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Explanatory Note

We are amending our Annual Report on FormKEB for the for the year ending December 31, 2006annection with restating our consolidated finahstatements for ti
years ending December 31, 2006, 2005 and for thiegdanuary 22, 2003 (Inception) to December 3N62 The restatement of our financial statemesntheé result of ol
determination that the intangible assets associatitdthe acquisition of Opexa Pharmaceuticals,,ltiee University of Chicago technology license éinel Shanghai Institutes
Biological Sciences, Chinese Academy of Sciencah®Peoples Republic of China technology licetnsrikl have been recorded as acquired in procesandsand developme

The purpose of this amendment is to restate thenaganying financial statements at and for the yeaded December 31, 2006, 2005 and for the pedadaly 22, 20(
(Inception) to December 31, 2006 for the reasonthén described in Note 2 to the financial statetmémcluded in Item 7 (Financial Statements) herein

Forward Looking Statement

The statements contained in this report, other tséatements of historical fact, constitute forwdmdking statements. Such statements include, withoitation, all
statements as to expectation, belief, estimatiotgnt, anticipation, development, trial, continggrend statements as to our future results of opemnat the progress of o
research and product development programs, the feedand timing of, additional capital and capitekpenditures, partnering prospects, the need figtiteonal intellectus
property rights, effects of regulations, and thaegotial market opportunities. These statementateeto events and/or future financial performanae anvolve known ar
unknown risks, uncertainties and other factors thaty cause the actual results, levels of actipigrformance or achievements of the Company orrithesitry in which it operat
to be materially different from any future resulisyels of activity, performance or achievementsressed or implied by the forwatdeking statements. These risks and ¢
factors include those listed under "Risk Factoratiahose described elsewhere in this ref

In some cases, you can identify forwdwdking statements by the Company's use of termis as "may,"” "will," "should," "expects," "plans anticipates,” "believes
"estimates," "predicts," "potential,” or the negagi of these terms or other comparable terminoldgiese statements are only predictions. Actual sventresults may diffi
materially. In evaluating these statements, youukhapecifically consider various factors, includirthe risks outlined under "Risk Factors." Thesetdes may cause t
Company's actual results to differ materially framy forward-looking statement.

Although the Company believes that the expectatieflected in the forwardeoking statements are reasonable, it cannot guemarfuture results, levels of activ
performance, or achievements. Moreover, neitheitGbmpany nor any other person assumes respongifalithe accuracy and completeness of these fa-looking statement
The Company does not intend to update any of theafd-looking statements after the date of thisorepo conform prior statements to actual results.

Stock Split

In June 2006, the Compasyshareholders approved a one for ten reverse cawstaxk split. All share, par share and par vaareounts (except authorized shares) |
been retroactively adjusted to reflect the split.




PART |
ITEM 1. DESCRIPTION OF BUSINESS
Overview

Opexa Therapeutics, Inc. (the “Company”, “we”, “Qpeor “Opexa Therapeuticsi} a biopharmaceutical company developing autolegmllular therapies to treat sev:
major illnesses, including multiple sclerosis (M8)eumatoid arthritis (RA), diabetes, and cardicuéar disease. These therapies are based on theddgm proprietary Teell
and adult stem cell technologies.

Opexa Therapeutics’ lead product, Tovaxin®, is aell-based therapeutic vaccine for MS licensed fitia Baylor College of Medicine, which offers a que an
personalized approach to treating the disease 8ycing an immune response against the autoimmunaimpeptide-reactive Tells (MRTCs), which are believed to
responsible for the initiation of the disease pssce

Tovaxin is currently in a Phase Ilb clinical triéitial Phase I/l open-label human trials showttfi-cell vaccination (TCV) appears to safely induce nm@ responses tt
deplete and regulate MRTCs. In two odahel Phase I/ll clinical trials, the annualizethpse rates of patients were reduced by an avefageproximately 90% compared to tt
prior history of relapses. Some patients also appe experience an improvement of their Kurtzkep&hded Disability Status Scale, a scoring methastl is measure t
disability of MS patients (EDSS). ImprovementEiRSS are not frequently observed in patients falhgwreatment with other currently licensed theeapiAlthough the data frc
our Phase /1l trials appears to be promising, Pease Ilb trial is being conducted to confirm thessults. Opexa Therapeutics believes that Tovaxootld be ready f
commercialization as early as 2011.

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

Opexa’s RA T-cell vaccination (TCV) technology isnceptually similar to Tovaxin™. RA is an autoimmeuT-cell-mediated disease in which pathogeniells trigger a
inflammatory autoimmune response of the synoviialtgoof the wrists, shoulders, knees, ankles aathidnich causes pain, stiffness, and swelling aidbe joints and erosion ir
cartilage and bone. The RA TCV technology allohs isolation 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 attenuatedc®lls will be injected subcutaneously into patiethisreby inducing an immune response direct
the pathogenic T-cells in the patient’s body. Tihisnune response regulates the level of pathogestiells and potentially allows the reduction of joswelling in RA patient
Human trials that have been conducted in China ghovimal side-effects and promising efficacy measiuas a reduction of joint swelling following thec&ll vaccination.

We also have an exclusive license from the Unitersi Chicago, through its prime contractor relaship with Argonne National Laboratory, to a steefl technology il
which adult multipotent stem cells are derived froranocytes (white blood cells) obtained from th&gua’'s own blood. We are initially pursuing indicationsdiabetes mellit.
with our stem cell therapy and are conducting jimészl animal studies.

The Company’s stem cell technology isolates noveltipotent stem cells derived from peripheral blandnocytesln vitro experiments with monocyterived stem cel
(MDSC) have shown their capacity to differentiateoia wide variety of cell types including panciedtcells. We have demonstrated that these pancristts clusters deriv
from MDSCs are composed of three pancreatic tglss (a, B andd ). These islet clusters are responsive to glucasensimics the normal pulsatile pattern observedumar
islets. The importance of these stem cells is the abibiteasily isolate them from an individuglItirculating monocytes, expand them and administem back into the sai
patient. This autologous approach provides a methaercome any rejection issues and the needrfisunosuppressant drugs which are often associatadcurrent islet ce
transplantations. This technology may lead to trenfition of an unlimited source of pancreatic islelis suitable for an autologous cell therapy tfog treatment of diabet
mellitus.




An overview of Opexa’s technologies and pipelinprisvided in the following chart:
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T-Cell Therapy

Opexa Therapeutics has the exclusive worldwideneefrom Baylor College of Medicine to an indivitimed T-cell therapeutic vaccine, Tovaxin™, which is in UFDA
Phase Ilb human clinical trials to evaluate it®satnd effectiveness in treating MS.

Tovaxin ™ consists of attenuated patiesgecific MRTCs against peptides from either mylesio protein [MBP], proteolipid protein [PLP], myeloligodendrocyt
glycoprotein [MOG]) peptides or combinations therBhtient-specific MRTCs are expanded in culturthwspecific peptides identified by the Companyproprietary test of tl
patient’s peripheral blood. MS is the result ofeagon’s own T-cells attacking the myelin sheath toats the nerve cells of the central nervousesyCNS). Opexa Therapeutics’
unique T-cell technology takes these autoreactieells from the patient and expands them ex vimoa(icelleulture environment outside the body), attenuatesntby gamm
irradiation, and then returns them to the patiena subcutaneous injection. Although further ests necessary, results from our initial humaaldrappear to indicate that th
attenuated T-cells cause an immune response dirattbe autoreactive T-cells in the patient’s hadynulating a reduction in the level of harmfutélls.

We believe that our initial human trials show tiavaxin™ safely induces the depletion and regulation of MRTfbssibly stabilizing the disease, reducing theualize
relapse rate, and potentially improving the disgbgcores of patients. In November 2006, the Camypanrolled the first patient in a double blindaggbo controlled, 150 patit
Phase llb clinical trial. We expect to completeadinment in mid 2007.

Our Rheumatoid Arthritis (RA) T-cell vaccination@V) technology is conceptually similar to Tovaxin™A is an autoimmune T-cefhediated disease in which pathog:
T-cells trigger an inflammatory autoimmune respoofséhe synovial joints of the wrists, shouldersegkn, ankles and feet which causes pain, stiffreesb,swelling around fl
joints and erosion into cartilage and bone. OurR3V technology allows the isolation of these pagic 1-cells from synovial fluid drawn from a patient. Wl expand an
attenuate these T-cells in our laboratory. Thenatated Teells will be injected subcutaneously into patienith the goal of inducing an immune response dé@cat th
Pathogenic T-cells in the patient’s body. We hadi¢ghis immune response could reduce the levehtiqgenic Teells and potentially allow the reduction of joswelling in RA
patients.




Stem Cell Therapy

Opexa has developed a proprietary adult stem eelirology to produce novel monocyterived stem cells (MDSC) from blood. These MDSih be derived from
patients monocytes, expanded ex vivo, and then admintstierehe same patient. The Company believes thedulse this is an autologous therapy, there shmuldo rejectio
issues as self-derived MDSC pose no immunologiaathlems. Normally, allogenic cells are deleted bgtimmune responses and require the use of gattien drugs.

Our novel multipotent stem cell is derived from peripheral blooohwcytes which when cultured under defined condgtiare able to further differentiate into seveedlutar
lineages. Molecular biology and immunohistochemataldies have shown that these MDSCs have speudigers that distinguish them from other stem cétisaddition thes
studies have also shown a tidependence for the expression of these specifie genducts during the growth and differentiationMi®SCs. In vitro experiments with MDS
have shown their capacity to differentiate towandmatopoietic, epithelial, endothelial, endocrind aeuronal cells. Our main focus is the furtherelieoment of this monocyte-
derived stem cell (MDCS) technology as a novelfptat for the in vitro generation of highly specidd cells for potential application in autologoedl therapy for patients wi
diseases such diabetes mellitus and cardiovastdisease.

Other Opportunities

The Company intends to conduct basic research terrdane the potential use of its stem cells anéedghtiated cells in other indications, such as uteecdegeneratio
stroke, myocardial infarction, wound healing andkitson’s disease. Opexa Therapeutics intends to partnsuldicense some of these indications if they aepursued fc
internal development. For those indications whae @ompany feels it can participate commerciallpega Therapeutics desires to partner in key comalerarkets outside
the United States.

Organizational History

We were incorporated in Texas in 1991 and in Ma@p40wne entered the biopharmaceutical business bui@eg an entity that held rights to treatmentsngsadul
multipotent stem cells derived from adult humanigfesral blood. From an accounting standpoint,shiesidiary is deemed the acquirer in a reverse enavhereby the parent
deemed the survivor of the reorganization. As socin financial statements are those of the suésidiln November 2004, we acquired Opexa Pharni&eds; Inc. which holc
rights to technology to an individualized T-celethpeutic technology for treating MS.

The Company’s Products and Services

Our T-cell Platform
Multiple Sclerosis - Background

In the United States, approximately 400,000 peapléer from multiple sclerosis, a chronic progressautoimmune disease of the central nervous sy§BMS) 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 2wllion MS patients representing a drug marketédadd to be approximately $5 billion in 2005. Thg bharkets accounted
slightly more than 50 percent of global MS sale2005, approximately $2.5 billion. MS remains alignging autoimmune disease to study because dttephysiologi
mechanisms are diverse, and the chronic, unprddiécteourse of the disease makes it difficult toedmine whether the favorable effects of shertn treatment will b
sustained. Therapies that can safely preventagr tte progression of disease and allow reversah@fneurological damage and disability causedhieydisease represent
greatest unmet need in MS.

In recent years, the understanding of MS pathogeras evolved to comprise an initial, T-celediated inflammatory activity followed by sele&idemyelination (erosit
of the myelin coating of the nerve fibers) and tnemrodegeneration. The discovery of disgase+ant immune responses has accelerated theopeveht of targeted therapet
products for the treatment of the early stages 8f Mealthy individuals have been found to haveraatctive T-cells, which recognize a variety of-sgitigens (e.g., myelin ba
protein [MBP], proteolipid protein [PLP], and myeldligodendrocyte glycoprotein [MOG]) as part oé thormal Teell repertoire and circulate naturally in the paery withou
causing an autoimmune disease.




Some subjects unfortunately who have the apprapgenetic background have increased susceptibiitthe in vivo activation and clonal expansionnofelin autoreactiv
T-cells. These myelin autoreactivecEs may remain dormant, but at some point theyaativated in the periphery, possibly by molecatémicry (i.e., recognition of epitop
that are common to autoantigens and microbial anigs exogenous triggers), thus enabling themoss ¢he bloodyrain barrier (BBB) and infiltrate the healthy tigsof the brai
and spinal cord. The cascade of pathogenic eVesds to demyelination of axons, which causes nienpellse transmissions to diffuse into the tissue.

Current Therapy for Multiple Sclerosis

Current MS disease modifying drugs on the marketraostly palliative and generally work through actenism of immunomodulation or immunosuppressidhest
therapies for MS are dominated by three forms ¢érferon that require frequent subcutaneous ommmtiscular injections (Avonex, Betaseron and Relfippaxone is ¢
immunomodulator composed of a random copolymemaha acids that is administered daily. Novantréméoxanthrone) is an immunosuppressive drug thatanly be give
four times per year with a life time limit of 8 t® doses. All of the current therapies only slbw progression of MS and they have significantguétcompliance challenc
because of the dosing schedule, limited decreaselapse rate, side effects profile (e.g., therfeten formulations produce severe flke symptoms, injection site reactio
infection and neutralizing antibodies (ranging fr&@% to 45%) are developed that limits the efficafytreatment; Copaxone causes significant injecs@a reactions; whi
Novantrone causes infections, bone marrow supmessausea, hair thinning, bladder infections, mrdith sores). These drugs must be administerdyltdaveekly. Tysab®, a
selective adhesion molecule inhibitor (an alphatégrin antagonist), represents another class ofiM§s which works by preventing immune systemsc@lll leukocytes carryir
the alpha 4 integrin glycoprotein on their surfatejn crossing the BBB and move into the CNS. Ty&arequires a once per month infusion and has recéetiy reintroduce
to the market after being originally withdrawn i85 based on safety concerns over several pateathsl due to virally mediated brain inflammatiora -€ondition calle
progressive multifocal leukoencephalopathy (PML).

Tovaxin ™ for Multiple Sclerosis

The Company believes that Tovaxii works selectively on the myelin autoreactive Twdly harnessing the body'natural immune defense system and feec
mechanisms to deplete these T-cells and inducedal@immune regulatory responses by rebalanciegnimune system. Tovaxif is manufactured by taking the MRTCs fr
the blood, expanding them to a therapeutic doseiwax-and attenuating them with gamma irradiationptevent DNA replication. These attenuated MRE@s then injecte
subcutaneously into the body in large quantitiese body recognizes specific CBll receptor molecules of these MRTCs as foreigd mounts an immune response reau
against them, not only destroying the injectedratséed MRTCs, but also the circulating, myelin aedative T-cells carrying the peptide-specificdll receptor molecules.
addition, T-cell activation molecules on the suefarf the activated MRTCs used as vaccine induceréble immune regulatory responses, which promateirflammatory
responses. Because the therapy uses an indivsduah cells, the only directly identifiable siddezt is injection site reaction in a small percegetaf the patients. These react
clear within 24 hours.

