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Opexa Therapeutics, Inc.

3,500,000 Shares of Common Stock and
3,500,000 Series E Warrants to Purchase One Share@mmon Stock

We are offering 3,500,000 shares of common stocdkSeries E warrants to purchase 3,500,000 shaswhon stock at an exercise
price of $2.00. We are offering the common stoof warrants separately and not as a combined umi. frospectus also covers the offer
sale of 3,500,000 shares of our common stock issugdmn exercise of the Series E warrants.

Our common stock is currently traded on the NASD@gpital Market under the symbol “OPXA.” We expdtttthe Series E warrants
will be listed for trading on the NASDAQ Capital kk&t under the symbol “OPXAW”. On January 10, 200&, reported closing price per
share of our common stock was $2.19.

Investing in our common stock and our warrants invéves a high degree of risk. You should read carefiyl
this entire prospectus, including the section capthed “ Risk Factors” beginning on page 5, before making a
decision to purchase our stock.

Per Share o
Per Series
Common
Public Offering Price Stock Warrant Total
Public Offering Price $ 2.00C $ 0.15C $7,525,00!
Underwriting discounts and commissidhs $ 0.20¢ $ 0.01f $ 752,50(
Proceeds, before expenses to Of $ 1.80C $ 0.13¢ $6,772,50

(1) 10% of the gross proceeds to be paid to themwriters. We have also agreed to pay the undesxsri non-accountable expense
allowance equal to 1% of the gross proceeds obfieging.

We have granted the underwriters a 45-day optigrutohase up to 525,000 shares of common stock2B@00 warrants to cover
over-allotments, if any.

Neither the Securities and Exchange Commission n@ny state securities commission has approved or digproved of these
securities or passed upon the accuracy or adequao§ this prospectus. Any representation to the conary is a criminal offense.

MDB Capital Group LLC GunnAllen Financial, Inc.

The date of this prospectus is February 13, -
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OPEXA THERAPEUTICS

Cpexg Therapeutics & o cellular therapy company developing patient-specific therapies to treal several major
Mnesses, including multiple sclerosks, rheumatold arthritis and digbetes, QOur lead product is Tovaxin™ for the
treatment of multiple sclercsk. Tovaxin & cumently in o fully-enrolled, 150 potlent Phase b study in the United
States and results are expected in the fourth quarter of 2008,

Tovaxin® Treatment Approach to Multiple Sclerosis

M5 is a disease of the cenlral nervous system

= Mulfiple Sclerosis (WM3) is a chronie, progressive, degenerafive

disarder that affects nerve fiber: in the brain and spinal cord.

# Tha myalin shaath |a fatty substance consisting of prateins] surrounds
and |psulates naepve fibers and faciifates the conduction of nerve
impulte fransmisslons.

* |n w5 myelin reaciive T-cells [depicted as the green cell] becomea
getivated in the paripheral cireulation and infilirate the centra
Nervous system.

M5 resulls In demyelinated nerve fibers

* |n W5, activated myeslin reactive T-cslis induce a coscode of events
leading o an attack on the myelin sheath

* Thesa events abo nduce o pro-inflommatory immune response.

* Eventually nerve filver axonsare damoged cousing impulse fansmissions

fo diffuse into the tssue resulling in the acgumeiation of disaklity

Tovaxin® treatment approach
# Tewoln & o poflent gpecific T-celd vacome thal farget: the ool come of M5,
+ Tovaxin T-call vaccing has a dual mechanism of aclion:
» Tovarin induces an immune response fo deplele pathogenic Tcells
* Tovaxin rebalances the immune system by inducing a shift from

an inflammatory to an anti-inflammatory stote
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The registration statement containing this prospedats, including the exhibits to the registration statment, provides additional

information about us and the shares of our commontsck covered by this prospectus. The registrationtatement, including the
exhibits, can be read on the SEC website or at tt®EC offices mentioned under the heading “Where YoCan Find More

Information.”
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PROSPECTUS SUMMARY

The following summary highlights selected informatirom this prospectus and does not contain alhefinformation that you
should consider before investing in our commonkstdbis prospectus contains information regarding businesses and detailed
financial information. You should carefully readstlentire prospectus, including the historical firtéal statements and related not
before making an investment decision.

In this prospectus, “Opexa Therapeutics, Inc.,” tikiempany,” “we,” “us” or “our” refer to Opexa Therapeutics, Inc., a Texas
corporation, and its subsidiaries, except whereeoflise indicated or required by context.

Our Business

We are a biopharmaceutical company developing aegéais (using one’s own cells) cellular therapiesedat several major
illnesses, including multiple sclerosis (MS), rheuoid arthritis (RA), and diabetes. These therapiesbased on our proprietary T-cell
and adult stem cell technologies.

Our lead product, Tovaxif, is a T-cell based therapeutic vaccine for MSngesl from the Baylor College of Medicine, which
offers a unique and personalized approach to trgalie disease by inducing an immune responsesighi#autoimmune myelin
peptide-reactive T-cells (MRTCs), which are belgte be responsible for the initiation of the disegrocess.

We are currently conducting a fully enrolled 15@igra Phase 1lb clinical trial for Tovaxin. Patieriteated in a 10-subject, open-
label Phase I/1l dose escalation clinical triallwltovaxin have experienced minimal side effectsthied'per protocol” analysis of
patients treated with Tovaxin achieved a 90% redndp=0.0039) in annualized relapse rate (ARR)néalized Relapse Rate is a
defined neurological episode and is generally tiaary clinical efficacy measure for MS therapi€be group treated with the mid dose
(30-45 x 1 attenuated T-cells) achieved a 100% reduction ifRARhe Phase IIb trial is being conducted withrthid dose.

In a one-year, 8-subject extension clinical triatedapsing remitting (RRMS) and secondary progweséSPMS) subjects, the “per-
protocol” analysis of Tovaxin therapy achieved &9@=0.0078) reduction in annualized relapse rARRR) in subjects who received
two treatment doses of 30-45 x dfttenuated T-cells eight weeks apart and were m@uitfor an additional 44 weeks. Subjects in the
extension study had previously been treated arageesf approximately 5 years earlier at Baylor &gl of Medicine under the direction
of the Tovaxin inventor Jingwu Zhang, M.D., Ph.Cxiwéan early version of the T-cell vaccine.

Some patients in the open label Phase I/1l stual@sappear to experience an improvement of theitzke Expanded Disability
Status Scale (EDSS), a scoring method used to meetsudisability of MS patients. Improvements IDES are not frequently observed
in patients following treatment with other currgritensed therapies. Although the data from owadeh/Il trials appears to be
promising, the Phase IIb trial is being conducteddnfirm these results.

We also hold exclusive worldwide license for thiellectual property rights and research resul@ofutologous T-cell vaccine for
RA from the Shanghai Institutes for Biological Suies (SIBS), Chinese Academy of Sciences of thplE'sdRepublic of China.

Our RA T-cell vaccination (TCV) technology is copteally similar to Tovaxin. RA is an autoimmune &Hemediated disease in
which pathogenic T-cells trigger an inflammatoryaasnmune response of the synovial joints of thestgrishoulders, knees, ankles and
feet which causes pain, stiffness, and swellingiadahe joints and erosion into cartilage and bdie. RA TCV technology allows the
isolation of these pathogenic T-cells from synofliad drawn from a patient. These T-cells will own to therapeutic levels and
attenuated by gamma irradiation in our laborat®he attenuated T-cells will be injected subcutasgointo patients
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thereby inducing an immune response directed gtatigogenic T-cells in the patiesthody. This immune response regulates the le\
pathogenic T-cells and potentially allows the raaucof joint swelling in RA patients. Human trigtsat have been conducted in China
show minimal side-effects and promising efficacyasw@ed as a reduction of joint swelling followitng fT-cell vaccination.

We also have an exclusive license from the Uniterdi Chicago, through its prime contractor relathip with Argonne National
Laboratory, to a stem cell technology in which adulltipotent stem cells are derived from monocytesite blood cells) obtained from
the patients own blood. We are initially pursuing indicatidngdiabetes mellitus with our stem cell therapy anel conducting preclinic
animal studies.

Our stem cell technology isolates multipotent steifs derived from peripheral blood monocytesvitro experiments with
monocyte-derived stem cells (MDSC) have shown ttagiracity to differentiate into a wide variety @fldypes including pancreatft
cells. We have demonstrated that these pancraéts iclusters derived from MDSCs are composebtrektpancreatic cells typesi ( B
ando ). These islet clusters are responsive to glucodex@amic the normal pulsatile pattern observedumhn islets. The importance of
these stem cells is the ability to easily isol&ent from an individual’s circulating monocytes, argd them and administer them back
into the same patient. This autologous approachigees a method to overcome any rejection issuestendeed for immunosuppressant
drugs, which are often associated with current & transplantations. This technology may leathe formation of an unlimited sour
of pancreatic islet cells suitable for an autologyjoell therapy for the treatment of diabetes mualit

Our Executive Offices

Our principal executive and administrative offieeifity is located in The Woodlands, Texas at 2B@Bth Crescent Ridge Drive,
The Woodlands, Texas 77381 and our telephone nuisf281) 272-9331. We maintain a website at wwex@pherapeutics.com,
however the information on our website is not pédithis prospectus, and you should rely only owinfation contained in this
prospectus when making a decision as to whetheotaio invest in shares of our common stock.
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Securities offerec

Series E Warrant terms:

offering:

offering:

Warrant NASDAQ Capital Market Symbc
Ovel-allotment option

Use of proceeds:

Risk factors:

option plan;

Shares of common stock to be outstanding afterli®j96,784 shares

Warrants and options to be outstanding after thi§,209,877 warrants and options

Common stock NASDAQ Capital Market symb OPXA

The number of shares of our common stock to beanding after this offering is based on 6,696, #84ras of common stock
outstanding as of January 10, 2008, assumes noisxef the over-allotment option, and excludes:

e 1,039,525 shares of common stock issuable upoexteise of outstanding options issued pursuaatita@urrent stock

e 3,670,352 shares issuable upon the exercise abodiag warrants
» 3,500,000 shares of common stock issuable upoextkeise of Series E warrants offered under thasgectus; an

THE OFFERING

3,500,000 shares of our common stc
3,500,000 Series E warrants to purchase a shangr@ommon stock; ar
3,500,000 shares of common stock issuable uporisgesf the Series E warran

Exercisable upon issuance and until the 5 yeawansary of the issuance, at an
initial exercise price per share equal to $2.00rfdfas may be redeemed, in whole
and not in part, at a price of $.01 per warrantrupd days advance notice, if the lasf
sales price of the common stock equals or exce@@® df the then exercise price
20 consecutive day

OPXAW
525,000 shares and 525,000 Series E war

We intend to use the net proceeds of this offetingonduct our clinical studies, fu
research and development projects and corporapgoges, including to meet worki
capital needs. Pending these uses, the net proedlétis invested in an interest-
bearing money market account with a financial tnstin.

See “Risk Factors” for a discussion of the factas should carefully consider
before deciding to invest in our common stc

3
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e 700,000 shares of common stock that have beenvesbséar issuance upon exercise of the underwrifgisthase option, as
described in th“Underwritin¢” section of this prospectu

The number of our warrants and options to be oudétg after this offering is based on 3,670,352ravais and 1,039,525 options
outstanding as of January 10, 2008, excludes 70Q@8erwriters’ purchase options and assumes neisgeof the over-allotment
option. Each warrant is exercisable for one shimmmon stock. The exercise prices of our outstapdiarrants range from $5.00 to
$40.00, with a weighted average exercise pricel8f5.
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RISK FACTORS

The shares offered hereby have not been approvdsapproved by the Security and Exchange Commissithe securities regulatol
authority of any state, nor has any such regulatoogy reviewed this prospectus for accuracy or detepess. The shares offered hereby are
speculative, involve an unusually high degree sK énd should only be purchased by those who dardab lose their entire investment.
Therefore, prospective investors should carefubiysider the following risk factors before purchasthe shares offered hereby.

Risks Related to Our Business

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

Our business is at an early stage of development.

Our business is at an early stage of developmeatddhot have any products in late-stage clinrgalstor on the market. We are still in
the early stages of identifying and conducting aesle on potential products. Only one of our prodines progressed to the stage of being
studied in human clinical trials in the United &&{U.S.). Our potential products will require riegory approval prior to marketing in the
United States and other countries. Obtaining spghaval will require significant research and depshent and preclinical and clinical
testing. We may not be able to develop any prodtetsbtain regulatory approvals, to enter clinicells for any of our product candidates
to commercialize any products. Our product candilatay prove to have undesirable and unintendedesidcts or other characteristics
adversely affecting their safety, efficacy or cefectiveness that could prevent or limit their.usey product using any of our technology
may fail to provide the intended therapeutic baeelir achieve therapeutic benefits equal to deb#étan the standard of treatment at the -
of testing or production.

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

We have not generated any profits since our entoythe biotechnology business, have no sourcevafiues, and have incurred
significant operating losses. We expect to inculittghal operating losses for the foreseeable &uturd, as we increase our research and
development activities, we expect our operatingdsgo increase significantly. We do not have anyces of revenues and may not have any
in the foreseeable future.

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

We need to obtain significant amounts of additiaradital to develop our products and continue ausirtess. The capital may come
from many sources, including equity and/or debaficings, license arrangements, grants and/or colilse research arrangements. As of
September 30, 2007, we had cash, cash equivalethtmarketable securities of approximately $5.8iomll Our current burn rate is
approximately $1 million per month, excluding capgxpenditures. We will need to raise additiorsgital to fund our working capital needs
beyond the first quarter 2008. Even with the prdsegf this offering, we will need to raise additidcapital to fund our operations by the
fourth quarter of 2008. We must rely upon thiraty debt or equity funding and we can provideassurance that we will be successful in
funding effort. The failure to raise such fundslwicessitate the curtailment or ceasing of opamatand impact the completion of the clinical
trials.

The timing and degree of any future capital requasts will depend on many factors, including:
» the accuracy of the assumptions underlying oumadés for capital needs in 2008 and bey:
» scientific progress in our research and developmpegrams

5
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» the magnitude and scope of our research and develapprograms

» our ability to establish, enforce and maintaintsiéc arrangements for research, developmentcelinésting, manufacturing and
marketing;

» our progress with preclinical development and chhirials;

» the time and costs involved in obtaining regulatapprovals

» the costs involved in preparing, filing, prosecgtimaintaining, defending and enforcing patentneaianc
» the number and type of product candidates thatwsue.

We do not have any committed sources of capitdilpath we have issued and outstanding warrantsitleadercised, would result in an
equity capital raising transaction. Additional firténg through strategic collaborations, public dvgte equity financings, capital lease
transactions or other financing sources may naadélable on acceptable terms, or at all. Additi@vpity financings could result in
significant dilution to our stockholders. Furthi#éradditional funds are obtained through arrangemhaiith collaborative partners, these
arrangements may require us to relinquish rightotoe of our technologies, product candidates adymts that we would otherwise seek to
develop and commercialize ourselves. If sufficieaital is not available, we may be required t@ageteduce the scope of or eliminate on
more of our programs, any of which could have aemiatadverse effect on our financial conditiorbasiness prospects.

We have a “going-concern qualification” in our ceiflying accountant’s financial statement report, wtih may make capital raising more
difficult and may require us to scale back or ceaggerations.

The report of our auditors in respect of the 20664l year includes a going concern qualificatidniol indicates an absence of obvious
or reasonably assured sources of future fundingritiebe required by us to maintain ongoing opiEnas. We anticipate that our auditors will
continue to include in their report for the 2005cfil year a going concern qualification. Although lave successfully funded Opexa, to date,
by attracting additional investors in our equityerte is no assurance that our capital raising tsfiwill be able to attract additional necessary
capital for our operations. The going concern digaliion in any report of our auditors may makemitre difficult for us to raise funds. If we
are unable to obtain additional funding for openasi, we may not be able to continue operations@soged, requiring us to modify our
business plan, curtail various aspects of our djpeIor cease operations. In such event, investagslose a portion or all of their
investment.

Clinical trials are subject to extensive regulatorgquirements, very expensive, time-consuming aiffiallt to design and implement. Our
products may fail to achieve necessary safety affit@&cy endpoints during clinical trials

Human clinical trials are very expensive and diffico design and implement, in part because theyabject to rigorous Food and
Drug Administration (FDA) requirements, and mustestvise comply with federal, state and local regmients and policies of the medical
institutions where they are conducted. The clinidal process is also time-consuming. We estirtfaé clinical trials of our product
candidates will take at least several years to ¢etmpFurthermore, failure can occur at any stdgbeotrials, and we could encounter
problems that cause us to abandon or repeat dlinigks. The commencement and completion of clihtcials may be delayed by several
factors, including:

« FDA or Institutional Review Board (IRB) objection proposed protocol.

» discussions or disagreement with FDA over the adegjof trial design to potentially demonstrate effifeeness, and subsequent
design modifications

» unforeseen safety issut
» determination of dosing issues and related adjustsy
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» lack of effectiveness during clinical tria
» slower than expected rates of patient recruitnm
» product quality problems (e.g., sterility or puji

» challenges to patient monitoring and data collectlaring or after treatment (for example, patiefagure to return for follow-up
visits); and

» failure of medical investigators to follow our dltal protocols

In addition we or the FDA (based on its authorigioclinical studies) may delay a proposed invesiin or suspend clinical trials in
progress at any time if it appears that the study pose significant risks to the study participamtsther serious deficiencies are identified.
Prior to approval of our product, FDA must deterenihat the data demonstrate safety and effectigenes

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

Our business strategy is dependent upon the skitlsknowledge of our management team. We belieatethle special knowledge of
these individuals gives us a competitive advantHgay critical employee leaves, we may be unall@ timely basis to hire suitable
replacements to effectively operate our businessalsb operate with a very small number of emplsye® thus have little or no backup
capability for their activities. The loss of thendees of any member of our management team olofgeof a number of other employees c
have a material adverse effect on our business.

We are dependent on contract research organizatiansgl other contractors for clinical testing and farertain research and development
activities, thus the timing and adequacy of ourriltal trials and such research activities are, tacartain extent, beyond our control.

The nature of clinical trials and our businesstetyg requires us to rely on contract research érgéons, independent clinical
investigators and other third party service prorsde assist us with clinical testing and certaisearch and development activities. For
example, our current Phase llb clinical study o¥&xn for MS being managed by the contract researghnization PharmaNet, LLC. As a
result, our success is dependent upon the suct#dssse outside parties in performing their respulitses. Although we believe our
contractors are economically motivated to perfomtheir contractual obligations, we cannot directiyitrol the adequacy and timeliness of
the resources and expertise applied to these taesitdy our contractors. If our contractors do petform their activities in an adequate or
timely manner, the development and commercialipatioour drug candidates could be delayed.

If we fail to meet our obligations under our liceesagreements, we may lose our rights to key tecbgigls on which our business depen

Our business depends on three licenses from thitiep. These third party license agreements impbbgations on us, such as
payment obligations and obligations to diligentiygue development of commercial products undelickased patents. If a licensor believes
that we have failed to meet our obligations undiégzemse agreement, the licensor could seek td bmierminate our license rights, which
could lead to costly and time-consuming litigataord, potentially, a loss of the licensed rightstibgithe period of any such litigation, our
ability to carry out the development and commeizadion of potential products could be significgrahd negatively affected. If our license
rights were restricted or ultimately lost, our &hito continue our business based on the affeteteldnology platform could be severely
adversely affected.

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

We conduct our research and development in a 1G@08re foot facility in The Woodlands, Texas, whitcludes an approximately
800 square foot suite of three rooms for the mastufa of stem cell and T-cell

7
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therapies through Phase Il trials. Our currenilitgds not large enough to conduct commerciallsgaanufacturing operations. We will need
to expand further our manufacturing staff and fagibbtain a new facility or contract with corpteacollaborators or other third parties to
assist with future drug production.

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

We may arrange with third parties for the manufextf our future products. However, our third-pabyrcing strategy may not result
in a cost-effective means for manufacturing ouufetproducts. If we employ third-party manufactareve will not control many aspects of
the manufacturing process, including compliancéhiege third parties with the FDA'’s current Good Mfatturing Practices and other
regulatory requirements. We further may not be &blebtain adequate supplies from third-party maowirers in a timely fashion for
development or commercialization purposes, and cerial quantities of products may not be availdiden contract manufacturers at
acceptable costs.

Patents obtained by other persons may result irrimjement claims against us that are costly to dedeand which may limit our ability tc
use the disputed technologies and prevent us framsping research and development or commercialipatiof potential products.

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

If third party patents or patent applications cantdaims infringed by either our licensed techmpyl@r other technology required to
make and use our potential products and such claimsltimately determined to be valid, there camb assurance that we would be able to
obtain licenses to these patents at a reasonastieifcat all, or be able to develop or obtain @mitgive technology. If we are unable to obtain
such licenses at a reasonable cost, we may ndiléecadevelop some products commercially. Thereb@mno assurance that we will not be
obliged to defend ourselves in court against atiega of infringement of third party patents. Patéigation is very expensive and could
consume substantial resources and create sigrificexertainties. An adverse outcome in such acsuwild subject us to significant liabilities
to third parties, require disputed rights to berised from third parties, or require us to ceasegisich technology.

