common stock underlying a Warrant; (ig) following held by Mr. McWilliams (i)82,000 sharef commo
stock underlying stock options and (ii) 6,968 skamé our common stock underlying Series C warraxercisable at $30.00 per share; (c) the followhetd by Dr
Bailey or which Dr. Bailey has voting and investrh@ower; (i) 26,250 shares underlying stock optjaiy 38,928 shares of common stock underlying ark&n
exercisable at $5.00 per share; (iii) 10,000 shafe®mmon stock held by Palantir Group, Inc.; &ni 5,000 shares of commons underlying a Warrahd by Palant
Group, Inc.; (d) 26,250 shares underlying stockamstheld by Dr. Hung; and (e) 26,250 shares ugihgyistock options held by Mr. Richman.

SELLING STOCKHOLDERS

The common stock covered by this prospectus ietoftered for the account of the selling stockhadda the following table. The selling stockholderay from time t

time sell or otherwise dispose of all, some or nohehe shares of common stock covered herebyjterdsts therein.

The following table, which we have prepared basednformation provided to us by the applicable isgllstockholder, sets forth the name, the numbeshafes ¢

common stock beneficially owned by the selling ktadders and the number of shares of common stwatkmhay be sold or otherwise disposed of by thingettockholders und
this prospectus. Unless set forth below, none efgtlling stockholders selling in connection witle torospectus has held any position or office wiisen employed by,
otherwise has had a material relationship withruany of our affiliates during the three years ptmthe date of the prospectus.
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Name of Selling Stockholder
Aaron A. Grunfelc
Albert and Margaret Alkek Foundatic
Alkek & Williams Ventures Ltd
Andrew B. Linbeck
Benjamin Lewin
Capital Growth Trus
Charles E. Sheec
Clarkson Family Trus
Daniel C. Arnold
David E. Jordel

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

Davis Investments V LI

DLD Family Investments, LL(
Duane Clarksol

FEQ Gas, LLC

Frank H. Richardso

J. Livingston Kosberg Tru:
James P. Tierne

Joe M. Bailey

JosePastore

JTL Securities

Magnetar Capital Master Fund, L
MDB Capital Group, LLC

MTW Internet Holdings Inc
Palantar Group, In

Participating Capital Cor
Raymond Kim

Renaissance Interests,

Robert M. Levande & Andrea Brown JTWR(
Schroder & Co. Bank A(

Scott B. Seama

Sean Cusa

SF Capital Partners Li

Snehal S. Patt

Snehal S. Patel and Kinnary S. Patel Joint Tenar@®mmon
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11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.
22.
23.
24.
25.
26.
27.
28.
29.
30.
31
32.
33.
34.
35.
36.
37.
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Number of Number of
Shares of Shares of
Common Stock Common Stock
Beneficially Offered
Owned (1) Hereunder
30,00( 30,00(
685,97: 750,00(
406,88¢ 375,00(
15,00( 15,00(
30,00( 30,00(
15,00( 15,00(
150,00( 150,00(
15,00( 15,00(
38,88¢ 30,00(
90,00( 90,00(
90,00( 90,00(
167,52: 22,50(
361,11: 330,00(
12,00( 12,00(
15,00( 15,00(
30,00( 30,00(
30,00( 30,00(
22,50( 22,50(
15,00( 15,00(
15,00( 15,00(
75,00( 75,00(
669,11! 960,00(
415,92! 415,92!
30,00( 30,00(
15,00( 15,00(
30,00( 30,00(
60,40( 60,40(
31,33¢ 15,00(
7,50( 7,50(
79,53¢ 45,00(
464,52: 22,50(
75,00( 75,00(
1,000,001 1,500,001
37,62 5,39(
180,08( 115,50(

Number and %
of Qutstanding
Shares of
Common Stock
Owned After
Completion of
Offering (2)
Number %

38,88¢
31,88¢

8,88¢

145,02!
31,111

16,33
34,53¢
52,02

32,23
64,58(




Special Situations Cayman Fund, L.P( 39. 135,90( 135,90( - *

Special Situations Fund Ill, QP, L.P. (¢ 40. 509,42 496,50( - *
Special Situations Fund IlI, L.P. (3 41, 42,60( 42,60( - *
Special Situations Life Sciences Fund, L.P. ( 42, 225,00( 225,00( - *
Special Situations Private Equity Fund, L.P. ( 43. 600,00( 600,00( - *
Stephen Walker Family Tru 44, 45,00( 45,00( - *
Steven Mintz 45, 22,50( 22,50( - *
Gregory H. Bailey 46. 80,17¢ 80,17¢ - *
Robert M. Levand: 47. 37,50¢ 37,50¢ 26,25( *
Christopher A. Marlet 48. 75C 75C - *
Anthony DiGiandomenict 49. 18C 18C - *
Karen Simi 50. 5,00( 5,00( - *
Scott Leact 51. 4,00( 4,00( - *
Peter Gmunde 52. 3,20(C 3,20(C - *
Gary Coher 53. 2,44( 2,44( - *
FOOTNOTES:

1. Beneficial ownership is determined in accordandd wie rules of the Securities and Exchange Comamsmnd generally includes voting or investment powith

respect to securities. Shares of common stock sutgeptions or warrants currently exercisablexercisable within 60 days of March 26, 2007 arenced
outstanding for computing the percentage of theqreholding such option or warrant but are not degoutstanding for computing the percentage ofaihgr person.

2. Percentage is based on 6,696,784 shares of comwanaitstanding.
3. Includes 10,000 shares of common stock underlyingant.
4. Number of shares of common stock offered include® @0 shares of common stock underlying a warfEimt. number of shares of common stock beneficmliyec

includes (i) 22,222 shares of common stock undeglyvarrants related to shares from a prior finageiand previously registered; and (i) 147,084 ebaf commo
stock underlying the warrant and excludes 102,9%H8es of common stock underlying the warrant bexz#us Foundation is contractually prohibited froxereising th:
warrant to the extent that the Foundation wouldefierally own in excess of 9.999% of the total nuemiof issued and outstanding shares of common sttiek suc
exercise. The Foundation is a texempt organization under Section 501(c)(3) of liternal Revenue Code of 1986, as amended, anthssified as a priva
foundation by the Internal Revenue Service. Votmgl dispositive power over all of the shares beraly owned by the Foundation is exercised byirtgestmer
committee, which is a committee of its board okdtors. Daniel C. Arnold, Joe M. Bailey, Scott Bagan and Randa Duncan Williams are members oftlestmer
committee of the Foundation. Neither the execudiivector nor any member of the investment committesy act individually to vote or sell shares beciafly ownec
by the Foundation; therefore, no individual comegtimember is deemed to beneficially own, withinrifeaning of Rule 138; any shares beneficially owned by
Foundation solely by virtue of the fact that hesbe is a member of the investment committee.

5. Number of shares of common stock offered includ2s,d00 shares of common stock underlying a wartdnimber of shares beneficially owned includes @)22:
shares of common stock underlying warrants relédeshares from prior financings and previously segied; and (ii) 125,000 shares of common stoclerdyitg ¢
warrant. Ventures is a private investment fund. s®hlaLtd. is the investment manager of Ventures hotfls voting power and dispositive power with exspto al
shares beneficially owned by Ventures pursuantwoitien agreement. Mr. Seaman is a registerecciah of Chaswil Ltd. and may be deemed to havshare votin
power and/or dispositive power with respect tashlres beneficially owned by Ventures.
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10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

Includes 5,000 shares of common stock underlyinguaant.
Includes 10,000 shares of common stock underlyingant.

Includes 5,000 shares of common stock underlyinguaant. Capital Growth Trust is a private investtnieind. Vicki Appel exercises voting and dispogtpower over
all of the shares beneficially owned by Capital @itto Trust.

Includes 50,000 shares of common stock underlying@ant.

Includes 5,000 shares of common stock underlyinguaant.Richard L. Clarkson exercises voting and disposipower over all of the shares beneficially owngdhe
Clarkson Family Trust.

Number of shares of common stock offered includ@®d0 shares of common stock underlying a warfdomber of shares beneficially owned includes (i)0DC
shares of common stock underlying a warrant; and8(B89 shares of common stock underlying warraetated to shares from prior financings and presiy
registered.

Includes 30,000 shares of common stock underlyingant.

Includes 30,000 shares of common stock underlyinguaant. David E. Jorden exercises voting andadijye power over all of the shares beneficiallyned by Davi
E. Jorden, IRA, Morgan Stanley & Co, Inc., Custodia

Number of shares of common stock offered includé9@ shares of common stock underlying a wariNumber of shares beneficially owned includes (50D, share
of common stock underlying a warrant; and (ii) Bl,&hares of common stock underlying warrants edl&b shares from prior financings and previouslgisterec
Davis Investments V, LP is a private investmentdfu@hristopher Davis exercises voting and disposipower over all of the shares beneficially owtgdDavis
Investments V, LP.