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

The technology is based on discoveries made bylibgwu Zang of Baylor College of Medicine in HoustaThe Company has an exclusive, worldwide licefnsm the
Baylor College of Medicine to develop and commédizgathree technology areas for MS, namelgellvaccination, peptides, and diagnostics. UnHerLicense Agreement w
the Baylor College of Medicine, the Company habktsgo a total of 11 patents (2 U.S. and 9 foream) 80 patent applications (6 U.S. and 74 foreign)




Tovaxin ™ Manufacturing

Opexa Therapeutics’ manufactures its TCV therapysiomwn Good Manufacturing Practice (“GMMgcility. The TCV technology is similar to that treditional microbie
vaccine technology, where the pathogen (or th@a#ed derivative) is used to derive the proteciivBgens necessary to induce protective immurgoreses. In preparing a T(
therapy, the myelin autoreactive T-cells causirggdisease are taken from the blood, specificabyiified, and expanded ex vivo by incubating thEseells with selected peptid
of MBP, PLP, and MOG in the presence of antigersg@néing cells and growth factors. Myelin-peptidadtive Teells are grown to therapeutic levels and cryopresk Prior ti
use, the MRTCs are expanded, formulated, and atedyby irradiation) to render them incompetentefolicate but viable for therapy. These atteridteells are administer:
in a defined schedule of subcutaneous injectidiis. expect that a single draw of a 500 ml bag obbls sufficient to provide a full year's therapeutgimen of Tovaxifi™ .

Clinical Development of Tovaxif™

Tovaxin ™ is currently in a Phase llb clinical trial. Patignreated in Opexa Therapeutics Phase I/ll dpbal studies with trivalent (MBP, MOG, and PLP)rfulation:
have experienced minimal side effects, an appro@r8@% average reduction in annualized relapsearadémprovements in EDSS scores.

Tovaxin ™ Phase llIb Clinical Trial

The Phase Ilb trial, entitled “A Multicenter, Ramdized, Double-Blind, Placebo-Controlled Study ob8utaneous Tovaxifi" in Subjects with Clinically Isolated Syndro
or Relapsing Remitting Multiple Sclerosis”, is ailtirsite double-blind, randomized, placebontrolled 150 (100 treated, 50 placebo) patidat. tiThe primary endpoint will
lesion evaluation (the total number of gadoliniemhancing lesions) via MRI with a secondary endpb&ing annual relapse rate. This trial is desigieedemonstrate the saf
and efficacy of Tovaxii” . The Company enrolled its first patient in Novemp@06 and expects to complete enrollment in mid720

Our Stem Cell Platform
Stem Cells — Background

Stem cells are undifferentiated primary cells thate the potential to become any tissue or orgaheobody. They hold therapeutic promise for theetlgpment of effectiv
treatments and possibly cure for various diseaBle. current stem cell research efforts have beeidetl between embryonic and tissue specific adelnscells as potent
therapeutic progenitor cells Recent experiments with Embryonic stem (ES)scklive demonstrated that these highly proliferatplaripotent cells can differentiate i
pancreatic-like3-cells. The major problem with ES cells is thdiurjpotency and risk that these cells, ot@nsplanted, could form tumors. Given that, atisfiue specific ste
cells have become attractive as a potential cellafreutic. Adult tissue specific stem cells haseaatages over ES cells; first, these cells caisdlated from a more managez
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 fora@ge which exists for allogenic use of stem cells.

Hematopoietic stem cells (HSE); present in the bone marrow and precursord taadd cells, are currently the only type of stealls commonly used for therapy. Doc
have been transferring HSC’s in bone marrow traargpl for more than 40 years. Advanced technigoedllecting or “harvesting” HSG’ 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 déseascluding diabetes and advanced kidney caridewever, these ne
therapies have been offered only to a very limitachber of patients using adult stem cells.




Unfortunately stem cell therapies have technichlical and legal hurdles to overcome before theylvé able to be used to possibly effect tissue @mgén repair in disea
states that heretofore have only treated the symtoA significant hurdle to most uses of stemscilithat scientists do not yet fully understarel glgnals that turn specific ge
on and off to influence the differentiation of thiem cell. Therefore, scientists will have to béeao precisely control the differentiation of steells into the specific cell type
be used in therapy and drug testing. Current kndgdeof the signals controlling differentiation falell short of being able to mimic these conditigmscisely to consistently he
identical differentiated cells for each specifiestu

To realize the promise of novel céiésed therapies for such pervasive and debilitatisgases, scientists must be able to easily gmddacibly manipulate stem cells so -
they possess the necessary characteristics foessfot differentiation, transplantation and engnaftt. To be useful for transplant purposes, stelts must be reproducibly me
to: proliferate extensively and generate sufficigmantities of tissue, differentiate into the dedicell type(s), survive in the recipient aftensglant, integrate into the surrounc
tissue after transplant, function appropriatelytfoe duration of the recipient's life, avoid harmihe recipient in any way, and avoid the probldrimonune rejection. There is
assurance that any commercialized cell-based tlesraypll ever be developed.

Although there are many ways to access stem ¢eiSCompany believes that its autologous blood rogteaderived stem cells offer distinct advantages.
Therapies utilizing Our Stem Cell Platform

Opexa has developed a proprietary adult stem eelinology to produce monocyte-derived stem cellD8@) from blood. These MDSC can be derived fropatents
monocytes, expanded ex vivo, and then administereéde same patient. The Company believes thausecthis is an autologous therapy, there shoulibbellogenic rejectic
issues as self-derived MDSC pose no immunologiaahlpms. Normally, allogenic cells are deletechbgt immune responses and require the use ofgjrtition drugs.

Our novel multipotent stem cell is derived from peripheral blooohwcytes which when cultured under defined condgtiare able to further differentiate into seveedlutar
lineages. Molecular biology and immunohistochemataldies have shown that these MDSCs have speudigers that distinguish them from other stem cétisaddition thes
studies have also shown a tidependence for the expression of these specifie gemducts during the growth and differentiationMi®SCs. In vitro experiments with MDS
have shown their capacity to differentiate towandmatopoietic, epithelial, endothelial, endocrind aeuronal cells. Our main focus is the furtherelieoment of this monocyte-
derived stem cell (MDCS) technology as a novelfptat for the in vitro generation of highly specidd cells for potential application in autologoedl therapy for patients wi
diseases such diabetes mellitus and cardiovastdisease.

Opexa Therapeutics, working either by itself occanjunction with strategic partners, expects ttagtithese MDSC from the same patient to develdpeaapy which me
cause autologous tissue or organ repair. Theainitiernal therapeutic target is diabetes mellitGsher therapeutic targets would be pursued titroearlystage licensing
strategic alliances. The diabetes program is atlyrén pre-clinical development.

Pancreatic Islet Cell Development

Diab etes is a disease characterized by the fadlutess of pancreatig-cells to generate sufficient levels of the hormarsulin required to meet the bodynheed to mainta
normal nutrient homeostasis. Type 1 diabetes isexhby the complete loss of pancrefticells when the body’s own immune system mistakettigcks and destroys a persor's
cells. While for T ype 2 diabetes the causes arenfore complicated and poorly understood, theltesfi the disease are similar in that often ftheells fail to generate sufficie
amounts of insulin to maintain normal homeosta3ise loss of insulin results in an increase in Higbucose levels and will eventually lead to theelepment of prematu
cardiovascular disease, stroke, and kidney fail@errently there is no permanent cure for diabéiesever, recent clinical islet cell transplargas have shown good succes
restoring longterm endogenous insulin production and glycemibibta in subjects who have Type 1 diabetes mddlitvith unstable baseline control. Persistent iilattior
without injected insulin dependence provides cosrsille benefit.




Current cell transplant therapy for the treatmetliabetes is limited by an inadequate supply sulm-producing cells. Cadavericosirces are limited and up to th
pancreas are required to obtain clinically sigmifitquantities of-cells for one patienfThe identification of novel adult human stem celtevides a new prospect for obtainir
sufficient number of insulin-produc irfiycells for transplantation. Using our technologsiregle blood draw may be adequate to producecelimjuantities op-cells for a patient.

In vitro experiments with MDSC have shown their @eify to differentiate toward a wide variety of Icslpes including pancreatig-like cells. These cells aggregate
clusters resembling pancreatic Islets of Langerhamaed Monocyte Derived Islets (MDI). The clustggregates show endocrine gene expressBiochemical 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 fromirdividual’s circulating monocytes, expand them and admints&mn bac
into the same patient. This autologous approackigegs a method to overcome any rejection issuest &iedneed for immunosuppressant drugs which are @fésociated wii
current transplantations. This technology may leeilhe formation of an unlimited sourceftells suitable for an autologous cell therapytfar treatment of diabetes mellitus.

Stem Cell Pre-Clinical and Clinical Development

Opexa is conducting pre-clinical studies to demmtstproof of concept and method of delivery witplanned IND (Investigational New Drug)submission to the FD
during 2007. The Company is targeting a 2008 Phagely for monocyte-derived islet transplantatddrpatients with Type 1 diabetes mellitus.

Licenses, Patents and Proprietary Rights

We believe that proprietary protection of our tezlogies is critical to the development of our besis. We intend to continue to protect our propryeiatellectual propert
through patents and other appropriate means. Weupgn tradesecret protection for some confidential and prdprieinformation and take active measures to comttoess t
that information. We currently have non-disclosageeements with all of our employees, consultar@sdors, advisory board members and contract rels@aganizations.

The Companys intellectual property strategy includes develgginoprietary technology for the sourcing, scalermapnufacturing, and storage of T cells and mutépbadul
stem cells and the use of these cells in multipgapeutic applications. This strategy will incluebgpanding on technologies in-licensed to us a$ agelnlicensing addition:
technologies through collaborations with univeesitand biotech companies.

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

We have an exclusive, worldwide license from thglBaCollege of Medicine to patent applicationsiklag rights to the treatment of multiple sclerog&ng attenuate
modified T-cells and to the use of thec&H technology as a diagnostic. The license westgd to the Company by Baylor in exchange for mam stock in Ope»
Pharmaceuticals which was acquired by the Comparyavember 2004. The key terms of the agreementexclusive, worldwide, and a 2% royalty on ndesaf license
products. The royalty decreases to 1% after tiyeemgte net sales exceed $500 million. There aretimer performance or payment terms in the licef$ee Company also ha
separate consulting agreement with the inventogwia Zang, M.D., Ph.D. which grants the Companyritet of first refusal on all future discoveriesade by Dr. Zang.

The Company has filed additional patent applicatimiated to T-Cell vaccination for MS.




Rheumatoid Arthritis Therapy IP

We have an exclusive worldwide license for thelliatgual property rights and research results okatologous T cell vaccine for rheumatoid arthritism the Shangh
Institutes for Biological Sciences (SIBS), Chindgmdemy of Sciences of the People's Republic oh&hWe made a $125,000 license payment and agpesa a 0.5% royal
on net sales of licensed products.

The Company has filed additional patent applicatimeiated to 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, tpatent applicatic
claiming rights to the development of adult multgat stem cells from monocytes isolated from abuthan peripheral blood. The technology was dis@x/end developed at 1
Argonne National Laboratory, a U.S. Department oéfgy Laboratory.

Pursuant to the license we have issued a totaB@f68 shares of our common stock to the Univexsit€hicago. We have also agreed to pay the UnieddiChicago $1.
million and issue to them 21,623 shares of Opexani@on Stock by April 30, 2007. We have agreed tp ag@ercentage of royalties on sales of produdtgestito the license
patents, as well as sublicense fees. In additfenUniversity of Chicago license requires us toegxpon research and development at least $2,000@bid two (2) years of tt
execution of the license and at least an additi®4a000,000 within four (4) years of the executifrthe license. Research and development experditoy sublicensees
account for half of each amount. The license adsmires us to sell a product or method based ohcddesed technology by February 2011.

The Company has filed patent applications relatettié process of obtaining monocyte-derived stells ead the further differentiation of the cellsdrpancreatic islet cells.
Our Product Pipeline

Tovaxin™ is a vaccine approach to treating multgdterosis in that it induces the boslyfnmune system to attack the MRTCs that we belaeeresponsible for destroy
the myelin sheath coating of the axons in the e¢ntervous system. We believe that the depletiod eegulation of the MRTCs may stop progressionnufltiple
sclerosis. Tovaxin™ is currently in a Phase libichl trial. The Company enrolled its first patien November 2006 and expects to complete enraitrimemid 2007.

Rheumatoid Arthritis Therapy

Our Rheumatoid Arthritis (RA) T-cell vaccination@V) technology is conceptually similar to Tovaxin™RA is an autoimmune T-cethediated disease in which Pathog
T-cells trigger an inflammatory autoimmune respoofthe synovial joints of the wrists, shouldersegkn, ankles and feet which causes pain, stiffreesb,swelling around fl
joints. We are currently transferring the techiggido our laboratory and will present data to tHi@AFRNn 2007 with the intention of filing an IND anditiating a Phase | clinic
trial in 2008.

Diabetes Stem Cell Therapy

We believe that there are approximately 20.8 nmllgeople the United States who have diabetes. Khame 1 million of these people have Type 1 diabete#itus. Amon
adults with diagnosed diabetes, 31% take insulicotairol their disease. Research studies have fthatdmproved glycemic control benefits peoplehngither Type 1 or Type
diabetes. lIslet transplantation using Opexa’s petgry monocytederived islet cell may offer the potential to impeoglycemic control in a subgroup of patients wigpe 1 an
Type 2 diabetes mellitus who are disabled by rédrgchypoglycemia. The Company is in preclinicaVelepment and plans to file an IND in 2007 andaté a Phase | clinic
trial in 2008.

Cardiac Stem Cell Therapy




Stem cell treatment of congestive heart failurel@¢@avolutionize treatment of the disease becaus®y treat the source of the problem by replaciisgased cardiac mus
tissue with stem cells that grow or induce the ghoef new healthy cardiac tissue. Elsewhere migltfhase | clinical studies encompassing more #itapatients have been |
with autologous bone marrow stem cells that repoproved cardiac perfusion. A recent (208334) trial reported that injected autologous borarow mononuclear cells, us
electromechanical mapping into areas of ischemiodasdium in patients with endstage ischemic cargimpathy and heart failure, showed a therapeutiecefivith improve
myocardial perfusion and exercise capacity, atd Bhmonths, as well as increased global left vauar function. Using the experience of thesedehlatrials we plan to mo
through pre-clinical development and, if successhitiate human testing as soon as practicable.