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

Our ability to compete effectively is dependenpart upon obtaining patent protection relatinguo technologies. The patent positions
of pharmaceutical and biotechnology companiesuiol ours, are uncertain and involve complex ammiving legal and factual questions.
The coverage sought in a patent application castebéd or significantly reduced before or afterplgent is issued. Consequently, we do not
know whether the patent applications for our tedbgy will result in the issuance of patents, oarify future patents will provide significant
protection or commercial advantage or will be aneented by others. Since patent applications anesantil the applications are published
(usually eighteen months after the earliest effectiling date), and since publication of discoesrin the scientific or patent literature often
lags behind actual discoveries, we cannot be cetthait the inventors of our licensed patents weedfitst to make the inventions covered by
the patent applications or that the licensed patpplications were the first to be filed for sunkéntions. There can

8
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be no assurance that patents will issue from thenpapplications or, if issued, that such patarilisbe of commercial benefit to us, afford us
adequate protection from competing products, otbeathallenged or declared invalid.

Our competition includes fully integrated biopharmautical and pharmaceutical companies that haversfigant advantages over us.

The markets for therapeutic stem cell productstipialsclerosis products, and rheumatoid arthpit@ducts are highly competitive. We
expect that our most significant competitors ally fintegrated pharmaceutical companies and mabéshed biotechnology companies.
These companies are developing stem cell-basedigidnd they have significantly greater capitabrgces and expertise in research and
development, manufacturing, testing, obtaining t&tguy approvals, and marketing than we currentlyMany of these potential competitors
are further along in the process of product devalamt and also operate large, company-funded rdseartdevelopment programs. As a
result, our competitors may develop more competitiv affordable products, or achieve earlier pgpeotection or product commercialization
than we are able to achieve. Competitive produetg rander any products or product candidates tkalevelop obsolete.

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

The research and development of stem cell therégpmsbject to and restricted by extensive regutally governmental authorities in
United States and other countries. The procesbtairing FDA and other necessary regulatory appsagdengthy, expensive and uncertain.
We may fail to obtain the necessary approvals tdicoe our research and development, which wouldéri our ability to manufacture 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 technologies and products.

Our product candidates, if approved for marketingy not achieve market acceptance since hospitaysjcians, patients or the med
community in general may decide to not accept aitidauthese products. The product candidateswieaare attempting to develop represent
substantial departures from established treatmettiads and will compete with a number of more cotieeal drugs and therapies
manufactured and marketed by major pharmaceuticapanies. The degree of market acceptance of aoyrafeveloped products will
depend on a number of factors, including:

» our establishment and demonstration to the medaaimunity of the clinical efficacy and safety ofrquoduct candidate:

» our ability to create products that are superialternatives currently on the mark

» our ability to establish in the medical communltg potential advantage of our treatments overratare treatment methods; a
* reimbursement policies of government and i-party payers

If the health care community does not accept oodyxcts for any of the foregoing reasons, or for attmer reason, our business would
be materially harmed.
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Risks Related to Our Common Stock

There is currently a limited market for our commastock, and any trading market that exists in ourramon stock may be highly illiquid
and may not reflect the underlying value of the Cpamy’s net assets or business prospects.

Although our common stock is traded on the NASDA&pital Market, there is currently a limited marfat our common stock and
there can be no assurance that an improved maiketver develop. Investors are cautioned not tp o the possibility that an active tradi
market may develop.

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

In the past, following periods of market volatilitythe price of a company’s securities or the répg of unfavorable news, security
holders have often instituted class action litigatilf the market value of our common stock exparés adverse fluctuations and we become
involved in this type of litigation, regardlesstbe outcome, we could incur substantial legal castbour management’s attention could be
diverted from the operation of our business, causimr business to suffer.

Our “blank check” preferred stock could be issued prevent a business combination not desired by agement or our current majority
shareholders

Our articles of incorporation authorize the isswaat“blank check” preferred stock with such desitipns, rights and preferences as
may be determined by our board of directors wittstsireholder approval. Our preferred stock couldtiiged as a method of discouraging,
delaying, or preventing a change in our control asné method of preventing shareholders from rewpa premium for their shares in
connection with a change of control.

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

We may sell additional shares of common stock bssquent public or private offerings. We may atsué additional shares of
common stock to finance future acquisitions. Wencapredict the size of future issuances of ourroom stock or the effect, if any, that
future issuances and sales of shares of our consiwck will have on the market price of our commtutk. Sales of substantial amounts of
our common stock (including shares issued in cotwregvith an acquisition), or the perception thatts sales could occur, may adversely
affect prevailing market prices for our common &toc

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

We currently anticipate that no cash dividends hallpaid on the common stock in the foreseeabledutVhile our dividend policy wi
be based on the operating results and capital refetie business, it is anticipated that all eaggjnif any, will be retained to finance the fut
expansion of the our business.

There are a large number of shares underlying ouasants that may be available for future sale. Suastial sales of our common stock
by our current holders or us could cause our stgekce to decline and issuances by us may diluteyownership interest in our company.

We are unable to predict whether significant amswfitour common stock will be sold by our curreolders after this offering. Any
sales of substantial amounts of our common stotiédrpublic market by our current holders or ugherperception that these sales might
occur, such as might arise from exercise of outstanwarrants, could lower the market price of common stock. Further, if we issue
additional equity securities to raise additionglita, your ownership interest in our company maydiduted and the value of your investment
may be reduced. Please read “Description of Seéesititor information about the number of shareg thidl be outstanding and that could be
acquired through warrant exercise after this afigri
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There is currently no market for our Series E wamts and we do not expect a liquid market for theri®e E warrants to develop.

There is currently no market for our Series E wasaand, although we expect to have the SeriearEawnts listed on the NASDAQ
Capital Market, we do not expect a significant iijmarket for the Series E warrants to developthiEoextent a market for the Series E
warrants does develop, the price for the SeriesEamts will depend, in large part, on the pricewf common stock.

If we do not maintain an effective registration stanent or comply with applicable state securitias/k, you may not be able to exercise
warrants.

In order for you to be able to exercise the wasaffered hereby, the underlying shares must bereavby an effective registration
statement and qualify for an exemption under theisiges laws of the state in which you live. Wagat assure you that we will continue to
maintain a current registration statement relatintpe offer and sale of the warrants and the comstock underlying these warrants, or that
an exemption from registration or qualification Mok available throughout their term. This may hameadverse effect on the demand for the
warrants and the prices that can be obtained fesalling them.

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

We may redeem the warrants for $0.01 per warrare @amshare of common stock has traded at $4.0gctub adjustment, for 20
consecutive trading days. If we give notice of ragéon, you will be forced to sell or exercise youarrants or accept the redemption price.
The notice of redemption could come at a time wihénnot advisable or possible for you to exerdflsewarrants. As a result, you would be
unable to benefit from owning the warrants beirdesmed.

11
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FORWARD LOOKING STATEMENTS

This prospectus contains forward-looking statemuiittsin the meaning of Section 27A of the Secusithect of 1933. These statements
relate to future events and/or future financiaf@enance and involve known and unknown risks, utadeties and other factors that may
cause the actual results, levels of our activigrfgrmance or achievements or the industry in wkiehoperate to be materially different from
any future results, levels of activity, performamceachievements expressed or implied by the fa@oking statements. These risks and
other factors include those listed under “Risk Begltand those described elsewhere in this proapect

In some cases, you can identify forward-lookingesteents by our use of terms such as “may,” “wilsfould,” “expects,” “plans,”
“anticipates,” “believes,” “estimates,” “predictsijotential,” or the negative of these terms or other compatabteinology. These stateme
are only predictions. Actual events or results midfer materially. In evaluating these statemewpts) should specifically consider various
factors, including the risks outlined under “Riskckors.” These factors may cause our actual resuttéfer materially from any forward-
looking statement.

Although we believe that the expectations refledteithe forward-looking statements are reasonatd@nnot guarantee future results,
levels of activity, performance, or achievementsrébver, neither the Company nor any other perssaraes responsibility for the accuracy
and completeness of these forward-looking statesn&vié do not intend to update any of the forwankiog statements after the date of this
prospectus to conform prior statements to actisailte

USE OF PROCEEDS

We will receive net proceeds of approximately $®itlion (or $7.4 million if the underwriter exer@s its over-allotment option in full)
after deducting underwriting discounts and comroissiand estimated offering expenses that we wjl] assuming no proceeds from
warrants being issued.

We intend to use the net proceeds of our salesrafiton stock and the associated warrants in thésioff to complete the Tovaxin
Phase lIlb clinical study and initiate the seconarymen label extension study being offered toepétiwho complete the Phase 1lb study. We
expect the proceeds will fund the company’s openatinto the fourth quarter of 2008. We intend4e any proceeds received from exercise
of the over-allotment option to fund working cap#ad for other general corporate purposes. Thepaomwill be required to raise additional
capital to complete the Tovaxin Phase IIb clingtaldy and/or initiate the second year open labigreston study and/or curtail certain
activities related to the Tovaxin clinical prograrRending these uses, the net proceeds will bestegden an interest-bearing money market
account with a financial institution.
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PRICE RANGE OF OUR COMMON STOCK AND DIVIDEND POLICY

Shares of our common stock are traded on the NASQAQital Market under the symbol “OPXA”. Our commatnck trades on a
limited, sporadic and volatile basis. As of Janul®dy 2008, the last reported sales price of ourmomstock was $2.19. As of January 10,
2008, there were 6,696,784 shares of our commaik statstanding that were held by approximately B8lers of record and approximately
926 beneficial holders.

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

Price Ranges

High Low

Fiscal Year Ended December 31, 20C

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

First Quarte! 6.0t 3.9C
Second Quarte 5.8¢ 4.0t
Third Quartel 5.3t 3.5C
Fourth Quarte 4.3C 1.8t

Holders of shares of common stock will be entitedeceive cash dividends when, as and if declbyeour Board of Directors, out of
funds legally available for payment thereof. Howevedividends are not declared by our Board ofddtors, no dividends shall be paid. We
have not paid any dividends on our common stookesour inception.

We do not anticipate that any cash dividends vélphid in the foreseeable future. While our dividieolicy will be based on the
operating results and capital needs of the busimesanticipate that all earnings, if any, will f#ained to finance our future expansion.
Therefore, prospective investors who anticipatentied for immediate income by way of cash dividenas their investment should not
purchase the shares offered by this prospectus.
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SELECTED HISTORICAL FINANCIAL DATA

The following selected consolidated financial dgttauld be read in conjunction with “Management’sddission and Analysis of
Financial Condition and Results of Operations” andconsolidated financial statements and relateéesnincluded elsewhere in this
prospectus. The selected consolidated financial idathis section is not intended to replace thesobtidated financial statements and
accompanying footnotes. The selected consolideatxhbe sheet data as of December 31, 2006, ateedtas been derived from our audited
consolidated financial statements included elsewirethis prospectus. The consolidated financitd dad consolidated balance sheet dat
the nine months ended September 30, 2006 and 260@&stated, have been derived from unaudited kdat financial statements included
elsewhere in this prospectus. Historical resuksramt necessarily indicative of the results tokgeeted in the future.

Consolidated Statements of Operation
Data:

Restated
Year Ended
December 31, 20C

Restated
Year Ended
December 31, 20C

Restated
Nine Months Endec

September 30, 200

Restated
Nine Months Endec

September 30, 200

Revenue: $ — $ — $ — $ —
Operating Expense
Research and developmt 5,159,85: 7,850,37. 4,532,241 10,148,93
General and administratiy 6,259,07! 5,461,04 5,676,222 2,557,60!
Depreciation and amortizatic 98,08( 174,11 122,46¢ 149,37:
Loss on disposal of assk 22,81( 2,37¢ 2,37 4,034
Net operating los (11,539,81) (13,487,91) (10,333,30) (12,859,94)
Interest incom 81,93( 688,29¢ 477,54° 423,08t
Other income 28,17 46,45( 46,45( —
Gain on extinguishment of de — — — 1,612,441
Gain/(loss) on derivative liabilit 3,896,84. 104,97¢ (860,130) —
Interest expens (7,323,85) (989 (897) (10,87%)
Net loss $ (14,856,72) $ (12,649,17) $ (10,670,33) $ (10,835,29)
Net loss per common share, basic and dil $ (9.49 $ (2.3Y) $ (2.16) $ (1.62)
Weighted average number of common shares
outstanding, basic and dilut 1,564,83 5,390,911 4,950,86: 6,696,78
Restated Restated
December 31, 200 September 30, 20C
Consolidated Balance Sheets Dati
Current assel $ 15,444,89 $ 6,230,01
Fixed asset 1,361,37 1,355,75.
Total asset $ 16,806,26 $ 7,585,76!
Current liabilities $ 9,287,12 $ 2,077,238
Long term liabilities 96,24: 177,33¢
Total liabilities 9,383,37! 2,254,571
Common stocl 3,348,35! 3,348,35!
Additional paid in capita 63,118,18 75,863,58
Accumulated defici (59,043,63) (73,880,74)
Total stockholdel' equity 7,422,89! 5,331,19:
Total liabilities and stockholde’ equity $ 16,806,26 $ 7,585,76
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITIONS AND RESULTS OF OPERATIONS

The following discussion of our financial conditiand results of operations should be read togethibrthe consolidated financial
statements and related notes that are includedledse in this prospectus. This discussion may éorfitaward-looking statements baseplor
current expectations that involve risks and unaaitss. Our actual results may differ materiallgrfr those anticipated in these forward-
looking statements as a result of various facioduding those set forth under “Risk Factors”, $Elosure Regarding Forward-Looking
Statements” or in other parts of this prospectus.ufdertake no obligation to update any informaiimour forward-looking statements
except as required by law.

Overview

We are a development-stage company and have adimfierating history. Our predecessor companyirffantial reporting purposes
was formed on January 22, 2003 to acquire rightaitaadult stem cell technology. In November 20@agquired Opexa Pharmaceuticals,
Inc. and its MS treatment technology. We are délteloping all of our technology, and to date, \weehnot generated any revenues from our
operations. As we continue to execute our opersian, we expect our development and operatingresgs to increase.

Research and developmentVe have made and expect to continue to make suladtawestments in research and development in
order to develop and market our technology. Rebemnd development costs consist primarily of gdrard administrative and operating
expenses related to research and developmenttisstiviVe expense research and development costsumsed. Acquired research and
development that has no alternative future usgpemsed when acquired. Property, plant and equipfoenesearch and development that
an alternative future use is capitalized and theted depreciation is expensed as research andbgevent costs. We expect our research and
development expense to increase as we continméstiin the development of our technology.

General and administrative.General and administrative expenses consist piynafrsalaries and benefits, stock compensation
expenses, office expense, professional servicas &l other corporate overhead costs. We anticipateases in general and administrative
expenses as we continue to develop and prepacefiomercialization of our technology.

Results of Operations
Three Months Ended September 30, 2007 Comparedheithhree Months Ended September 30, 2006
Net SalesWe recorded no sales for the three months endei@bpr 30, 2007 and 2006.

Research and Development ExpenseResearch and development expense was $3,189,28&fthree months ended September 30,
2007, compared to $2,113,878 for the three montite@ September 30, 2006. The increase in experaepnmarily due to the costs of the
Phase llb clinical trial for Tovaxin and stock coamgation expense recorded in 2007. We have madexgedt to continue to make
substantial investments in research and developmeamtier to develop and market our technology.akjgense research and development
costs as incurred. Acquired research and developtinanhhas no alternative future use is expensezhvelcquired. We expect our research
development expense to increase as we continméstiin the development of our technology.

General and Administrative ExpensesOur general and administrative expense was $842d@#Be three months ended
September 30, 2007, as compared to $1,430,50hdédhtee months ended September 30, 2006. Theadecireexpenses is primarily due
decrease in stock compensation expenses, profatsinvice fees and overhead expenses. We anédipatases in general and
administrative expenses as we continue to develdpeepare for commercialization of our technology.
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Interest Expense.Interest expense was $4,731 for the three monttsde8eptember 30, 2007, compared to $278 for tee thonths
ended September 30, 2006. The increase in intexpsinse was primarily due to a loan payable cangistf an equipment line of up to
$250,000 with Wells Fargo of which $236,563 wasstariding as of September 30, 2007.

Interest Income. Interest income was $102,292 for the three montdgee September 30, 2007 compared to $259,141ddhtkee
months ended September 30, 2006. The decreaseueds the reduction in cash balances that werdadlaifor investment in cash
equivalent investments.

Net loss.We had a net loss for the three months ended Septe?0, 2007, of $2,371,780, or $0.35 per sharg¢lzand diluted),
compared with a net loss of $919,283, or $0.14hpare (basic and diluted), for the three montheéi8kptember 30, 2006. The increase in
net loss is primarily due to the costs of the Phlselinical trial for Tovaxin offset by a reduoti in stock-based compensation expense and
gain on extinguishment of debt.

Nine Months Ended September 30, 2007 ComparedhétNine Months Ended September 30, 2
Net SalesWe recorded no sales for the nine months endedcBéetr 30, 2007 and 2006.

Research and Development ExpenseResearch and development expense was $10,148 08 foine months ended September 30,
2007, compared to $4,532,240 for the nine montde@iSeptember 30, 2006. The increase in expensepnmaarily due to the costs of the
Phase llb clinical trial for Tovaxin, research atelelopment in support of pre-clinical diabetesstell therapies and stock compensation
expense recorded in 2007. We have made and expechtinue to make substantial investments in rekeend development in order to
develop and market our technology. We expense redsead development costs as incurred. Acquireghres and development that has no
alternative future use is expensed when acquiradeXpect our research and development expenser&mse as we continue to invest in the
development of our technology.

General and Administrative ExpensesGeneral and administrative expense was $2,557@0®é¢ nine months ended September 30,
2007, as compared to $5,676,221 for the nine mambed September 30, 2006. The decrease in expenm@anarily due to a decrease in
stock compensation expenses, professional semseand overhead expenses. We anticipate incrieageseral and administrative expenses
as we continue to develop and prepare for commaaimn of our technology.

Interest Expense Interest expense was $10,875 for the nine monttisce8eptember 30, 2007, compared to $891 for treembnths
ended September 30, 2006. The increase in intexpsihse was primarily due to a loan payable cangisf an equipment line of up to
$250,000 with Wells Fargo of which $236,563 wasstariding as of September 30, 2007.

Interest Income. Interest income was $423,086 for the nine montldeerSeptember 30, 2007 compared to $477,547 foitiee
months ended September 30, 2006. The decreaseueds the reduction in cash balances that werdadlaifor investment in cash
equivalent investments.

Net loss.We had a net loss for the nine months ended SepieBth 2007, of $10,835,293, or $1.62 per sharsi¢lzand diluted),
compared with a net loss of $10,670,331, or $2eGshare (basic and diluted), for the nine montited September 30, 2006. The increa:
net loss is primarily due to the costs associatithl tive Phase Ilb clinical trial for Tovaxin offsiey a reduction in stock-based compensation
expense, gain on extinguishment of liability ansslon derivative instruments.
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Comparison of Year Ended December 31, 2006 with théear Ended December 31, 2005
Net SalesWe recorded no sales for the twelve months endegmber 31, 2006 and December 31, 2005.

Research and Development ExpensBesearch and development expense was $7,850,3#g&ftwelve months ended December 31,
2006, as compared to $5,159,853 the twelve momtitieceDecember 31, 2005. The increase in expensepnmaarily due to the costs of the
Phase I/ll and Phase lIb clinical trials for Tovagind research and development in support of pmécal diabetes stem cell therapies. We
have made and expect to continue to make subdtamigstments in research and development in daddevelop and market our technolo
We expense research and development costs asddcicquired research and development that hateroative future use is expensed
when acquired. Property, plant and equipment feeaech and development that has an alternativeefuse is capitalized and the related
depreciation is expensed as research and developoss. We expect our research and developmeensgpto increase as we continue to
invest in the development of our technology.

General and Administrative ExpensesOur general and administrative expenses duringvibye months ended December 31, 2006,
was $5,461,047 as compared to $6,259,075 for thivéwmonths ended December 31, 2005. The decre@s@enses is due to a combination
of factors including a decrease in stock compeosakpenses, professional service fees and oveehgehses in 2006. General and
administrative expenses consist primarily of sakend benefits, stock compensation expense, @figense, professional services fees, and
other corporate overhead costs. We anticipate asein general and administrative expenses asntimge to develop and prepare for
commercialization of our technology.

Interest Expense Interest expense was $984 for the twelve montheg:Bécember 31, 2006 compared to $7,323,851 famtblee
months ended December 31, 2005. Interest expemsgyd@005 was due to notes payable that were adstg during the second quarter of
2005 which were subsequently converted into ednitiune 2005, resulting in acceleration of the aination 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 fanitlee
months ended December 31, 2005. The increase vea® die investment of the cash proceeds from & 260Qity financing in short term and
cash equivalent investments.

Gain (Loss) on Derivative Instruments Liabilities,net. We recognized a gain on derivative instrumentsl@4$978 for the twelve
months ended December 31, 2006 compared to $38D&8the twelve months ended December 31, 2008.dEcrease is a result of the net
unrealized (non-cash) change in the fair valueunfderivative instrument liabilities.

Net Loss.We had net loss for the year ended December 3B, 20$12,649,170 or ($2.35) per share (basic dnted), compared with
a net loss of $14,856,724 or ($9.49) per sharaqzens diluted), for the twelve months ended Deocendd, 2005.