Number of shares of common stock offered includbe3,d00 shares of common stock underlying a wartdamber of shares beneficially owned includes @)7Z¢
shares of common stock underlying warrants relédeshares from prior financings and previously segjied and (ii) 110,000 shares of common stock nlyidg &
warrant. Laura Liang exercises voting and dispesifiower over all of the shares beneficially owhgdLD Family Investments, LLC.

Includes 4,000 shares of common stock underlyinguaant.

Includes 5,000 shares of common stock underlyimgaerant. Ernest Bartlett exercises voting and digtp@ power over all of the shares beneficiallynad by FE(
Gas, LLC.

Includes 10,000 shares of common stock underlyingant.

Includes 10,000 shares of common stock underlyinguaant. J. Livingston Kosberg exercises voting dispositive power over all of the shares benelfliciowned b
the J. Livingston Kosberg Trust.
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20.

21.

22.

23.

24.

25.

26.

27.

28.

29.

30.

31.

32.

Includes 7,500 shares of common stock underlyinguaant.
Includes 5,000 shares of common stock underlyinguaant.
Includes 5,000 shares of common stock underlyinguaant.

Includes 25,000 shares of common stock underlyinguaant. JTL Securities is a private investmemidfuloel Leonard exercises voting and dispositweey over a
of the shares beneficially owned by JTL Securities.

Excludes 320,000 shares of common stock underlgimgrrant that Magnetar is contractually prohibifienn exercising to the extent that Magnetar wdaddeficially
own in excess of 9.999% of the total number oféskand outstanding shares of common stock aftdr exercise. Magnetar Financial LLC is the investtegvisor o
Magnetar and consequently has voting control ardsiment discretion over securities held by Magnebdagnetar Financial LLC disclaims beneficial awship o
the shares held by Magnetar. Alec Litowitz hasngtontrol over Supernova Management LLC, whicthes general partner of Magnetar Capital Partn&sthe sol
managing member of Magnetar Financial LLC. As sulte Mr. Litowitz may be considered the benefigianer of any shares deemed to be beneficially owy
Magnetar Financial LLC. Mr. Litowitz disclaims beficial ownership of these shares.

Includes 415,925 shares of common stock underliagants. MDB is a private investment fund thatuared a warrant to purchase 115,925 shares of canstuzk it
connection with the Financing. Paul Smith exercissg and dispositive power over all of the slsaveneficially owned by MDB.

Includes 10,000 shares of common stock underlyingquaant. Grant Eckberg exercises voting and disipespower over all of the shares beneficially @erby MTW
Internet Holdings, Inc.

Includes 5,000 shares of common stock underlyimaaant.Greg Bailey exercises voting and dispositive poaager all of the shares beneficially owned by Pa
Group, Inc.

Includes 10,000 shares of common stock underlyinguaiant. V. Bailey exercises voting and dispositpower over all of the shares beneficially owngdPhrticipatin
Capital Corp.

Includes 20,400 shares of common stock underlyingants Raymond Kim is a financial consultant and acquieslarrant to purchase 400 shares of common st
connection with the Financing.

Number of shares of common stock offered includ€®® shares of common stock underlying a warranimber of shares of common stock beneficially ov
includes (i) 5,000 shares of common stock undegitime warrant; and (ii) 14,409 shares of commomwkstanderlying warrants to shares from prior finags an
previously registered. Renaissance Interests,ik.® private investment fund. Bradley C. Karp ek voting and dispositive power over all of thares beneficial
owned by Renaissance Interests, L.P.

Includes 2,500 shares of common stock underlyinguaant.

Number of shares of common stock offered include®d0 shares of common stock underlying a warddntber of shares beneficially owned includes: &)0D(
shares of common stock underlying the warrant; @ndL6,819 shares of common stock underlying watsarelated to shares from prior financings andvipresly
registered. T. Reichen exercises voting and dispegiower over all of the shares beneficially owiy Schroder & Co Bank AG .
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33.

34.

35.

36.

37.

38.

39.

40.

41.

42.

Number of shares of common stock offered includ88T shares of common stock underlying a warranmber of shares beneficially owned includes: (50D, share
of common stock underlying a warrant; (ii) 26,2%@es underlying an option; (iii) 263,667 sharega@hmon stock held by Ventures; (iv) 18,223 shafesommol
stock underlying series C warrants exercisable3at@® per share held by Ventures; (v) 125,000 shafeeommon stock underlying the April 2006 wargheld b
Ventures; and (vi) 5,334 shares of common stocletlyithg series C warrants exercisable at $30.0Gpare.

Includes 25,000 shares of common stock underlying@ant.

Number of shares of common stock offered includé8,@0 shares of common stock underlying a warfdomber of shares of common stock beneficially od
excludes 500,000 shares of common stock underlyingrrant because the SF Capital Partners Ltargactually prohibited from exercising the warrémthe exter
that the SF Capital Partners Ltd. would benefigiallvn in excess of 9.999% of the total number sfiesd and outstanding shares of common stock aftér exercist
SF Capital Partners Ltd. is a private investmentfuBrian H. Davidson exercises voting and dispesipower over all of the shares beneficially owtgdSF Capite
Partners Ltd, but Messrs Roth and Stark disclaimefieial ownership of such shares.

Number of shares of common stock offered includ89® shares of common stock underlying a warrantmbker of shares beneficially owned includes: 5,888res ¢
common stock underlying a warrant; and (ii) 10,382res of common stock underlying warrants relaeshares from prior financings and previously segied. Sneh
Patel is a financial consultant and acquired theama to purchase 5,390 shares of common stockrinection with the financing.

Number of shares of common stock offered includ&8@0 shares of common stock underlying a warNumber of shares beneficially owned includes: 38,50are
of common stock underlying a warrant; and (ii) 3B4hares of common stock underlying warrantsedl&d shares from prior financings and previoustyistered.

MGP is the general partner of Special Situationsdmul, QP, L.P. and Special Situations Fund IIPLAWM is the general partner of MGP and the gehgartner c
and investment adviser to the Special Situationgm@a Fund, L.P. SSTA is the general partner of iamdstment adviser to the Special Situations TeldgyFund
L.P. and the Special Situations Technology Fund.P. MG is the general partner of and investmelviser to the Special Situations Private EquitydsunP. LS is th
general partner and investment adviser to the 8p8duations Life Sciences Fund, L.P. Austin W.rk#&aand David M. Greenhouse are the principal owieéMGP
AWM, SSTA, MG and LS. Through their control of MGRWM, SSTA, MG and LS, Messrs. Marxe and Greenhalsgre voting and investment control over
portfolio securities of each of the funds listedad.

Includes 45,300 shares of common stock underlying@ant.
Includes 165,500 shares of common stock underlgingrrant.
Includes 14,200 shares of common stock underlyingant.

Includes 75,000 shares of common stock underlying@ant.
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43. Includes 200,000 shares of common stock underlgingrrant.

44, Includes 15,000 shares of common stock underlyimgaant. Stephen Walker exercises voting and gispe power over all of the shares beneficiallynad by th
Stephen Walker Family Trust.

45, Includes 7,500 shares of common stock underlyinguaant.

46. Number of shares of common stock offered inclL38,928shares of common stock underlying a warrant. Nunobshares beneficially owned includes: 38,928 &{
of common stock underlying a warrant; (i) 17,50@ues underlying options; (iii) 10,000 shares ahown stock held by Palantir Group, Inc., an entityvhich Dr
Bailey has investment and voting power; and (iW)0B, shares of common stock underlying a Warrand bgl Palantir Group, Inc. Gregory H. Bailey acqdirtie
warrant to purchase 38,928 shares of common stwekfimancial consultant of the Company in conmectith the Financing.

47. Includes 37,508 shares of common stock underlyingaarant. Robert M. Levande is a financial consultand acquired these securities in connection Wit
Financing.

48. Includes 750 shares of common stock underlying eamé Christopher A. Marlett is a financial cortank and acquired these securities in connectich thie
Financing.

49. Includes 180 shares of common stock underlying eamé Anthony DiGiandomenico is a financial coniant and acquired these securities in connectidh tinie
Financing.

50. Includes 5,000 shares of common stock underlyinguaant. Karen Simi is a financial consultant anduared these securities in connection with theaRaing.

51. Includes 4,000 shares of common stock underlyinguaant. Scott Leach is a financial consultant aoguired these securities in connection with th@af¢ing.