Other Opportunities

The Company intends to conduct basic researchteymine the potential use of the Compangtem cells in other indications such as macwdgederation, heart attack, i
Parkinsons disease. Liver cells (hepatocytes) derived faam stem cells may be valuable across the biophaeutal industry to test for drug toxicity or telp cure live
diseases. The Company intends to partner or suiséceome of these indications if they are not pddor internal development. For those indicatiaere the Company feels
can participate commercially, the Company will pblsstake partners in key commercial markets owgfithe United States.

Research Collaborations

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

Commercialization Through Third Parties

We anticipate that we will possibly grant sublicengor certain applications of our technologies. Wétieve that by sublicensing some of the right®uo technology 1
pharmaceutical companies and other third partieswill be able to develop more efficiently some laggtions of our technologies. We currently do hate any sublicenses.

Competition

The development of therapeutic and diagnostic agienthuman disease is intensely competitive. Mpjuarmaceutical companies currently offer a nunabgrharmaceutic
products to treat heart attack, stroke, Parkingtis&ase, diabetes, liver diseases, arthritis &mef diseases for which our technologies may béiGgipe. Many pharmaceutical &
biotechnology companies are investigating new darys therapeutic approaches for the same purpadesh may achieve new efficacy profiles, extend tierapeutic windo
for such products, alter the prognosis of theseadiss, or prevent their onset. We believe thapmaucts, when and if successfully developed, @dlinpete with these produ
principally on the basis of improved and extend#itacy and safety and their overall economic bénefthe health care system. We expect compettiioimcrease. We belie
that our most significant competitors will be fullytegrated pharmaceutical companies and more lettetd biotechnology companies. Smaller companiayg atso be significa
competitors, particularly through collaborativeasrgements with large pharmaceutical or biotechnotmgnpanies. Some of our primary competitors indieent treatment of a
in the development of treatments for multiple se$s include Biogendec, Elan, Serono, Aventis, Teva, and Schering 8@me of our primary competitors in the developnd
stem cell therapies include Aastrom BiosciencespBeGamidacell Ltd, Stem Cells Inc., Cellerant Therapeutigcell, and Osiris Therapeutics. Many of these petitors hav
significant products in development that could bmpetitive with our potential products.
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Sales and Marketing

We intend to develop a sales force to market oultiphe sclerosis cell therapy products in the UGven the concentration of multiple sclerosis amanelatively sma
number of specialized neurologists, we believe ¢hetodest size sales force would be sufficient aoket the multiple sclerosis products.

We plan to partner with large biotech and pharméicaucompanies for the marketing and sales ofM8rand RA Teell products outside the United States and oum stell
therapy products.

Government Regulation

Our research and development activities and thedunanufacturing and marketing of our potentialdoarcts are, and will be, subject to regulationsiafety and efficacy by
number of governmental authorities in the Uniteat&t and other countries.

In the United States, pharmaceuticals, biologieald medical devices are subject to FDA regulafidre Federal Food, Drug and Cosmetic Act, as ameratatithe Publ
Health Service Act, as amended, the regulationmplgated thereunder, and other Federal and stiigtess and regulations govern, among other thithgstesting, manufactu
safety, efficacy, labeling, storage, export, reckedping, approval, marketing, advertising and ptiom of our potential products. Product developtreerd approval within th
regulatory framework takes a number of years aundlires significant uncertainty combined with theperditure of substantial resources.

FDA Approval

We will need to obtain FDA approval of any therajieproduct we plan to market and sell. The stegogiired before our potential products may be markét the Unite
States include:

1. Preclinical Laboratory and Animal Test$reclinical tests include laboratory evaluatiémhe product and animal studies in specific disgasdels to assess
the potential safety and efficacy of the produat aor formulation as well as the quality and cotesisy of the manufacturing process.

2. Submission to the FDA of an Application for an ktigational New Drug Exemption, or IND, Which MBstcome Effective Before U.S. Human Clinical
Trials May CommenceThe results of the preclinical tests are submiittethe FDA as part of an IND, and the IND becomiésctive 30 days following its receipt by the FPds
long as there are no questions, requests for delapjections from the FDA.

3. Adequate and Well-Controlled Human Clinical TritdsEstablish the Safety and Efficacy of the ProdGtnhical trials involve the evaluation of the pramin
healthy volunteers or, as may be the case witlpotential products, in a small number of patiemder the supervision of a qualified physician. @khtrials are conducted in
accordance with protocols that detail the objestiobthe study, the parameters to be used to nrosafety and the efficacy criteria to be evaluateuly product administered in a
U.S. clinical trial must be manufactured in accormiawith GMP. Each protocol is submitted to the F&*part of the IND.

The protocol for each clinical study must be apprbby an independent Institutional Review BoardRB, at the institution at which the study is caoteéd and the inform:
consent of all participants must be obtained. TRB Will consider, among other things, the existinfprmation on the product, ethical factors, théesaof human subjects, t
potential benefits of the therapy and the posdialglity of the institution.

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

« In Phase I, products are typically introduced ihtrlthy human subjects or into selected patienuladipns to test for adverse reactions, dosageaode
absorption and distribution, metabolism, excretion clinical pharmacolog

« Phase Il involves studies in a limited patient gafian to (i) determine the efficacy of the prodémt specific targeted indications and populatig(iiy,determin
optimal dosage and dosage tolerance and (iii) iyepbssible adverse effects and safety risks. Waeadose is chosen and a candidate product is fowiid
effective and to have an acceptable safety profighase Il evaluations, Phase lll trials be:
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« Phase Ill trials are undertaken to conclusively destrate clinical efficacy and to test further $afety within an expanded patient population, galfeat multiple
study sites

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

1. Submission to the FDA of Marketing Authorizatiorplqations. The results of the preclinical studies and chh&tudies are submitted to the FDA in the form of
marketing approval authorization applications.

2. FDA Approval of the Application(S) Prior to Any Cawarcial Sale or Shipment of the Drug Biologic ProdManufacturing Establishments Located in Certain
States Also May be Subject to Separate Regulatuty &ensing RequiremenT he testing and approval process will requiresgaiiitial time, effort and expense. The time for
approval is affected by a number of factors, inglgdelative risks and benefits demonstrated inicéil trials, the availability of alternative trea¢nts and the severity of the
disease. Additional animal studies or clinicallgimay be requested during the FDA review peridaictv might add to that time.

After FDA approval for the product, the manufaabgriand the initial indications, furth@linical trials may be required to gain approvat tbe use of the product -
additional indications. The FDA may also requireusunal or restrictive postarketing testing and surveillance to monitor fdverse effects, which could involve signific
expense, or may elect to grant only conditionakaypals.

FDA Manufacturing Requirements

Among the conditions for product licensure is thquirement that the prospective manufacturer'sityuadntrol and manufacturing procedures confornthi® FDA's Goo
Manufacturing Practice, or GMP requirements. Eviter product licensure approval, the manufacturestntomply with GMP on a continuing basis, and wdatstitutes GM
may change as the state of the art of manufactetiagges. Domestic manufacturing facilities argesitio regular FDA inspections for GMP complianedjch are normally he
at least every two years. Foreign manufacturinglifies are subject to periodic FDA inspectionsinspections by the foreign regulatory authoritieishweciprocal inspectic
agreements with the FDA. Domestic manufacturingifes may also be subject to inspection by foreawthorities.

Fast Track, Priority Review and Accelerated Apprdva

Fast Track refers to a process for interacting whth FDA during drug development. Priority Reviapplies to the time frame the FDA targets for rexg a complete
application. Accelerated Approval (Subpart H) #pto the design and content of the studies ussdgport a marketing claim.

Fast Track is a formal mechanism to interact with the FDA gsapproaches that are available to all applicamtsarketing claims. The Fact Track mechanism scdbec
in the Food and Drug Administration ModernizationtAf 1997. The benefits of Fast Track include skeihed meetings to seek FDA input into developmédang the option «
submitting a New Drug Application (NDA) in sectiorsther than all components simultaneously, andofit®on of requesting evaluation of studies usingagate endpoints
discussed below. The Fast Track designation isiiee for the combination of a product and a cldiat addresses an unmet medical need, but is indepenf Priority Revie)
and Accelerated Approval. An applicant may use angll of the components of Fast Track without thenal designation. Fast Track designation dodsneoessarily lead tc
Priority Review or Accelerated Approval.

Priority Review is a designation for an application after it hagrbesubmitted to the FDA for review for approval afmarketing 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 appi@a(approve or not approve) at 10 months afterdhi it was filed. A Priority designation sete tlarget date for the FLC
action at 6 months. A Priority designation is mded for those products that address unmet mewckeals.
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Accelerated Approval or Subpart H Approval is a program described in the NDA regulations tkaintended to make promising products for lifeetitening diseas
available on the market on the basis of preliminavidence prior to formal demonstration of patibenefit. The studies are designed to measure andrFEA evaluation
performed on the basis of a surrogate marker (ssurement intended to substitute for the clinicahsueement 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 commentsséit a formal demonstration of patient benefitisk benefit assessmt
cannot be made. Accelerated Approval designati@s tot necessarily lead to a Priority Review.

Special Protocol Assessment

The Special Protocol Assessment (SPA) procespis@dure by which the FDA provides official evalaa and guidance on proposed protocols for pivBtase |1l clinice
trials. An SPA documents the FDA's agreement tiatdesign and plan analysis of the Phase |l sauliyguately addresses objectives in support of dategy submission such
a biologics license application (BLA).

Good Tissue Practices Regulation

The FDA requires human cell, tissue, and cellufat Bssuebased product (HCT/P) establishments to follow entrgood tissue practice, which governs the metligds ir
and the facilities and controls used for, the maoufre of HCT/Ps; recordkeeping; and the estabkstimof a quality program. The agency has issuedlaégns pertaining 1
labeling, reporting, inspections, and enforcembat apply to manufacturers of those HCT/Ps regdlateder the authority of the Public Health SenAa#, or as drugs, devict
and/or biological products.

As part of this approach, the FDA requires regigiraof establishments that engage in the recovarsgening, testing, processing, storage or digtoh of human cell
tissues, and cellular and tissbhased products, and for the listing of such prosluctiess such products are performed under an INEgtigational New Drug). These prodt
specifically include stem cells that are progemitof blood cells; however, the FDA makes no expBtatement 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 uiegn.

Other Regulations

In addition to safety regulations enforced by tiBAFwe are also subject to regulations under theupational Safety and Health Act, the EnvironmePRtaltection Act, th
Toxic Substances Control Act and other presentpenteintial future foreign, Federal, state and loegllations.

Outside the United States, we will be subject gutations that govern the import of drug productsrf the United States or other manufacturing sites foreign regulato
requirements governing human clinical trials andketing approval for our products. The requiremegaserning the conduct of clinical trials, prodiicensing, pricing an
reimbursements vary widely from country to countryparticular, the European Union is revisingrégulatory approach to high tech products, andessptatives from the Unit
States, Japan and the European Union are in theeggof harmonizing and making more uniform theul&@ns for the registration of pharmaceuticaldurets in these thr
markets.

Research and Development

Research and development expenses for the yead &atember 31, 2006 were approximately $7.9 millroainly reflecting the costs of the Phase I/Il &ithse Ilb clinic:
trials for Tovaxin™ and research and developmergupport of preslinical diabetes stem cell therapies. Researchdmvelopment expenses for the year ended Dece®it
2005, were approximately $5.2 million.
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Risk Factors

The following factors affect our business and tdustry in which we operate. The risks and uncetits described below are not the only ones we fadditional risks an
uncertainties not presently known or which we cotlseconsider immaterial may also have an adveffeteon our business. If any of the matters disedsin the following ris
factors were to occur, our business, financial d@m results of operations, cash flows, or praspeould be materially adversely affected .

Our business is at an early stage of development.

Our business is at an early stage of developmertd@/not have any products in latege clinical trials or on the market. We ard siithe early stages of identifying ¢
conducting research on potential products. Only @heur products has progressed to the stage ofgbstuidied in human clinical trials in the U.S. rQuotential 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, tieealinical trials for any of our product candieaf or to commercialize any products. Our prodacidaates may prove to he
undesirable and unintended side effects or otharaciteristics adversely affecting their safetyicaffy or costeffectiveness that could prevent or limit their .usay product usin
any of our technology may fail to provide the irded therapeutic benefits, or achieve therapeutietits equal to or better than the standard ofttneat at the time of testing
production.

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

We have not generated any profits since our enty the biotechnology business, have no sourcewdnues, and have incurred significant operatisgds. We expect
incur additional operating losses for the foreséeékture and, as we increase our research andageuent activities, we expect our operating logdseiscrease significantly. \/
do not have any sources of revenues and may netdmayin the foreseeable future.

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

We need to obtain significant additional capitaaerces from sources including equity and/or detsnicings, license arrangements, grants and/oatomlative resear
arrangements in order to develop products and moatour business. As of December 31, 2006, wechal, cash equivalents and marketable securitiepmfoximately $1
million. Our current burn rate is approximately,@10,000 per month excluding capital expendituvés.will need to raise additional capital to fundr eworking capital neec
beyond first quarter 2008. We must rely upon ledftrts thirdparty debt or equity funding and we can provideassurance that we will be successful in any funeiffigrt. The
failure to raise such funds will necessitate theailment of operations and impact the completibthe clinical trials.

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

« the accuracy of the assumptions underlying oumegés for capital needs in 2007 and beyond;

scientific progress in our research and developrpesgrams;

the magnitude and scope of our research and dewelapprograms;

our ability to establish, enforce and maintaintefyec arrangements for research, developmentgalinésting, manufacturing and marketing;

« our progress with preclinical development and chiirials;

the time and costs involved in obtaining regulat@pyprovals;

« the costs involved in preparing, filing, prosecgtimaintaining, defending and enforcing patentataiand
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« the number and type of product candidates thatwrsue.

We do not have any committed sources of capitdhoagh we have issued and outstanding warrants thatxercised, would result in an equity capitalsing
transaction. Additional financing through strategollaborations, public or private equity finangs capital lease transactions or other financmgces 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, cedine scope of or eliminate one or more of ouggms, any of which cou
have a material adverse effect on our financiab@@n or business prospects.

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

Generally accepted accounting principles in thetéthiStates require that we report the value ofagererivative instruments we have issued as cuti&bilities 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 requiree
recalculated (and resulting naperating gains or losses reflected in our statémieoperations and resulting adjustments to tiseaated liability amounts reflected on our bal:
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 commsimck price may result in significant changeshi value of the derivatives and resulting gains lasses on our statemen
operations.