Liquidity and Capital Resources

Changes in cash flow. Cash used in operation$éonine month period ended September 30, 2007 6,454,074, as compared to
$5,899,299 used in operations for the nine montide@ September 30, 2006. The increase in cashimusgerations is primarily due to an
increase in operating expenses offset in part eyrthturity of approximately $2.9 million in markbka securities and its reclassification to
cash and cash equivalents and by an increaseineatexpenses resulting from the Phase IIb cliniigall Cash used in investing activities
the nine month period ended September 30, 200%04i8,782, as compared to $487,567 for the nine Inseenided September 30, 2006. The
decrease was primarily due to a decrease in equippuechases. Cash provided from financing actisifor the nine month period ended
September 30, 2007 was $126,241, as compared (252520 for the nine months ended September 3®. Zthe decrease was due to the
proceeds from the April 2006 equity financing.
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We used approximately $11.0 million of cash forragieg activities for the year ended December D62compared to approximately
$6.2 million for the same period of 2005. The irs® in use of cash is primarily due to an incrégasesearch and development expenditures
related to the clinical trials for our Tovaxin they for MS and the purchase of marketable secsiritie

Capital expenditures were approximately $0.6 millio 2006 and consisted primarily of laboratoryipqment and leasehold
improvements related to the construction of martufawg facilities.

Liquidity . Historically, the Company has financed its operat primarily from the sale of its debt and equigcurities. As of
September 30, 2007, the Company had cash, cashaéents and marketable securities of approxima&glg million.

Our financing activities generated approximatelg.82million for the year ended December 31, 2006caspared to approximately $¢
million for the same year ended December 31, 200Both periods, the cash generated from finanattiyities resulted from the sale of
common stock in equity financings.

Our current burn rate is approximately $1 millieer pnonth, excluding capital expenditures. Our epésources at September 30,
2007, will support our operations at current leviete the first quarter of 2008. Thereafter, wel wéed substantial amounts of capital to
continue to fund our planned operations. Even thithproceeds of this offering, we will need additibcapital in fiscal year 2008 to fund our
business plan and support our operations. We heetleat with the anticipated proceeds from thisraffgand our other cash and cash
equivalent assets, we will be able to fund our afi@ns into the fourth quarter 2008. As our prospéar funding, if any, develop during the
fiscal year, we will assess our business plan aakkenadjustments accordingly. The report of our presielent auditors for the financial
statements ended December 31, 2006, includes g goircern qualification. We anticipate that theor¢pf the independent auditors for the
financial statements ended December 31, 2007 algidl have a similar qualification. Although we hawecessfully funded our operations to
date by attracting additional investors in our gguhere is no assurance that our capital raisffayts will be able to attract additional
necessary capital for our operations. If we areblento obtain additional funding for operationsay time now or in the future, we may not
be able to continue operations as proposed, reguirs to modify our business plan, curtail variagpects of our operations or cease
operations.

We recently terminated a private offering of equayaccredited investors. We sought to raise 2@ million in gross proceeds and
considered selling either common stock or convierfiipeferred stock with warrants to purchase comstook. We later determined that a
public offering of common stock was more desirdblehe company and therefore terminated our peifimiancing effort on October 24,
2007. This offering supersedes the previous priegtety offering.

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

Payments Due by Period

Less than 1-3 3-5 More than
Total 1 year years years 5 years
Operating Lease $1,274,17" $117,77: $276,97¢ $295,08( $584,34:
Consulting and Research Agreeme $ 142,64 $14214 $ 50 $ — $ —
Total $1,416,82, $259,92: $277,47¢ $295,08( $584,34:

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

Our discussion and analysis of our financial caaditind results of operations is based on our dmaed financial statements, which
have been prepared in accordance with accountingipies generally accepted in the U.S. The predjmraf these consolidated financial
statements requires us to make estimates and judgrtat affect the reported amounts of assetslitias and expenses. We base our
estimates on historical experience and on varidhsrassumptions that we believe to be reasonaluleruhe circumstances, the results of
which form the basis for making judgments aboutdeying values of assets and liabilities thatreoereadily apparent from other sources.
Actual results may differ from these estimates unlifiéerent assumptions or conditions. We belidwe following critical accounting policies
affect our most significant judgments and estimatesd in preparation of our consolidated finansiatements.

Reverse Acquisition.We treated the merger of PharmaFrontiers Corp.Spiartan as a reverse acquisition. Pursuant tguttance in
Appendix B of SEC Accounting Disclosure Rules analcHces Official Text, the “merger of a privateeogting company into a non-operating
public shell corporation with nominal net assefsdslly results in the owners and management opthete company having actual or
effective operating control of the combined compafigr the transaction, with the shareholders effthmer public shell continuing only as
passive investors. These transactions are condithgrthe staff to be capital transactions in sulzstarather than business combinations. That
is, the transaction is equivalent to the issuarictazk by the private company for the net monetesets of the shell corporation,
accompanied by a recapitalization.” Accordinglye teverse acquisition has been accounted for esapitalization. For accounting purposes,
the original PharmaFrontiers Corp. is consideredatquirer in the reverse acquisition. The hisabfinancial statements are those of the
original PharmaFrontiers Corp. Earnings per shar@ériods prior to the merger are restated t@cethe number of equivalent shares
received by the acquiring company.

Stock-Based CompensationOn January 1, 2006, we adopted the provisionsaiEBtent of Financial Accounting Standards No. 123R,
“Share-Based Payment” (“SFAS 123R") which estalglishccounting for equity instruments exchangee@fioployee service. We utilize the
Black-Scholes option pricing model to estimatefdievalue of employee stock based compensatitimeatiate of grant, which requires the
input of highly subjective assumptions, includingpected volatility and expected life. Further, aguired under SFAS 123R, we now
estimate forfeitures for options granted, whichraseexpected to vest. Changes in these inputassuimptions can materially affect the
measure of estimated fair value of our share-basetbensation. These assumptions are subjectivgamatally require significant analysis
and judgment to develop. When estimating fair vatoene of the assumptions will be based on, oraéted from, external data and other
assumptions may be derived from our historical eepee with stock-based payment arrangements. ppeopriate weight to place on
historical experience is a matter of judgment, Haserelevant facts and circumstances.

We estimated volatility by considering historicadck volatility. As allowed by Staff Accounting Batin (SAB) No. 107, Share-Based
Payment, we have opted to use the simplified mefbiodstimating expected term equal to the midpbettveen the vesting period and the
contractual term.

Research and DevelopmeniThe costs of materials and equipment or facilitieg are acquired or constructed for research and
development activities and that have alternativerfuuses are capitalized as tangible assets wdwgrirad or constructed. The cost of such
materials consumed in research and developmenitesiand the depreciation of such equipment oilifees used in those activities are
research and development costs. However, the absiaterials, equipment, or facilities acquirecconstructed for research and development
activities that have no alternative future usescaresidered research and development costs arkpeased at the time the costs are incu

Accounting for Derivative Instruments. Statement of Financial Accounting Standard (“SFASS) 133, “Accounting for Derivative
Instruments and Hedging Activities,” as amendequires all derivatives to be
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recorded on the balance sheet at fair value. Tiheseatives are separately valued and accountedrfaur balance sheet. Fair values for
securities traded in the open market and derivaidre based on quoted market prices. Where marikesgare not readily available, fair
values are determined using market based pricirdetadncorporating readily observable market dathrequiring judgment and estimates.

The pricing model we use for determining fair valud our derivatives is the Black Scholes Pricingddl. Valuations derived from this
model are subject to ongoing internal and exteradfication and review. The model uses market-sediinputs such as interest rates,
exchange rates and stock price volatilities. Selraif these inputs involves management’s judgraedtmay impact net income.

In September 2000, the Emerging Issues Task FUet€R”) issued EITF 00-19, “Accounting for Derivag Financial Instruments
Indexed to and Potentially Settled in, a Compa@e Stock,” (“EITF 00-19") which requires freestamgl contracts that are settled in a
company’s own stock, including common stock wasattd be designated as an equity instrument, asseliability. Under the provisions of
EITF 00-19, a contract designated as an asselialility must be carried at fair value on a comparbalance sheet, with any changes in fair
value recorded in the company'’s results of opematié contract designated as an equity instrumerst ime included within equity, and no
fair value adjustments are required. In accordavite EITF 00-19, in June 2006, we determined tleaitain outstanding warrants to purchase
our common stock should be separately accounteaisftiabilities. We had not classified these ddiwealiabilities as such in our historical
financial statements. In order to reflect thesengles, we restated our financial statements foy¢lae ended December 31, 2005 to record the
fair value of these warrants on our balance shegtecord unrealized changes in the values of tleseatives in our consolidated statement
of operations as “Gain (loss) on derivative lighgh.”

We have evaluated the provisions of the registnatights agreement that require us to pay registratelay payments in combination
with the financial instrument and concluded that ¢ombined instrument meets the definition of avdéive under SFAS 133.

In December 2006, the FASB issued FASB Staff RmsiNo. EITF 00-19-2, Accounting for RegistrationyReent Arrangements (EITF
00-19-2). EITF 00-19-2 addresses an issuer’s atomufor registration payment arrangements. It gfescthat the contingent obligation to
make future payments or otherwise transfer conatater under a registration payment arrangementtheinéssued as a separate agreement o
included as a provision of a financial instrumenbther agreement, should be separately recogaizédaneasured in accordance with FASB
Statement No. 5, Accounting for Contingencies. hielance in EITF 00-19-2 amends FASB StatementslB®, Accounting for Derivative
Instruments and Hedging Activities, and No. 150¢@unting for Certain Financial Instruments with @weristics of both Liabilities and
Equity, and FASB Interpretation No. 45, Guarant@éwtEounting and Disclosure Requirements for Guaesitincluding Indirect Guarantees
of Indebtedness of Others, to include scope exaepfior registration payment arrangements. EITE®® also requires additional disclosure
regarding the nature of any registration paymerdrgiements, alternative settlement methods, thénmuax potential amount of considerati
and the current carrying amount of the liabilifyamny. This EITF is effective immediately for regation payment arrangements and the
financial instruments subject to those arrangemthiatisare entered into or modified subsequentaaltte of issue of this EITF. For
registration payment arrangements and financiafungents subject to those arrangements that weeeeshinto prior to the issuance of this
EITF, this is effective for financial statementsued for fiscal years beginning after Decembe2086, and interim periods within those fi¢
years. The impact of implementing EITF-19-2 in the fiscal year 2007 resulted in a cumwéagffect of a change in accounting principle
with a credit to beginning retained earnings 06%$6,677 and a reversal of the same amount to ttieatiee liability account.
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OUR BUSINESS

Overview

We are a biopharmaceutical company developing egibeis cellular therapies to treat several majoedes, including multiple
sclerosis (MS), rheumatoid arthritis (RA) and digise These therapies are based on our proprietag)l &ind adult stem cell technologies.
The information discussed related to our produntimates is preliminary and investigative. Suchdpii candidates are not approved by the
FDA.

T-Cell Therapy

We have an exclusive worldwide license from Baylotlege of Medicine to an individualized T-cell tapeutic vaccine, Tovaxin,
which is in United States (U.S.) FDA Phase lIb horabnical trials to evaluate its safety and effeshess in treating MS.

MS is the result of a person’s own T-cells attagkime myelin sheath that coats the nerve celle@tentral nervous system (CNS).
Tovaxin consists of attenuated patient-specific Inyeactive T-cells (MRTCs) against peptides frone or more of the primary proteins on
the surface of the myelin sheath (myelin basicggnofMBP), proteolipid protein (PLP) and myelingididendrocyte glycoprotein (MOG)).
Patient-specific MRTCs are expanded in culture wjibcific peptides identified by our proprietargttef the patient’s peripheral blood, the
cells are attenuated by gamma irradiation, and teemned to the patient as a subcutaneous injeciibhough further testing is necessary,
results from our initial human trials appear toidade that these attenuated T-cells cause an immaspense directed at the autoreactive T-
cells in the patient’s body, stimulating a redustio the level of harmful T-cells.

We believe that our initial human trials suggesitt fiovaxin safely induces the depletion and reguiadf MRTCs, possibly stabilizing
the disease, reducing the annualized relapseanadepotentially improving the disability scorespattients. Patients treated in a 10-subject,
open-label Phase I/ll dose escalation clinical wigh Tovaxin have experienced minimal side effeghd the “per protocol” analysis of
patients treated with Tovaxin achieved a 90% reédngp=0.0039) in annualized relapse rate (ARR) §loup treated with the mid dose (30-
45 x 10%attenuated T-cells) achieved a 100% reduction ilRARhe Phase llb trial is being conducted withrttid dose.

In a one-year, 8-subject extension clinical triatedapsing remitting (RRMS) and secondary proguesé€SPMS) subjects, the “per-
protocol” analysis of Tovaxin therapy achieved &9@®=0.0078) reduction in annualized relapse rARRR) in subjects who received two
treatment doses of 30-45 x 48ttenuated T-cells eight weeks apart and were m@uitfor an additional 44 weeks. Subjects in theresion
study had previously been treated an average abajppately 5 years earlier at Baylor College of Nbdake under the direction of the inven
of Tovaxin Jingwu Zhang, M.D., Ph.D with an earbrsion of the T-cell vaccine.

In November 2006, we enrolled the first patienaidouble blind, placebo controlled, 150 patientseH#b clinical trial. We completed
enrollment of all 150 patients in May 2007.

Our Rheumatoid Arthritis (RA) T-cell vaccination@QV) technology is conceptually similar to Tovaxi®A is an autoimmune T-cell-
mediated disease in which pathogenic T-cells triggeinflammatory autoimmune response of the syalguints of the wrists, shoulders,
knees, ankles and feet which causes pain, stiffa@ssswelling around the joints and erosion irgdilage and bone. Our RA TCV
technology allows the isolation of these pathog@nazlls from synovial fluid drawn from a patielfe will expand and attenuate these T-
cells in our laboratory. The attenuated T-celld b injected subcutaneously into patients withgbal of inducing an immune response
directed at the Pathogenic T-cells in the patidoddy. We believe this immune response could retheéevel of pathogenic T-cells and
potentially allow the reduction of joint swelling RA patients.
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Stem Cell Therapy

We have developed a proprietary adult stem cefirtelogy to produce monocyte-derived stem cells (I@pBom blood. These MDSC
can be derived from a patient’'s monocytes, expaeaedvo, and then administered to the same pafiiatbelieve that because this is an
autologous therapy, there should be no rejectisueis as self-derived MDSC pose no immunologicdilpros. Normally, allogenic cells are
deleted by host immune responses and require thefuanti-rejection drugs.

Our multi-potent stem cell is derived from peripdidslood monocytes which when cultured under defioenditions are able to further
differentiate into several cellular lineages. Maikee biology and immunohistochemical studies hawas that these MDSCs have specific
markers that distinguish them from other stem ceilsddition these studies have also shown a tdependence for the expression of these
specific gene products during the growth and diffidiation of MDSCsIn vitro experiments with MDSCs have shown their capacity to
differentiate towards hematopoietic, epithelialdethelial, endocrine and neuronal cells. Our magus is the further development of this
monocyte-derived stem cell (MDCS) technology asatfgrm for thein vitro generation of highly specialized cells for potelrdiaplication in
autologous cell therapy for patients with diseaeh diabetes mellitus and cardiovascular disease.

Other Opportunities

We intend to conduct basic research to determia@dtential use of stem cells and differentiatdts @e other indications, such as
macular degeneration, stroke, myocardial infar¢tiwound healing and Parkinson’s disease. We intempdrtner or sublicense some of these
indications if they are not pursued for internatelepment. For those indications where we belieeecan participate commercially, we de
to partner in key commercial markets outside ofuh®.

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

In the U.S., approximately 400,000 people suffenfiMS, a chronic progressive autoimmune diseasigeofentral nervous system
(CNS) that is caused by myelin autoreactive T-qaltsgyressively eroding the myelin that surrounds iasulates nerve fibers of the brain and
spinal cord resulting in varying amounts of disidilGlobally, there are approximately 2.5 milliMS patients representing a drug market
believed to be approximately $5 billion in 2005eTbS markets accounted for slightly more than 58y of global MS sales in 2005,
approximately $2.5 billion. MS remains a challerggautoimmune disease to treat because the pathofggis mechanisms are diverse, and
the chronic, unpredictable course of the diseadeemih difficult to determine whether the favorabféects of short-term treatment will be
sustained. Therapies that are easy to use andately prevent or stop the progression of diseageesent the greatest unmet need in MS.

In recent years, the understanding of MS pathogehes evolved to comprise an initial, T-celediated inflammatory activity followe
by selective demyelination (erosion of the myelating of the nerve fibers) and then neurodegeioerathe discovery of disease-relevant
immune responses has accelerated the developmemgefed therapeutic products for the treatmeth@early stages of MS.

Some subjects, who have the appropriate genetlgbaend, have increased susceptibility for ith@ivo activation and clonal expansi
of myelin autoreactive T-cells. These myelin autatere T-cells may remain dormant, but at sometbiey are activated in the periphery,
possibly by molecular mimicry (i.e., recognitioneyitopes that are common to autoantigens and bmarantigens as exogenous triggers),
thus enabling them to cross the blood-brain ba(B&B) and infiltrate the healthy tissue of theibrand spinal cord. The cascade of
pathogenic events leads to demyelination of axewhs&h causes nerve impulse transmissions to diffiateethe tissue.
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Current Therapy for Multiple Sclerosis

Current MS disease modifying drugs on the markenawostly palliative and generally work through achemism of immunomodulation
or immunosuppression. These therapies for MS am@rded by three forms of interferon that requiegitient subcutaneous or intramuscular
injections (Avonex, Betaseron and Rebif). Copaxisren immunomodulator composed of a random copalyghamino acids that is
administered daily. Novantrone (mitoxanthrone)risramunosuppressive drug that can only be giventimes per year with a life time limit
of 8 to 12 doses. All of the current therapies asityw the progression of MS and they have signifigeatient compliance challenges because
of the dosing schedule, limited decrease in relagtee side effects profile (e.g., the interferomfulations produce severe flu-like symptoms,
injection site reactions, infection and neutraligamtibodies (ranging from 5% to 45%) are develaped limits the efficacy of treatment;
Copaxone causes significant injection site reastiarhile Novantrone causes infections, bone maswoppression, nausea, hair thinning,
bladder infections, and mouth sores). These drugs be administered daily to weekly. Tysdbyria selective adhesion molecule inhibitor (an
alpha 4 integrin antagonist), represents anotlessabf MS drugs that works by preventing immungesyscells (all leukocytes carrying the
alpha 4 integrin glycoprotein on their surfacenfrorossing the BBB and move into the CNS. Tys@beguires a once per month infusion
has been reintroduced to the market after beirggradly withdrawn in 2005 based on safety concewer several patient deaths due to vir
mediated brain inflammation—a condition called pesgive multifocal leukoencephalopathy (PML).

Tovaxin for Multiple Sclerosis

We believe that Tovaxin works selectively on theetityautoreactive T-cells by harnessing the bodgtiral immune defense system
and feedback mechanisms to deplete these T-callsdace favorable immune regulatory response&bglancing the immune system.
Tovaxin is manufactured by taking the MRTCs frora tiood, expanding them to a therapeutic aosegivo, and attenuating them with
gamma irradiation to prevent DNA replication. Thasienuated MRTCs are then injected subcutaneausiyhe body in large quantities. 1
body recognizes specific dell receptor molecules of these MRTCs as foreighrmounts an immune response reaction against thetnonly
destroying the injected attenuated MRTCs, but #isairculating, myelin autoreactive T-cells cangithe peptide-specific T-cell receptor
molecules. In addition, T-cell activation molecutesthe surface of the activated MRTCs used asmaaeduce favorable immune regulatory
responses, which promote anti-inflammatory resparBecause the therapy uses an individual’'s owis,d¢bk only directly identifiable side
effect, observed thus far, is injection site reatin a small percentage of the patients. Thesgiogs clear within 24 hours.

We believe that this technology platform may happligations in other T-cell mediated diseases siscirohn’s disease, psoriasis, RA
and Type 1diabetes.

Tovaxin Intellectual Property

The technology is based on discoveries made byiBgwu Zang of Baylor College of Medicine in HoustdVe have an exclusive,
worldwide license from the Baylor College of Medieito develop and commercialize three technologgsafor MS, namely T-cell
vaccination, peptides, and diagnostics. Under therise Agreement with the Baylor College of Medigiwe have rights to a total of 11
patents (2 U.S. and 9 foreign) and 80 patent agpjdics (6 U.S. and 74 foreign).

Tovaxin Manufacturing

We manufacture our TCV therapy in our own Good Maoturing Practice (“GMP"Jacility. The TCV technology producing Tovaxir
similar to that of traditional microbial vaccinectmology, where the pathogen (or the attenuateslatiame) is used to derive the protective
antigens necessary to induce protective immunerssgs. In preparing the Tovaxin for a patient,ntiyelin autoreactive T-cells causing the
disease are taken
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from the blood, specifically identified, and expadex vivoby incubating these T-cells with selected peptmfedBP, PLP, and MOG in the
presence of antigen-presenting cells and growttofacMyelin-peptide reactive T-cells are growritierapeutic levels and cryopreserved.
Prior to use, the MRTCs are expanded, formulated atenuated (by irradiation) to render them inpetant to replicate but viable for
therapy. These attenuatec:&ls are administered in a defined schedule ofstaimeous injections. We have shown that a singie df a 50(
ml bag of blood is sufficient to provide a full y&atherapeutic regimen of Tovaxin.

Clinical Development of Tovaxin

Tovaxin is currently in a Phase llb clinical trilatients treated in our Phase I/ll open-labelistudith Tovaxin have experienced
minimal side effects, an approximate 90% averagdaaton in annualized relapse rate and improvemarEDSS disability scores.