52. Includes 3,200 shares of common stock underlyinguaant. Peter Gmunder is a financial consultadtaeqguired these securities in connection withRimancing.

53. Includes 2,440 shares of common stock underlyinguaant. Gary Cohen is a financial consultant asguaed these securities in connection with theaRkaing.

CERTAIN RELATIONSHIPS AND RELATED PARTY TRANSACTION S

Prior to the April 2006 financing, Mr. Seaman, widually owned 5,050 shares of our common stocl, @eries C warrants to purchase 4,000 shares afutheommo
stock. In addition, Ventures, an entity in which.Meaman may be deemed to have voting power amd/stment power, owned 13,667 shares of our comstmok, and Series
warrants to purchase 18,223 shares of the Compasgrhmon stock. In connection with the April 20@@ahcing, (i) Mr. Seaman individually purchasedQ®) shares of o
common stock and was issued a Warrant to purch&®@ ghares of our common stock, and (ii) Ventaeguired 250,000 shares of our common stock ancaai to purcha:
125,000 shares of our common stock. Pursuant té-¢lumdation 13D, Mr. Seaman has concluded thatoes dot have beneficial ownership of the sharestadk held by th
Foundation. Additionally, pursuant to the Foundatik8D, Mr. Seaman and other reporting persons nahedin may be deemed to constitute a group fopgees of Section 13
(d) or Section 13(g) of the Exchange Act. Howetlee Foundation, Ventures, Chaswil, Ltd., and Saman expressly disclaim (i) that, for purposeSaaftion 13(d) or Sectir
13(g) of the Exchange Act, they are a member abam with respect to our securities held by DLD Harimvestments, LLC, Mr. Arnold, Mr. Bailey or M&Villiams and (ii) the
they have agreed to act together with DLD Familyebtments, LLC, Mr. Arnold, Mr. Bailey or Ms. Wiélms as a group other than as described in the Rtiondl3D. Th
reporting persons in the Foundation 13D, other thlitnSeaman and Ventures, own in the aggregaie786,667 shares of common stock; (ii) 44,445 ekaf common stor
underlying Series C warrants exercisable at $3pedGhare; and (iii) 260,000 shares of common stmelerlying April 2006 Warrants.
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In connection with the April 2006 financing, (i) IRBatir Group, Inc., an entity in which Dr. Bailen$ voting power and/or investment power, acqui@®d0 shares
our common stock and a Warrant to purchase 5,08feslof the Company’common stock, (ii) ) MDB Capital Group LLC, antignin which Dr. Bailey is an managing direci
but disclaims any voting power and/or investmenv@q acquired 200,000 shares of the Company’s camstack and a Warrant to purchase 100,000 shardgeofompany
common stock, and (i) MDB Capital Group LLC reeed $1,723,300 for its services in the April 20@8ahcing and a three year warrant to purchase 308sBares of o
common stock at $5.00 per share, of which MDB Géyiiroup LLC assigned the right to purchase 38 &#8es of common stock to Dr. Bailey on April 2808.

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

We are authorized to issue 100,000,000 sharesmfmmm stock, par value $0.50 per share. As of M2&h2007, there were 6,696,784 shares of commak ssue:
and outstanding. Each share of common stock iflemhtio one vote per share for the election ofaoes and on all other matters submitted to a wbtstockholders. There are
cumulative voting rights. Common stockholders dbhave preemptive rights or other rights to sultecfor additional shares, and the common stocktisubject to conversion
redemption. In the event of liquidation, the hoklef common stock will share equally in any balaoteorporate assets available for distributiothtem. Subject to the rights
holders of the any other securities subsequentlyeid, holders of the common stock are entitlec@teive dividends when and as declared by our BefRirectors out of func
legally available. We have not paid any dividenidee our inception and have no intention to pay dinidends in the foreseeable future. Any futurédnds would be subject
the discretion of the Board of Directors and wodépend on, among other things, our future earnithgspperating and financial condition, our capiejuirements, and gene
business conditions.

Preferred Stock

We are authorized to issue 10,000,000 shares ¢érpee stock, no par value per share. As of Mai8h2D07, no shares of preferred stock are issuddatstanding
Our Board of Directors can, without approval of stwckholders, issue one or more series of prefesteck. If we offer preferred stock, our BoardDofectors will determine tt
number of shares and the rights, preferences amthtions of each series. These rights, prefereanddimitations may include specific designatiomsmber of shares, liquidati
value, dividend rights, liquidation and redemptiaghts, voting rights,
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Warrants and Options

2004 Stock Incentive Plan Pursuant to our 2004 Stock Incentive Plan we issye to our officers, directors, employees andsoltants incentive stock options, non-
qualified stock options and shares of restrictedlst The plan provides for us to issue up to 1,200,shares of its common stock pursuant to awamndenthe plan. As of Mar
26, 2007 we had outstanding options, granted patgoehe plan, to purchase 762,970 shares of camstuck. The plan is designed to qualify underlitiernal Revenue Code
an incentive stock option plan.

Series C Warrants. As of March 26, 2007 we have issued and outsten8eries C Warrants to purchase an aggregatd 537 of our common shares. The Seri
Warrants are exercisable at any time at an exemmige of $30.00 per share and expire on June @I0.2The Series C Warrants are exercisable imnedgiaind are on
exercisable by “accredited investors” as defineRégulation D under the Securities Act of 1933.

April 2006 Warrants . In an offering consummated April 17, 2006, weuess warrants to acquire an aggregate of 2,300,6a86es. The April 2006 warrants have
exercise price of $6.50 per share. We have the talall the April 2006 warrants commencing Jue 2007 if the closing bid price per share of oomeon stock equals
exceeds $13.00 for twenty consecutive trading dayghich the daily average trading volume of thenooon stock is at least 20,000 shares.

Placement Agent Warrants. In connection with the 15% Convertible Exchandeatote offering and the common stock offeringsseld June 17, 2005 we issue
the placement agent and other brokerage firmsdsettofferings warrants to purchase an aggrega46,085 shares of common stock at an exercise pfi$&5.00. These warrai
are exercisable immediately and will expire Jung2D00.

Other Obligations To Issue Shares Our license agreement with the University of @Glgie obligates us, by April 30, 2007, to issue 23 $2ares of common stock.

Restrictions on Sales By Certain Existing Sharehokts. A total of 250,000 shares held by Top Tier Investmé&LC and various other shareholders are sultfee
lock-up agreement effective November 5, 2004 timaitd sales to an aggregate of 31,250 shares of@mmon stock per 9@ay period. There is no termination provision irs
lock-up agreement.

PLAN OF DISTRIBUTION

The selling stockholders, which as used hereirubhes donees, pledgees, transferees or other sarsésiterest selling shares of common stock or intsresshare
of common stock received after the date of thispeetus from a selling stockholder as a gift, peegigrtnership distribution or other transfer, nfagm time to time, sell, transf
or otherwise dispose of any or all of their shasEsommon stock or interests in shares of commooksbn any stock exchange, market or trading fodn which the shares ¢
traded or in private transactions. These dispasitimay be at fixed prices, at prevailing marketgsiat the time of sale, at prices related to teegiling market price, at varyi
prices determined at the time of sale, or at naggdi prices.

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

. ordinary brokerage transactions and transactiomgich the broker-dealer solicits purchasers;
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. block trades in which the broker-dealer will attargpsell the shares as agent, but may positiorresell a portion of the block as principal to faate the transaction;

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

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

. privately negotiated transactions;

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

. through the writing or settlement of options orethedging transactions, whether through an op@swhange or otherwise;

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

. a combination of any such methods of sale; and

. any other method permitted by law.

The selling stockholders may, from time to timesdge or grant a security interest in some or athefshares of common stock owned by them anbeif default in th
performance of their secured obligations, the pbdedgor secured parties may offer and sell the shafreommon stock, from time to time, under thisgpectus, or under
amendment to this prospectus under Rule 424(b)(8}h®r applicable provision of the Securities Aoiending the list of selling stockholders to in@utle pledgee, transferee
other successors in interest as selling stockhsldader this prospectus. The selling stockholdlss may transfer the shares of common stock inratlreumstances, in whi
case the transferees, pledgees or other succéssotsrest will be the selling beneficial owneos purposes of this prospectus.