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

Human clinical trials are very expensive and diffido design and implement, in part because theysabject to rigorous regulatory requirements. @livecal trial process
also time consuming. We estimate that clinicaldrizf our product candidates will take at leastesalryears to complete. Furthermore, failure catupat any stage of the trie
and we could encounter problems that cause us dadaim or repeat clinical trials. The commencemerntt @mpletion of clinical trials may be delayed $gveral factor
including:

« unforeseen safety issues;

determination of dosing issues;
« lack of effectiveness during clinical trials;

« slower than expected rates of patient recruitment;

inability to monitor patients adequately duringafter treatment; and

inability or unwillingness of medical investigatdmsfollow our clinical protocols.

In addition, we or the FDA may suspend our clinitédls at any time if it appears that we are expp9articipants to unacceptable health risks athé FDA find:
deficiencies in our IND submissions or the condifdhese trials.

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

Our business strategy is dependent upon the skitisknowledge of our management team. We belteatethe special knowledge of these individuals give a competiti
advantage. If any critical employee leaves, we tmaynable on a timely basis to hire suitable @gtzents to effectively operate our business. \We aperate with a very sm
number of employees and thus have little or no bpdatapability for their activities. The loss oftkervices of any member of our management teatimedioss of a number
other employees could have a material adverseteffeour business.
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We are dependent on contract research organizatiamsl other contractors for clinical testing and facertain research and development activities, thths timing anc
adequacy of our clinical trials and such researchtavities are, to a certain extent, beyond our cmit

The nature of clinical trials and our businesstetyg requires us to rely on contract research org#ions, independent clinical investigators anldeotthird party servic
providers to assist us with clinical testing andtaie research and development activities. As altesur success is dependent upon the successee€ toutside parties
performing their responsibilities. Although we @ 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 contracttir®ur contractors do not perform their activitiZsBan adequate or time
manner, the development and commercialization ofdoug candidates could be delayed.

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

We conduct our research and development in a 1G;g08are foot facility in The Woodlands, Texas, vihiccludes an approximately 800 square foot stfithree rooms fc
the manufacture of stem cell and T-cell therapimesugh Phase lll trials. Our current facility istdarge enough to conduct commeraakle manufacturing operations. We
need to expand further our manufacturing staff faedity, obtain a new facility or contract with quorate collaborators or other third parties tastsgith future drug production.

In the event that we decide to establish a comrakscale manufacturing facility, we will require sudostial additional funds and will be required toehand train significa
numbers of employees and comply with applicablell@@ns, which are extensive. We do not have fumdslable for building a manufacturing faciliyndhwe may not be able
build a manufacturing facility that both meets redory requirements and is sufficient for our conaie-scale manufacturing.

We may arrange with third parties for the manufeetaf our future products. However, our third-pastyurcing strategy may not result in a ceffective means f
manufacturing our future products. If we employrdiparty manufacturers, we will not control many aspeaf the manufacturing process, including comm@by 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 qtiastiof products may not be available from contraenufacturers
acceptable costs.

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

A number of pharmaceutical, biotechnology and otteenpanies, universities and research institutiene filed patent applications or have been ispatents relating to ci
therapy, stem cells, €ells, and other technologies potentially relevantr required by our expected products. We capnedict which, if any, of such applications wilkige a
patents or the claims that might be allowed. Weaware that a number of companies have filed apfdios relating to stem cells. We are also awara atimber of pate
applications and patents claiming use of stem egitsother modified cells to treat disease, disoodénjury.

If third party patents or patent applications cantdaims infringed by either our licensed techpl@r other technology required to make and usepotential products ai
such claims are ultimately determined to be vahére can be no assurance that we would be akldbttin licenses to these patents at a reasonabteitat all, or be able
develop or obtain alternative technology. If we anable 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 caasiag such technology.
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If we are unable to obtain future patents and othproprietary rights our operations will be signifamtly harmed.

Our ability to compete effectively is dependenpart upon obtaining patent protection relating tio chnologies. The patent positions of pharmacaiuand biotechnolog
companies, including ours, are uncertain and irv@omplex and evolving legal and factual questidie coverage sought in a patent application cademged or significant
reduced before or after the patent is issued. Gpresgly, we do not know whether the patent appbeat for our technology will result in the issuarafepatents, or if any futu
patents will provide significant protection or comroial advantage or will be circumvented by oth&mce patent applications are secret until thdiegtons are publishe
(usually eighteen months after the earliest eféecfiling date), and since publication of discoesrin the scientific or patent literature oftensldgehind actual discoveries,
cannot be certain that the inventors of our licensatents were the first to make the inventionseced by the patent applications or that the licérsstent applications were
first to be filed for such inventions. There canrnmeassurance that patents will issue from thermpateplications or, if issued, that such patentshve of commercial benefit to
afford us adequate protection from competing presjuar not be challenged or declared invalid.

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

The markets for therapeutic stem cell products,tipiel sclerosis products, and rheumatoid arthptisducts are highly competitive. We expect that mast 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 alonthiaprocess of product development and also opéaege, companfunded research and development programs. As #,rest
competitors may develop more competitive or affoidgproducts, or achieve earlier patent protectioproduct commercialization than we are able thieae. Competitiv
products may render any products or product camedhat we develop obsolete.

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

Our business depends on three licenses from tlarteg. These third party license agreements impbsigations on us, such as payment obligations @slations t
diligently pursue development of commercial produstder the licensed patents. If a licensor beighat we have failed to meet our obligations uralécense agreement,
licensor could seek to limit or terminate our liserrights, which could lead to costly and ticesuming 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 technolagfpim could be severely adversely affected.

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

The research and development of stem cell therapissbject to and restricted by extensive regufaby governmental authorities in the United Staled other countrie
The process of obtaining U.S. Food and Drug Adrhiai®n, or FDA, and other necessary regulatoryraygds is lengthy, expensive and uncertain. We fiadlyto obtain th:
necessary approvals to continue our research arelagenent, which would hinder our ability to manetfizre or market any future product.

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

17




Our product candidates, if approved for marketingy not achieve market acceptance since hospifaysicians, patients or the medical community inegal may decide
not accept and utilize these products. The prodactidates that we are attempting to develop reptesibstantial departures from established tre@tmethods and will compe
with a number of more conventional drugs and thesamanufactured and marketed by major pharma@utisnpanies. The degree of market acceptanceyobfanur develope
products will depend on a number of factors, inoigd

« our establishment and demonstration to the medmaimunity of the clinical efficacy and safety ofrquroduct candidates;
« our ability to create products that are supericalternatives currently on the market;
« our ability to establish in the medical communty fpotential advantage of our treatments overradtare 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 aiier reason, our business would be materiallynkdr

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

Although our common stock is traded on the Nasdkxp& Market, there is currently a limited market bur common stock and there can be no assuraatemn improve
market will ever develop. Investors are cautionetito rely on the possibility that an active traglimarket may develop.

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

In the past, following periods of market volatility the price of a company’securities or the reporting of unfavorable nesesurity holders have often instituted class a
litigation. If the market value of our common stoekperiences adverse fluctuations and we beconwvied in this type of litigation, regardless of thetcome, we could inc
substantial legal costs and our management's ateabuld be diverted from the operation of ouribass, causing our business to suffer.

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

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

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

We may sell additional shares of common stock seguent public or private offerings. We may atsueé additional shares of common stock to finantgé acquisition
We cannot predict the size of future issuancesuofcommon stock or the effect, if any, that futisguances and sales of shares of our common stitidkawe on the market pri
of our common stock. Sales of substantial amouhtaiocommon stock (including shares issued in ection with an acquisition), or the perception thath sales could occ
may adversely affect prevailing market prices for common stock.

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

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

As of December 31, 2006, we had 32 full time emplsy We believe that our relations with our emgésyare good. None of our employees is represéytedunion ¢
covered by a collective bargaining agreement.
ITEM 2. DESCRIPTION OF PROPERTY

Our 10,200 sq. ft. facility is located on 3 acré2@35 North Crescent Ridge Drive in The Woodlarkexas. This location provides space for reseanthdevelopment a
manufacturing capacity for clinical trials; a spgized Flow Cytometry and Microscopy lab; suppdftcbnical trials with 800 sq. ft. of GMP (good maflacturing practice
manufacturing suites; Quality Systems managemeitht @uality Control Laboratory, Regulatory AffaiQuality Assurance; as well as administrative supppace. There is 2,5
sq. ft. of space still available for future buiddit. The facility including the property is leasied a term of ten years with two options for ardiéidnal five years each at the tt
prevailing market rate.

ITEM 3. LEGAL PROCEEDINGS

We are not currently a party to any material lggakeedings.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURI TY HOLDERS

None.
PART II
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELA TED STOCKHOLDERS MATTERS AND SMALL BUSINESS ISSUER PURCHASES OF
EQUITY SECURITIES

Shares of our common stock are traded on the NaStdzpl Market under the symbol “OPXA”. Our commstock trades on a limited, sporadic and volatidsi$.

The following table sets forth, for the periodsigated, the range of high and low bid information éur common stock. These quotations reflectrid&aler prices, witho
retail mark-up, mark-down or commission, and mayrepresent 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 Quarter 14.1(C 12.5C

Fourth Quarte 6.3C 5.9C
Fiscal Year Ended December 31, 2006

First Quartel $ 7.0C % 4.4C

Second Quarte 10.1(C 5.1C

Third Quarter 9.1t 4.9:

Fourth Quarte 7.0z 5.1C

No cash dividends have been declared on the Compamynon stock since the Company's inception arslribt anticipated that dividends will be declacedour commo
stock in the foreseeable future.

As of December 31, 2006, there were approximat88/®lders of record of our Common Stock.
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Equity Compensation Plan Information

The following table sets forth information, as oéd&@mber 31, 2006, with respect to the Compamgmpensation plans under which common stock isoaged fo
issuance. We issue options to officers, directemsployees and consultants under our stockholdemoapd 2004 Compensatory Stock Plan. We belieakttie exercise price 1
all of the options set forth below reflects fairmet value.

Number of Securities
Remaining Available for

Number of Securities for Future Issuance
to be Issued Upon Weighted Average Under Equity
Exercise of Exercise Price of Compensation Plans
Outstanding Options, Outstanding Options, (Excluding Securities
Warrants and Rights Warrants and Rights Reflected in Column A)
Plan Category (A) (B) ((®)
Equity Compensation Plai
Approved by Security Shareholde 762,9 $ 10. 437,0
Equity Compensation Plans N
Approved by Security Shareholders - - -
Total 762,9 $ 10. 437,0

Recent Sales of Unregistered Securities and EquiBurchases by Company
None.
ITEM 6. MANAGEMENT'S DISCUSSION AND ANALYSIS OR PLA N OF OPERATION

The following discussion of our financial conditiamd results of operations should be read in cogijiom with the accompanying financial statementsl #me relate
footnotes theretc

Organizational History

We were incorporated in Texas in 1991 and in Ma@40wve entered the biopharmaceutical business huidieg an entity that held rights to treatmentsngsadul
multipotent stem cells derived from adult humanigiesral blood. From an accounting standpoint,sthiesidiary is deemed the acquirer in a reverse enavhereby the parent
deemed the survivor of the reorganization. As socin financial statements are those of the subisidiln November 2004, we acquired Opexa Pharni@eds; Inc. which holc
rights to technology to an individualized T-celethpeutic technology for treating MS.

Critical Accounting Policies
General

The Consolidated Financial Statements and Not&€otwsolidated Financial Statements contain inforomathat is pertinent to this managemsmtiscussion and analysis. -
preparation of financial statements in conformitgtmaccounting principles generally accepted in ltheted States requires management to make estnaai@ assumptions tl
affect the reported amounts of assets and liaslitind disclosure of any contingent assets anilitiedh Management believes these accountingcpsiinvolve judgment due
the sensitivity of the methods, assumptions anichesés necessary in determining the related asskligbility amounts. Management believes it hesreised proper judgment
determining these estimates based on the factsiacuimstances available to it at the time the emtit® were made. The significant accounting palieiee described in t
Company's financial statements.
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Principles of Consolidation

The accompanying consolidated financial statemeifitthe Company include the accounts of its whollyned subsidiary. All significant intercompany aonts an
transactions have been eliminated.

Revenue
We did not receive any revenue in 2005 and 2006danabt expect any revenue in 2007.
Accounting for Derivative Instruments

Statement of Financial Accounting Standard (“SFASY. 133, “Accounting for Derivative InstrumentsdaHedging Activities,”as amended, requires all derivatives t
recorded on the balance sheet at fair value. THeseatives are separately valued and accountedrfayur balance sheet. Fair values for securitiedet! in the open market ¢
derivatives are based on quoted market prices. Bimarket prices are not readily available, faiueal are determined using market based pricing readebrporating readi
observable market data and requiring judgment atithates.

The pricing model we use for determining fair valwé our derivatives is the Black Scholes Pricingddl. Valuations derived from this model are subjemngoing intern:
and external verification and review. The modelsus®rketsourced inputs such as interest rates, exchange aatd stock price volatilities. Selection of thegeuts involve
management's judgment and may impact net income.

In September 2000, the Emerging Issues Task FOEI&R") issued EITF 09, "Accounting for Derivative Financial Instrumsrihdexed to and Potentially Settled i
Company's Own Stock," ("EITF 009") which requires freestanding contracts thatsatled in a company's own stock, including commimtk warrants, to be designated a
equity instrument, asset or a liability. Under tirevisions of EITF 0QL9, a contract designated as an asset or a liahilitst be carried at fair value on a company'srizaahee
with any changes in fair value recorded in the canys results of operations. A contract designaie@n equity instrument must be included withinitygq@and no fair valu
adjustments are required. In accordance with EITA® in June 2006, we determined that certain oudiéhg warrants to purchase our common stock shbaeldeparate
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, 200éctwd the fair value of these warrants on ourrm@asheet and record unrealized changes in thewvaluthese derivatives
our consolidated statement of operations as “Aass) on derivative liabilities.”