Tovaxin Phase Ilb Clinical Trial

The Phase lIb trial, entitled “A Multicenter, Ramdiaed, Double-Blind, Placebo-Controlled Study ob8utaneous Tovaxin in Subjects
with Clinically Isolated Syndrome or Relapsing R&mg Multiple Sclerosis”, is a multi-site doubléisidl, randomized, placebo-controlled
150 (100 treated, 50 placebo) patient trial. Tra ts being conducted at 33 sites in the U.S. pitiary endpoint will be brain lesion
evaluation (the total number of gadolinium-enhagdasions) via MRI with a secondary endpoint beangual relapse rate. This trial is
designed to demonstrate the safety and efficadywéxin. We completed enroliment in May 2007 angext top-line results in the fourth
quarter of 2008.

Our Adult Stem Cell Platform
Stem Cells—Background

Stem cells are undifferentiated primary cells theate the potential to become any tissue or orgaheohody. They hold therapeutic
promise for the development of effective treatmemid possibly cure for various diseases. The custem cell research efforts have been
divided between embryonic and tissue specific astelin cells as potential therapeutic progenitds cBlecent experiments with embryonic
stem (ES) cells have demonstrated that these hpgbliferative, pluripotent cells can differentiateo pancreatic-likg -cells. The major
problem with ES cells is their pluripotency andrikat these cells, once transplanted, could farmotrs. Given that, adult tissue specific s
cells have become attractive as a potential cetbieutic. Adult tissue specific stem cells haveaathges over ES cells; first, these cells can
be isolated from a more manageable source suchresrbarrow or other tissues; second, they protiéeraa controlled fashion and without
the likelihood of tumorogenicity, and third, thegrcbe used in an autologous setting and avoiddtenpal for rejection which exists for
allogenic use of stem cells.

Hematopoietic stem cells (HSC’s), present in theeomarrow and precursors to all blood cells, areettly the only type of stem cells
commonly used for therapy. Doctors have been teainsf) HSC'’s in bone marrow transplants for moanth0 years. Advanced techniques
for collecting or “harvesting” HSC'’s are now usediteat leukemia, lymphoma and several inheriteddbldisorders.

The clinical potential of stem cells has also béemonstrated in the treatment of other human déseascluding diabetes and advanced
kidney cancer. However, these new therapies hase bffered only to a very limited number of pateensing adult stem cells.

Stem cell therapies have technical, ethical andllegrdles to overcome before they will be ablbedaised to possibly affect tissue and
organ repair. A significant hurdle to most usestefm cells is that scientists do not yet fully uistend the signals that turn specific genes on
and off to influence the differentiation of thersteell. Therefore, scientists will have to be abl@recisely control the differentiation of stem
cells into the specific cell
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type to be used in therapy and drug testing. Cukieowledge of the signals controlling differeniaat falls well short of being able to mimic
these conditions precisely to consistently havetidel differentiated cells for each specified use.

To realize the promise of novel cell-based theafiie such pervasive and debilitating diseases aaatiabetes and kidney cancer,
scientists must be able to easily and reproductid@pipulate stem cells so that they possess thessagecharacteristics for successful
differentiation, transplantation and engraftmertt.be useful for transplant purposes, stem cellg imiseproducibly made to: proliferate
extensively and generate sufficient quantitiedssiue, differentiate into the desired cell typegs)yyvive in the recipient after transplant,
integrate into the surrounding tissue after traasiplfunction appropriately for the duration of tieeipient’s life, avoid harming the recipient
in any way, and avoid the problem of immune reg@ttiThere is no assurance that any commercialieltdhased therapies will ever be
developed.

Therapies Utilizing Our Stem Cell Platform

We have developed a proprietary adult stem cefirtelogy to produce monocyte-derived stem cells (i@pBom blood. These MDSC
can be derived from a patient’s monocytes, expae#tadvo, and then administered to the same patient. Weugethat because this is an
autologous therapy, there should be no allogeéctien issues as self-derived MDSC pose no immagioél problems. Normally, allogenic
cells are deleted by host immune responses andreahe use of anti-rejection drugs.

Our multi-potent stem cell is derived from peripdidslood monocytes which when cultured under defioenditions are able to further
differentiate into several cellular lineages. Maikee biology and immunohistochemical studies hawas that these MDSCs have specific
markers that distinguish them from other stem céilsddition these studies have also shown a tdependence for the expression of these
specific gene products during the growth and diffidiation of MDSCs. In vitro experiments with MDSEave shown their capacity to
differentiate towards hematopoietic, epithelialjdetielial, endocrine and neuronal cells. Our magus is the further development of this
monocyte-derived stem cell technology as a platffmnthe in vitro generation of highly specializeglls for potential application in
autologous cell therapy for patients with diseaeh as diabetes mellitus and cardiovascular diseas

Working either alone or in conjunction with strategartners, we intend to utilize these MDSC frdra same patient to attempt to
develop a therapy which may cause autologous tissoegan repair. The initial internal therapeuiéiget is diabetes mellitus. Other
therapeutic targets would be pursued through esdge licensing or strategic alliances. The diabptegram is currently in pre-clinical
development.

Pancreatic Islet Cell Development

Diabetes is a disease characterized by the fadluless of pancreati -cells to generate sufficient levels of the hormoseilin requirec
to meet the body’s need to maintain normal nutrimheostasis. Type 1 diabetes is caused by theletaripss of pancreatg-cells when
the body’s own immune system mistakenly attacksdesiroys a personf-cells. While for Type 2 diabetes the causes arenfare
complicated and poorly understood, the resulthefdisease are similar in that often fheells fail to generate sufficient amounts of imsul
to maintain normal homeostasis. The loss of ing@sults in an increase in blood glucose levelsvailideventually lead to the developmen
premature cardiovascular disease, stroke, and Kiidilere. Currently there is no permanent curediabetes; however, recent clinical islet
cell transplantations have shown good successstonirg long-term endogenous insulin production glydemic stability in subjects who
have Type 1 diabetes mellitus with unstable basalontrol. Persistent islet function without ingtinsulin dependence provides
considerable benefit.

Current cell transplant therapy for the treatmdrttiabetes is limited by an inadequate supply stiiim-producing cells. Cadaveric
sources are limited and up to three pancreas quareel to obtain clinically
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significant quantities o -cells for one patient. The identification of admiltman stem cells provides a new prospect for oipigia sufficient
number of insulin-producinf -cells for transplantation. Using our technologsiragle blood draw may be adequate to produce dlinic
guantities of3 -cells for a patient.

In vitro experiments with MDSC have shown their capacitglitferentiate toward a wide variety of cell typesluding pancreatif -
like cells. These cells aggregate into clustersmdsing pancreatic Islets of Langerhans termed rogtecderived islets (MDI). The cluster
aggregates show endocrine gene expression. Biochkasisays have demonstrated that MDI can synthasid secrete significant amount
insulin during their growth and respond in a gleedgpendent manner. In addition, MDI can be stitedlar repressed by the addition of
agonists or antagonists of insulinvitro .

The importance of these stem cells is the abititgdsily and cost effectively derive them from mdlividual’s circulating monocytes,
expand them and administer them back into the gatient. This autologous approach provides a metihasdercome any rejection issues
and the need for immunosuppressant drugs, whicbfter associated with current transplantations.

Stem Cell Pre-Clinical and Clinical Development

We are conducting pre-clinical studies to demotstoaoof of concept and method of delivery withi@anped IND (Investigational New
Drug) submission to the FDA during 2008. We hopedmmence a Phase | study for monocyte-derivettislasplantation of patients with
Type 1 diabetes mellitus in 2009.

Licenses, Patents and Proprietary Rights

We believe that proprietary protection of our temlogies is critical to the development of our besis. We intend to continue to protect
our proprietary intellectual property through pasesnd other appropriate means. We rely upon tsadeet protection for some confidential
and proprietary information and take active meastwecontrol access to that information. We culyelmive non-disclosure agreements with
all of our employees, consultants, vendors, adyiboard members and contract research organizations

Our intellectual property strategy includes deveiggproprietary technology for the sourcing, sagle manufacturing, and storage of
T cells and multipotent adult stem cells and the afthese cells in multiple therapeutic applicasioThis strategy will include expanding on
technologies in-licensed to us as well as in-liagnadditional technologies through collaborati@rnth universities and biotech companies.

We have exclusive, worldwide licenses to certaiepa and patent applications that relate to oaelltechnology and our multipotent
adult stem cell technology.

T-Cell Therapy Intellectual Property

We have an exclusive, worldwide license from thgl&aCollege of Medicine to certain patent applicas relating to the treatment of
MS using attenuated T-cells and to the use of teellltechnology as a diagnostic. The license wastgd to us by Baylor in exchange for
common stock in Opexa Pharmaceuticals which weisadjin November 2004. The license requires usatorpyalties on sales of products
covered by the license. We have filed addition&pgapplications related to T-Cell vaccination f&8.

Rheumatoid Arthritis Therapy Intellectual Property

We have an exclusive worldwide license for thellatéual property rights and research results chatologous T cell vaccine for RA
from the Shanghai Institutes for Biological Scien¢8IBS), Chinese Academy of Sciences of the P&oRlepublic of China. We made a one
time $125,000 license payment and agreed to payalty on net sales of products covered by theniee We have filed additional patent
applications related to T-Cell vaccination for RA.
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Stem Cell Therapy Intellectual Property

We have an exclusive, worldwide license from théversity of Chicago, through its prime contractelationship with Argonne
National Laboratory, to a patent application ralai®the development of adult multipotent stemscgthm monocytes isolated from ad
human peripheral blood. The technology was diseVand developed at the Argonne National Laboratoty.S. Department of Energy
Laboratory.

Pursuant to the license we have issued a tota @62 shares of our common stock and paid $232@#®& University of Chicago. We
will owe milestone payments upon demonstrationfidéacy in Phase Il clinical studies, submission fiooduct approval to the FDA and
approval of licensed products totaling $1,350,08@. will also pay royalties on net sales of producteered by the license.

We have filed additional patent applications ralatethe process of obtaining monocyte-derived stelts. In addition, we have filed a
patent application for the process of differentiatof MDSCs into monocyte-derived islets which flimie like pancreatic islet cells.

Our Product Pipeline
Multiple Sclerosis Therapy

Tovaxin is a vaccine approach for treating MS hiaittit induces the body’s immune system to atthekMRTCs that we believe are
responsible for destroying the myelin sheath cgatiiithe axons in the central nervous system. Wieueethat the depletion and regulation of
the MRTCs may stop progression of multiple sclexoSovaxin is currently in a Phase IIb clinicahtrive completed enrollment of this trial
in May, 2007.

Rheumatoid Arthritis Therapy

Our Rheumatoid Arthritis (RA) T-cell vaccination@V) technology is conceptually similar to Tovaxi®A is an autoimmune T-cell-
mediated disease in which pathogenic T-cells triggeinflammatory autoimmune response of the syalguints of the wrists, shoulders,
knees, ankles and feet which causes pain, stiffa@ssswelling around the joints. This technolagini preclinical development.

Diabetes Stem Cell Therapy

We believe that there are approximately 20.8 mmll@ople in the U.S. who have diabetes. More thanillon of these people have
Type 1 diabetes mellitus. Among adults with diagatbdiabetes, approximately 31% take insulin toriiieir disease. Research studies
have found that improved glycemic control bengfgsple with either Type 1 or Type 2 diabetes. Isbatsplantation using Opexa’s
proprietary monocyte-derived islet cell may offee fpotential to improve glycemic control in a sulagr of patients with Type 1 and Type 2
diabetes mellitus who are disabled by refractogydgfycemia. We are in preclinical development alagh po file an IND in 2008 and initiate
Phase | clinical trial in 2009.

Other Opportunities

We intend to conduct basic research to determia@dtential use of our stem cells in other indanadisuch as macular degeneration,
heart attack, and Parkinson’s disease. Liver ¢eipatocytes) derived from our stem cells may lbealde across the biopharmaceutical
industry to test for drug toxicity or to help cuier diseases. We intend to partner or sublicesasee of these indications if they are not
pursued for internal development. For those indbhocatwhere we believe it can participate commelgiate will possibly take partners in key
commercial markets outside of the United States.
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Research Collaborations

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

Commercialization Through Third Parties

We anticipate that we will grant sublicenses fataia applications of our technologies. We belighvat by sublicensing some of the
rights to our technology to pharmaceutical compaaiad other third parties, we will be able to meffeciently develop some applications of
our technologies. We currently do not have anyisabkes.

Competition

The development of therapeutic agents for humagadis is intensely competitive. Major pharmaceutioatpanies currently offer a
number of pharmaceutical products to treat MS, thettack, stroke, Parkinsandisease, diabetes, liver diseases, arthritio#ret diseases f
which our technologies may be applicable. Many ptaeutical and biotechnology companies are invatitig new drugs and therapeutic
approaches for the same purposes, which may ach@avefficacy profiles, extend the therapeutic wewdor such products, alter the
prognosis of these diseases, or prevent their owaebelieve that our products, when and if sudoéigsieveloped, will compete with these
products principally on the basis of improved artkrded efficacy and safety and their overall ecoodenefit to the health care system.
expect competition to increase. We believe thatoost significant competitors will be fully integeal pharmaceutical companies and more
established biotechnology companies. Smaller companay also be significant competitors, partidyl#firough collaborative arrangements
with large pharmaceutical or biotechnology compan&me of our primary competitors in the curregdtment of and in the development of
treatments for MS include Biogen-ldec, Elan, Seragxnentis, Teva, and Bayer/Schering AG. Some ofimary competitors in the
development of stem cell therapies include AastBiosciences, Geron, Gamida-Cell Ltd, Stem Cells, I6ellerant Therapeutics, and Osiris
Therapeutics. Many of these competitors have sianif products in development that could be contipetwith our potential products.

Sales and Marketing

We intend to develop a sales force to market ourcelBtherapy products in the U.S. Given the cofregion of MS treatment among a
relatively small number of specialized neurologists believe that a modest size sales force woalsufficient to market the MS products.

We plan to partner with large biotech and pharmtécaluicompanies for the marketing and sales ofd8rand RA T-cell products
outside the U.S. and for our stem cell therapy petsl

Description of Property

Our 10,200 sq. ft. facility is located on 3 acre2@35 North Crescent Ridge Drive in The Woodlariasas. This location provides
space for research and development and manufagttajuacity for clinical trials; a specialized Fl@ytometry and Microscopy lab; support
of clinical trials with 800 sq. ft. of GMP (good mafacturing practice) manufacturing suites; Qudlifigstems management with a Quality
Control Laboratory, Regulatory Affairs, Quality Asance; as well as administrative support spacerelts 2,500 sq. ft. of space still
available for future build-out. The facility inclirdy the property is leased for a term ending in®2@ith two options for an additional five
years each at the then prevailing market |
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Government Regulation

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

In the U.S., pharmaceuticals, biologicals and meddievices are subject to FDA regulation. The Faldenod, Drug and Cosmetic Act,
as amended, and the Public Health Service Actiresmded, the regulations promulgated thereunderotired Federal and state statutes and
regulations govern, among other things, the testiftguman subjects, manufacture, safety, effickdyeling, storage, export, record keeping,
approval, marketing, advertising and promotion wf potential products. Product development and@agmwithin this regulatory framework
takes a number of years and involves significasetainty combined with the expenditure of subséhnésources.

FDA Approval

We will need to obtain FDA approval of any therageproduct we plan to market and sell. FDA willypgrant marketing approval if it
determines that a product is safe and effective.t€hbting and approval process will require sulbistiaime, effort and expense. The steps
required before our potential products may be ntackan the U.S. include:

Preclinical Laboratory and Animal TestBreclinical tests include laboratory evaluatiohef product and animal studies in specific
disease models to assess the potential safetyfcatyg of the product and our formulation as wadlthe quality and consistency of the
manufacturing process.

Submission to the FDA of an Application for an btigational New Drug Exemption, or IND, Which MBs&tcome Effective Before U.S.
Human Clinical Trials May CommencThe results of the preclinical tests are submitbetthe FDA as part of an IND, and the IND becomes
effective 30 days following its receipt by the FDds long as there are no questions, requests lfoy deobjections from the FDA. The
sponsor of an IND must keep FDA informed during dibeation of the study through required amendmantsreports, including adverse
event reports.

Adequate and Well-Controlled Human Clinical TritdsEstablish the Safety and Efficacy of the ProdQbhical trials, which test the
safety and efficacy of the product in humans, areacted in accordance with protocols that deft@ldbjectives of the study, the parameters
to be used to monitor safety and the efficacy Gat® be evaluated. Any product administered Bh &. clinical trial must be manufactured in
accordance with Current Good Manufacturing Pragit&MP or GMP). Each protocol is submitted to tisAFas part of the IND.

The protocol for each clinical study must be apprbiay an independent Institutional Review BoardRi, at the institution at which
the study is conducted and the informed conseal glarticipants must be obtained. The IRB will simier, among other things, the existing
information on the product, ethical factors, thiegaof human subjects, the potential benefitheftherapy and the possible liability of the
institution.

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

* In Phase |, products are typically introduced im@althy human subjects or into selected patientijadipns (i.e., patients with a
serious disease or condition under study, undesiptay supervision, as may be the case with owential products) to test for
adverse reactions, dosage tolerance, absorptiodiafmibution, metabolism, excretion and clinichBpmacology

» Phase Il involves studies in a limited populatiépatients with the disease or condition undertiod(i) determine the efficacy
the product for specific targeted indications angydations, (ii) determine optimal dosage and desatgrance and (iii) identify
possible and common adverse effects and s
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risks. (Phase Il may divided into Phase lla andsBHEb studies to address these issues.) Wheneaislohosen and a candidate
product is found to have preliminary evidence ééetiveness, and to have an acceptable safetylginfPhase Il evaluations,
Phase Il trials begi

» Phase lll trials are undertaken to develop addifisafety and effectiveness information from anaexjed patient population,
generally at multiple study sites. This informatimvtained is used to develop a better understarafitite risks and benefits of the
product, and to determine appropriate labelingum.

Based on clinical trial progress and results, FDdymequest changes or may require discontinuantteedfials at any time if significa
safety issues arise.

Submission to the FDA of Marketing Authorizatiompkqations and FDA Reviewithe results of the preclinical studies and clinical
studies are submitted to the FDA as part of mangegipproval authorization applications such as Reuwg Applications (NDAS) or Biologic
License Applications (BLAs). FDA will evaluate suapplications for the demonstration of safety affieictiveness. A BLA is required for
biological products subject to licensure underRblic Health Service Act, and must show that tteelpct is safe, pure and potent. In
addition to preclinical and clinical data, the Blodust contain other elements such as manufacturatgmals, stability data, samples and
labeling. FDA approval of a BLA (granted by issuard a license) is required prior to commerciaésal shipment of a biologic. A BLA sh.
only be approved once FDA examines the productimspbcts the manufacturing establishment to assanformity to the BLA and all
applicable regulations and standards for biolodit® Center for Biologics Evaluation and Reseamhregulatory responsibility for review
of biologics including cellular products and huntafis, tissues and cellular and tissue-based ptedHCT/Ps), while the Center for Drug
Evaluation and Research is responsible for reviegedain therapeutic biological products.

The time for review may vary widely depending oa #ipecific product and disease to be treated, amundoer of factors, including the
risk/benefit profile identified in clinical trialthe availability of alternative treatments, and #everity of the disease. Additional animal
studies or clinical trials may be requested dutiregFDA review period, which might add to the revigme.

FDA's marketing approval for a product for the treant of a specific disease or condition in spedifpopulations in certain clinical
circumstances, as described on the approved lgbdlive approved use is known as the “indicatiorftt AFDA approves a product for the
initial indication, further clinical trials may bequired to gain approval for the use of the prodmcadditional indications. The FDA may a
require post-marketing testing (Phase IV studies)surveillance to monitor for adverse effects,altgould involve significant expense, or
may elect to grant only conditional approvals.

Interaction with FDA During the Application and Rew ProcessGenerally, early interaction and ongoing commuiacetvith FDA
can facilitate the testing and approval proceskdiging to clarify FDA expectations, obtain FDA dance and directions, and resolve
disputed issues. In addition, expectations carolradlized in a “Special Protocol Assessmeint,which FDA provides official evaluation ai
guidance on proposed protocols for pivotal Phdsditlical trials. An SPA documents the FDA's agrent that the design and plan analysis
of the Phase Il study adequately addresses obgecitn support of a regulatory submission such B

Ongoing Compliance Requirements
Even after product approval or licensure, thereaanember of ongoing FDA regulatory requirementsiuding:
» Registration and listing

* Regulatory submissions relating to changes in alDBLA (such as the manufacturing process orliaggand annual report
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» Adverse event reportin
» Compliance with advertising and promotion restoic§ that relate to drugs and biologi
» Compliance with GMP and biological product standglibject to FDA inspection of facilities to detéme compliance)

» Compliance with “Good Tissue Practice” regulaticens applicable. (As defined by regulation, “humah, tissue and cellular and
tissue-based products” (HCT/P), which are subjeetdditional regulatory requirement, include stesitscthat are progenitors of
blood cells; however, the FDA makes no explicitestzent in the regulations regarding the inclusibatber types of stem cells

Other Regulations

In addition to safety regulations enforced by tiBAFwe are also subject to regulations under theupational Safety and Health Act,
the Environmental Protection Act, the Toxic Subs&nControl Act and other present and potentialréutoreign, Federal, state and local
regulations. For instance, Product manufacturingbdishments located in certain states also magubgct to separate regulatory and
licensing requirements.