In connection with the sale of our common stocknoerests therein, the selling stockholders magreimto hedging transactions with broldgalers or other financ
institutions, which may in turn engage in shoresabf the common stock in the course of hedgingptigtions they assume. The selling stockholderg atgo sell shares of ¢
common stock short and deliver these securitieddse out their short positions, or loan or pletige common stock to brokeiealers that in turn may sell these securities
selling stockholders may also enter into optiorotirer transactions with brokeéealers or other financial institutions or the ti@aof one or more derivative securities wt
require the delivery to such broker-dealer or offrencial institution of shares offered by thioppectus, which shares such brodleeler or other financial institution may re
pursuant to this prospectus (as supplemented ondadeto reflect such transaction).

The aggregate proceeds to the selling stockhofdens the sale of the common stock offered by theithbve the purchase price of the common stock tissounts ¢
commissions, if any. Each of the selling stockhoddeserves the right to accept and, together thighr agents from time to time, to reject, in wholein part, any propos
purchase of common stock to be made directly autin agents. We will not receive any of the prosefeasim this offering. Upon any exercise of the vaats by payment of ca:
however, we will receive the exercise price of warants.

The selling stockholders also may resell all oraipn of the shares in open market transaction®liance upon Rule 144 under the Securities Act983, provide
that they meet the criteria and conform to the iemuents of that rule.
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The selling stockholders and any underwriters, éralealers or agents that participate in the sala@tbmmon stock or interests therein may be "undims" withir
the meaning of Section 2(11) of the Securities Acty discounts, commissions, concessions or pthéy earn on any resale of the shares may be uniiagvdiscounts ar
commissions under the Securities Act. Selling stotdters who are "underwriters" within the meanirfigSection 2(11) of the Securities Act will be sutij¢o the prospect
delivery requirements of the Securities Act.

To the extent required, the shares of our commocksto be sold, the names of the selling stockhsldie respective purchase prices and publiciaffgorices, th
names of any agents, dealer or underwriter, aniicaigbe commissions or discounts with respect padicular offer will be set forth in an accompamyiprospectus supplement
if appropriate, a post-effective amendment to #ggstration statement that includes this prospectus

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

We have advised the selling stockholders that titieraanipulation rules of Regulation M under the ExagAct may apply to sales of shares in the markdtte the
activities of the selling stockholders and thefiliates. In addition, to the extent applicable wi make copies of this prospectus (as it may tygpdemented or amended from fti
to time) available to the selling stockholders tioe purpose of satisfying the prospectus deliveguirements of the Securities Act. The selling ldhatders may indemnify al
broker-dealer that participates in transactionslving the sale of the shares against certainlitegs, including liabilities arising under the Seities Act.

We have agreed to indemnify the selling stockhadeyainst liabilities, including liabilities und#ére Securities Act and state securities laws, irglab the registratic
of the shares offered by this prospectus.

We have agreed with the selling stockholders tpkbe registration statement of which this prospeconstitutes a part effective until the earliefl) such time as ¢
of the shares covered by this prospectus have disposed of pursuant to and in accordance withigbestration statement or (2) the date on whichstieres may be sold purst
to Rule 144(k) of the Securities Act.

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

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

This prospectus is part of a registration statemenfile with the Securities and Exchange Commissikhis prospectus does not contain all of therinfation containe
in the registration statement and all of the exhilaind schedules thereto. For further informatibauad Opexa Therapedtics, Inc., please see the etenpgistration stateme
Summaries of agreements or other documents imptioispectus are not necessarily complete. Please tiethe exhibits to the registration statementcfamplete copies of su
documents.

We file annual, quarterly and special reports, pretatements and other information with the Seiasriand Exchange Commission under the Securitiehdbge Act ¢
1934. You may read and copy the registration statgpincluding exhibits and schedules filed withait the SEG public reference facilities at 100 F Street N.Washingtor
D.C. 20549. You may obtain information on the ogieraof the public reference room in WashingtonCDby calling the Securities and Exchange Commissin1-800-SEC-
0330.

We file information electronically with the Secue and Exchange Commission. Our Securities antidhge Commission filings also are available from $ecurities
and Exchange Commission’s Internet site at httpuifusec.gov, which contains reports, proxy and imfation statements and other information regardisgers that file
electronically.

50




Audited Financial Statements

Report of Independent Registered Public Accounfimm
Consolidated Balance Sheet as of December 31, 2006

Consolidated Statements of Expenses for the yealsdeDecember 31, 2006 and 2005 and the period Jeomary 22, 2003 (Inception) through

December 31, 2006

Consolidated Statement of Changes in Stockholdgustffrom January 22, 2003 (Inception) through &mber 31, 2006
Consolidated Statements of Cash Flows for the yeaded December 31, 2006 and 2005 and the penadJanuary 22, 2003 (Inception) through

December 31, 2006
Notes to Consolidated Financial Stateme

INDEX TO FINANCIAL STATEMENTS

51

F-1
F-2

F-3
F-4

F-6
F-8




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

To the Board of Directors

Opexa Therapeutics, Inc.
(formerly PharmaFrontiers Corp.)
(a development stage company)
The Woodlands, Texas

We have audited the accompanying consolidated balaheet of Opexa Therapeutics, Inc. (a developstage company), as of December 31, 2006 and ldtedeconsolidated
statements of expenses, changes in stockholderiyend cash flows for the years ended Decembge2@16 and 2005 and the period from January 223 2B@eption) through
December 31, 2006. These consolidated financitdmsiants are the responsibility of Opexa’s managén@ur responsibility is to express an opinion bese consolidated
financial statements based on our audits.

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

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

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

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

Assets
Current assett
Cash and cash equivalel
Investment in marketable securit
Other current asse

Total current asse

Intangible assets, net accumulated amortizatidB8d33,56¢
Property & equipment, net accumulated amortizatib$395,284

Total asset

Liabilities and Stockholders' Equity
Current liabilities:

Accounts payabl

Stock payabl

Accrued expense

Note payable

Current maturity of long term de

Derivative liability

Total current liabilities
Long term liabilities:

Loan payable

Total liabilities

Commitments and contingenci

Stockholders' equity

Convertible preferred stock, no par value, 10,000 $hare:authorized, none issued and outstanc
Common stock, $0.50 par value, 100,000,000 shar®azed 6,696,784 shares issued and outstan

Additional paid in capita
Deficit accumulated during the development st

Total stockholders' equil

Total liabilities and stockholders' equ

See accompanying summary of accounting policies
and notes to consolidated financial statements
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December 31,
2006

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

15,444,89

24,723,20
1,361,37

41,529,47

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

9,287,12:

96,24

9,383,37!

3,348,35

63,118,18
(34,320,43)

32,146,10

41,529,47




Research and developme
General and administratiy
Depreciation and amortizatic
Loss on disposal of ass¢

Operating los:

Interest incom
Other income
Gain on derivative liability

Interest expens

Net loss

Basic and diluted loss per shi

Weighted average shares outstanc

OPEXA THERAPEUTICS, INC.
(a development stage company
(formerly PharmaFrontiers Corp.)
CONSOLIDATED STATEMENTS OF EXPENSES
Years ended December 31, 2006 and 2005 and
Period from January 22, 2003 (Inception) to Decemlye31, 2006

Inception
through
2006 2005 2006
$ 7,612,93. 4,183,351 $ 12,428,90
5,461,04 6,259,07! 14,206,46
1,818,79! 1,735,20! 3,818,82:
2,37¢ 22,81( 482,30¢
(14,895,15) (12,200,45) (30,936,51)
688,29¢ 81,93( 776,22:
46,45( 28,17« 77,00:¢
104,97¢ 3,896,84. 4,001,81!
(984) (7,323,85) (8,238,96)
$ (14,056,40) (15,517,35) $ (34,320,43)
$ (2.67) (9.90 N/A
5,390,91! 1,564,83 N/A

See accompanying summary of accounting policies
and notes to consolidated financial statements
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Shares issued for ca
Shares repurchased and cance
Discount related tc

beneficial conversion featu

warrants attached to de
Net loss

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

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

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

CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS'