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

In December 2006, the FASB issued FASB Staff RasiNo. EITF 00-19-2, Accounting for RegistrationyReent Arrangements (EITF 00-19-2). EITF 00-A&ddresses
issuers accounting for registration payment arrangeméngpecifies that the contingent obligation to mdlture payments or otherwise transfer considmmatnder a registrati
payment arrangement, whether issued as a sepgragngent or included as a provision of a finanicisfrument or other agreement, should be separatetygnized and measu
in accordance with FASB Statement No. 5, AccounfargContingencies. The guidance in EITF 002.@mends FASB Statements No. 133, Accounting foivagve Instrument
and Hedging Activities, and No. 150, Accounting @ertain Financial Instruments with Characteristi€®oth Liabilities and Equity, and FASB Interpagbn No. 45, Guaranta’
Accounting and Disclosure Requirements for Guaesjtdncluding Indirect Guarantees of Indebtednes®©Others, to include scope exceptions for regigtratpaymer
arrangements. EITF 00-1B-also requires additional disclosure regarding fa&ure of any registration payment arrangementsrnative settlement methods, the maxin
potential amount of consideration and the curramtying amount of the liability, if any. This EITiE effective immediately for registration paymentaagements and the financ
instruments subject to those arrangements thatmatered into or modified subsequent to the datesafe of this EITF. For registration payment arengnts and financi
instruments subject to those arrangements that emtered into prior to the issuance of this ElTHs s effective for financial statements issuedffscal years beginning af
December 15, 2006, and interim periods within thitseal years. The impact of implementing EITF T®-2 in the fiscal year 2007 will result in a cumwatieffect of a change
accounting principle with a credit to beginningaieed earnings of $6,656,677 and a reversal ofange amount to the derivative liability account.
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Results of Operations and Financial Condition
Net Sales.
We recorded no sales for the twelve months endesmber 31, 2006 and 2005.
General and Administrative Expenses

Our general and administrative expenses duringtiwiedve months ended December 31, 2006, was $5,461a8 compared to $6,259,075 for the twelve mometide!
December 31, 2005. The decrease in expenses isodaeombination of factors including a decreasetotk compensation expenses, professional sefeee and overhe
expenses in 2006. General and administrative exgecsnsist primarily of salaries and benefits, lstmmmpensation expense, office expense, profedssemaices fees, and ot!
corporate overhead costs. We anticipate incréasgsneral and administrative expenses as we agntimdevelop and prepare for commercializatioawftechnology.

Research and Development Expense

Research and development expense was $7,850,3%Befdwelve months ended December 31, 2006, as a@dpo $5,159,853 the twelve months ended Deceib
2005. The increase in expenses was primarily dube costs of the Phase I/ll and Phase llb clirtitals for Tovaxin™ and research and developmergupport of preslinical
diabetes stem cell therapies. We have made aretetgcontinue to make substantial investmentesearch and development in order to develop anllenaur technology. W
expense research and development costs as incegdired research and development that has nmatige future use is expensed when acquired. Pgpgant and equipme
for research and development that has an altemhtiure use is capitalized and the related deatieai is expensed as research and development d&t®xpect our research i
development expense to increase as we continunéstiin the development of our technology.

Interest Expense

Interest expense was $984 for the twelve monthe@iecember 31, 2006 compared to $7,323,851 fomtbkre months ended December 31, 2005. Intesgerese durin
2005 was due to notes payable that were outstarttliigg the second quarter of 2005 which were syilosetly converted into equity in June 2005, resglin acceleration of tl
amortization of the discount related to the notes.

Interest Income

Interest income was $688,299 for the twelve moetided December 31, 2006 compared to $81,930 éomtblve months ended December 31, 2005. Thedserwas dt
to the investment of the cash proceeds from a 206ty financing in short term and cash equivalenéstments.

Gain (Loss) on Derivative Instruments Liabilitieset.

The Company recognized a gain on derivative insemisiof $104,978 for the twelve months ended Deeer@b, 2006 compared to $3,896,841 for the tweleatims ended
December 31, 2005. The decrease is a result afehenrealized (non-cash) change in the fair vafusur derivative instrument liabilities.

Net Loss

We had net loss for the year ended December 31, 26012,649,170 or ($2.35) per share (basic aluted), compared with a net loss of $14,856,724$68r49) per sha
(basic and diluted), for the twelve months endedebeber 31, 2005.
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Liquidity and Capital Resources

Historically, the Company has financed its operai@rimarily from the sale of its debt and equiecwities. As of December 31, 2006, the Comparny ¢esh, cas
equivalents and marketable securities of approxéma&15 million.

We used approximately $11.0.million of cash for mpeg activities for the year ended December 3N62compared to approximately $6.2 million for #@me period «
2005. The increase in use of cash is primarily tluan increase in research and development exjpeeslirelated to the clinical trials for our Tovatherapy for MS and tl
purchase of marketable securities.

Capital expenditures were approximately $0.6 millia 2006 and consisted primarily of laboratory ipment and leasehold improvements related to thestecaction o
manufacturing facilities.

Our financing activities generated approximatelyl 82million for the year ended December 31, 200&@spared to approximately $8.2 million for the saperiod c
2005. In both periods, the cash generated froanfig activities resulted from the sale of Comrtock in equity financings.

Our current burn rate is approximately $1 millicer pnonth excluding capital expenditures. Withdwt proceeds of this offering, we would need toeraidditional capital -
fund our working capital needs beyond the firstrtgpraof 2008. Currently, we have determined thiaveé do not raise additional funds, there is a eosncbout our ability 1
continue our operations and our independent aceotsyhave added a going concern paragraph tordyirt on the audit financial statements for tharyended December .
2006.

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

Payments Due by Period

Less than More than

Total 1 year 1- 3 years 3-5years 5 years
Operating Lease $ 1,274,170 $ 117,77:  $ 276,97¢  $ 295,08( $ 584,34:
Consulting and Research Agreements $ 142,646.! $ 142,14 $ 50C $ - $ -
Total $ 1,416,82. $ 259,92 % 277,47¢  $ 295,08 $ 584,34:

Off-Balance Sheet Arrangements
As of December 31, 2006, the Company had no offiriid sheet arrangements.
Recent Accounting Pronouncements

Effective January 1, 2006, we adopted the provisiohStatement of Financial Accounting Standards N8R, “Share-Based Paymenthich establishes accounting
equity instruments exchanged for employee ser¥iée utilize the BlackScholes option pricing model to estimate the failue of employee stock based compensation at te
of grant, which requires the input of highly sultiiee assumptions, including expected volatility aexpected life. Further, agquired under SFAS 123R, we now estir
forfeitures for options granted, which are not extpd to vest. Changes in these inputs and assumgpten materially affect the measure of estimaaé@dvilue of our sharbase!
compensation. These assumptions are subjectivg@mnerally require significant analysis and judgmientlevelop. When estimating fair value, some ef @ssumptions will t
based on, or determined from, external data aner @bsumptions may be derived from our historigpkeeience with stockased payment arrangements. The appropriate we
place on historical experience is a matter of judgtmbased on relevant facts and circumstances.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

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

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

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

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

As discussed in Note 2 to the financial statemehesCompany has restated its financial statenfenthe years ended December 31, 2006 and 200%hangkeriod from January
22, 2003 (Inception) through December 31, 2006ag telate to the accounting for acquired in pregesearch and development.

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

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

March 14, 2007
Except for Note 15 which is dated November 2, 2007
Except for Notes 2, 4, 6 and 12 which are datedexther 29, 2007
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OPEXA THERAPEUTICS, INC.
(a development stage company)
(formerly PharmaFrontiers Corp.)
CONSOLIDATED BALANCE SHEET (RESTATED)

Restated
December 31,
2006
Assets
Current assett
Cash and cash equivalel $ 12,019,91
Investment in marketable securit 2,952,091
Other current assets 472,88:
Total current asse 15,444,89
Property & equipment, net accumulated depreciatidb395,284 1,361,37
Total assets $  16,806,26
Liabilities and Stockholders' Equity
Current liabilities:
Accounts payabl $ 868,86
Stock payabl 112,44(
Accrued expense 135,06¢
Note payable 1,500,001
Current maturity of long term de 14,08(
Derivative liability 6,656,67
Total current liabilities 9,287,12:
Long term liabilities:
Loan payable 96,24
Total liabilities 9,383,37!
Commitments and contingenci -
Stockholders' equity
Convertible preferred stock, no par value, 10,000 $hare: -
authorized, none issued and outstanc
Common stock, $0.50 par value, 100,000,000 shart®rzed, 3,348,35
6,696,784 shares issued and outstan
Additional paid in capita 63,118,18
Deficit accumulated during the development stage (59,043,63)
Total stockholders' equity 7,422,89:
Total liabilities and stockholders' equity $ 16,806,26

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

General and administratiy

Depreciatior

Loss on disposal of assets
Operating los:

Interest incom

Other income

Gain on derivative liability
Interest expense

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 (RESTATED)
Years ended December 31, 2006 and 2005 and the
Period from January 22, 2003 (Inception) to Decemhlie81, 2006

Restated
Inception
Restated Restated through
2006 2005 2006
$ 7,850,37. % 5,159,85. $ 40,685,68
5,461,04 6,259,07! 14,206,46'
174,11° 98,08( 285,25!
2,37¢ 22,81( 482,30¢
(13,487,91) (11,539,81) (55,659,71)
688,29¢ 81,93( 776,22:
46,45( 28,17¢ 77,00¢
104,97¢ 3,896,84: 4,001,81!
(984) (7,323,85) (8,238,967
$ (12,649,17) $ (14,856,72) $ (59,043,63)
$ (2.3 $ (9.49) N/A
5,390,91 1,564,83 N/A

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




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

Balances at December 31, 2(
Shares issued fo
cash
services
license
reverse merger with Sporti
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, 2004, rest

Shares issued fo
cash, net of offering cos
convertible deb
debt
license
services

CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS'

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

Period from January 22, 2003 (Inception) through Deember 31, 2006

EQUITY (RESTATED)

Additional
Common Stock Paid in Accumulated
Shares Par Capital Deficit Total

525,000 $ 262,500 $ (261,500 $ - $ 1,00(
(170,62 (85,319 84,98¢ - (325)
- - 28,18( - 28,18(

- - 28,18( - 28,18(

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

- - 855,84¢ - 855,84¢

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

- - 123,33: - 123,33:
- - - (31,411,73) (31,411,73)
1,005,98. 502,99: 27,805,80 (31,537,73) (3,228,94)
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« 14,59" 1,853,78 - 1,868,38.
24,00( 12,00( 1,000,401 - 1,012,401
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Discount related tc
beneficial conversion featu
warrants attached to de
Option expens
Warrant expens
Transition of warrants from equity instrumentsitbllity instruments
Net loss

Balances at December 31, 2005, rest

Shares issued fao
cash, net of offering cos
debt

Option expens

Warrant expens

Net loss

Balances at December 31, 2006, restated

- - 831,94« - 831,94«
- - 1,433,10: - 1,433,10!

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

- - 2,373,88: - 2,373,88

- - (10,658,49) - (10,658,49)

- - - (14,856,72) (14,856,72)
2,061,95! 1,030,97 39,783,45 (46,394,46) (5,580,03)
4,600,001 2,300,001 18,853,51 - 21,153,51
34,82¢ 17,37« 162,62t - 180,00(

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

- - 1,568,961 - 1,568,96!

- - - (12,649,17) (12,649,17)
6,696,78 $ 3,348,35. $ 63,118,18 (59,043,63) $ 7,422,89i

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 (RESTATED)
Years ended December 31, 2006 and 2005 and the
Period from January 22, 2003 (Inception) to Decemhlie81, 2006

Restated
Inception
Restated Restated through
2006 2005 2006

Cash flows from operating activitit
Net loss $ (12,649,17) $ (14,856,72) $ (59,043,63)
Adjustments to reconcile net loss to net ¢
used in operating activitie

Stock payable for acquired research and develop 112,44( 112,44(
Stock issued for acquired research and develop 1,988,89 26,286,58
Stock issued for service 1,861,401
Stock issued for debt in excess of princi - 109,07( 109,07(

Amortization of discount on notes payable

to warrants and beneficial conversion feat - 5,516,63i 6,313,20!
Unrealized gain on marketable securi (25,917 - (25,917
(Gain) on derivative liability (104,979 (3,896,84) (4,001,81)
Depreciatior 174,11 98,08( 285,25!
Debt financing cost - 365,91( 365,91(
Option and warrant expen 4,318,58: 4,861,62! 9,303,54!
Loss on disposition of fixed ass¢ 2,37¢ 22,81( 482,30¢

Changes in

Accounts payabl 359,39 26,36( 444,56
Marketable securitie (2,926,18.) - (2,926,18)
Prepaid expense (340,87¢) (88,18%) (468,01))
Accrued expense (105,241() 23,65t (50,259
Other assets - (388,21() (388,21()
Net cash used in operating activit (11,185,44) (6,216,91) (21,339,74)

Cash flows from investing activitie
Purchase of property & equipment (619,14") (258,907) (1,051,05)
Net cash used in investing activiti (619,14") (258,90:) (1,051,05))

Cash flows from financing activitie
Common stock sold for cash, net of offering c« 21,153,522 5,346,21 26,509,73
Common stock repurchased and canc - - (325)
Proceeds from del 110,32: 2,896,88! 7,964,91.
Repayments on notes payable - (58,619 (63,61
Net cash provided by financing activiti 21,263,84 8,184,48: 34,410,71
Net change in cash and cash equival 9,459,24i 1,708,67: 12,019,91
Cash and cash equivalents at beginning of period 2,560,66! 851,99: -
Cash and cash equivalents at end of period $ 12,019,91 $ 2,560,66/ $ 12,019,91
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Cash paid for
Income tax
Interest

NON-CASH TRANSACTIONS
Issuance of common stock to Sportan shareho
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

See accompanying summary of accounting policies and
notes to consolidated financial statements
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180,00

525,51
6,159,61!
17,17¢

1,433,10:
831,94«
999,07-

6,761,65!

42¢

147,73¢
525,51
6,407,981
197,17¢
93,36¢

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




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 thédwile license to technology developed at Argohiational Laboratory, a U.S. Department of Energpdratory Operated
by the University of Chicago (“Argonne”). This ia @xclusive license to a stem cell technology inciwladult multi-potent stem cells are derived froranocytes 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 vacciney@&rin™, which is in U.S. FDA Phase IIb human claditrials to evaluate its safety and effectiveniagseating multiple sclerosis.

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

Basis of Presentation. In June 2006, the Company (i) changed its nan@ptexa Therapeutics, Inc. from PharmaFrontiers Camd (ii) effected a one-for-ten reverse common
stock split. All references to number of shared per share amounts reflect such split as if iuo@d on the first day of the first period presentehe 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 reclasdifienform with the current year presentation

Use of Estimates in Financial Statement PreparatianThe preparation of consolidated financial statem@ntonformity with accounting principles geneyadccepted in the
United States of America requires management tceneakimates and assumptions that affect the repan®unts of assets and liabilities, the disclosfieontingent assets and
liabilities at the date of the consolidated finahaitatements, and the reported amounts of reveaneeexpenses during the reporting period. Actesiiits could differ from those
estimates.

Cash, Cash Equivalents and Marketable Securities.For purposes of the statements of cash flow$ egaivalents include all highly liquid investmemtigh original maturities
of three months or less. Marketable securitieRighe investments with maturities greater than timeaths but less than one year. The primary objestior the 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 certaipes of instruments issued by institutions prinyaniith investment grade credit ratings and plaesstrictions on maturitie
and concentration by type and issuer.