Outside the U.S., we will be subject to regulatithrest govern the import of drug products from th& Lbr other manufacturing sites and
foreign regulatory requirements governing humanicdil trials and marketing approval for our produdthe requirements governing the
conduct of clinical trials, product licensing, pnig and reimbursements vary widely from countrgdointry. In particular, the European Un
is revising its regulatory approach to high tecbdorcts, and representatives from the U.S., JapathenEuropean Union are in the process of
harmonizing and making more uniform the regulatifinghe registration of pharmaceutical productthiese three markets.

Employees
As of January 10, 2008, we had 40 full time empésy&Ve believe that our relations with our emplsyae good. None of our
employees is represented by a union or covereddmjlective bargaining agreement.

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

Our executive officers are elected by the boardirgfctors and serve at the discretion of the boalichf the current directors serve until
the next annual stockholders’ meeting or untilitilseiccessors have been duly elected and qualified.

Name Age Position

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

Lynne Hohlfeld 47 Chief Financial Office!

Donna R. Rill 54 Vice President, Operatiol

Gregory H. Bailey 52 Director

David Hung 50 Director

Lorin J. Randal 64 Director

Michael Richmar 46 Director

Scott B. Seama 52 Director

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

David B. McWilliams was appointed President and Director in August 288dm December 2003 until August 2004, Mr. McVdiths
was a private investor. From June 2003 to Dece2®@8, Mr. McWilliams served as president and chiafcutive officer of Bacterial
Barcodes, Inc., a molecular diagnostics companymAviay 2002 to June 2003, Mr. McWilliams servecdthief executive officer of Signase,
Inc., a cancer therapy company. Mr. McWilliams selras chief executive officer of Encysive Pharmécals Inc., a cardiovascular
therapeutics company from June 1992 to March 2B€i@r to June 1992, Mr. McWilliams served as cleieécutive officer of Zonagen Inc., a
human reproductive products company. Prior totihat, Mr. McWilliams was a senior executive with ldit Laboratories and a managen
consultant with McKinsey & Co. He currently senassa director of Novelos Therapeutics, Inc. He atswes on the boards of the Texas
Healthcare and Bioscience Institute and the Housemhnology Center. Mr. McWilliams received an MBAfinance from the University of
Chicago, and a B.A. in chemistry, Phi Beta KappamfWashington and Jefferson College.

Jim C. Williams has served as our Chief Operating Officer sincegxther 2004. Dr. Williams served as Vice Presidé@lmical and
Regulatory Affairs and as Chief Operating Officer Opexa Pharmaceuticals, Inc. from February 26davember 2004. From August 20
to February 2004 he was Senior Vice President, Regy Affairs and Operations for OSIRIS Therapesitinc., and from November 2002
August 2003 Dr. Williams was Vice President US Ratuy Affairs for Powderject Vaccines. From Sepbem2001 to November 2002
Dr. Williams served as Assistant Vice PresidentrMimide Regulatory Affairs for Wyeth BioPharma. ério this Dr. Williams served as
Executive Director Regulatory Affairs for Aventiggteur from November 1994 to September 2001. Ditidvis retired in 1994 as Captain
from the U.S. Public Health Service with over tweypears of service in applied research and humarpteduct development which included
assignments with the FDA, Center for Biologics Enailon and Research as a Director Scientist iDfkision of Vaccine and Related
Product Applications; the US Army Medical Resedrtdtitute of Infectious Diseases as Chief, Intrdat Pathogens branch and the Nati
Institutes of Health, National Institutes of Allgrgnd Infectious Diseases; and at the U.S. Navalidét Research Institute as a research
microbiologist. He has an extensive research amdldpment background, with over 130 publicationd Bour books in the areas of infectic
diseases, vaccinology, and oncology. He receive®!$. degree in animal science, M.S. degree iptgen and Ph.D. degree in biochemistry
from Texas A&M University.
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Lynne Hohlfeld was appointed Chief Financial Officer and SecretarylJune 30, 2006. From April 2006 to June 30, Xl@6served as
Vice President, Finance of the Company. From Seip¢er®2004 until April 2006, she was vice presiderd ahief financial officer of Denota
Ventures. From August 2000 until March 2004 she s&sor vice president, chief operating and finahefficer of Bacterial Barcodes, Inc.
Houston-based molecular diagnostics company sptiofdbe Baylor College of Medicine. She was alenisr vice president and chief
financial officer of Spectral Genomics of Houstgou its merger with Bacterial Barcodes in March£20@s. Hohlfeld was also employed
LifeCell Corporation from 1997 to 1999, servingcastroller. Ms. Hohlfeld’s career includes posisaat Dixie Chemical Company, Price
WaterhouseCoopers, McKenna & Company, and Arthudesen. Ms. Hohlfeld received a B.B.A. in accounfiom the University of
Wisconsin—Madison and is a certified public accant

Donna R. Rill has served as our Vice President of Operationg $llovember 2004. Ms. Rill has nearly 30 years témsive clinical
and research laboratory experience in cell and gerapy research and clinical application, immuogadal techniques and assessment,
microbiology, diagnostic virology, experimental @gs and method development and implementation.Halseexpertise in the areas of
laboratory development and operations, FDA CGMPragdlatory compliance, quality control/assurancgem development, and clinical
Standards of Practice. From April 2003 to Noveni#4 she was the Director of Quality Systems andéds Development at Opexa
Pharmaceuticals, Inc. From November 1997 to Af@)d2she was the Director of Translational Resefincthe Center for Cell & Gene
Therapy at Baylor College of Medicine. She has wdrio design, and qualify GMP Cell & Gene Therappdratories, GMP Vector
Production facilities, and Translational Researabd.at St. Jude Children’s Research Hospital, TEkdldren’s Hospital, and Baylor College
of Medicine. Ms. Rill has held the positions of loaéitory Director of Cell and Gene Therapy, Transtal Research Center for Cell and G
Therapy, Baylor College of Medicine; Associate &ti&/Lab Manager of the Bone Marrow Transplantdesh Laboratory, and the GMP
Cell & Gene Therapy Laboratories, St. Jude Childr&esearch Hospital; Clinical Infectious Diseasdaratory Manager, Education
Coordinator and Clinical Instructor, Departmenttihical Laboratory, LeBonheur Children’s Medicagi@er and University of Tennessee
Center for the Health Sciences. She received t&riB.Medical Technology from the University of Tessee, Memphis.

Gregory H. Bailey, M.D. has served as a Director of the Company since 20606. In January 2007, Dr. Bailey became the magag
partner of Palantir Group, Inc., a biotech merchmantk. Dr. Bailey served as a managing directdd@B Capital Group LLC from May 200
to January 2007. From June 2003 to May 2004 amd ®98 to June 2002, Dr. Bailey served as a magatjiector of Knightsford Bank
Corp. From June 2002 to June 2003, Dr. Bailey skagea managing director of Gilford Securities, Bince May 2005, he also has served as
director of Medivation, Inc., a public company feed on acquiring biomedical technologies. Dr. Bailes a practicing physician for ten
years and holds a M.D. from the University of Wast®ntario.

David Hung, M.D. has served as a Director since May 2006. Dr. Hasgskerved as the president, chief executive offindras a
director of Medivation, Inc. since December 2004. 1Bung also has served as the president and exésfutive officer, and member of the
board of directors, of Medivation, Inc.’s subsigia¥edivation Neurology, Inc. since its inception$eptember 2003. From 1998 until 2001,
Dr. Hung was employed by ProDuct Health, Inc.,igately held medical device company, as Chief StierOfficer (1998-1999) and as
president and chief executive officer (1999-20@tpm December 2001 to January 2003, Dr. Hung seageticonsultant to Cytyc Health
Corporation. Dr. Hung received his M.D. from theil#nsity of California at San Francisco, and hi8 Ain biology and organic chemistry
from Harvard College.

Lorin J. Randall has served as a Director of the Company since Béyetie2007. Mr. Randall, a financial consultant, \Basior Vice
President and Chief Financial Officer of EximiasaRhaceutical Corporation, a development-stage dewglopment company, from 2004 to
2006. From 2002-2004, Mr. Randall served as Sérime President and Chief Financial Officer of i-STA&orporation, a publicly-traded
manufacturer of medical diagnostic devices whick aequired by Abbott Laboratories in 2004. From5.892001, Mr. Randall was Vice
President and Chief Financial Officer of CFM Tedlmgges, Inc. a publicly traded manufacturer of
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semiconductor manufacturing equipment. He curresghyes on the boards of drug development compahéesda Therapeutics, Inc. and
Athersys, Inc. Mr. Randall previously served onleard of Quad Systems Corporation, a publiclygdhchanufacturer of electronics
manufacturing equipment where he served as Chaiohtre Audit Committee. Mr. Randall received a BrSaccounting from The
Pennsylvania State University and an M.B.A. fronrtReastern University.

Michael S. Richmanhas served as a Director of the Company since 200@. Mr. Richman is President of Amplimmune, IRmom
April 2002 to May 2007, Mr. Richman served as ex@ewice president and chief operating officeMdcroGenics, Inc. He joined
MacroGenics, Inc in 2002 with approximately twepgars experience in corporate business developwithin the biotechnology industry.
From 2000 to 2002, Mr. Richman served as senia president, corporate development and administrati Medimmune (now Astra
Zeneca), and vice president, business developmant 1996 to 2000. From 1985 to 1996 Mr. Richmanl lselveral management positions at
Chiron (now Novartis). Mr. Richman obtained his Br8Genetics/Molecular Biology at the University@alifornia at Davis and his MSBA
in International Business at San Francisco Stafedusity.

Scott B. Seamarhas served as a Director of since April, 2006. 8&aman currently serves as the executive direntbtraasurer of the
Albert and Margaret Alkek Foundation of Houstonxag, a private foundation primarily supporting ingions in the Texas Medical Center
in Houston, Texas. Since January 1996 to presentSkaman has served as the chief financial ofti€€haswil Ltd., an investment
management company. Since September 1986, Mr. Sdaasaserved as secretary and treasurer of M &fd?ties Inc., a ranching and real
estate concern. Since January 2003, Mr. Seamasehesd as chairman and, since July 2004, presidd®{T Management Inc., the general
partner of Impact Composite Technology Ltd., a cosifie industry supplier. Since May 2004, Mr. Seatas served as a Member of the
Investment Committee of Global Hedged Equity Fuid & hedge fund. Mr. Seaman received a bacheleged in business administration
from Bowling Green State University.

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

Audit Committee. The audit committee of the Board currently consigtsir. Randall, Mr. Richman and Mr. Seaman, eafciwitom are
independent, non-employee directors. The audit citi@enselects, on behalf of our board of directarsindependent public accounting firm
to be engaged to audit our financial statemenssudis with the independent auditors their indepereleeview and discuss the audited
financial statements with the independent audaois management and recommend to our board of disewhether the audited financials
should be included in our Annual Reports to bedfikdth the SEC. The audit committee operates putsioaa written charter, which was
adopted in February 2005. During the last fiscalrythe audit committee held four meetings, andhtba members of the Audit Committee
attended each meeting.

All of the members of the audit committee are norployee directors who: (1) met the criteria forépéndence set forth in Rule 10A-3
(b)(2) under the Securities Exchange Act of 1934araended (the “Exchange Act”); (2) did not paptite in the preparation of our financial
statements or the financial statements of Opexanfiteuticals, Inc.; and (3) are able to read amrstand fundamental financial stateme
including a balance sheet, income statement arfdfttag statement. The Board has determined thatRdndall and Mr. Seaman individually
qualify as an “audit committee financial expert’dafined by Iltem 401(e) of Regulation S-B of thekange Act.
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Compensation CommitteeThe compensation committee of the board consisBr dflung, Mr. Richman and Mr. Seaman, who are
independent directors, as defined in Rule 10A-thefExchange Act. The compensation Committee rexvewd approves (1) the annual
salaries and other compensation of our executifieeo$ and (2) individual stock and stock optioargs. The compensation Committee also
provides assistance and recommendations with repear compensation policies and practices asibswith the administration of our
compensation plans. During the last fiscal yearctmapensation committee held one meeting, anchére inembers of the compensation
committee attended that meeting.

In addition, the Board has adopted a written chdotethe compensation committee, adopted in Augd8g, which is available on our
website at www.opexatherapeutics.com.

Nominating and Corporate Governance CommitteeThe nominating and corporate governance committé®edooard currently
consists of Dr. Hung, Mr. Richman and Mr. Seamaicheof whom are found by the board of directorsd@n “independent director”
pursuant to the applicable rules and regulationmpigated by the SEC. The nominating and corp@aternance committee assists our
board of directors in fulfilling its responsibiks by: identifying and approving individuals quiaiif to serve as members of our board of
directors, selecting director nominees for our @hmueetings of shareholders, evaluating the perdoca of our board of directors, and
developing and recommending to our board of dimsatorporate governance guidelines and oversight n@spect to corporate governance
and ethical conduct. This committee operates puatsioaa written charter adopted in February 200%ictvis available on our website at
http://www.opexatherapeutics.com. During the l&stdl year the nominating and corporate governanoamittee held one meeting, and the
then members of the compensation committee attetdddneeting.

Compensation Committee Interlocks and Insider Parttipation. Our compensation committee is comprised of Dr. Hung
Mr. Richman and Mr. Seaman. None of the committeentrers has ever been an employee of Opexa Theiegént. None of our executive
officers serve as a member of the board of dirsatoicompensation committee of any entity thatdrasexecutive officer serving as a
member of our Board of Directors or compensatiommittee.

Compensation of Directors

Mr. McWilliams who is a director and an officer doeot receive any compensation for his servicesraember of our board of
directors. We reimburse our directors for travel &odging expenses in connection with their attewcgaat board and committee meetings. In
summary, Board members receive the following fees:

Annual retaine $12,00(
For each Board meeting attended in pel $ 1,50(
For each Board meeting attended that is held dneetelephon $ 75C
For each nc-chair committee member for each committee meetitegndec $ 75C
For each committee meeting attended by the chafradfcommittes $ 1,00(

In addition, on June 18, 2007 Dr. Bailey, Dr. Huhy, Richman and Mr. Seaman were each granted ge@noption to purchase
10,000 shares of our common stock that will ve898,shares immediately and 5,000 shares on theafirsversary of the date of grant an
exercise price of $5.47. On September 19, 2007 Réndall was granted an initial ten year optiopaechase 20,000 shares of our common
stock at an exercise price of $3.95.
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EXECUTIVE COMPENSATION
Summary Compensation Table

The following tables set forth certain informatigarding our CEO and each of our most highly-campted executive officers whose
total annual salary and bonus for the fiscal yeading December 31, 2007 and 2006 exceeded $100,000

Options

Salary Bonus Awards Total

Name and Principal Position Year (%) $) $® $)
David B. McWilliams® 2007 275,00( — 411,80 686,80
CEO, President, Directt 200¢ 264,49 — 497,37 761,87
Jim C. Williams® 2007 225,75( — 449,02: 674,77
Chief Operating Office 200¢ 227,09: — 401,57 628,66¢
Lynne Hohlfeld® 2007 175,00( — 102,700 277,70(
CFO and Secretal 200¢ 131,25( — 40,83¢ 172,08¢
Donna R. Rill® 2007 137,94( 10,00C 234,59¢ 382,53f
Vice President of Operatiol 200€¢  133,50( — 196,59( 330,09(

(1) Served as chief executive officer since August 2
(2) Named an executive officer in June 20

(3) Served as chief financial officer since June 2(
(4) Named an executive officer in June 20

(5) Reflects the dollar amount recognized for ficiahstatement reporting purposes for the year @éerember 31, 2007 in accordance
with FAS 123(R) (but disregarding forfeiture estiemrelated to service-based vesting conditiong) accordingly, includes amounts
from options granted prior to 2006. See the infdiomaappearing under the heading entitled “Stockidds and Warrants” in footnote
number 11 to our consolidated financial statemimsided as part of our Annual report on Form 1BK8r the year ended
December 31, 2006 for certain assumptions madeeinvaluation of options granted in the years erdecember 31, 2006, 2005 and
2004.

Grants of Plan Based Awards in 2007

The following table presents each grant of stodioog in 2007 to the individuals named in the sumymt@mpensation table above.

Number of

Securities Exercise Price Grant Date

Underlying Fair Value of

of Option

Name Grant Date Options Awards Options
David B. McWilliams® 06/18/0° 41,00( $ 5.47 $ 178,11¢
Jim C. Williams® 06/18/0° 30,00( $ 5.47 $ 130,33:
Lynne Hohlfeld® 06/18/0° 32,00( $ 5.47 $ 139,01¢
Donna R. Rill® 06/18/0° 32,00( $ 5.47 $ 139,01¢

(1) Vests over three year$] 30n each anniversary date of grant.

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

Option Awards

Number of
Securities Number of
Underlying Securities Option
Unexerciset Underlying Exercise Option
Unexercised Expiration
Options (#) Options (#) Price
Name Exercisable Unexercisable ($) Date
David B. McWilliams 37,00( — 30.0(C 08/31/0¢
5,00( — 30.0C 01/21/1(
40,00( 80,00( 5.0C 05/02/1¢
— 41,00( 5.47 06/18/1°
Jim C. Williams 12,50( — 30.0¢ 11/06/0¢
6,25(C 6,25(C 7.0C 12/05/1(
14,29: 28,58 5.0C 04/20/1¢
— 30,00( 5.47 06/18/1"
Lynne Hohlfeld 7,50( 15,00( 5.0C 04/20/1¢
4,167 8,33: 8.2t 07/12/1¢
— 32,00( 5.47 06/18/1°
Donna R. Rill 6,00(C — 30.0¢ 11/06/0¢
3,00( 3,00( 7.0C 12/05/1(
7,798 15,587 5.0C 04/20/1¢
— 32,00( 5.47 06/18/1°

Compensation of Directors

The following table presents summary informationtfe year ended December 31, 2007 regarding tmpensation of the non-

employee members of our board of directors. Mr.d@#lrwas appointed to the board on September 1®7.20

Fees Earned

. Options

or Paid

in Calsh A(\g)a(rf)s Total
Name %) ($)
Gregory H. Bailey? 15,75 115,61t 131,36t
David Hung® 15,75( 115,61¢ 131,36¢
Lorin J. Randal® 7,141 35,04: 42,18¢
Michael Richmart? 16,00 118,24( 134,24(
Scott B. Seama@® 17,00C 115,61¢ 132,61¢

(1) Reflects the dollar amount recognized for fitiahstatement reporting purposes for the year @merember 31, 2007 in accordance
with FAS 123R (but disregarding forfeiture estinsatelated to service-based vesting conditions) aochrdingly, includes amounts
from options granted prior to 2006. See the infdiomappearing under the heading entitled “Stocki@ds and Warrants” in footnote

number 11 to our consolidated financial statemersided as part of our Annual report on Form 1(BK8r the year ended

December 31, 2006 for certain assumptions madweinvaluation of options granted in the years emdecember 31, 2006, 2005 and

2004.
(2) 45,000 option awards outstanding at fiscal year
(3) 20,000 option awards outstanding at fiscal year

No options were exercised during the fiscal yeaieelhDecember 31, 2007.
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The following table presents the fair value of egddnt of stock options in 2007 to non-employee tmers of our board of directors,
computed in accordance with FAS 123R:

Number of
Exercise
Securities Grant Date
Underlying Price of
Option Fair Value
Name Grant Date Options Awards of Options
Gregory H. Bailey 06/18/0° 10,00( $ 5.47 $ 42,31¢
David Hung 06/18/0° 10,00¢( $ 5.47 $ 42,31¢
Lorin J. Randal 09/19/07 20,00( $ 3.9t $ 61,32¢
Michael Richmar 06/18/0° 10,00( $ 5.47 $ 42,31¢
Scott B. Seama 06/18/0° 10,00( $ 5.47 $ 42,31¢

Executive Employment Contract

David B. McWilliams is employed by us pursuant toAmended and Restated Employment Agreement enitgi@dn June 15, 2006.
Pursuant to the agreement, Mr. McWilliams is emptbgs the Chief Executive Officer and a Directothef Company is at an annual salar
$275,000. The term of employment is through June2@88 and may be extended for periods of one yeavever, the employment
agreement may be terminated at any time voluntasilizim or without cause by the Board. If employmisrierminated by the Board without
cause, Mr. McWilliams will receive twelve monthsskasalary. Any and all stock options granted to MitWilliams prior to termination that
are scheduled to become vested within a 12 montbdafter termination will be accelerated to beeomsted as of the termination date.
Mr. McWilliams shall have 90 days from terminatitinexercise any vested stock options.
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth, as of January & the number and percentage of outstanding sléi@r common stock owned by:
(a) each person who is known by us to be the baatfwner of more than 5% of our outstanding skafecommon stock; (b) each of our
directors; (c) the named executive officers asnaefiin Iltem 402 of Regulation S-B; and (d) all emtrdirectors and executive officers, as a
group. As of January 10, 2008, there were 6,696sh@des of common stock issued and outstanding.

Beneficial ownership has been determined in accmelavith Rule 13d-3 under the Exchange Act. Unklisrrule, certain shares may be
deemed to be beneficially owned by more than omsope(if, for example, persons share the powente or the power to dispose of the
shares). In addition, shares are deemed to beibmtigfowned by a person if the person has thbtrig acquire shares (for example, upon
exercise of an option or warrant) within 60 dayshef date as of which the information is providedcomputing the percentage ownership of
any person, the amount of shares is deemed tadie¢he amount of shares beneficially owned by ggrhon by reason of such acquisition
rights. As a result, the percentage of outstandirayes of any person as shown in the followingetdbles not necessarily reflect the person’s
actual voting power at any particular date.