EQUITY
Period from January 22, 2003 (Inception) through Deember 31, 200¢

Transition of warrants from equity instrumentsitllity instruments -

Net loss

Additional
Common Stock Paid in Accumulated
Shares Par Capital Deficit Total

525,00( $ 262,500 $ (261,500 $ - 1,00(
(170,629 (85,31 84,98¢ - (325)
- - 28,18( - 28,18(
- - 28,18( - 28,18(
- - - (126,00:) (126,00:)
354,37! 177,18 (120,157) (126,00:) (68,96¢)
2,25( 1,12¢ 7,87t - 9,00(
206,50( 103,25( 745,75( - 849,00(
24,26¢ 12,13t 414,94( - 427,07!
99,74( 49,87( (197,607 - (147,73)
250,00( 125,00( 23,625,00 - 23,750,00
16,10( 8,05( 280,31t - 288,36t
60,75( 30,37t 217,99 - 248,37(
(8,000 (4,000 4,00( - -
- - 855,84 - 855,84
- - 1,848,50: - 1,848,50:
- - 123,33: - 123,33:
- - - (4,620,66.) (4,620,66.)
1,005,98: 502,99: 27,805,80 (4,746,66) 23,562,13
389,45: 194,72! 5,151,49:; - 5,346,21
611,02¢ 305,51 7,343,93. - 7,649,441
2,30(C 1,15(C 159,85( - 161,00(
29,19« 14,597 1,853,78 - 1,868,38
24,00( 12,00( 1,000,401 - 1,012,401
- - 831,94« - 831,94«
- - 1,433,10: - 1,433,10:
- - 2,487,74. - 2,487,74
- - 2,373,88: - 2,373,88
- (20,658,49) - (10,658,49)
- - - (15,517,35) (15,517,35)
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Balances at December 31, 2C

Shares issued fo
cash, net of offering cos
debt

Option expens

Warrant expens

Net loss

Balances at December 31, 2(

2,061,95! 1,030,97 39,783,45 (20,264,02) 20,550,40
4,600,001 2,300,001 18,853,51 - 21,153,51
34,82¢ 17,37 162,62( - 180,00(

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

- - 1,568,961 - 1,568,961

- - - (14,056,40) (14,056,40)
6,696,86 $ 3,348,35 $  63,118,18 $  (34,320,43) $ __ 32,146,10

See accompanying summary of accounting policies
and notes to consolidated financial statements
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OPEXA THERAPEUTICS, INC.

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

CONSOLIDATED STATEMENTS OF CASH FLOWS
Years ended December 31, 2006 and 2005 and the

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

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

Net cash used in operating activit

Cash flows from investing activitie
Purchase of licens¢

Purchase of property & equipme

Net cash used in investing activiti

Cash flows from financing activitie
Common stock sold for cash, net of offering costs

Common stock repurchased and canc
Proceeds from del
Repayments on notes paya

Net cash provided by financing activiti

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

Cash and cash equivalents at end of pe
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Inception
through

2006 2005 2006
(14,056,40) $ (15,517,35) $ (34,320,43)
- 1,012,401 1,861,401
- 109,07( 109,07(
- 5,516,63! 6,313,20!
(25,919 - (25,919
1,644,67: 1,637,12! 3,533,56!
(104,979 (3,896,84) (4,001,81)
174,11 98,08( 285,25:
- 365,91( 365,91(
4,318,58. 4,861,62! 9,303,54!
2,37¢ 22,81( 482,30¢
359,39¢ 26,36( 444 56:
(2,926,18,) - (2,926,18)
(340,87¢) (88,185 (468,012
(105,24() 23,65¢ (50,259
- (388,21() (388,21()
(11,060,44) (6,216,91) (19,482,00)
(125,00() - (357,74
(619,14 (258,907 (1,051,05)
(744,14) (258,90) (1,408,79)
21,153,522 5,346,21 26,509,73
- - (325)
110,32: 2,896,88! 6,464,91.
- (58,614 (63,614
21,263,84 8,184,48! 32,910,71
9,459,241 1,708,67. 12,019,91
2,560,661 851,99: -
12,019,91 $ 2,560,661 $ 12,019,91




Cash paid for
Income tax
Interest

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

- warrants

- beneficial conversion featu

- stock attached to not
Fair value of derivative instrume

Stock payable

180,00(

112,44(

See accompanying summary of accounting policies
and notes to consolidated financial statements
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1,868,38:
525,51
6,159,61!
17,17¢

1,433,10:
831,94«
999,07-

6,761,65!

$ 23,750,00
147,73¢

2,295,45!

525,51

6,407,98!

197,17¢

93,36¢

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

112,44(




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

NOTE 1 - SUMMARY OF ACCOUNTING POLICIES

Opexa Therapeutics, Inc. (“Opexa”), was incorpatateTexas in March, 1991 as a bio-pharmaceuticaigany engaged in developing autologous personkdiek therapies.
During the development stage, Opexa acquired thidwale license to technology developed at Argohagional Laboratory, a U.S. Department of Energhdratory Operated
by the University of Chicago (“Argonne”). This ia @xclusive license to a stem cell technology inciwladult multi-potent stem cells are derived frotanocytes obtained from
the patient’s own blood (the “License”). A patepphcation was filed in November 2003, with the téui States Patent and Trade Office regarding ttentdogy involved in the
License.

On October 7, 2004, Opexa acquired all of the antling stock of Opexa Pharmaceuticals, Inc., aityethiat has the exclusive worldwide license fromyBr College of Medicin
to an individualized T-cell therapeutic vaccineyarin™, which is in U.S. FDA Phase IIb human claditrials to evaluate its safety and effectiveniagseating multiple sclerosis.

Development Stage CompanyThe Company is considered to be in the Developrsige as defined in Statement of Financial Accognfitandards No. 7. The Company has no
revenues to date.

Basis of Presentationin June 2006, the Company (i) changed its namepex® Therapeutics, Inc. from PharmaFrontiers Campl. (ii) effected a one-for-ten reverse common
stock split. All references to number of shares p@dshare amounts reflect such split as if it oezlion the first day of the first period presenfBde consolidated financial
statements include the accounts of Opexa Theragseuitic. and its wholly-owned subsidiary, OpexarRtaeuticals, Inc. Significant inteempany accounts and transactions t
been eliminated.

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

Use of Estimates in Financial Statement PreparatianThe preparation of consolidated financial statem@ntonformity with accounting principles geneyalccepted in the
United States of America requires management tceneskimates and assumptions that affect the repanmunts of assets and liabilities, the disclogfi@ntingent assets and
liabilities at the date of the consolidated finahaitatements, and the reported amounts of reveaneeexpenses during the reporting period. Actesilts could differ from those
estimates.

Cash, Cash Equivalents and Marketable Securitieszor purposes of the statements of cash flows, egslvalents include all highly liquid investmentghworiginal maturities ¢
three months or less. Marketable securities inclodestments with maturities greater than three iiobut less than one year. The primary objectioethe fixed income
investment portfolio are liquidity and safety ofrpripal. Investments are made with the objectivadfieving the highest rate of return consisteri Wiese two objectives.
Opexas investment policy limits investments to certaipds of instruments issued by institutions prinyaniith investment grade credit ratings and plaessrictions on maturitie
and concentration by type and issuer.

Long-lived AssetsProperty and equipment are stated on the basistofrital cost less accumulated depreciation. Daatien is provided using the straight-line metloer the
estimated useful lives of the assets. Major rengwatl improvements are capitalized, while minotasgments, maintenance and repairs are chargedrent operations.
Impairment losses are recorded on ldingd assets used in operations when indicatoispairment are present and the undiscounted casls féstimated to be generated by ti
assets are less than the assets’ carrying amount.
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Income Taxes.Income tax expense is based on reported earnidigeshiacome taxes. Deferred income taxes reflegtitipact of temporary differences between assets an
liabilities recognized for consolidated financiaporting purposes and such amounts recognizedXguurposes, and are measured by applying enaotadtes in effect in years
which the differences are expected to reverse.

Stock-Based CompensationOn January 1, 2006, Opexa began recording compensatpense associated with stock options and doiers of equity compensation in
accordance with Statement of Financial Accountitapn8ards No. 123RShare-Based Paymexis interpreted by SEC Staff Accounting Bulletin 67. Prior to January 1, 2006,
Opexa had accounted for stock options accordiriegrovisions of Accounting Principles Board OpmiNo. 25Accounting for Stock Issued to Employeexs] related
interpretations, and therefore no related compé@rsakpense was recorded for awards granted withtniasic value. Opexa adopted the modified prasipe transition method
provided for under SFAS No. 123R, and, consequghdye not retroactively adjusted results from ipperiods. Under this transition method, compensatost associated with
stock options recognized in the first quarter etil 2006 includes the quarterly amortization eglab the remaining unvested portion of all stoplian awards granted prior to
January 1, 2006, based on the grant date fair \edtimated in accordance with the original provisiof SFAS No. 123.

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

Inception through

2005 2006

Net loss as reporte $ (15,517,35) $ (34,320,43)
Add: stock based compensation determined u

instrinsic value based meth 2,487,74. 2,611,07.
Less: stock based compensation determined t

fair value based methc (4,264,01) (4,417,37)
Pro forma net los $ (17,293,62) $ (36,126,73)
Basic and diluter

Net loss per common she $ (9.90 N/A

As reportec $ (11.10) N/A

Research and DevelopmenResearch and development expenses include sala@l@®d employee expenses, clinical trial expegmsasgarch expenses, consulting fees, and
laboratory costs. All costs for research and dguelent activities are expensed as incurred. Opepareses the costs of licenses of patents and tiseqution of patents until the
issuance of such patents and the commercializafioglated products is reasonably assured. Researtklevelopment expense for the year ended Dece3th2006 was
$7,612,932, as compared to $4,183,356 for the greded December 31, 2005.