Long-lived Assets. Property and equipment are stated on the basistirical cost less accumulated depreciation.raption is provided using the straight-line metlwer the
estimated useful lives of the assets. Major rengwatl improvements are capitalized, while minotaggments, 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.

Income Taxes. Income tax expense is based on reported earhifgse income taxes. Deferred income taxes reflectmpact of temporary differences between assals
liabilities recognized for consolidated financiaporting purposes and such amounts recognizedxgurposes, and are measured by applying enaotedtes in effect in years
which the differences are expected to reverse.




Stock-Based Compensation.On January 1, 2006, Opexa began recording compensatpense associated with stock options and déohners of equity compensation in
accordance with Statement of Financial Accountitan8ards No. 123R5hare-Based Paymeists interpreted by SEC Staff Accounting Bulletin NO7. Prior to January 1, 2006,
Opexa had accounted for stock options accordirie@rovisions 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, consequgehtlye not retroactively adjusted results from ppieriods. Under this transition method, compensatiost associated with
stock options recognized in the first quarter e€él 2006 includes the quarterly amortization eglab the remaining unvested portion of all stopkian awards granted prior to
January 1, 2006, based on the grant date fair \estimated in accordance with the original provisiof SFAS No. 123.

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

Inception
2005 through 2006

Net loss as reporte $ (14,856,72) $ (59,043,63)
Add: stock based compensation determined u

intrinsic value based meth 2,487,74. 2,611,07.
Less: stock based compensation determined u

fair value based method (4,264,01) (4,417,37)
Pro forma net loss $ (16,632,99) $ (60,849,93)
Basic and diluter

Net loss per common she $ (10.69) N/A

As reportec $ (9.49) N/A

Research and Development.Research and development expenses include salegiated employee expenses, clinical trial expgnesearch 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. Acquirguocess research and development that dodsaneta future alternative
use is expensed when acquired. Research and devahbexpense for the year ended December 31, 2866850,372, as compared to $5,159,853 for theeyaed December
31, 2005.

Accounting for Derivative Instruments. Statement of Financial Accounting Standard (“SFAS8) 133, “Accounting for Derivative Instrumentsdadedging Activities,” as
amended, requires all derivatives to be recordetheralance 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 marikesgare not readily available, fair values areedrined 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 modelsusmrket-sourced inputs such as interest ratehaege 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 requife=estanding contracts that are settled in a caryipawn stock, including common stock warrantdealesignated 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.
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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 separaenzent or included as a provision of a finanicisirument or other agreement, should be separsgetgnized and measured
in accordance with FASB Statement No. 5, AccountargContingencies. The guidance in EITF 00-19-2ads FASB Statements No. 133, Accounting for Deéireanstruments
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 Guaesttcluding Indirect Guarantees of Indebtedné&3tioers, to include scope exceptions for regigtrapayment
arrangements. EITF 00-19-2 also requires additidisgllosure regarding the nature of any registrapiayment arrangements, alternative settlementadeftthe 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 thargezed into or modified subsequent to the datesofe of this EITF. For registration payment aremgnts and financial
instruments subject to those arrangements that @reeged 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 thieseal years. The impact of implementing EITFD®-=2 in the fiscal year 2007 will result in a cusamiNe 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, "Actiogrfor Certain Hybrid Financial Instruments," whiamends SFAS 133, "Accounting for Derivative dastents 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 instruméaytallowing them to be accounted for as a whotbeéfholder elects to account for the whole insgnton 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 Iméginafter September 15, 2006 and is thereforeiredjto be adopted by the Company as of Octob2006. Management is
still evaluating what effect this will have on ti®empany’s financial statements.

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

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

There were various other accounting standardsraedoretations issued during 2006 and 2005, nomehath are expected to have a material impact erCthmpany’s
consolidated financial position, operations or cishs.

NOTE 2 - RESTATEMENT OF FINANCIAL STATEMENTS
The Company is restating these financial statenfenthe 2006, 2005 and 2004 annual periods.
Following is a description of the restatementshmfinancial statements:

The Company acquired Opexa Pharmaceuticals in @c@®04 and originally accounted for the acquiregdrocess research and development of $23,991d RRamgible
assets. In November 2007, the Company re-evalistedcounting for acquired research and developr@ued upon further consideration of Paragraph)ldfiStatement of
Financial Accounting Standards No. 2 (SFAS No.r) accounting guidance from Financial Accountingn@ards Board Interpretation No. 4 “ApplicabilityPASB

Statement No. 2 to Business Combinations Accoufatelly the Purchase Method” (FIN 4), the Compaagedmined that these assets did not have an afterfature use at the
date of acquisition. Thus, they had no separata@o@ value and should be accordingly expenseddearch and development in the period acquired.
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In February 2004, the Company obtained a licensm the University of Chicago for an adult stem t¢ethnology. Costs associated with the acquisiiothis license were

originally accounted for as an intangible assete @mounts originally capitalized as intangiblecéssvere $3,051,706, $976,497 and $112,440 foyehes ended December 31,
2004, 2005 and 2006 respectively. Upon further ictaration of Paragraph 11(c) of SFAS No. 2, the @any determined that these assets had not reaetiedaiogical feasibility
at the date of acquisition and had no alternatiferé use. Therefore, the intangible asset shcaNe been expensed to in process research and geaioin the period acquired.

In March 2006, the Company obtained an exclusivedwdade license for the intellectual property riglend research results of an autologous T cellinador rheumatoid arthritis
from the Shanghai Institutes for Biological Scien¢8IBS), Chinese Academy of Sciences of the P&oRkepublic of China. The Company made a $125lj@éfise payment and
accounted for the license as an intangible asdptn further consideration of Paragraph 11(c) cASHo. 2, the Company determined that this assgled reached technologic

feasibility at the date of acquisition and had Heraative future use. Therefore, the intangibleeashould have been expensed to in process rasaasiadevelopment in the period
acquired.

In the Consolidated Statements of Expenses, tleetedf the adjustments on operating expensesfriossoperations and net loss for each of the yeaded December 31, 2006
and 2005 and January 22, 2003(Inception) to DeceBibe2006 was as follows:

Year Ended December 31,

2006 2005
As Reported Adjustment As Restated As Reported Adjustment As Restated
Research and developm $ 7,612,93 $ 237,440 ¢ 7,850,37: $ 418335 $ 976,49 $ 515985
General and administratiy 5,461,04' - 5,461,04 6,259,07! - 6,259,07!
Depreciation and amortizatic 1,818,79' (1,644,67) @ 174,11° 1,735,20' 1,637,12) @ 98,08(
Loss on disposal of assets 2,37¢ - 2,37¢ 22,81( - 22,81(
Operating los: (14,895,15) 1,407,23 (13,487,91) (12,200,45) 660,63 (11,539,81)
Interest income 688,29¢ - 688,29¢ 81,93( - 81,93(
Other income 46,45( - 46,45( 28,17¢ - 28,17¢
Gain (loss) on derivative liabilit 104,97¢ - 104,97¢ 3,896,84. - 3,896,84:
Interest expense (984) - (984) (7,323,85) - (7,323,85)
Net loss $  (14,056,40) $ 1,407,23 $ (12,649,17) $ (15517,35) $ 660,63: $  (14,856,72)
Basic and diluted loss per share $ (2.61)) $ 0.2€ $ (2.35) $ (9.9 $ 0.4Z $ (9.49)
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January 22, 2003 (Inception) to
December 31,

2006
As Reported Adjustment As Restated

Research and developme $ 12,42890 $ 28,256,771 $ 40,685,68
General and administratiy 14,206,46 - 14,206,46'
Depreciation and amortizatic 3,818,82: (3,533,561 @ 285,25!
Loss on disposal of assets 482,30¢ - 482,30¢
Operating los: (30,936,51) (24,723,20) (55,659,71)
Interest income 776,22: - 776,22:
Other income 77,00: - 77,00:%
Gain (loss) on derivative liabilit 4,001,81" - 4,001,81!
Interest expense (8,238,96.) - (8,238,96.)
Net loss $  (34,320,43) $  (24,723,20) $  (59,043,63)
Basic and diluted loss per share N/A N/A N/A

(1) Adjustment for capitalizing acquired research aadeiopment to intangible assets that should haea bgpensed to research and development (i) fordaeended
12/31/2006 in the amount of $237,440, (ii) for fkemr ended 12/31/2005 in the amount of $976,497(idhehception to 12/31/2006 in the amount of $286,771

(20 Reversal of amortization of intangible assets #hatuld have been expensed to research and develofijnfer the year ended 12/31/2006 in the ammir$1,644,678, (ii)
for the year ended 12/31/2005 in the amount of 4,829 and (iii) inception to 12/31/2006 in the ambof $3,533,56¢

In the Balance Sheet, the effect of the adjustmentmitangible Assets and Accumulated Deficit aBetember 31, 2006 was as follows:

As Reported Adjustment As Restated
Assets
Intangible Asset $ 24,72320 $ (24,72320) Y 3 -
Stockholders' Equity
Accumulated Defici $ (34,320,43) $ (24,72320) Y 3 (59,043,63)

@ Adjustment for capitalizing acquired research dadelopment to intangible assets that should baes expensed to research and development andakwéamortization of
intangible assets that should have been expensedearch and development. Adjustment for capitajiacquired research and development to intaegissets that should have
been expensed to research and development (f)doyear ended 12/31/2006 in the amount of $237 @3@or the year ended 12/31/2005 in the amour#3¥6,497 and (iii)
inception to 12/31/2006 in the amount of $28,256, Heversal of amortization of intangible assetd #inould have been expensed to research and gewesto (i) for the year
ended 12/31/2006 in the amount of $1,644,678fdiithe year ended 12/31/2005 in the amount of ¥21,1829 and (iii) inception to 12/31/2006 in the ambof $3,533,568.

NOTE 3 — MARKETABLE SECURITIES

At December 31, 2006, Opexa invested $10.9 miliiorA-1/P-1 commercial paper, of which $2.9 millizninvested in marketable securities, and $3.49anils invested in a
money market account with an average market yie§138% and average time to maturity of 1.32 montiméerest income of $688,299 was recognizedHertivelve months
ended December 31, 2006 in the consolidated statsnoé expenses.
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NOTE 4 — 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 thevehsity. In consideration for the license, Opexalphe University $57,742 and issued 237,188 sheaksed at $1,199,706.
In December 2004, the License Agreement was amegi@ading Opexa an exclusive, non-transferable dvaide license to the University’s stem cell teclogyl. In consideration
for the amendment, Opexa paid the University antimadl $175,000, issued the University 5,500 sharecommon stock valued at $352,000, agreed tdhmayniversity
$1,500,000 on October 30, 2005 and agreed to thsugniversity shares of Opexa common stock, inoigidhe shares already issued, equal to 2.6% dbthaéoutstanding
number of shares after conversion of the 15% exgbalnle convertible subordinated promissory noteduhe 2005, 27,484 shares of common stock wareds® the University
of Chicago per the terms of a license agreemergsé&lshares were recorded at $867,064. In Augu$t, 20010 shares of common stock were issued tt/tineersity of Chicago
per the terms of a license agreement. These sharmesrecorded at $109,434. In October 2006, the0®1000 cash payment obligation was extended Aptil 30, 2007 and (ii)
the obligation to issue 21,623 shares of Opexasmon stock issuable was extended until April 3@72Qvith $112,440 accrued at December 31, 2006.drapany determined
that these assets had not reached technologicabilés at the date of acquisition and had norlégive future use. Therefore, the costs were esgeito research and developn
in the period incurred.

Shanghai Institute for Biological Science Licensegfeement

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&hIn exchange for a payment of $125,000 andgeaed running royalty
from the sale of commercialized products, Opexeies all information and data related to all dalitrials on all patient controls and patientshwhieumatoid arthritis with the T
cell vaccine. This includes all clinical, cell prtoement and manufacturing protocols, completeepatiata sheets, all laboratory materials, metlhodsresults and manufacturing
records and documents and any other data relatisé totellectual property. The first payment untter license occurred in April 2006 upon the deljvef materials pursuant to
the terms of the licensing agreement. The Compiatgrmined that these assets had not reached teghoad feasibility at the date of acquisition dmaid no alternative future use.
Therefore, the costs were expensed to researcHeuedopment in the period incurred.

NOTE 5 — PROPERTY AND EQUIPMENT

Property and equipment consisted of the followihBecember 31, 2006:

Description Life Amount

Computer equipmet 3 years $ 134,02:
Office furniture and equipmel 3-10 years 220,11:
Software 3-5 years 46,08¢
Laboratory equipmer 3-10 years 912,70¢
Leasehold improvements 10 years 443,72
Subtotal 1,756,66

Less: accumulated depreciation (395,289
Property and equipment, net $ 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 neainbce is charged as an expense as incurred. Dafmeexpense totaled $174,117 and $98,080 im[fi3806 and 2005,
respectively.
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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 $56,106,251 of unused netaijpey losses
available for carryforward to future years. The d&firfrom carryforward of such net operating losael expire in various years through 2026. Unttez provisions of Section 3¢
of the Internal Revenue Code, the benefit fromaailon of approximately $5,650,429 of net opemdimsses incurred prior to October 7, 2004 wasifiggmtly 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.

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

NOL @ 12/31/0¢ $ (47,670,68)
Net loss- 2006 (12,649,17)
Subtotal (60,319,85)
Derivative (gain) los: (104,979
Option expens 2,749,61
Warrant expense 1,568,96!
NOL @ 12/31/0¢€ (56,106,25)
Estimated tax rate X 34%
Deferred tax asst (19,076,12)
Valuation allowance 19,076,12
Net deferred tax ass $ -

NOTE 7 — THIRD PARTY CONVERTIBLE NOTES

Between September 2004 and February 2005, Opexedsonvertible notes to investors totaling $6,838, In March 2005, 45,169 shares of common stdtk avrelative fair
value of $999,074 were issued to note holderseis dldditional shares for their subscription inwesnt in Opexa. In June 2005, a total of $6,650&¥#8@prised of the principal of
the notes of $6,124,859 and accumulated intere®52$,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 warr@npairchase 1,110,548 shares at an exercise @20 per share.

Opexa analyzed the convertible notes and the wiarfanderivative accounting consideration undeASHA.33 and EITF 00-19. Opexa determined the emlzbddeversion 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 dsion of the accounting for the warrants.