To our knowledge, except as indicated in the foms®o this table and pursuant to applicable conitypnoperty laws, the persons
named in the table have sole voting and investipewer with respect to all shares of common stodwshas beneficially owned by them.

Number of Share: Percentage ¢
Name and Address of Beneficial Ownef?) Owned Class
Beneficial Owners of more than 5%:
SF Capital Partners Lt¢® 989,55(® 14.7¢%
Victory Park Master Fund, Ltd¥ 668,311 9.94%
Austin W. Marxe and David M. Greenhou8e 1,507,47® 20.95%
Albert and Margaret Alkek Foundatiéh 685,97:® 9.9%
Alkek & Williams Ventures Ltd®) 406,88¢19) 5.95%
DLD Family Investments, LLGD 361,11.42 5.2%
Officers and Directors:
Scott B. Seama® 469,52:13) 6.82%
David B. McWilliams 95,59:14) 1.41%
Lynne Hohlfeld 11,66719) *
Donna Rill 19,40746) *
Jim C. Williams 41,36{7 *
Gregory H. Bailey 85,1718 1.26%
David Hung 31,25(119) *
Lorin Randall 10,00(@0) *
Michael Richman 31,25(?Y *
All directors and executive officers as a groupégsons)** 795,23:22) 11.07%

* Indicates less than 1

(1) Unless otherwise indicated, the mailing addoddke beneficial owner is c/o Opexa Therapeutits,, 2635 North Crescent Ridge
Drive, The Woodlands, Texas 773!

(2) Michael A. Roth and Brian J. Stark exercise joioting and dispositive power over all of the sharesommon stock beneficially own
by SF Capital Partners Ltd., but Messrs Roth aadkStisclaim beneficial ownership of such sharédse ihformation in this footnote is
primarily based on a Schedule 13F reported witfSB€ on June 30, 2007 and other information pralideus. The mailing address of
SF Capital Partners Ltd. is c/o Stark Offshore Mgemaent, LLC, 3600 South Lake Drive, St. Francis,38235.
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(3)

(4)

()

(6)

(7)

Excludes 500,000 shares of Company common stodkrlying the Warrant (“Warrant”) that SF CapRartners Ltd. is contractually
prohibited from exercising to the extent that ituldbbeneficially own in excess of 9.999% of theatatumber of issued and outstanding
shares of common stock after such exerWarran” refers, in each case to the Warrants dated Apri2QQ6.

Victory Park Capital Advisors, LLC is the integent advisor of Victory Park Master Fund, Ltd.daonsequently has voting control
and investment discretion over securities held mdvy Park Master Fund, Ltd. Richard Levy is tlseesmember of Jacob Capital,
L.L.C. and sole manager of Victory Park Capital &dvs, LLC. The number of shares beneficially owegdudes 320,000 shares of
Company common stock underlying an April 2006 watrthat Victory Park Master Fund, Ltd. is contradty prohibited from
exercising to the extent that it would beneficiallyn in excess of 9.999% of the total number aféssand outstanding shares of
common stock after such exercise. The mailing addoé the beneficial owner is 227 West Monroe $ti@eite 3900, Chicago, lllinois
60606.

Excludes 320,000 shares of Company common stodkrlying a Warrant that Victory Park is conttedly prohibited from exercising
to the extent that it would beneficially own in ess of 9.999% of the total number of issued anstantling shares of common stock
after such exercis

Consisting of: (i) 331,000 shares of commortlkstand 165,500 shares of common stock issuable thgoaxercise of a Warrant held by
Special Situations Fund IIl QP, L.P., (ii) 28,40tares of common stock and 14,200 shares of cominok ssuable upon the exercise
of a Warrant held by Special Situations Fund IR L. (iii) 90,600 shares of common stock and 458tdres of common stock issuable
upon the exercise of a Warrant held by Speciak8idns Cayman Fund, L.P., (iv) 400,000 shares ofraon stock and 200,000 shares
of common stock issuable upon the exercise of a&dtaheld by Special Situations Private Equity Funé., and (v) 150,000 shares of
common stock and 75,000 shares of common stockligsupon the exercise of a Warrant held by Spé&ifaations Life Sciences
Fund, L.P. MGP Advisors Limited (“MGP”) is the geaépartner of Special Situations Fund Ill, QP,.LaRd Special Situations Fund
I, L.P. AWM Investment Company, Inc. (“AWM”") ishe general partner of MGP and the general partin@nadinvestment adviser to
the Special Situations Cayman Fund, L.P. MG AdsiskrL.C. (“MG") is the general partner of and istment adviser to the Special
Situations Private Equity Fund, L.P. LS Advisere(L(“LS") is the general partner and investmentiadito the Special Situations Life
Sciences Fund, L.P. Austin W. Marxe and David Me@rthouse are the principal owners of MGP, AWM, M@ BS. Through their
control of MGP, AWM, MG and LS, Messrs. Marxe ance@house share voting and investment control tineeportfolio securities of
each of the funds listed above. The informatiothia footnote is primarily based on a Form 13F reggbwith the SEC on June 30, 2(
and other information provided to us. The mailidgleess of Messrs. Marxe and Greenhouse is 527 Bladisenue, Suite 2600, New
York, New York 10022

This information is based on the Schedule il fwith the SEC on April 24, 2006, as amendedAlpert and Margaret Alkek
Foundation (the “Foundation”), Alkek & Williams Vanes, Ltd. (“Ventures”), Scott Seaman, DLD Fantilyestments, LLC, and the
other reporting persons named therein the (“Fouoddi3D”). The Foundation acts through an investneemmittee of its board of
directors, which includes Mr. Daniel Arnold, Mr.eJBailey, Mr. Scott Seaman and Ms. Randa Duncahanis. Mr. Seaman is the
executive director of the Foundation and chairmiah® investment committee. The investment commiktas sole voting and
investment power over all of the shares of comnooksbeneficially owned by the Foundation. Howeyersuant to the Foundation
13D, neither the executive director nor any mendf¢he investment committee may act individuallywtde or sell shares of common
stock held by the Foundation; therefore, the Fotioddas concluded that no individual committee rhenis deemed to beneficially
own, within the meaning of Rule 13d-3 of the Exdpai\ct, any shares of common stock held by the #ation solely by virtue of the
fact that he or she is a member of the investmemingittee. Additionally, pursuant to the Foundati®D, the Foundation has concluc
that because Mr. Seaman, in his capacity as execditiector or chairman of the investment commjtte@not act in such capacity to
vote or sell shares of common stock held by thenBation without the approval of the investment cattes, he is not deemed to
beneficially own, within the meaning of Rule 13a@3he Exchange Act, any shares of common stoak Inelthe Foundation by virtue
of his position as executive director or chairméthe investment committee. The mailing addreshefbeneficial owner is 1221
McKinney #4525, Houston, Texas 770.
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(8)

(9)

(10)

(11)

(12)

(13)

Consisting of: (i) 22,222 shares of common Ist@ederlying Series C Warrants exercisable at $8pe¥ share and (ii) 147,084 shares
of common stock underlying a Warrant. Excludes 908 shares of Company common stock underlying adfathat the Foundation
is contractually prohibited from exercising to #adent that it would beneficially own in exces9d¥99% of the total number of issu
and outstanding shares of common stock after sxiftise. Pursuant to the Foundation 13D, the Faiordand other reporting
persons named therein may be deemed to constigrtaug for purposes of Section 13(d) or SectiomgL8f the Exchange

Act. However, the Foundation, Ventures, Chaswill. Land Mr. Seaman expressly disclaim (i) thatpiamposes of Section 13(d) or
Section 13(g) of the Exchange Act, they are a mermba group with respect to securities of the Campheld by DLD Family
Investments, LLC, Mr. Arnold, Mr. Bailey or Ms. Widms and (ii) that they have agreed to act togethin DLD Family Investments
LLC, Mr. Arnold, Mr. Bailey or Ms. Williams as a gup other than as described in the Foundation TBBrefore, this does not
include the following securities: (i) 233,334 stsaoé common stock held by DLD Family InvestmentisCt (ii) 17,778 shares of
common stock underlying Series C warrants exertasatt$30.00 per share held by DLD Family Investtsehl C; (iii) 110,000 shart
of common stock underlying a Warrant held by DLDvilg Investments, LLC; (iv) 26,667 shares of comnstock held by

Mr. Arnold; (v) 8,889 shares of common stock ungiad Series C warrants exercisable at $30.00 paredheld by Mr. Arnold;

(vi) 10,000 shares of common stock underlying aféfgrheld by Mr. Arnold; (vii) 10,000 shares of cmion stock held by Mr. Baile
(viii) 5,000 shares of common stock underlying ark&at held by Mr. Bailey; (ix) 263,667 shares ofrgnon stock held by Ventures;
(x) 18,223 shares of common stock underlying SeZiemrrants exercisable at $30.00 per share helebyures; (xi) 125,000 shares
of common stock underlying a Warrant held by Veasu(xii) 18,550 Series of common stock held by S&aman; (xiii) 5,334 shares
of common stock underlying Series C warrants egalde at $30.00 per share held by Mr. Seaman;xawd7,500 shares of common
stock underlying a Warrant held by Mr. Seaman. iflfi@mation in this footnote is primarily based e Foundation 13D and other
information provided to u

Chaswil, Ltd. is the investment manager of Wea$ and holds voting power and investment pow#r mispect to Company securities
held by Ventures pursuant to a written agreemesttt®. Seaman is a principal of Chaswil, Ltd aad khared voting power and
shared investment power over all of the share®oinaon stock beneficially owned by Ventures. Thernfation in this footnote is
primarily based on the Foundation 13D and othesrmftion provided to us. The mailing address ofttbeeficial owner is 1221
McKinney #4525, Houston, Texas 770.

Consisting of: (i) 263,667 shares of commartlst (ii) 18,223 shares of common stock underlyegies C warrants exercisable at
$30.00 per share and (iii) 125,000 shares of comshack underlying a Warrar

Randa Duncan Williams is the principal of DEamily Investments, LLC and she may be deemedéacese voting and investment
power with respect to such shares. The informatidhis footnote is primarily based on the Founatatl3D and other information
provided to us. The mailing address of the berafmivner is P.O. Box 4735, Houston, Texas 7-4735.

Consisting of: (i) 233,334 shares of commantistheld by DLD Family Investments, LLC; (ii) (if)7,778 shares of common stock
underlying Series C warrants exercisable at $3pedGhare held by DLD Family Investments, LLC; #iii§i110,000 shares of
common stock underlying the Warrants held by DLEnfFalnvestments, LLC. Ms. Williams is on the inse®nt committee for the
Foundation. Pursuant to the Foundation 13D, then8ation has concluded that no individual committesmber is deemed to
beneficially own, within the meaning of Rule 13a@f3¥he Exchange Act, any shares of common stodk Inelthe Foundation solely by
virtue of the fact that he or she is a member efittvestment committee. The information in thistfade is primarily based on the
Foundation 13D and other information provided toTdse mailing address of the beneficial owner 8.lBox 4735, Houston, Texas
7721(-4735.

Consisting of: (i) 31,250 shares underlyimacktoptions; (ii) 263,667 shares of common stodl by Ventures; (iii) 18,223 shares of
common stock underlying Series C warrants exer@satt$30.00 per share held by Ventures; (iv) 125 §hares of common stock
underlying the Warrants held by Ventures; (v) 5,884res of common stock underlying Series C wasraxercisable at $30.00 per
share; and (vi) 7,500 shares of common stock uyidgrthe Warrants. (See footnote 8 for additioristdssion o
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(14)

(15)
(16)
(17)

(18)

(19)
(20)
(21)
(22)

the information set forth in clauses (ii) throug¥) of the preceding sentence.) Pursuant to thenation 13D, this does not include
following shares which Mr. Seaman has determineddas not have beneficial ownership or disclaimeukficial ownership:

(i) 516,667 shares of common stock held by the Hation; (ii) 22,223 shares of common stock undagy®eries C warrants
exercisable at $30.00 per share held by the Foiomddtii) 250,000 shares of common stock undedyinWarrant held by the
Foundation. (See footnote 7 for additional discussif the information set forth in clauses (i) thgb (iii) of the preceding sentence.)
The mailing address of the beneficial owner is 1RRKinney #4545, Houston, Texas 770

Consisting of: (i) 82,000 shares of commortistanderlying stock options and (ii) 6,968 sharkesaznmon stock underlying Series C
warrants exercisable at $30.00 per sh

Consisting of 11,667 shares of common stock unaylgptions.
Consisting of 16,793 shares of common stock unaylgptions.

Consisting of 33,042 shares of common stodetging options and 2,755 shares of common stocletlying Series C warrants
exercisable at $30.00 per she

Consisting of: (i) 31,250 shares underlyimmcktoptions; (ii) a warrant to purchase 38,928 abaf common stock exercisable at $5.00
per share; (iii) 10,000 shares of common stock bgl&@alantir Group, Inc., an entity in which Dr.iBg has investment and voting
power; and (iv) 5,000 shares of common stock ugdeyla Warrant held by Palantir Group, |

Consisting of 31,250 shares of common stock unaeylgptions.
Consisting of 10,000 shares of common stock unaeylgptions.
Consisting of 31,250 shares of common stock unagylgtock options

Consisting of: (a) the following held by Mre&@mnan or which Mr. Seaman may be deemed to haireatd investment power

(i) 31,250 shares underlying an option; (i) 263,8Bares of our common stock held by Venture$; 18223 shares of our common
stock underlying Series C warrants exercisable3at@® per share held by Ventures; (iv) 125,000eshaf our common stock
underlying a Warrant held by Ventures; (v) 5,334drsk of our common stock underlying Series C wésrarercisable at $30.00 per
share; and (vi) 7,500 shares of our common stodenlying a Warrant; (b) the following held by Mr.dWilliams (i)82,000 shares of
common stock underlying stock options and (ii) 8,86ares of our common stock underlying Series €anmts exercisable at $30.00
per share; (c) 11,667 shares of common stock widgrstock options held by Ms. Hohlfeld; (d) 16,78%res of common stock
underlying stock options held by Ms. Rill; (e) ttolowing held by Dr. Williams (i) 33,042 shares@fmmon stock underlying stock
options (ii) 2,755 shares of common stock undedyderies C warrants exercisable at $30.00 per gfate following held by

Dr. Bailey or which Dr. Bailey has voting and intreent power; (i) 31,250 shares underlying stockomst, (ii) 38,928 shares of
common stock underlying a Warrant exercisable @dGper share; (iii) 10,000 shares of common stwdll by Palantir Group, Inc.;
and (iv) 5,000 shares of commons underlying a Wiatiald by Palantir Group, Inc.; (g) 31,250 shanederlying stock options held
Dr. Hung; and (h) 10,000 shares underlying stodioop held by Mr. Randall; and (i) 31,250 sharedartying stock options held by
Mr. Richman.
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CERTAIN RELATIONSHIPS AND RELATED PARTY TRANSACTION S

Prior to the April 2006 financing, Mr. Seaman, widually owned 5,050 shares of our common stocK, &@ries C warrants to purchase
4,000 shares of the our common stock. In addiN@mtures, an entity in which Mr. Seaman may be dkta have voting power and/or
investment power, owned 13,667 shares of our constamk, and Series C warrants to purchase 18,22@slof our common stock. In
connection with the April 2006 financing, (i) Mre&man individually purchased 15,000 shares of oomaeon stock and was issued the April
2006 Warrant to purchase 7,500 shares of our constoak, and (ii) Ventures acquired 250,000 shaf@sincommon stock and the April
2006 Warrant to purchase 125,000 shares of our @onstock. Pursuant to the Foundation 13D, Mr. Seanaa concluded that he does not
have beneficial ownership of the shares of stod#t by the Foundation. Additionally, pursuant to #feundation 13D, Mr. Seaman and other
reporting persons named therein may be deemechsiitde a group for purposes of Section 13(d)emti®n 13(g) of the Exchange
Act. However, the Foundation, Ventures, Chaswill. Land Mr. Seaman expressly disclaim (i) thatpiamposes of Section 13(d) or
Section 13(g) of the Exchange Act, they are a mermba group with respect to our securities heldiyp Family Investments, LLC,

Mr. Arnold, Mr. Bailey or Ms. Williams and (ii) thahey have agreed to act together with DLD Farmilyestments, LLC, Mr. Arnold,

Mr. Bailey or Ms. Williams as a group other thardascribed in the Foundation 13D. The reporting@es in the Foundation 13D, other than
Mr. Seaman and Ventures, own in the aggregaté86)667 shares of common stock; (ii) 44,445 shafesmmon stock underlying Series C
warrants exercisable at $30.00 per share; an®@D)000 shares of common stock underlying Aprd@Warrants.

In connection with the April 2006 financing, (i) IBatir Group, Inc., an entity in which Dr. Bailep$ivoting power and/or investment
power, acquired 10,000 shares of our common stodklze April 2006 Warrant to purchase 5,000 shaféise Company’s common stock,
(i) MDB Capital Group LLC, an entity in which DBailey was a managing director until January 2@Qif disclaimed any voting power
and/or investment power, acquired 200,000 sharéseofompany’s common stock and the April 2006 \Afarto purchase 100,000 shares of
the Company’s common stock, and (iii) MDB Capitaib@ LLC received $1,723,300 for its services ia &pril 2006 financing and a three
year warrant to purchase 208,330 shares of our aonstock at $5.00 per share, of which MDB Capitedup LLC assigned the right
purchase 38,928 shares of common stock to Dr. BaiteApril 24, 2006.

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

Our Capitalization
Common Stock

We are authorized to issue 100,000,000 sharesnofnam stock, par value $0.50 per share. As of Jgril@r2008, there were 6,696,7
shares of common stock issued and outstanding. &ferle of common stock is entitled to one votespare for the election of directors and
on all other matters submitted to a vote of stotdkéis. There are no cumulative voting rights. Comrsmckholders do not have preemptive
rights or other rights to subscribe for additioslahres, and the common stock is not subject toegsion or redemption. In the event of
liquidation, the holders of common stock will shargially in any balance of corporate assets avaifab distribution to them. Subject to the
rights of holders of the any other securities sgbeatly issued, holders of the common stock aréemto receive dividends when and as
declared by our Board of Directors out of fundsalgavailable. We have not paid any dividends sioar inception and have no intention to
pay any dividends in the foreseeable future. Anyreidividends would be subject to the discretibthe Board of Directors and would
depend on, among other things, our future earnthgspperating and financial condition, our capiégjuirements, and general business
conditions.

Preferred Stock

We are authorized to issue 10,000,000 shares tdrped stock, no par value per share. As of Janli@y®008, no shares of preferred
stock are issued and outstanding. Our Board ofdiire can, without approval of our stockholdersyuésone or more series of preferred st
If we issue preferred stock, our Board of Directwitt determine the number of shares and the rightsferences and limitations of each
series. These rights, preferences and limitatioag imclude specific designations, number of shdigsidation value, dividend rights,
liquidation and redemption rights and voting rights

Warrants and Options

2004 Stock Incentive Plan Pursuant to our 2004 Stock Incentive Plan we issye to our officers, directors, employees and
consultants incentive stock options, non-qualiieatk options and shares of restricted stock. Tée provides for us to issue up to 1,200,000
shares of its common stock pursuant to awards uhedeslan. As of January 10, 2008 we had outstanoltions, granted pursuant to the
plan, to purchase 1,039,525 shares of common sitekplan is designed to qualify under the InteR@¥enue Code as an incentive stock
option plan.

Series E Warrants.We are offering 3,500,000 Series E warrants iroffering. Each Series E warrant permits the hotdgrurchase
one share of our common stock at an exercise pfi2.00. The Series E warrants may be exercisadyatime commencing the date of
issuance until the five year anniversary of isseaatc5:00 p.m., New York City time, on such date.

We may call the Series E warrants for redempticl(gling any Series E warrants issued or issuablbe underwriters under their
warrant purchase option), in whole and not in prg price of $.01 per Series E warrant at ang tivhile the Series E warrants are
exercisable, upon not less than 30 days’ priortaminotice of redemption to each warrant holded, irand only if, the average of the last
sale prices of the common stock equals or exce#@ $subject to adjustment, per share, for thesecutive 20 trading days ending within 10
business days prior to the notice of redemptiondaant holders. In addition, we may only call 8eries E Warrants for redemption if we
have an effective registration statement avail&i¢he issuance of the shares on exercise orifl@n’'t have an effective registration
statement, we can issue the shares without legerstiznt to Rule 144. In connection with the cadivision on the basis of a cashless
exercise, we will determine if we will pursue tleglemption without a registration statement, anplaasof the call notice, indicate the market
price at
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which a cashless exercise will be calculated. Thekat price will be the highest price of a shareamhmon stock during the period used to
determine if we may call the warrants for redemmptio

Under the terms of the warrant agreement, we hgreed to take steps to have a prospectus relatiognhmon stock issuable upon
exercise of the Series E warrants is current aaddmmon stock has been registered or qualifieibemed to be exempt under the securities
laws of the state of residence of the holder ofwherants and use our best efforts to maintainreentiprospectus relating to common stock
issuable upon exercise of the Series E warrantsthatexpiration of the warrants. However, we aatressure you that we will be able to do
so, and if we do not maintain a current prospectleged to the common stock issuable upon exeofidee warrants, holders may be unabl
exercise their Series E warrants and we may no¢dpgired to settle any such warrant exercise.dfffospectus relating to the common stock
issuable upon the exercise of the Series E wariamnist current or if the common stock is not dfiedi or exempt from qualification in the
jurisdictions in which the holders of the Seriew&rants reside, then the Series E warrant may lomlgxercised either through a cash
exercise or by a cash exercise after the warrddehaakes such representations that are requyred ko ensure compliance with applicable
securities laws.