Accounting for Derivative Instruments . Statement of Financial Accounting Standard (“SPA%. 133, “Accounting for Derivative Instrumerasid Hedging Activities,” as
amended, requires all derivatives to be recordetherbalance sheet at fair value. Opexa’s derieatare separately valued and accounted for onadante sheet. Fair values for
securities traded in the open market and derivatiare based on quoted market prices. Where marikesmare not readily available, fair values areedeined using market based
pricing models incorporating readily observable keadata and requiring judgment and estimates.




The pricing model Opexa used for determining failues of its derivatives is the Black Scholes Rgdlodel. Valuations derived from this model argjsat to ongoing internal
and external verification and review. The modelsusgrket-sourced inputs such as interest ratebaege rates and option volatilities. Selectionhefse inputs involves
management's judgment and may impact net income.

In September 2000, the Emerging Issues Task FOESER") issued EITF 00-19, "Accounting for Derivedi Financial Instruments Indexed to and Potenti@éstled in, a
Company's Own Stock," ("EITF 00-19") which requifesmestanding contracts that are settled in a coyipawn stock, including common stock warrantdhealesignated as an
equity instrument, asset or a liability. Under firevisions of EITF 00-19, a contract designatedraasset or a liability must be carried at faiueabn a company's balance sheet,
with any changes in fair value recorded in the canys results of operations. A contract designatedn equity instrument must be included withinitggand no fair value
adjustments are required.

In December 2006, the FASB issued FASB Staff RmsiNo. EITF 00-19-2, Accounting for RegistrationyReent Arrangements (EITF 00-19-2). EITF 00-19-2raddes an
issuer’s accounting for registration payment areamgnts. It specifies that the contingent obligatmmake future payments or otherwise transfer idenation under a registration
payment arrangement, whether issued as a separaenzent or included as a provision of a finanicisirument or other agreement, should be separsgetgnized and measured
in accordance with FASB Statement No. 5, AccounfargContingencies. The guidance in EITF 00-19-2ads FASB Statements No. 133, Accounting for Déireadnstruments
and Hedging Activities, and No. 150, Accounting @ertain Financial Instruments with Characteristitboth Liabilities and Equity, and FASB Interpagon No. 45, Guarantor's
Accounting and Disclosure Requirements for Guaesticluding Indirect Guarantees of Indebtednés3tioers, to include scope exceptions for regigtrepayment
arrangements. EITF 00-19-2 also requires additidisllosure regarding the nature of any registrapiayment arrangements, alternative settlementadeftthe maximum
potential amount of consideration and the currantying amount of the liability, if any. This EITiE effective immediately for registration paymenaagements and the financial
instruments subject to those arrangements thatrgezed into or modified subsequent to the datssafe of this EITF. For registration payment aremngnts and financial
instruments subject to those arrangements that @rgeged into prior to the issuance of this EIT#s ts effective for financial statements issuedffecal years beginning after
December 15, 2006, and interim periods within tHigseal years. The impact of implementing EITF D82 in the fiscal year 2007 will result in a curtiNe effect of a change in
accounting principle with a credit to beginningaieed earnings of $6,656,677 and a reversal oféinge amount to the derivative liability account.

Recently Issued Accounting Pronouncements.

In February 2006, the FASB issued SFAS 155, "Actiagrfor Certain Hybrid Financial Instruments," whiamends SFAS 133, "Accounting for Derivative fastents and
Hedging Activities" and SFAS 140, "Accounting forahsfers and Servicing of Financial Assets andrigxtishments of Liabilities." SFAS 155 simplifieethccounting for certa
derivatives embedded in other financial instruméntsllowing them to be accounted for as a whoteefholder elects to account for the whole insgntron a fair value basis.
SFA 155 also clarifies and amends certain othevipians of SFAS 133 and SFAS 140. SFAS 155 is &ffedor all financial instruments acquired, issu@dsubject to a
remeasurement event occurring in fiscal years Inéggnafter September 15, 2006 and is thereforeiredjto be adopted by the Company as of Octob2006. Management is
still evaluating what effect this will have on tB@mpany’s financial statements.

In July 2006, the FASB issued Interpretation No.(B8\ No. 48), "Accounting for Uncertainty in Incamlaxes." This interpretation requires recognitéma measurement
uncertain income tax positions using a "more-likisignnot" approach. FIN No. 48 is effective for fiscaays beginning after December 15, 2006. Managemaestill evaluatin:
what effect this will have on the Company’s finalatatements.

In September 2006, the FASB issued SFAS 1Fajr‘Value Measurements." This standard defines\alue, establishes a framework for measuring ¥alue in generall
accepted accounting principles, and expands disidoabout fair value measurements. This statenseefféctive for financial statements issued focdlsyears beginning af
November 15, 2007. Early adoption is encourageé. ddoption of SFAS 157 is not expected to have tenahimpact on the financial statemer
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There were various other accounting standardsraedpretations issued during 2006 and 2005, nonehath are expected to have a material impact erCtbmpany’s
consolidated financial position, operations or céshs.

NOTE 2 - MARKETABLE SECURITIES

At December 31, 2006, Opexa invested $10.9 millioim A-1/P-1 commercial paper, of which $2.9 nafliis invested in marketable securities, and $3l€omis invested in a
money market account with an average market yie§138% and average time to maturity of 1.32 monlthterest income of $688,299 was recognized ferttrelve months end
December 31, 2006 in the consolidated statemerggpenses.

NOTE 3 - LICENSE AGREEMENTS

University of Chicago License Agreement

In 2004 Opexa entered into an agreement with thigddsity of Chicago (“University”) for the worldwallicense to technology developed at Argonne Natibaboratory, a U.S.
Department of Energy Laboratory Operated by thevéhsity. In consideration for the license, Opexalphe University $57,742 and issued 23,719 shaa@sed at $1,199,706. In
December 2004, the License Agreement was amendadigy Opexa an exclusive, non-transferable woiddwicense to the University'stem cell technology. In consideration
the amendment, Opexa paid the University an additi$175,000, issued the University 550 share®ofroon stock valued at $352,000, agreed to pay thieelsity $1,500,000
on October 30, 2005 and agreed to issue the Uiityetsares of Opexa common stock, including theeshalready issued, equal to 2.6% of the totaltantsng number of shares
after conversion of the 15% exchangeable convershbordinated promissory notes. In June 200582 7%HAares of common stock were issued to the Usityesf Chicago per the
terms of a license agreement. These shares werelegtat $867,064. In August 2005, 1,710 shareswimon stock were issued to the University of Ciicper the terms of a
license agreement. These shares were recorde@@@84. In October 2006, the $1,500,000 cash payoigigation was extended until April 30, 2007 gfijithe obligation to
issue 21,623 shares of Opexa’s common stock isswedms extended until April 30, 2007, with $112,44@rued at December 31, 2006.

Shanghai I nstitute for Biological Science License Agreement

In January 2006, Opexa acquired an exclusive wadehicense for the intellectual property rightslaesearch results of an autologous T cell vacimneneumatoid arthritis from
the Shanghai Institute for Biological Science, Ghikcademy of Science of the People’s Republic dh&hn exchange for a payment of $125,000 andgaeeal running royalty
from the sale of commercialized products, Opexaixes all information and data related to all dalitrials on all patient controls and patientshwheumatoid arthritis with the T
cell vaccine. This includes all clinical, cell prdsement and manufacturing protocols, complete patata sheets, all laboratory materials, methadsrasults and manufacturing
records and documents and any other data relatibé totellectual property. The first payment untter license occurred in April 2006 upon the deljvef materials pursuant to
the terms of the licensing agreement. Opexa anezrtizis intangible asset over its life of 19 yeand as of December 31, 2006 the intangible asseahainamortized balance of
$120,311.