NOTE 8 — NOTE PAYABLE
Note payable consists of a note in the amount (1000 payable to the University of Chicago, sedwby license, no interest and due April 30, 208@e Note 4 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 hasterest rate of 7.61¢

per annum, matures in May 2011 and is secured Bx®sp furniture and equipment purchased with tla@ lproceeds.
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NOTE 9 — COMMITMENTS AND CONTINGENCIES
Office Lease

In October 2005, Opexa entered into a ten-yeaeléasits office and research facilities. Ther@,500 sq. ft. of space still available for futimeld-out. The facility including the
property is leased for a term of ten years with options for an additional five years each at tientprevailing market rate. Future minimum leasgnpents 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.

Contract Research Organization Agreement

In September 2006, Opexa engaged PharmaNet, Lc@qtaact research organization focused on managingal nervous system trials to provide it withvézes 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 niad®ctober representing an advance for investigatant expenses, of which $191,329 remains a ptdmdance 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 20

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 employeesamsultants for their services.

- 24,269 shares of common stock valued at their thiervalue of $427,075 were issued to the UnivgrsftChicago per the terms of a license agreengee. Note 2 for
details.
— 99,740 shares of common stock were issued foriatgtities of $147,733 pursuant to the 2004 reoiggiion.

- 250,000 shares of common stock valued at their thievalue of $23,750,000 were issued to OpexatRbaeuticals, Inc., shareholders. See Note 12dtaild.
- 16,100 shares of common stock with a relativevfaiue of $288,366 were issued to note holderseis d@dditional shares for their subscription invesht.

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

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

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

During 2005, equity related transactions were Hevi:
- 389,451 shares of common stock with warrants telmse 1,070,993 shares were sold for $5,841,768.rédlative fair value of the common stock is $3,704 and th
relative fair value of the warrants is $4,748,00%ering costs of $495,552 related to shares issue® charged to additional paid in capi
- 45,168 shares of common stock with a relativevfaiue of $999,074 were issued to note holderseis additional shares for their subscription investt.

- 565,858 shares of common stock were issued tohmtkers for the conversion of $6,124,859 of priatiand $525,513 interest from convertible notes.
- 2,300 shares of common stock valued at their fainey of $161,000 were issued to note holders fectinversion of $51,930 of principal and interestf 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 theinvire of $1,012,400 were issued to consultantseir services.

- Additional contributions to capital of $2,265,052ating to the discounted value to notes payalole fiwarrants, beneficial conversion features atta¢beonvertible
notes.
- Employee stock option expense was $2,487,741 16520

- 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 Hevi:
- In March 2006, 34,829 shares of common stock wenadd to settle an outstanding accounts payaltheiamount 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 aniserice of
$5.00 per share. These warrants are not callablévave a cashless exercise opt

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

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

NOTE 11 — STOCK OPTIONS AND WARRANTS

In 2004, Opexa adopted the 2004 Stock Option Ptae Plan”) for the granting of stock options to@pyees and consultants of Opexa. Options gramelér the Plan may be
either incentive stock options or nonqualified &toptions. The Board of Directors has discretiodétermine the number, term, exercise price antingesf all grants.

Employee Stock Option:

During 2004, options to purchase 96,500 shares greneted to employees at exercise prices rangarg $30.00 to $50.00. These options have termssefyfears and vest from
one to three years. Fair value of $5,623,186 wesrded using the Black-Scholes method of calaatiith a volatility of 75.05% and a discount rafe2%.

During 2005, options to purchase 63,050 shares grareted to employees. at exercise prices of $7B8se options have terms of ten years and véstiryears. Fair value of
$261,879 was recorded using the Black-Scholes rdethoalculation with a volatility range of 175.48ad a discount rate of 2%.

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

During 2006, options to purchase 389,160 sharesmimon 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 to three geard have a fair value of $3,126,168. Using tleeBIScholes method, stock compensation for 200684#366,451 with a
volatility range of 401.34% to 429.86% and a distaate range of 4.72% - 5.22%.

Opexa recorded $2,749,617 stock-based compensatfmnse to the management and employees during 2006
During 2006, options to purchase 14,133 shares foeisted.
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 $1,011,770neesrded using the Black-Scholes method with atilitjarange of 75.05% and a discount rate of 2%.

During 2005, warrants to purchase 71,060 shares granted to consultants. Using the Bl&oles method, fair value for 2005 was $1,552)986 a volatility range of 175.4'
and a discount rate of 2%.
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During 2005, warrants to purchase 46,085 shar€oofmon Stock ere issued to several brokerage fasrthe offering costs and commissions for Opekaancing activities at ¢
exercise price of $1.50 per share. These wartaws a fair value of $2,197,162 and vest immedjatel

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

In April 2006, warrants to purchase 213,720 shafeommon stock were granted by Opexa to the beokeconnection with the $23,000,000 equity finagciat an exercise price
of $5.20. These warrants have a term of three ygass immediately and have a fair value of $1,078,

During 2006, warrants to purchase 156,500 sharesramon stock were granted by Opexa to its constsitalirectors and exiting directors at the exerpisces ranging from
$5.20 to $9.80. These warrants have a term oféansy vest from one to three years and have adhie of $1,496,375. Using the Black-Scholes metistatk compensation for
2006 was $931,597 with a volatility range of 4028t 429.86% and a discount rate range of 4.729%2%.

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

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

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 convertioies.

During 2005, warrants to purchase 2,386,984 shaees granted to investors related to the convertilgites 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 2666ncing and warrants to purchase 1,645,002 sheees forfeited and
cancelled.

Summary information regarding options and warréts follows:

Summary of options and warrants outstanding ancceseble as of December 31, 2006 is as follows:
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Weighted Weighted
Average Average
Exercise Exercise
Options Price Warrants Price
Year ended December 31, 201
Granted - % - 15,000 $ 1.0C
Outstanding at December 31, 2C - - 15,00( 1.0C
Year ended December 31, 201
Granted 96,50( 31.7C 162,80( 22.3(
Outstanding at December 31, 2C 96,50( 31.7( 177,80( 22.4(
Year ended December 31, 201
Grantec 63,05( 15.7( 2,504,12! 28.6(
Forfeited and canceled (4,167) 42.8( (264,27°) 24.5(
Outstanding at December 31, 2C 155,38: 24.9( 2,417,65: 23.51]
Year ended December 31, 201
Grantec 389,16( 5.4¢ 3,135,26: 9.2¢
Forfeited and canceled (14,137) 34.7¢ (1,649,99)) 12.77
Outstanding at December 31, 2006 530,41( $ 10.3¢ 3,902,92. % 13.52
Summary of options and warrants outstanding ancceseble as of December 31, 2006 is as follows:

Exercise Price Remaining Life Options Outstanding Options Exercisable Warrants Outstanding Warrants Exercisable
$ 40.0C 3-4year - - 17,50( 8,37¢
$ 30.0C 2-3year 84,50( 58,66 5,00( 3,33
$ 30.0C 3-4year 18,85( 8,95( 1,125,05! 1,116,38
$ 15.0C 3-4year - - 46,89¢ 46,89¢
$ 11.9C 3-4year - - 21,50( 3,00(
$ 11.5C 2- 3year - - 16,75( -
$ 11.4¢ 2-3year 2,00C - - -
$ 9.8( 9- 10 year - - 37,00( 17,50(
$ 9.4C 9- 10 year 30,90( - 4,50( 50(
$ 8.2t 9- 10 year 12,50( - 1,50( -
$ 7.0¢ 9- 10 year 3,30¢ - - -
$ 7.0C 9- 10 year 37,00( 9,25( - -
$ 6.5C 4-5year - - 2,300,001 2,300,001
$ 5.2( 2-3year - - 8,50( -
$ 5.2C 9- 10 year - - 105,00( 52,50(
$ 5.0C 3-4year - - 213,72( 213,72(
$ 5.0C 4-5year 75,00( 32,10( - -
$ 5.0C 9-10 year 266,36( - - -

530,41( 108,96 3,902,92: 3,762,21.
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NOTE 12 — PURCHASE OF OPEXA PHARMACEUTICALS

In October 2004, Opexa acquired all of the outstanding stddBmexa Pharmaceuticals, Inc. The acquisition wasanted for under the purchase method, wherd &pexa
Pharmaceuticals, Inc.’s assets are restated toftiemarket value on the acquisition date. The,280 shares of Opexa were valued at their thervédile of $23,750,000 or
$95.00 per share. The results of operations fox@pf®m November 6, 2004 through December 31, 20@5ncluded in the Statements of Operations aadbthtements of Cash
Flows.

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

Current asset $ 55,38
Property, plant and equipment, | 639,16(
Acquired in process research and developr 23,991,12
Current liabilities assumed (935,679
Total allocation of purchase price $ 23,750,00

The estimated fair value of acquired in processassh and development of $23,991,128 was deternfipedir management. Management considered a nuohlfectors in
determining the value of the acquired in processagch and development, including the results dhdependent valuation performed by a third-pagiuation specialist. The
purchased represents Opexa Pharmaceuticals’ ineten@search and development programs that hagehotached technological feasibility and had rterahtive future uses as
of the acquisition date and, therefore, was expopen acquisition within our Consolidated Stateta@fi Expenses.

NOTE 13 — DERIVATIVE INSTRUMENTS

For the years ended December 31, 2006 and 200%aCaluated the application of SFAS 133 and EITA9 for all of its financial instruments and idified the following
financial instruments as derivatives:

(1) Series A Warrants issued in conjunction witl binidge note exchange and private placement offstin June and July 2005, which expired on Felridr 2006;
(2) Series B Warrants issued in conjunction with binidge note exchange and private placement nfferin June and July 2005, which expired on OctdBe2006; and
(3) Series C Warrants issued in conjunction withlidge 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 pena#igalBe issuing registered shares is outside of@peantrol, Opexa
concluded the warrants should be accounted foeagalive liabilities 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 #rvdtives is required to be remeasured on a qgiptiasis, and is based on the Black Scholes Ryidndel.

Variables used in the Black-Scholes option-priaimgdel include (1) risk free interest rate, (2) eotpd warrant life is the actual remaining life bétwarrants as of each period
end, (3) expected volatility and (4) zero expeat&ddends as further detailed in the table as fetio
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Risk-free rate for tern

As of 12/31/200¢

As of 12/31/200¢

A Warrant 4.08% -

B Warrant 4.37% -

C Warrant 4.35% 501%
Expected volatility

A Warrant 30% -

B Warrant 112% -

C Warrant 47% 487%

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

Gain(Loss)
Gain(Loss) Year  Gain(Loss) Yeat Inception
Ended Ended Through
As of 12/31/200!  As of 12/31/200! 12/31/2005 12/31/2006 12/31/2006
Series A Warrant $ - $ -8 332,441 $ - 8% 332,44(
Series B Warrant 264,95° - 640,88: 264,95 $ 905,83¢
Series C Warrants 6,496,69 6,656,67 2,923,51! (159,979 $ 2,763,54
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 treatmerder SFAS 133 and EITF 00-19. Nothing in therasat agreements
required cash settlement or allowed for the pobsiluf cash settlement including the impact of tiqpiidated damages penalty under the registratgits agreement. It was
determined on the date of grant and at Decembe2(J6 that it was more economic to issue unregidtshares and pay the penalty than to issue regissbares.

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 transferidenation under a registration
payment arrangement, whether issued as a sepgraenzent or included as a provision of a finanicisirument or other agreement, should be separegebgnized and measured
in accordance with FASB Statement No. 5, AccountargContingencies. 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 Interpagon No. 45, Guarantor’s
Accounting and Disclosure Requirements for Guaes)tincluding Indirect Guarantees of Indebtednétloers, to include scope exceptions for regigtrapayment
arrangements. EITF 00-19-2 also requires additidisgllosure regarding the nature of any registrgpiayment arrangements, alternative settlementadsttthe 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 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 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 ofange amount to the derivative liability account.

NOTE 14 — STOCK PURCHASE AGREEMENT

In June 2004, Pharma was acquired by Sportan Uhitgstries, Inc. in a transaction accounted foa asverse acquisition. Pharma'’s shareholders issued 6,386,439 Sportan
shares in exchange for 100 percent of the outstgncbmmon shares of Pharma. Immediately followhig transaction, Sportan changed its name to Phant&,383,838 shares
were outstanding.
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NOTE 15 - GOING CONCERN

On November 2, 2007, Opexa filed it quarterly régor the period ended September 30, 2007. As shovits financial statements, Opexa has negatish @@ws provided by i
operating activities and has a cash balance of ®#ll®n as of September 30, 2007 which is not isight to fund its operations for the next twelvenths. These conditions ra
substantial doubt as to Opesgaidbility to continue as a going concern. Managemeéhseek to raise additional capital throughesabf convertible debt and/or equity. The finar
statements do not include any adjustments thatthigmecessary if Opexa is unable to continuegasrey concern.
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ITEM 8. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.
ITEM 8A. CONTROLS AND PROCEDURES

We maintain disclosure controls and proceduresdtatesigned to ensure that information requioglet disclosed by us in the reports that we filsudymit to the Securities &
Exchange Commission under the Securities Exchamg®fA1934, as amended, is recorded, processednatized, and reported within the time periods dpEtiby the Securitie
and Exchange Commissiantules and forms, and that information is accutedland communicated to our management, includingodncipal executive and principal financ
officers (whom we refer to in this periodic repast our Certifying Officers), as appropriate to allimely decisions regarding required disclosurar @anagement evaluated, v
the participation of our Certifying Officers, th&fextiveness of our disclosure controls and proceslias of December 31, 2006, pursuant to Rulelb8a) under the Securiti
Exchange Act. Based upon that evaluation, our fyerg Officers concluded that, as of December 300& our disclosure controls and procedures weteeffective as ¢
December 31, 2006 for the reason described below.

In connection with receiving comments from the Si@s & Exchange Commission regarding our Annuap&t on form 1(KSB filed March 16 2007, we reviewed
appropriateness of the capitalization of certaiste@f acquiring various intellectual property tglersus treatment of such costs as a period sgden the period in which su
rights were acquired. We identified deficiencieirr internal controls and disclosure controlsteglao the accounting for acquired research anéldpment in accordance w
Paragraph 11(c) of Statement of Financial Accogntandards No. 2 (SFAS No. 2) and accounting guieldrom Financial Accounting Standards Board prietation No.
“Applicability of FASB Statement No. 2 to Busine@smbinations Accounted for by the Purchase Meth&dNl 4). We restated our consolidated financialestants for the ye
ended December 31, 2006 and for the interim perodkng March 31, 2007, June 30, 2007 and SepteB8he2007, in order to correct the accounting ichsfinancial statemer
with respect to acquired research and developrhentias no alternative future use. Since NovemB@v 2we have undertaken improvements to our intewrztrols in an effort 1
remediate these deficiencies by improving supesmigind training of our accounting staff to underdtand implement the requirements of complex aciogrissues. We ha
also adopted a policy whereby financial managemehén dealing with the reporting of transactionat timvolve complex and unusual accounting mattsit formally researc
relevant accounting literature relating to the éssand, if necessary, retain the services of afmehtertified public accountant, other than oadépendent auditor, to assist us
respect to accounting for the transaction(s).