We are also providing for a cashless exercisemBStries E Warrants prior to a redemption if thero effective registration statement
available for a cash exercise, provided that ifshares of common stock to be issued on exercis®tée delivered without legend because
the holding period for Rule 144 has not passedé€atly two years), the holder will be required taka the exercise by obtaining a certificate
from the warrant agent, and then presenting theiphlcertificate and the exercise form to the canyp Any shares issued under this aspect
of the cashless exercise provision, will be isswél a restrictive legend. Therefore, the sharesix@d on such exercise may not be traded
unless there is an exemption from registrationlakbg. This exemption may be Rule 144, which cutygorovides that after a one year
holding period of the securities being sold, thelaomay effect a market sale, through a brokethiwivolume limitations, provided there is
current information about the company availableotice filing is made by the holder with the Settas and Exchange Commission. Anyone
exercising on a cashless basis will have to bearishk of holding restricted stock for an indefinjteriod of time. If the cashless exercise is
after the holding period of Rule 144, then it maydffected without presentation of a physical fiedie and the shares to be issued on such
exercise will be not be issued as restricted stock.

In a “cashless exercise”, holders of Series E vmsrevould pay the exercise price by surrenderisghrer or its Series E warrants for
that number of shares of common stock equal tqytiatient obtained by dividing (x) the product o thumber of shares of common stock
underlying the warrants, multiplied by the diffecerbetween the exercise price of the Series E wisreand the “market price” (defined
below) by (y) the market price. The “market prigtiall mean the last sale price of the common stacthe date of exercise unless it is in
connection with a redemption of the Series E wasranwhich case it will be the highest price afteare of common stock during the period
used to determine if we may call the warrants éalemption. A cashless exercise in this mannerradglice the number of shares to be issued
and thereby lessen the dilutive effect of a warrademption, but we will not receive any cash pease

The Series E warrants will be issued in registéoeth under a warrant agreement between Contin&tealk Transfer & Trust
Company, as warrant agent, and us. You shouldweaieopy of the warrant agreement, which has biésthds an exhibit to the registration
statement of which this prospectus is a part, fooraplete description of the terms and conditigrdieable to the warrants.

The exercise price and number of shares of comitoak sssuable on exercise of the Series E warmaatsbe adjusted in certain
circumstances including in the event of a stockd#ind, or our recapitalization, reorganization, geeror consolidation. However, the Seri¢
warrants will not be adjusted for issuances of camistock at a price below their respective exenpigees.
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The Series E warrants may be exercised upon swrefdhe warrant certificate on or prior to thepeation date at the offices of the
warrant agent, with the exercise form on the reveide of the warrant certificate completed andetezl as indicated, accompanied by full
payment of the exercise price, by certified oraéfi bank check payable to us, for the number oieSdE warrants being exercised. The
warrant holders do not have the rights or privilegéholders of common stock and any voting rightsl they exercise their Series E warr:
and receive shares of common stock. After the restiaf shares of common stock upon exercise oiviireants, each holder will be entitled
to one vote for each share held of record on atter&to be voted on by stockholders.

No fractional shares will be issued upon exercfdh® warrants. If, upon exercise of the warraatBplder would be entitled to receiv:
fractional interest in a share, we will, upon exgcround up to the nearest whole number the nuoftshares of common stock to be issued
to the warrant holder.

Series C Warrants. As of January 10, 2008 we have outstanding S&étarrants to purchase an aggregate of 1,110,6d8ro
common shares. The Series C Warrants are exereiaghhy time at an exercise price of $30.00 paresand expire on June 17, 2010. The
Series C Warrants are exercisable immediately amdmly exercisable by “accredited investors” afinéel in Regulation D under the
Securities Act of 1933.

April 2006 Warrants . In an offering consummated April 17, 2006, welexs warrants to acquire an aggregate of 2,300 J0@@s. The
April 2006 warrants have an exercise price of $@&0share. We have the right to call the April®@rrants at any time if the closing bid
price per share of our common stock equals or elc®&3.00 for twenty consecutive trading days iictvithe daily average trading volume
of the common stock is at least 20,000 shares.

Placement Agent Warrants. In connection with the 15% Convertible Exchanded&nte offering and the common stock offerings
closed June 17, 2005, we issued to the placement agd other brokerage firms in those offeringsavas to purchase an aggregate of
46,085 shares of common stock at an exercise ofi$&5.00. These warrants are exercisable immediatel will expire June 17, 2010.

Restrictions on Sales By Certain Existing Sharehokts . A total of 250,000 shares held by Top Tier Inuestt, LLC and various
other shareholders are subject to a lock-up agreeefiective November 5, 2004 that limits saleaiicaggregate of 31,250 shares of our
common stock per 90-day period. There is no tertiingrovision in this lock-up agreement.

Purchase Option

We have agreed to sell to the underwriters an pgtigourchase up to a total of 350,000 shares mfon stock at an exercise price of
$2.40 per share, and an option to purchase updimleof 350,000 Series E warrants at an exergise pf $0.18 per warrant. The common
stock and Series E warrants are identical to thffeeed by this prospectus.

Dividends

We have not paid any cash dividends on our comrank $o date and do not intend to pay cash dividgiribr to the completion of a
business combination. The payment of cash dividenttee future will be dependent upon our reverargs earnings, if any, capital
requirements and general financial condition. Tagnpent of any dividends is within the discretioroaf then board of directors. It is the
present intention of our board of directors toiretl earnings, if any, for use in our busineseragions and, accordingly, our board does not
anticipate declaring any dividends in the foreskealiure.

Our Transfer Agent and Warrant Agent

The transfer agent for our securities and warrgahafor our Series E warrants is Continental Stbelnsfer & Trust Company, 17
Battery Place, New York, New York 10004.
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UNDERWRITING

In accordance with the terms and conditions coethin the underwriting agreement, we have agreseéltdo each of the underwriters
named below for which MDB Capital Group LLC is agfias the representative, severally, and not jgiatid each has agreed to purchase

from us on a firm commitment basis the number efshares of our common stock and of the Series Eawa offered in this offering set
forth opposite their respective names below:

Number of Number of

Underwriters Shares Warrants
MDB Capital Group LLC 2,250,001 2,250,001
GunnAllen Financial, Inc 1,250,00! 1,250,00!
Total 3,500,00! 3,500,001

A copy of the underwriting agreement has been filgdn exhibit to the registration statement oftilithis prospectus forms a part.

We have been advised by the representative ofrtlerwriters that the underwriters propose to affeares of our common stock and
Series E warrants directly to the public at theligutiffering prices set forth on the cover pagehi$ prospectus. Any securities sold by the

underwriters to securities dealers will be solthatpublic offering prices less a selling concessiot in excess of $0.14 per share and $0.
per common stock purchase warrant.

The underwriting agreement provides that the undesig’ obligations to purchase shares of our comistock and Series E warrants
are subject to conditions contained in the unddingriagreement. The underwriters are obligateditolpase and pay for all of the common

stock and Series E warrants offered by this prasigeother than those covered by the over-allotroption, if any of these securities are
purchased

No action has been taken by us or the underwtite@tswould permit a public offering of the sharé®or common stock and Series E
warrants included in this offering in any jurisdict where action for that purpose is required. Noheur securities included in this offering
may be offered or sold, directly or indirectly, moay this prospectus and any other offering mdteriadvertisements in connection with the
offer and sales of any of our common stock and aveisrbe distributed or published in any jurisdictiexcept under circumstances that will
result in compliance with the applicable rules asgllations of that jurisdiction. Persons who reeehis prospectus are advised to inform
themselves about and to observe any restrictidasirg to this offering of our common stock andi8gIiE warrants and the distribution of t
prospectus. This prospectus is neither an offselionor a solicitation of any offer to buy anyafr common stock or Series E warrants
included in this offering in any jurisdiction whetfgat would not be permitted or legal.

The underwriters have advised us that they donmtend to confirm sales to any accounts over whiely exercise discretionary
authority.

Underwriting discount and expenses

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

Without With
Over-Allotment Over-Allotment
Underwriting discount to be paid to the underwstby us for the common sto $ 700,00( $ 805,00(
Underwriting discount to be paid to the underwstby us for the Series E warra $  52,50( $ 60,37¢
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We have agreed to pay to the underwriters a noatextable expense allowance equal to 1% of the gnageds from the sale of the
shares of common stock and Series E warrants dffgreis (excluding the over-allotment). We have algreed to pay all expenses in
connection with qualifying the shares offered hgrabder the laws of the states designated by tHenwriters. We estimate the expenses
payable by us for this offering to be $827,750c]uding the underwriting discount, or $951,913 underwriters’ over-allotment option is
exercised in full.

Over-allotment option

We have granted to the underwriters an option,cisaile not later than 45 days after the dateisftospectus, to purchase up to an
additional 525,000 shares of our common stock &0 Series E warrants at the public offeringeariess the underwriting discount, set
forth on the cover page of this prospectus. Theasgmtative may exercise the option solely to cover-allotments, if any, made in
connection with this offering. If any additionalasks of our common stock or Series E warrants amehpsed pursuant to the over-allotment
option, the underwriters will offer these additibehares and Series E warrants on the same tertheseson which the other shares and
Series E warrants are being offered hereby.

Determination of offering price

The public offering prices of the common stock &wdies E warrants were negotiated between us anepinesentative of the
underwriters, based on the trading prior to therirify, among other things. Other factors consideretttermining the price of the securities
include the history and prospects of the compdrg/stage of development of our business, our bssiplans for the future and the extent to
which they have been implemented, an assessment afianagement, general conditions of the secsinitiarkets at the time of the offering
and such other factors as were deemed relevant.

Lock-Up Agreements

We will agree, for a period of 180 days from théedaf this prospectus, subject to certain exceptiant, to offer, sell, contract to sell,
pledge or otherwise dispose of, enter into anystation which is designed to, or might reasonablgxpected to, result in the disposition of
(whether by actual disposition or effective econodisposition due to cash settlement or othervosdile (or participate in the filing of) a
registration statement with the Securities and Brgle Commission, or the SEC, in respect of, angeshat capital stock of the Company or
any securities convertible into, or exercisablexxrhangeable for such capital stock, for the Comigaaccount, without the prior written
consent of MDB Capital Group LLC. Certain of oueentive officers and directors will agree to substdly similar terms for a period of 1.
days pursuant to individual lock-up agreements. fohegoing restrictions on sales will not applyotar ability to sell securities to the
underwriter pursuant to the underwriting agreemienaddition, the foregoing restrictions will nqiy to our ability to issue our common
stock pursuant to our existing stock option and legg®e stock purchase plans or under outstandingries convertible into or exercisable
for common stock.

Indemnification

We will agree to indemnify the underwriter agaiosttain liabilities, including liabilities underetSecurities Act, and to contribute to
payments that the underwriters may be requiredakenfior these liabilities.
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Stabilization, Short Positions and Penalty Bids

The underwriters may engage in over-allotment,iktéiy transactions, syndicate covering transaxtjand penalty bids or purchases
for the purpose of pegging, fixing or maintainimg fprice of the common stock, in accordance witguRaion M under the Exchange Act of
1934:

» Over-allotment involves sales by the underwritesludires and warrants in excess of the number oéslaad warrants the
underwriter is obligated to purchase, which creatsgndicate short position. The short position iaither a covered short
position or a naked short position. In a covereattshosition, the number of shares and warrants-alletted by an underwriter is
not greater than the number of shares and wartlaaitst may purchase in the over-allotment optiora naked short position, the
number of shares and warrants involved is grehter the number of shares and warrants in the digrmant option. The
underwriter may close out any short position bijagitexercising its ovealotment option and/or purchasing shares and wtziia
the open marke

» Stabilizing transactions permit bids to purchageuhderlying security so long as the stabilizindstido not exceed a specified
maximum;

» Syndicate covering transactions involve purchaséiseocommon stock and warrants in the open maattet the distribution has
been completed in order to cover syndicate shaitipas. In determining the source of shares ancdlams to close out the short
position, the underwriter will consider, among atttengs, the price of shares and warrants avail&dl purchase in the open
market as compared to the price at which it maglpase shares through the over-allotment opticem ifinderwriter sells more
shares and warrants than could be covered by treattment option, a naked short position, thsifian can only be closed out
by buying shares and warrants in the open marketakied short position is more likely to be createth underwriter is concernt
that there could be downward pressure on the pfitige shares in the open market after pricing tbald adversely affect
investors who purchase in the offeril

e Penalty bids permit an underwriter to reclaim dirslconcession from a syndicate member when theeshand warrants
originally sold by the syndicate member are puretan a stabilizing or syndicate covering transacto cover syndicate short
positions.

These stabilizing transactions, syndicate covetriagsactions and penalty bids may have the effe@tising or maintaining the market
price of our common stock and warrants or prevegnpinretarding a decline in the market price ofdthexmon stock or warrants. As a result,
the price of the common stock or warrants may b than the price that might otherwise exishmdpen market. These transactions may
be effected on The NASDAQ Capital Market, in theecaf the common stock or of the warrants, or etfser and, if commenced, may be
discontinued at any time.

Neither we nor the underwriters make any representar prediction as to the direction or magnitwdeny effect that the transactions
described above may have on the price of the conmstamk or warrants. In addition, neither we noruheerwriters make any representation
that the underwriters will engage in these stabidjZzransactions or that any transaction, once cenu@d, will not be discontinued without
notice.

Passive Market Making

In connection with the offering, the underwriterslaselling group members may engage in passiveeharking transactions in the
common stock and Series E warrants on The NASDARQit@laMarket in accordance with Rule 103 of RegolatM under the Securities
Exchange Act of 1934 during the period before thimmencement of offers or sales of common stockSares E warrants and extending
through the completion of distribution. A passivarket maker must display its bids at a price naxoess of the highest independent bid of
the security. However, if all independent bids lamered below the passive market maker’s bid, tihimust be lowered when specified
purchase limits are exceeded.
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Electronic Distribution

A prospectus in electronic format may be made abégl on the Internet sites or through other ondiewices maintained by the
underwriters and/or selling group members partiaigain this offering, or by their affiliates. Iindse cases, prospective investors may view
offering terms online and, depending upon the undgsr or selling group member, prospective investoay be allowed to place orders
online. The underwriters may agree with us to altea specific number of shares and Series E warfansale to online brokerage account
holders. Any such allocation for online distributiowill be made by the underwriters on the sameéslaasother allocations.

Other than the prospectus in electronic formatjif@mation on an underwriter’s or a selling graupmber’s website and any
information contained in any other website mairgdiiby the underwriter or selling group member ispaot of the prospectus or the
registration statement of which this prospectumfa part, has not been approved and/or endorses twyany underwriter or selling group
member in its capacity as underwriter or sellingugr member and should not be relied upon by investo

Underwriter’s Warrants

We have agreed to issue to the underwriters wartapurchase up to a total each of 350,000 slodireammon stock and of 350,000
Series E warrants. The warrants will be exercisabln exercise price of $2.40 per share and §=d8arrant. The underwriters’ warrants
and the shares and Series E warrants underlyingdhmnts may not be sold, transferred, assigiedgpd or hypothecated for a period of
one year from the date of this prospectus, exeepfficers of the underwriters and members of #lkrg group and/or their officers and
partners. The exercise prices and number of slameSeries E warrants issuable upon exercise afrtierwriters’ warrants may be adjusted
in certain circumstances including in the everd stock dividend, or our recapitalization, reorgation, merger or consolidation.

Relationships

In October 2005, we engaged MDB Capital Group Lisplacement agent for a private financing. In cetina with the financing
completed April 2006, MDB Capital Group LLC acquir200,000 shares of the Company’s common stoclkaaiarrant to purchase 100,000
shares of the Company’s common stock, and recéi¢et?3,300 for its services and a three year wateapurchase 208,330 shares of our
common stock at $5.00 per share.

The underwriter's compensation in connection wiiis bffering is limited to the fees and expensescdbed above undeCommission:
and Expenses” and to its warrants as describedealnader “Underwriter's Warrants.”

We have no other arrangements with any of the witers following completion of this offering. Thenderwriters may, however, frc
time to time, engage in transactions with or pernfeervices for us in the ordinary course of itsitesss.
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LEGAL MATTERS

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

EXPERTS

The consolidated financial statements for the yeateed December 31, 2006 and December 31, 200foatite period from
January 22, 2003 (date of inception) to DecembeRB@6 included in this prospectus have been alihygeMalone & Bailey, PC,
independent registered public accounting firm,tated in their report appearing herein.

WHERE YOU CAN FIND MORE INFORMATION

This prospectus is part of a registration statementile with the Securities and Exchange Commissithis prospectus does not con
all of the information contained in the registratistatement and all of the exhibits and schedtleeto. For further information about Opexa
Therapeutics, Inc., please see the complete ratisirstatement. Summaries of agreements or odwmdents in this prospectus are not
necessarily complete. Please refer to the exhibitise registration statement for complete copfesioh documents.

We file annual, quarterly and special reports, pretatements and other information with the Seiesriand Exchange Commission
under the Securities Exchange Act of 1934. You neagl and copy the registration statement, includiigbits and schedules filed with it, at
the SECS public reference facilities at 100 F Street N.Washington, D.C. 20549. You may obtain informationthe operation of the pub
reference room in Washington, D.C. by calling tlee8ities and Exchange Commission at 1-800-SEC-0330

We file information electronically with the Secieg and Exchange Commission. Our Securities antdbge Commission filings also
are available from the Securities and Exchange Gesiom’s Internet site at http://www.sec.gov, whadntains reports, proxy and
information statements and other information remgeydssuers that file electronically.
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Antigen:

Attenuated:

Autoreactive;

Beta(R) Cells (Islets of Langerhans):

Lymphocyte:

Myelin:

Stem cell:

T cell:

GLOSSARY OF TERMS

any substance that when introduced into the bodystimulate the production of antiboc
and combine specifically with ther

inactivated, rendered harmless (e.g., killed visusged to make a vaccine). Some of the
ways in which viruses and other pathogens mayteewdted are by heat, chemical, or
radiation treatmen

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

cells in the pancreas that produce insulin in raspdo the presence of glucose (sugar) in
the bloodstream. The failure of insulin productiesults in the disease called diabe

any of various white blood cells, including B ceadisd T cells, that function in the body’s
immune system by recognizing and deactivating angB cells act by stimulating the
production of antibodies. T cells contain receptorgheir cell surfaces that are capable of
recognizing and binding to specific antigens. Lywgftes are found in the lymph nodes
and spleen and circulate continuously in the blaoed lymph.

white, fatty material that sheathes nerves andrdsathe transmission of signals between
the brain and the bod

an unspecified cell that upon division replacesws numbers and also gives rise to cells
that differentiate further into one or more spereed cell type

any of several closely related lymphocytes, devadiop the thymus, which circulate in the
blood and lymph and orchestrate the immune systesssonse to infected or malignant
cells.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors

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

We have audited the accompanying consolidated balsimeet of Opexa Therapeutics, Inc. (a developstagé company), as of
December 31, 2006 and the related consolidateensatts of expenses, changes in stockholders’ egaéitycash flows for the years ended
December 31, 2006 and 2005 and the period fromaigrd?, 2003 (Inception) through December 31, 20b@se consolidated financial
statements are the responsibility of Opexaanagement. Our responsibility is to expresspamian on these consolidated financial statem
based on our audits.

We conducted our audits in accordance with starsdafrthe Public Company Accounting Oversight Bo@fdited States). Those
standards require that we plan and perform thetsitmobtain reasonable assurance about whethepttsolidated financial statements are
free of material misstatements. An audit includesng@ning, on a test basis, evidence supportingtheunts and disclosures in the
consolidated financial statements. An audit alstuities assessing the accounting principles usedigndicant estimates made by
management, as well as evaluating the overall dioladed financial statement presentation. We belignat our audits provide a reasonable
basis for our opinion.

In our opinion, the consolidated financial statetegaferred to above present fairly, in all matenégpects, the consolidated financial
position of Opexa as of December 31, 2006 anddhedalidated results of its operations and its ¢ksts for the periods described in
conformity with accounting principles generally apted in the United States of America.

As discussed in Note 2 to the financial statemeahesCompany has restated its financial statenfentbe years ended December 31,
2006 and 2005 and the period from January 22, 0@8ption) through December 31, 2006 as theyedtathe accounting for acquired in
process research and development.

As discussed in Note 15 to the consolidated fireretatements, the accompanying consolidated finbstatements have been prepared
assuming that Opexa will continue as a going cand@pexa requires significant amount of cash ijitsrations and does not have sufficient
cash to fund its operations for the next twelve thenwhich raises substantial doubt about its tgktii continue as a going concern.
Management’s plans regarding those matters aredakstribed in Note 15. The consolidated finandetkesnents do not include any
adjustments that might result from the outcoméehisf tincertainty.