NOTE 4 - INTANGIBLE ASSETS

Intangible assets consisted of the following atéeber 31, 2006:
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Description Life Amount

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

The Company believes that patent rights form onigsahost valuable assets. Patents and patentcagiphis are a key currency of intellectual propeggpecially in the early stage
of product development, as their purchase and exaamice gives the Company access to key productagenent rights from Opexa’s academic partners. ddrapany amortizes
its patent and license costs over a period of 1Btgears. These intangible assets are reviewddhfmairment whenever events or changes in circumstindicate that the
carrying amount may not be recoverable. If the sfithe expected undiscounted cash flows is legs i carrying value of the related asset or gafugssets, a loss is recogni:
for the difference between the fair value and teying value of the related asset or group oftas3ée Company expenses payments made to leged firat are engaged in fili
and protecting rights to intellectual property aights for our current products in both the domeatid international markets. Amortization expemsaléd $1,644,678 and
$1,637,129 in fiscal 2006 and 2005, respectively.

NOTE 5 - PROPERTY AND EQUIPMENT

Property and equipment consisted of the followihBecember 31, 2006:

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

Property and equipment is carried at cost lessmuatated depreciation. Depreciation is calculatedheystraight-line method over the estimated udé&ubf three to ten years,
depending upon the type of equipment, except fsdbold improvements which are amortized usingttaght-line method over the remaining lease terrthe life of the asset,
whichever is shorter. The cost of repairs and neaiance is charged as an expense as incurred. Detfmeexpense totaled $174,117 and $98,080 im[fid606 and 2005,
respectively.

NOTE 6 - INCOME TAXES

Opexa uses the liability method, where deferredatsets and liabilities are determined based oexpected future tax consequences of temporargrdifices between the
carrying amounts of assets and liabilities for ficial and income tax reporting purposes.

At December 31, 2006, for federal income tax ameraative minimum tax reporting purposes, the Camydead approximately $31,383,048 of unused netaijpey losses
available for carryforward to future years. The dfigrfrom carryforward of such net operating losaels expire in various years through 2026. Undeg provisions of Section 382
of the Internal Revenue Code, the benefit fromaailon of approximately $5,650,429 of net opemuimsses incurred prior to October 7, 2004 wasifggmtly limited as a result
of the change of control that occurred in connectigth the Company’s acquisition of Opexa. The ligreuld be subject to further limitations if sifieant future ownership
changes occur in the Company.

F-12




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

NOL @ 12/31/0F $ (21,540,24)
Net loss- 2006 $ (14,056,40)
Subtotal (35,596,65)
Derivative (gain) los: (204,979
Option expens 2,749,61
Warrant expens 1,568,96!
NOL @ 12/31/0¢€ (31,383,04)
Estimated tax rat X 34%
Deferred tax asst (10,670,23)
Valuation allowanct 10,670,23
Net deferred tax ass $ =

NOTE 7 - THIRD PARTY CONVERTIBLE NOTES

Between September 2004 and February 2005, Opexedsonvertible notes to investors totaling $6,828, In March 2005, 45,169 shares of common stddk avrelative fair
value of $999,074 were issued to note holderseis dldditional shares for their subscription innesit in Opexa . In June 2005, a total of $6,650@&#8@prised of the principal of
the notes of $6,124,859 and accumulated intere®$25,513, which accrued at a rate of 15% per anmas exchanged for 443,360 shares of common s@eks A and Class B
warrants that expired in 2006, and Class C warranpairchase 1,110,548 shares at an exercise @20 per share.

Opexa analyzed the convertible notes and the wiarfanderivative accounting consideration undeASA.33 and EITF 00-19. Opexa determined the emizbddeversion option
in the convertible notes met the criteria for cifisation in stockholders equity under SFAS 133 &idF 00-19. Therefore, derivative accounting wasapplicable for these
convertible notes payable. See Note 13 for a dgonf the accounting for the warrants.

NOTE 8 - NOTE PAYABLE

Note payable consists of a note in the amount (831000 payable to the University of Chicago, sedwby license, no interest and due April 30, 2®8e Note 3 for detail

Loan payable consists of an equipment line of up280,000 with Wells Fargo of which $110,322 watstanding as of December 31, 2006. This loan hastarest rate of 7.61¢
per annum, matures in May 2011 and is secured Bx®g furniture and equipment purchased with tla@ [proceeds.

NOTE 9 - COMMITMENTS AND CONTINGENCIES

Office Lease

In October 2005, Opexa entered into a ten-yeaeléasits office and research facilities. Ther@,5S00 sq. ft. of space still available for fututgld-out. The facility including the
property is leased for a term of ten years with tptions for an additional five years each at ttentprevailing market rate. Future minimum leasgymnts under the non-
cancellable operating lease are $117,774 for 28037,196 for 2008, $139,782 for 2009, $147,54@fk0, $147,540 for 2011 and $584,343 for years 202D15. Rent expense
for 2006 was $136,153 and $178,963 for 2005.
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Contract Research Organization Agreement

In September 2006, Opexa engaged PharmaNet, Lc@qtaact research organization focused on managingal nervous system trials to provide it withvezes in connection
with its Phase Ilb clinical trial. An initial prpayment of $400,000 was made to PharmaNet, LLCpinl 2006, of which $133,334 remains as a prepaidrice as of December
31, 2006. An additional $235,000 payment was madedtober representing an advance for investiggiamt expenses, of which $191,329 remains a prdgdahce as of
December 31, 2006.

NOTE 10- EQUITY

During 2003, equity related transactions were Hevis:

525,000 shares of common stock were sold for $1,000
170,625 shares were reacquired for $325 and cahcele

Additional contributions to capital of $56,360 réied from the discounted value to notes payabletdwearrants and beneficial conversion featureschtd to
convertible notes was issued in 2003.

During 2004, equity related transactions were Hevi:

2,250 shares of common stock were sold for $9,000.
206,500 shares of common stock valued at their thiewvalue of $849,000 were issued to employeescamsultants for their services.

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

250,000 shares of common stock valued at their thievalue of $23,750,000 were issued to OpexaiRhaeuticals, Inc., shareholders. See Note 12dtaild.
16,100 shares of common stock with a relativevaiue of $288,366 were issued to note holderseis éldditional shares for their subscription invesint.
60,750 shares of common stock were issued to ratiets for the conversion of $248,370 of princigadl interest from convertible notes.

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

Additional contributions to capital of $2,704,3%sulted from the discounted value to notes payfabie warrants, beneficial conversion features &ttacto convertibl
notes.
Employee stock option expense was $123,333 for 2004

During 2005, equity related transactions were Hevis:

389,451 shares of common stock with warrants tehmse 1,070,993 shares were sold for $5,841,769rdlative fair value of the common stock is $1,703 and the
relative fair value of the warrants is $4,748,00%ering costs of $495,552 related to shares issum@ charged to additional paid in capital.
45,168 shares of common stock with a relativevfaiue of $999,074 were issued to note holderseis @ldditional shares for their subscription invesht.

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

2,300 shares of common stock valued at their falines of $161,000 were issued to note holders fecctnversion of $51,930 of principal and interestif the notes.
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- 29,194 shares of common stock were issued to tlinetsity of Chicago per the terms of a license agrent. These shares were recorded at $1,868,384.
- 24,000 shares of common stock valued at theivelire of $1,012,400 were issued to consultantshfeir services.

- Additional contributions to capital of $2,265,052ating to the discounted value to notes payalole fivarrants, beneficial conversion features atta¢beonvertible
notes.
-  Employee stock option expense was $2,487,741 18520

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

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

During 2006, equity related transactions were Heis:
- In March 2006, 34,829 shares of common stock wemaed to settle an outstanding accounts payalthe iamount of $180,000.

- In April 2006, Opexa sold 4,600,000 shares of @mmon stock and warrants to purchase 2,300,00@sl&iOpexa’s common stock for $23,000,000. Opexd p
$1,846,481 for the commissions and fees relatedisooffering and granted to its brokers warraotpurchase 213,720 shares of common stock at anisrice of
$5.00 per share. These warrants are not callabldvave a cashless exercise option.

- Employee stock option expense was $2,749,617 06620

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

NOTE 11- STOCK OPTIONS AND WARRANTS

In 2004, Opexa adopted the 2004 Stock Option Pthae Plan”) for the granting of stock options togpyees and consultants of Opexa. Options granteénthe Plan may
be either incentive stock options or nonqualifieatk options. The Board of Directors has discretmdetermine the number, term, exercise pricevasting of all grants.

Employee Stock Options :

During 2004, options to purchase 96,500 shares grengted to employees at exercise prices rangorg $30.00 to $50.00. These options have termssefyfears and vest
from one to three years. Fair value of $5,623,186 recorded using the Black-Scholes method of ktlon with a volatility of 75.05% and a discouate of 2%.

During 2005, options to purchase 63,050 shares graneted to employees at exercise prices of $7.68se options have terms of ten years and vesuinyears. Fair value
of $261,879 was recorded using the Black-Scholebodeof calculation with a volatility range of 1486 and a discount rate of 2%.