There were changes in our internal control ovearigial reporting that occurred during our most ntlgecompleted fiscal year that have materiallyeaféd, or are reasonably lik
to materially affect, our internal control overdincial reporting. We will continue to evaluate #féectiveness of internal controls and procedorean on-going basis.
ITEM 8B. OTHER INFORMATION
None
PART Il
ITEM 9. DIRECTORS, EXECUTIVE OFFICERS, PROMOTERS AN D CONTROL PERSONS; COMPLIANCE WITH SECTION 16(a) OF THE
EXCHANGE ACT

The information required by this item with respgthe directors, executive officers and compliamith Section 16(a) of the Exchange Act is incogied by reference frc
the information provided under the headings “Etattf Directors,” “Executive Officers” and “Sectidib(a) Beneficial Ownership Reporting Complianaegpectively, containt
in the Company’s Proxy Statement to be filed with Securities and Exchange Commission in conneetitinthe solicitation of the proxies for the Comgé Annual Meeting ¢
Stockholders.
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ITEM 10. EXECUTIVE COMPENSATION .

The information required by this item is incorpaatby reference from the information provided unther heading "Executive Compensation" of the ComisaRrox
Statement.

ITEM 11. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED STOCKHOLDER MATT ERS.

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

ITEM 13. EXHIBITS

(a) Exhibits. The following exhibits of the Companyeancluded herein.
Exhibit No. Description
Exhibit 2.1 Stock Purchase Agreement (incorporated by referemEshibit 2.1 to the Company's Current Reporfonm K filed June 4, 200
Exhibit 2.2 Merger Agreement (incorporated by reference to Eix[2.1 to the Company's Current Report K filed October 8, 2004
Exhibit 3.1 Amended and Restated Articles of Incorporationdiporated by reference to Exhibit A to the Compsiiyéfinitive Information Statement filed Ju
29, 2004)
Exhibit 3.2 By-laws (incorporated by reference to Exhibit 3.1He €ompany's Registration Statement on Forr-2 filed July 19, 2005
Exhibit 3.3 Amended and Restated Articles of Incorporation ipocated by reference to Exhibit 3.1 of the Com('s Report on Form-K filed June 19, 200€
Exhibit 4.1 Form of Common Stock Certificate (incorporated bference to Exhibit 2.3 to the Company's Registratitatement on Form 10-SB (File No. 000-
25513), initially filed March 8, 199
Exhibit 10.1 2004 Compensatory Stock Option Plan (incorporateteference to Exhibit B to the Company's Defiretimformation Statement filed June 29, 20
Exhibit 10.2 Employment Agreement of David McWilliams (incorpted by reference to Exhibit 10.1 to the Compa@usrterly Report on Form 1QSB filec
November 16, 2004
Exhibit 10.3 Second Amended Employment Agreement of William Ro(iscorporated by reference to Exhibit 99.1 te @ompany's Current Report on ForniK 8-
filed February 4, 200t
Exhibit 10.4 Director's Agreement of David McWilliams (incorpted by reference to Exhibit 10.4 to the Companylsu@rly Report on Form 1QSB filec
November 16, 2004
Exhibit 10.5 Director's Agreement of Paul Frison (incorporatgddference to Exhibit 10.7 to the Company's AnrRigpport on Form 1-KSB filed April 15, 2005
Exhibit 10.6 Termination Settlement and Release Agreement wittWRyne Fritzsche (incorporated by reference toiliikB9.3 to the Company's Current Repor

Form &K filed February 4, 200&
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Exhibit 10.7
Exhibit 10.8

Exhibit 10.9

Exhibit 10.10

Exhibit 10.11

Exhibit 10.12

Exhibit 10.13

Exhibit 10.14

Exhibit 10.15

Exhibit 10.16

Exhibit 10.17

Exhibit 10.18

Exhibit 10.19

Exhibit 10.20

Exhibit 10.21
Exhibit 10.22

Exhibit 10.23

Form of Warrant Agreement (incorporated by refeeetecExhibit 10.13 to the Company's Annual ReparForm 1(-KSB filed April 15, 2005
Amended and Restated License Agreement with Baytdlege of Medicine (incorporated by reference xhigit 10.14 to the Company's Annual Re|
on Form 1-KSB filed April 15, 2005,

Amended and Restated License Agreement with Unityeo$ Chicago (incorporated by reference to Exhitf.15 to the Company's Annual Repor
Form 1(-KSB filed April 15, 2005

Second Amendment to the Amended and Restated laokgseement (incorporated by reference to ExhiBid lof the Company’s Report on Fornk8-
filed April 18, 2006)

Form of Series A Common Stock Purchase Warranb(parated by reference to Exhibit 10.15 to the Canys Registration Statement on Form &B-
filed July 19, 2005

Form of Series B Common Stock Purchase Warrant(powated by reference to Exhibit 10.16 to the ConyfmRegistration Statement on Form 3B-
filed July 19, 2005

Form of Series C Common Stock Purchase Warrant(cated by reference to Exhibit 10.17 to the ConyfmaRegistration Statement on Form 3B-
filed July 19, 2005

Securities Purchase Agreement dated June 17, 20@5damong the Company and the Investors nameeithéincorporated by reference to Ext
10.18 to the Company's Registration Statement emFE-2 filed July 19, 2005

Registration Rights Agreement dated June 17, 2@0&nk among the purchasers of common stock nanezditifincorporated by reference to Ext
10.19 to the Company's Registration Statement emFE-2 filed July 19, 2005

Securities Purchase Agreement dated June 30, 20@md among the Company and the purchasers of constoeck named therein(incorporatec
reference to Exhibit 10.20 to the Company's Regfistn Statement on Form -2 filed July 19, 2005

Securities Purchase Agreement dated July 15, 290t among the Company and the Investors nameeithéincorporated by reference to Exr
10.21 to the Company's Registration Statement emFE-2 filed July 19, 2005

Registration Rights Agreement dated July 15, 209%hd among the Company and the Investors namesdithéincorporated by reference to Ext
10.22 to the Company's Registration Statement omRRE-2 filed July 19, 2005

License Agreement dated January 13, 2006 by thep@nynand Shanghai Institute for Biological Servidescorporated by reference to Exhibit 10.2
the Pos-Effective Amendment No. 1 of the Compi’'s Registration Statement on Form-2 filed February 9,200¢

Lease Agreement dated August 19, 2005 by the Coynpad Dirk D. Laukien (incorporated by referenceEtxhibit 10.13 to the Company's Ann
Report on Form 1-KSB filed March 31, 2006

Purchase Agreement dated April 11, 2006 (incorgaratl reference to Exhibit 10.1 to the Comf’s Current Report on Forn-K filed April 18, 2006)
Registration Rights Agreement dated April 11, 2@b&orporated by reference to Exhibit 10.2 to thempany’s Current Report on Formk8filed
April 18, 2006)

Form of Warrant issued in connection with April BOflhancing (incorporated by reference to Exhilfit3lto the Company’s Current Report on Form 8-
K filed April 18, 2006)
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Exhibit 10.24 Form of Broker Stock Purchase Warrant issued to MI2Rital Group LLC (incorporated by reference tdibit 10.5 of the Compang’Current Repa
on Form &K filed April 18, 2006)

Exhibit 10.25 Third Amendment to the Amended and Restated Licémgeement (incorporated by reference to Exhibitl 16 the Company’s Report on Formk8-
filed October 31, 200€

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

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

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

Exhibit 32.2* Certification of Chief Financial Officer Pursuant18 U.S.C. Section 1350, as Adopted Pursuant¢td®e906 of the Sarbar-Oxley Act of 2002

*Filed herewith

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES.

The information required by this item is incorpegtby reference from the information provided ie thompany's Proxy Statement under the discussidgheoCompan
Audit Committee and under the item regarding shald#h ratification of the Company's independenbactants.

Pursuanto the requirements of Section 13 or 15(d) of teeusities Exchange Act of 1934, the Registrantddg caused this report to be signed on its betmalthe
undersigned, thereunto duly authorized.

OPEXA THERAPEUTICS, INC.

By: /s/ DAVID B. MCWILLIAMS

David B. McWilliams
President and Chief Executive Offic

Date: November 29, 20( By: /s/ LYNNE HOHLFELD

Lynne Hohlfeld, Chief Financial Officer ar
Principal Accounting Officer
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EXHIBIT 31.1

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT

I, David B. McWilliams, certify that:

1.

2.

5.

| have reviewed this annual report on Forn-KSB/A of Opexa Therapeutics, Inc. (t“small business issuel

Based on my knowledge, this report does not corgainuntrue statement of a material fact or omistaie a material fact necessary to make the staisnmade,
light of the circumstances under which such statémeere made, not misleading with respect to #éeod covered by this repo

Based on my knowledge, the financial statementd,aher financial information included in this rehdairly present in all material respects theafigial conditior
results of operations and cash flows of the smadirtess issuer as of, and for, the periods predeémtiis report

The small business issuer's other certifying off€eand | are responsible for establishing andnta@iing disclosure controls and procedures (ameefin Exchanc
Act Rules 13a-15(e) and 15d-15(e)) and internatredover financial reporting (as defined in ExchganAct Rules 13a-15(f) and 18d(f)) for the small business iss
and have

a. Designed such disclosure controls and proceduresawsed such disclosure controls and procedurég tdesigned under our supervision, to ensure
material information relating to the small businéssuer, including its consolidated subsidiaries,miade known to us by others within those ent
particularly during the period in which this repateing preparec

b. Designed such internal control over financial réjpgy, or caused such internal control over finah@gaorting to be designed under our supervisioprawide
reasonable assurance regarding the reliabilityiredncial reporting and the preparation of finan@gtdtements for external purposes in accordanca
generally accepted accounting principl

c. Evaluated the effectiveness of the small businessei's disclosure controls and procedures ancemess in this report our conclusions about
effectiveness of the disclosure controls and prores] as of the end of the period covered by #psnt based on such evaluation;

d. Disclosed in this report any change in the smaditess issuer's internal control over financiabrépg that occurred during the small businessagsifourtl
fiscal quarter that has materially affected, arigsonably likely to materially affect, the smalbimess issuer's internal control over financipbréng; anc

The small business issuer's other certifying offieand | have disclosed, based on our most remaitiation of internal control over financial refg, to the sma
business issuer's auditors and the audit comnufté®e small business issuer's board of directmrpérsons performing the equivalent functiol

a. All significant deficiencies and material weaknesse the design or operation of internal controkofinancial reporting which are reasonably liked
adversely affect the small business issuer's widitecord, process, summarize and report fin&nti@rmation; anc

b. Any fraud, whether or not material, that involveamagement or other employees who have a significdatin the small business issuer's internal «d
over financial reporting

By: /s/ DAVID B. MCWILLIAMS

David B. McWilliams
President and Chief Executive Officer

Date: November 29, 2007



EXHIBIT 31.2

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT

I, Lynne Hohlfeld, certify that:
1. | have reviewed this annual report on Forn-KSB/A of Opexa Therapeutics, Inc. (t“small business issuel

2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omgttde a material fact necessary to make the sgsusnmad:
in light of the circumstances under which suchestants were made, not misleading with respectegétiod covered by this repo

3. Based on my knowledge, the financial statementd, @her financial information included in this repofairly present in all material respects theaficia
condition, results of operations and cash flowthefsmall business issuer as of, and for, the genqwesented in this repa

4. The small business issuer's other certifying off€eand | are responsible for establishing andntaiing disclosure controls and procedures (ameefir
Exchange Act Rules 13a-15(e) and 15d-15(e)) aratriat control over financial reporting (as definedExchange Act Rules 13a-15(f) and 188(f)) for the sma
business issuer and ha'

a. Designed such disclosure controls and proceduressused such disclosure controls and procedures tesigned under our supervision, to ensur
material information relating to the small businessuer, including its consolidated subsidiarissmiade known to us by others within those ent
particularly during the period in which this repteing preparec

b. Designed such internal control over financial rejpay, or caused such internal control over finahg@orting to be designed under our supervisic
provide reasonable assurance regarding the réfiatnf financial reporting and the preparation afiancial statements for external purpose
accordance with generally accepted accounting iplies:

c. Evaluated the effectiveness of the small businssser's disclosure controls and procedures anemess in this report our conclusions about
effectiveness of the disclosure controls and proces] as of the end of the period covered by #psnt based on such evaluation;

d. Disclosed in this report any change in the smatdiitiess issuer's internal control over financiabrépg that occurred during the small businessess
fourth fiscal quarter that has materially affected,is reasonably likely to materially affect, temall business issuer's internal control over faea
reporting; anc

5. The small business issuer's other certifying offeand | have disclosed, based on our most remealtiation of internal control over financial repg, to the
small business issuer's auditors and the audit dtigeof the small business issuer's board of thredor persons performing the equivalent funct)o

a. All significant deficiencies and material weaknessethe design or operation of internal controtofinancial reporting which are reasonably liked
adversely affect the small business issuer's ghditecord, process, summarize and report finhntiarmation; anc

b. Any fraud, whether or not material, that involvesmagement or other employees who have a significdetin the small business issuer's inte
control over financial reporting

By: /s/ LYNNE HOHLFELD

Lynne Hohlfeld
Chief Financial Officer and Principal Accountingfioér

Date: November 29, 2007



EXHIBIT 32.1

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

Pursuant to 18 U.S.C. Section 1350, the undersi@féider of Opexa Therapeutics, Inc.(the “Companyigreby certifies, to such officer's knowledgeattthe Compang Annua
Report on Form 10-KSB/A for the year ended DecenBier2006 (the “Report”jully complies with the requirements of Section d36r Section 15(d), as applicable, of
Securities Exchange Act of 1934 and that the infdfom contained in the Report fairly presents, limeaterial respects, the financial condition aegults of operations of t
Company.

By: /s/DAVID B. MCWILLIAMS
David B. McWilliams
President and Chief Executive Officer

Date: November 29, 2007



EXHIBIT 32.2

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

Pursuant to 18 U.S.C. Section 1350, the undersi@féder of Opexa Therapeutics, Inc. (the “Compgnyiereby certifies, to such officer’'s knowleddeattithe Compang’ Annua
Report on Form 10-KSB/A for the year ended DecenBier2006 (the “Report”jully complies with the requirements of Section d36r Section 15(d), as applicable, of
Securities Exchange Act of 1934 and that the infdfom contained in the Report fairly presents, limeaterial respects, the financial condition aegults of operations of t
Company.

By: /sl LYNNE HOHLFELD

Lynne Hohlfeld
Chief Financial Officer and Principal Accountingfi@ér

Date: November 29, 2007