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

During 2006, options to purchase 389,160 sharesmfmon stock were granted by Opexa to its emplogeegercise prices ranging from $5.00 to $9.4@&sEhoptions have
terms from five to ten years, vest from one toéhyears and have a fair value of $3,126,168. Usiadlack-Scholes method, stock compensation f6620as $1,066,451
with a volatility range of 401.34% to 429.86% andiscount rate range of 4.72% - 5.22%.

Opexa recorded $2,749,617 stock-based compensatmnse to the management and employees during 2006

During 2006, options to purchase 14,133 shares foeisited.
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Consultant Warrants:

During 2004, warrants to purchase 20,000 shares granted to consultants at exercise prices rarfgimg $30.00 to $50.00. These options have ternfivefyears and vest
from one to three years. Fair value of $1,011,7@8 vecorded using the Black-Scholes method witblatility range of 75.05% and a discount rate of. 2%

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

During 2005, warrants to purchase 46,085 shar€oofmon Stock ere issued to several brokerage fagrthe offering costs and commissions for Opgfiaancing activitie
at an exercise price of $1.50 per share. Theseamarhave a fair value of $2,197,162 and vest imatelg.

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

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

During 2006, warrants to purchase 156,500 sharesrafmon stock were granted by Opexa to its constgltairectors and exiting directaasthe exercise prices ranging fr
$5.20 to $9.80. These warrants have a term of ¢éansy vest from one to three years and have adhie of $1,496,375. Using the Bla8choles method, stock compensa
for 2006 was $931,597 with a volatility range ofl4®4% to 429.86% and a discount rate range of 4.72%2%.

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

Investor Warrants:

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

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

During 2005, warrants to purchase 2,386,984 shaees granted to investors related to the convertilotes and warrants to purchase 254,363 sharesforégited and
cancelled.

During 2006, warrants to purchase 2,765,043 shaees granted to investors related to the Aril 260éncing and warrants to purchase 1,645,002 shveees forfeited and
cancelled.

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

Outstanding at December 31, 2C

Year ended December 31, 20!
Granted

Outstanding at December 31, 2C

Year ended December 31, 20!

Granted
Forfeited and cancele

Outstanding at December 31, 2C

Year ended December 31, 20!

Granted
Forfeited and cancele

Outstanding at December 31, 2C

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

Exercise Price

Remaining Life

Options Outstanding

Weighted Weighted

Average Average

Exercise Exercise

Options Price Warrants Price

= 8 - 15,00( 1.0C
- - 15,00( 1.0C
96,50( 31.7( 162,80( 22.3(
96,50( 31.7( 177,80( 22.4(
63,05( 15.7C 2,504,12! 28.6(
(4,167 42.8( (264,27") 24.5(
155,38 24.9( 2,417,65: 23.51]
389,16( 5.4¢ 3,135,26: 9.2¢
(14,137 34.7¢ (1,649,99)) 12.77
530,41 $ 10.3¢ 3,902,92 13.52

Options Exercisable

Warrants Outstanding

Warrants Exercisable

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

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

84,50(
18,85(

2,00(¢
30,90(
12,50(
3,30(
37,00(

75,00(
266,36(
530,41(

58,66
8,95(

32,10(

108,96

17,50(
5,00(
1,125,05!
46,89¢
21,50(
16,75(
37,00(
4,50(
1,50(¢

2,300,001
8,50(
105,00(
213,72(

3,902,92:

8,37¢
3,33
1,116,38!
46,89¢
3,00(¢

17,50(
50C

2,300,001
52,50(
213,72(

3,762,21:
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NOTE 12 - PURCHASE OF OPEXA PHARMACEUTICALS

In October 2004, Opexa acquired all of the outstemdtock of Opexa Pharmaceuticals, Inc. The adépiswas accounted for under the purchase methbdre all of Opexa
Pharmaceuticals, Inc.’s assets are restated toftiemarket value on the acquisition date. Th8,260 shares of Opexa were valued at their thervédile of $23,750,000 or
$95.00 per share. The results of operations fox@fem November 6, 2004 through December 31, 2085ncluded in the Statements of Operations aadbthtements of Cash
Flows.

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

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

Of the $23,991,128 of acquired intangible asshsfall amount is assigned to an inseparable goygatents and licenses that cannot function indéeetly by themselves. The
weighted average useful life of the intangible gras of December 31, 2006 is approximately 15 years

NOTE 13- DERIVATIVE INSTRUMENTS

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

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

These three series of warrants are derivativesusecde liquidated damage provision in the redisimaights agreement covering each warrant reduftehe conclusion that it
was more economic to issue registered shares thiaeue unregistered shares and pay the penaltauBe issuing registered shares is outside of Operatrol, Opexa conclud:
the warrants should be accounted for as derivéiabdities under SFAS 133 and EITF 00-19.

As a result, Opexa reports the value of these dévies as current liabilities in its balance stegel report changes in the value of these derivatgenon-operating gains or losses
in its statements of operations. The value of #evdtives is required to be remeasured on a giatiasis, and is based on the Black Scholes Ryiblndel.

Variables used in the Black-Scholes option-priaimgdel include (1) risk free interest rate, (2) ectpd warrant life is the actual remaining life bétwarrants as of each period
end, (3) expected volatility and (4) zero expedidends as further detailed in the table as fetio
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As of 12/31/200¢ As of 12/31/200¢

Risk-free rate for tern

A Warrant 4.08% -
B Warrant 4.31% -
C Warrant 4.35% 501%

Expected volatility

A Warrant 30% -
B Warrant 112% -
C Warrant 47% 487%

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

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

As of 12/31/200! As of 12/31/2006 Ended 12/31/2005 Ended 12/31/2006  Through 12/31/2006

Series A Warrant $ - 3% - $ 332,44 $ - $ 332,44(
Series B Warrant 264,95’ - 640,88: 264,95 $ 905,83¢
Series C Warrani 6,496,69 6,656,67 2,923,51! (159,979 $ 2,763,541
Totals $ 6,761,65' $ 6,656,67 $ 3,896,84. $ 104,97¢ $ 4,001,81!

The warrants granted during the April 2006 finagcivere determined to qualify as for equity treattnerder SFAS 133 and EITF 00-19. Nothing in theraairagreements
required cash settlement or allowed for the polisilaf cash settlement including the impact of tlypiidated damages penalty under the registratgits agreement. It was
determined on the date of grant and at Decembe2@®J§ that it was more economic to issue unregidtshares and pay the penalty than to issue regfssbares.

In December 2006, the FASB issued FASB Staff Rmsifo. EITF 00-19-2, Accounting for RegistrationyReent Arrangements (EITF 00-19-2). EITF 00-19-2raddes an
issuer’s accounting for registration payment areamgnts. It specifies that the contingent obligatmmake future payments or otherwise transfer idenation under a registration
payment arrangement, whether issued as a sepgraenzent or included as a provision of a finanicisirument or other agreement, should be separetebgnized and measured
in accordance with FASB Statement No. 5, AccounfargContingencies. The guidance in EITF 00-19-2ads FASB Statements No. 133, Accounting for Déirreadnstruments
and Hedging Activities, and No. 150, Accounting @ertain Financial Instruments with Characteristitboth Liabilities and Equity, and FASB Intermggon No. 45, Guarantor’s
Accounting and Disclosure Requirements for Guaesttrcluding Indirect Guarantees of Indebtednés3tioers, to include scope exceptions for regigtrepayment
arrangements. EITF 00-19-2 also requires additidisgllosure regarding the nature of any registrgpiayment arrangements, alternative settlementadsttthe maximum
potential amount of consideration and the currantygng amount of the liability, if any. This EITiE effective immediately for registration paymentaagements and the financial
instruments subject to those arrangements tharaezed into or modified subsequent to the datssofe of this EITF. For registration payment aremgnts and financial
instruments subject to those arrangements that ereezed into prior to the issuance of this EIT#s ts effective for financial statements issuedffecal years beginning after
December 15, 2006, and interim periods within tHigseal years. The impact of implementing EITFD®-2 in the fiscal year 2007 will result in a curtite effect of a change in
accounting principle with a credit to beginningaieed earnings of $6,656,677 and a reversal ofainge amount to the derivative liability account.
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NOTE 14 - STOCK PURCHASE AGREEMENT

In June 2004, Pharma was acquired by Sportan Uhithgstries, Inc. in a transaction accounted fos asverse acquisition. Pharma’s shareholders issved 6,386,439 Sportan
shares in exchange for 100 percent of the outsigncbmmon shares of Pharma. Immediately followfrig transaction, Sportan changed its name to Phani&,383,838 shares

were outstanding.
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