/sl 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 datedaxther 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 asset:
Cash and cash equivalel $ 12,019,91
Investment in marketable securit 2,952,091
Other current asse 472,88
Total current asse 15,444,89
Property & equipment, net accumulated depreciaifd$B95,28« 1,361,37
Total asset $ 16,806,26

Liabilities and Stockholders’ Equity
Current liabilities:

Accounts payabl $ 868,86:
Stock payable 112,44(
Accrued expense 135,06
Note payable 1,500,00!
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 —

Stockholder' equity:
Convertible preferred stock, no par value, 10,000 $hares authorized, none issued and outsta

Common stock, $0.50 par value, 100,000,000 shatherdzed, 6,696,784 shares issued and outstal 3,348,35.
Additional paid in capita 63,118,18
Deficit accumulated during the development si (59,043,63)
Total stockholdel' equity 7,422,89:
Total liabilities and stockholde’ equity $ 16,806,26

See accompanying summary of accounting policieshates to consolidated financial statements
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Research and developmt

General and administratiy

Depreciatior

Loss on disposal of ass¢
Operating los!

Interest incom

Other income

Gain on derivative liability
Interest expens

Net loss
Basic and diluted loss per shi

CONSOLIDATED STATEMENTS OF EXPENSES (RESTATED)

Years ended December 31, 2006 and 2005 and the
Period from January 22, 2003 (Inception) to Decemhlie31, 2006

Weighted average shares outstanc

See accompanying summary of accounting policiesateks to consolidated financial statements
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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) (8,238,96)
$(12,649,17)  $(14,856,72)  $(59,043,63)
$ (235 % (9.49 N/A
5,390,91I 1,564,83 N/A
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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

Shares issued for ca
Shares repurchased and cance
Discount related tc
beneficial conversion featu
warrants attached to de
Net loss
Balances at December 31, 2(
Shares issued fo
cash
services
license
reverse merger with Sport
acquisition of Opex
additional shares attached to convertible ¢
conversion of convertible not
Shares cancelle
Discount related tc
beneficial conversion featu
warrants attached to de
Option expens
Net loss as restate
Balances at December 31, 2004, rest
Shares issued fa
cash, net of offering cos
convertible deb
debt
license
services
Discount related tc
beneficial conversion featu
warrants attached to de
Option expens
Warrant expens

EQUITY (RESTATED)

Transition of warrants from equity instrumentsisbility

instruments

Net loss as restate
Balances at December 31, 2005, rest
Shares issued fo

cash, net of offering cos

debt
Option expens
Warrant expens
Net loss as restate

Balances at December 31, 2006, rest

Common Stock A%ﬂf&o%al Accumulated
Shares Par Capital Deficit Total
525,000 $ 262,50( $ (261,500 $ = $ 1,00(¢
(170,62Y) (85,319 84,98¢ — (325)
— — 28,18( — 28,18(
— — 28,18( — 28,18(
— — — (126,00 (126,005
354,37! 177,18 (120,157 (126,002 (68,969
2,25( 1,12¢ 7,87¢ — 9,00(
206,50( 103,25( 745,75( — 849,00(
24,26¢ 12,13 414,94( — 427,07¢
99,74( 49,87( (197,609 — (147,73)
250,00( 125,00( 23,625,00 — 23,750,00
16,10( 8,05( 280,31t — 288,36t
60,75( 30,37¢ 217,99! — 248,37(
(8,000) (4,000 4,00( — —
— — 855,84¢ — 855,84¢
— — 1,848,50: — 1,848,50:
— — 123,33: — 123,33:
— — — (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
611,02t 305,51: 7,343,93. — 7,649,441
2,30(C 1,15C 159,85( — 161,00(
29,19¢ 14,59 1,853,78 — 1,868,38.
24,00( 12,00¢( 1,000,40! — 1,012,401
— — 831,94- — 831,94
— — 1,433,10: — 1,433,10:
— — 2,487,74. — 2,487,74.
— — 2,373,88! — 2,373,88!
— — (10,658,49) — (10,658,49)
— — — (14,856,72) (14,856,72)
2,061,95  1,030,97  39,783,45  (46,394,46)  (5,580,03)
4,600,001 2,300,00!I 18,853,51 — 21,153,51
34,82¢ 17,37« 162,62¢ — 180,00(
— — 2,749,61 — 2,749,61
— — 1,568,96! — 1,568,96!
— — — (12,649,17)  (12,649,17)
6,696,78 $3,348,35. $63,118,18 $(59,043,63) $ 7,422,89:

See accompanying summary of accounting policieshates 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 Decemhlie31, 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 cash irsegerating 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 servict 1,861,401
Stock issued for debt in excess of princi — 109,07( 109,07(
Amortization of discount on notes payable due torarts and beneficial conversion feat — 5,516,63! 6,313,20!
Unrealized gain on marketable securi (25,917 — (25,917)
(Gain) on derivative liability (104,97%) (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 asst 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¢) (88,185 (468,01)
Accrued expense (105,24() 23,65t (50,259
Other asset — (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 & equipme (619,14 (258,907) (1,051,05)
Net cash used in investing activiti (619,14) (258,907) (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 paya — (58,614) (63,614
Net cash provided by financing activiti 21,263,84 8,184,48! 34,410,71
Net change in cash and cash equival 9,459,24! 1,708,67- 12,019,91
Cash and cash equivalents at beginning of pe 2,560,661 851,99: —
Cash and cash equivalents at end of pe $ 12,01991 $ 2,560,66 $ 12,019,91
Cash paid for
Income tax $ — — 3 =
Interest — — 42¢
NON-CASH TRANSACTIONS
Issuance of common stock to Sportan shareho — — 147,73
Issuance of common stock for accrued inte — 525,51: 525,51:
Conversion of notes payable to common si — 6,159,61! 6,407,98!
Conversion of accrued liabilities to common st 180,00( 17,17¢ 197,17¢
Conversion of accounts payable to note pay — — 93,36¢
Discount on convertible notes relating
—warrants — 1,433,10¢ 3,309,791
—beneficial conversion featu — 831,94« 1,715,97.
—stock attached to not — 999,07 1,287,441
Fair value of derivative instrume — 6,761,65! 6,761,65!

See accompanying summary of accounting policiesaies to consolidated financial statement
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OPEXA THERAPEUTICS, INC.
(a development stage company)
(formerly PharmaFrontiers Corp.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1—SUMMARY OF ACCOUNTING POLICIES

Opexa Therapeutics, Inc. (“Opexa”), was incorpatateTexas in March, 1991 as a bio-pharmaceuticalgany engaged in developing
autologous personalized cell therapies. Duringdnelopment stage, Opexa acquired the worldwigamée to technology developed at
Argonne National Laboratory, a U.S. Department néfgy Laboratory Operated by the University of @lgic (“Argonne”). This is an
exclusive license to a stem cell technology in Whadult multi-potent stem cells are derived fromnmytes obtained from the patient’s own
blood (the “License”). A patent application wa®fllin November 2003, with the United States PatadtTrade Office regarding the
technology involved in the License.

On October 7, 2004, Opexa acquired all of the antlihg stock of Opexa Pharmaceuticals, Inc., aityehat has the exclusive
worldwide license from Baylor College of Mediciredn individualized T-cell therapeutic vaccine, &wn ™ , which is in U.S. FDA Phase
IIb human clinical trials to evaluate its safetyaffectiveness in treating multiple sclerosis.

Development Stage Companylhe Company is considered to be in the Developstage as defined in Statement of Financial
Accounting Standards No. 7. The Company has nawe&to date.

Basis of Presentationin June 2006, the Company (i) changed its namepex® Therapeutics, Inc. from PharmaFrontiers Camg.
(i) effected a one-for-ten reverse common stodk.shll references to number of shares and pereslaounts reflect such split as if it
occurred on the first day of the first period prégsd. The consolidated financial statements incthdeaccounts of Opexa Therapeutics, Inc.
and its wholly-owned subsidiary, Opexa Pharmacalgjdnc. Significant inter-company accounts amagdsactions have been eliminated.

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

Use of Estimates in Financial Statement PreparatiarThe preparation of consolidated financial states@ntonformity with
accounting principles generally accepted in theté¢hBtates of America requires management to nstkeates and assumptions that affect
the reported amounts of assets and liabilitiesdtbelosure of contingent assets and liabilitiethatdate of the consolidated financial
statements, and the reported amounts of revenaesx@enses during the reporting period. Actuallteswuld differ from those estimates.

Cash, Cash Equivalents and Marketable Securitie$:or purposes of the statements of cash flows, egalvalents include all highly
liquid investments with original maturities of tlerenonths or less. Marketable securities includesiments with maturities greater than three
months but less than one year. The primary objestior the fixed income investment portfolio aguldity and safety of principal.
Investments are made with the objective of achigtire highest rate of return consistent with theseobjectives. Opexa’s investment policy
limits investments to certain types of instrumasssied by institutions primarily with investmentgde credit ratings and places restrictions on
maturities and concentration by type and issuer.

Long-lived AssetsProperty and equipment are stated on the basistokical cost less accumulated depreciation. Dagtien is
provided using the straight-line method over thevexted useful lives of the assets. Major renewaatsimprovements are capitalized, while
minor replacements, maintenance and repairs argethao current operations. Impairment lossesegerded on long-lived assets used in
operations when indicators of impairment are preaad the undiscounted cash flows estimated tcebergted by those assets are less than
the assets’ carrying amount.
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Income Taxes.Income tax expense is based on reported earnifigseiecome taxes. Deferred income taxes reflesirtipact of
temporary differences between assets and liakiligeognized for consolidated financial reportingposes and such amounts recognized for
tax purposes, and are measured by applying entmtedtes in effect in years in which the differep@are expected to reverse.

Stock-Based CompensationOn January 1, 2006, Opexa began recording compensatpense associated with stock options and
forms of equity compensation in accordance withe®tent of Financial Accounting Standards No. 123Rare-Based Paymeras
interpreted by SEC Staff Accounting Bulletin No.71®rior to January 1, 2006, Opexa had accountestdok options according to the
provisions of Accounting Principles Board Opinion.Ne5,Accounting for Stock Issued to Employess] related interpretations, and
therefore no related compensation expense wasdetdor awards granted with no intrinsic value. &padopted the modified prospective
transition method provided for under SFAS No. 128Rd, consequently, have not retroactively adjustedits from prior periods. Under this
transition method, compensation cost associatdd statck options recognized in the first quartefisifal 2006 includes the quarterly
amortization related to the remaining unvestedigomf all stock option awards granted prior touky 1, 2006, based on the grant date fair
value estimated in accordance with the originalisions of SFAS No. 123.

The following table illustrates the effect on netd and net loss per share if Opexa had applie@ithealue provisions of FASB
Statement No. 123 to stock-based employee compengator to January 1, 2006:

Inception through

2005 2006
Net loss as reporte $(14,856,72) $ (59,043,63)
Add: stock based compensation determined umdiensic value based meth 2,487,74. 2,611,07.
Less: stock based compensation determined dademalue based
methot (4,264,01) (4,417,37)
Pro forma net los $(16,632,99) $ (60,849,93)
Basic and dilute:
Net loss per common she $ (10.69) N/A
As reportec $ (9.49 N/A

Research and DevelopmenResearch and development expenses include salal@gd employee expenses, clinical trial expgnses
research expenses, consulting fees, and laboredstg. All costs for research and development iievare expensed as incurred. Opexa
expenses the costs of licenses of patents anddlseqution of patents until the issuance of sut¢brpga and the commercialization of related
products is reasonably assured. Acquired in proe=sssarch and development that does not have i@ faltiernative use is expensed when
acquired. Research and development expense fgetreended December 31, 2006 was 7,850,372, asatethfp $5,159,853 for the year
ended December 31, 2005.

Accounting for Derivative Instruments. Statement of Financial Accounting Standard (“SFASS) 133, “Accounting for Derivative
Instruments and Hedging Activities,” as amendeguires all derivatives to be recorded on the baaizet at fair value. Opexa’s derivatives
are separately valued and accounted for on ounbalsheet. Fair values for securities traded iroffem market and derivatives are based on
guoted market prices. Where market prices areaatily available, fair values are determined usiragket based pricing models
incorporating readily observable market data angdirerg judgment and estimates.

The pricing model Opexa used for determining faiiues of its derivatives is the Black Scholes Rgdilodel. Valuations derived from
this model are subject to ongoing internal andreseverification and review. The model uses magairced inputs such as interest rates,
exchange rates and option volatilities. Selectibthese inputs involves management’s judgment aag impact net income.
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In September 2000, the Emerging Issues Task FUet€R”) issued EITF 00-19, “Accounting for Derivat Financial Instruments
Indexed to and Potentially Settled in, a Compa@e Stock,” (“EITF 00-19") which Requires freestamgl contracts that are settled in a
company’s own stock, including common stock wasatd be designated as an equity instrument, asseliability. Under the provisions of
EITF 00-19, a contract designated as an asselialilty must be carried at fair value on a comparbalance sheet, with any changes in fair
value recorded in the company’s results of opematié contract designated as an equity instrumerst ime included within equity, and no
fair value adjustments are required.

In December 2006, the FASB issued FASB Staff Rwosito. EITF 00-19-2, Accounting for RegistratioryReent Arrangements (EITF
00-19-2). EITF 00-19-2 addresses an issuer’s at¢omfor registration payment arrangements. It gfgecthat the contingent obligation to
make future payments or otherwise transfer conatater under a registration payment arrangementtheinéssued as a separate agreement o
included as a provision of a financial instrumenbther agreement, should be separately recogaimédaneasured in accordance with FASB
Statement No. 5, Accounting for Contingencies. hielance in EITF 00-19-2 amends FASB StatementslB®, Accounting for Derivative
Instruments and Hedging Activities, and No. 150¢@unting for Certain Financial Instruments with @weristics of both Liabilities and
Equity, and FASB Interpretation No. 45, Guarant@étEounting and Disclosure Requirements for Guaesitincluding Indirect Guarantees
of Indebtedness of Others, to include scope exaepfior registration payment arrangements. EITE®® also requires additional disclosure
regarding the nature of any registration paymerangements, alternative settlement methods, theénmuax potential amount of considerati
and the current carrying amount of the liabilifyamny. This EITF is effective immediately for regation payment arrangements and the
financial instruments subject to those arrangemthiatisare entered into or modified subsequentaaltte of issue of this EITF. For
registration payment arrangements and financiafungents subject to those arrangements that weeeeshinto prior to the issuance of this
EITF, this is effective for financial statementsued for fiscal years beginning after Decembe2086, and interim periods within those fis
years. The impact of implementing EITF-19-2 in the fiscal year 2007 will result in a cuative effect of a change in accounting principle
with a credit to beginning retained earnings 06%$6,677 and a reversal of the same amount to ttieatiee 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 Instruments and Hedgifsgtivities” and SFAS 140, “Accounting for Transfeaad Servicing of Financial Assets
and Extinguishments of Liabilities.” SFAS 155 siiifipk the accounting for certain derivatives emlastith other financial instruments by
allowing them to be accounted for as a whole ifttbkler elects to account for the whole instrunmmna fair value basis. SFA 155 also
clarifies and amends certain other provisions ASE33 and SFAS 140. SFAS 155 is effective fofiaincial instruments acquired, issued
or subject to a remeasurement event occurringaafiyears beginning after September 15, 2006 satiterefore required to be adopted by the
Company as of October 1, 2006. Management isestilluating what effect this will have on the Comyarfinancial statements.

In July 2006, the FASB issued Interpretation No(B® No. 48), “Accounting for Uncertainty in IncanTaxes.” This interpretation
requires recognition and measurement of uncent&ionne tax positions using a “more-likely-than-nagiproach. FIN No. 48 is effective for
fiscal years beginning after December 15, 2006. &dement is still evaluating what effect this wiide on the Company’s financial
statements.

In September 2006, the FASB issued SFAS 157, ‘Walwe Measurements.” This standard defines fameaéstablishes a framework
for measuring fair value in generally accepted aotiog principles, and expands disclosure aboutilue measurements. This statement is
effective for financial statements issued for flgears beginning after November 15, 2007. Earlypdidn is encouraged. The adoption of
SFAS 157 is not expected to have a material impadhe financial statements.
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There were various other accounting standardsrgedpretations issued during 2006 and 2005, noméhath are expected to have a
material impact on the Company'’s consolidated fom@rposition, operations or cash flows.

NOTE 2—RESTATEMENT OF FINANCIAL STATEMENTS
The Company is restating these financial statenfenthie 2006, 2005 and 2004 annual periods.

Following is a description of the restatementshtfinancial statements:

The Company acquired Opexa Pharmaceuticals in ©c&{D4 and originally accounted for the acquiredrocess research and
development of $23,991,128 as intangible assetdolrember 2007, the Company re-evaluated its a¢ecwufor acquired research and
development and upon further consideration of Rapgl1(c) of Statement of Financial Accountingn8ds No. 2 (SFAS No. 2) and
accounting guidance from Financial Accounting Stadd Board Interpretation No. 4 “Applicability oASB Statement No. 2 to Business
Combinations Accounted for by the Purchase Meth{&tiN 4), the Company determined that these assetsad have an alternative future
use at the date of acquisition. Thus, they hadepate economic value and should be accordingigresed to research and development in
the period acquired.

In February 2004, the Company obtained a licerma the University of Chicago for an adult stem ¢etihnology. Costs associated
with the acquisition of this license were origiyadiccounted for as an intangible asset. The amauigimally capitalized as intangible assets
were $3,051,706, $976,497 and $112,440 for thesymaded December 31, 2004, 2005 and 2006 resggctilon further consideration of
Paragraph 11(c) of SFAS No. 2, the Company detahihat these assets had not reached technoldegithility at the date of acquisition
and had no alternative future use. Therefore,ritengible asset should have been expensed to tegsaesearch and development in the
period acquired.

In March 2006, the Company obtained an exclusivedmade license for the intellectual property rigte#nd research results of an
autologous T cell vaccine for rheumatoid arthffittsn the Shanghai Institutes for Biological Scien¢8IBS), Chinese Academy of Sciences
of the People’s Republic of China. The Company neafi&25,000 license payment and accounted foidbede as an intangible asset. Upon
further consideration of Paragraph 11(c) of SFAS Ndhe Company determined that this asset hadeached technological feasibility at
date of acquisition and had no alternative futige. Therefore, the intangible asset should have &ggensed to in process research and
development in the period acquired.
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In the Consolidated Statements of Expenses, tleetedf the adjustments on operating expensesfriassoperations and net loss for
each of the years ended December 31, 2006 and&@DJanuary 22, 2003(Inception) to December 316 206 as follows:

Research and development
General and administratiy
Depreciation and amortization
Loss on disposal of ass¢
Operating los!

Interest incom

Other income

Gain (loss) on derivative liabilit
Interest expens

Net loss

Basic and diluted loss per shi

Research and development
General and administratiy
Depreciation and amortization
Loss on disposal of ass¢
Operating los!

Interest incom

Other income

Gain (loss) on derivative liabilit
Interest expens

Net loss

Basic and diluted loss per shi

Year Ended December 31,

2006 2005

As Reported Adj. As Restated As Reported Adj. As Restated
$ 7,61293 $ 237,440 $ 7,850,370 $ 4,183,335 $ 976,49 $§ 5,159,85:
5,461,04 — 5,461,04 6,259,07! — 6,259,07!
1,818,79! (1,644,67) @ 174,11° 1,735,20! (1,637,12) @ 98,08(
2,37¢ — 2,37¢ 22,81( — 22,81(
(14,895,15)  1,407,23 (13,487,91)  (12,200,45) 660,63: (11,539,81)
688,29¢ — 688,29¢ 81,93( — 81,93(
46,45( — 46,45( 28,17 — 28,17«
104,97¢ — 104,97¢ 3,896,84. — 3,896,84
(984) — (984  (7,323,85) — (7,323,85)
$(14,056,40) $ 1,407,23 $(12,649,17) $(15,517,35) $ 660,63 $(14,856,72)
$ (2.61) $ 0.2€ $ (235 $ (9.99 $ 0.42 $ (9.49)

January 22, 2003 (Inception) to December 31, 2006

As Reported Adjustment As Restated
$ 12,428,90 $ 28,256,77M $ 40,685,68
14,206,46 — 14,206,46
3,818,82. (3,533,56) @ 285,25!
482,30¢ — 482,30¢
(30,936,51)  (24,723,20) (55,659,71)
776,22. — 776,22.
77,00: — 77,00:¢
4,001,81! — 4,001,81!
(8,238,96) — (8,238,96)
$(34,320,43)  $(24,723,20) $(59,043,63)
N/A N/A N/A

(1) Adjustment for capitalizing acquired researod development to intangible assets that shoulé baen expensed to research and
development (i) for the year ended 12/31/2006 inamount of $237,440, (ii) for the year ended 122305 in the amount of $976,497
and (iii) inception to 12/31/2006 in the amoun®$@B,256,771

(2) Reversal of amortization of intangible asskt should have been expensed to research andgdmasit (i) for the year ended
12/31/2006 in the amount of $1,644,678, (ii) foz ffear ended 12/31/2005 in the amount of $1,637ab@9iii) inception to 12/31/2006

in the amount of $3,533,56
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In the Balance Sheet, the effect of the adjustmemtsmtangible Assets and Accumulated Deficit aBDe€ember 31, 2006 was as
follows:

December 31, 2006

As Reported Adjustment As Restated
Assets
Intangible Assets $ 24,723,20 $(24,723,20) @ $ —
Stockholders Equity
Accumulated Deficit $(34,320,43) $(24,723,20) @ $(59,043,63)

(1) Adjustment for capitalizing acquired researod development to intangible assets that shoulé baen expensed to research and
development and reversal of amortization of inthlegassets that should have been expensed tockseat development. Adjustment
for capitalizing acquired research and developri@iritangible assets that should have been expénsedearch and development
(i) for the year ended 12/31/2006 in the amour$#287,440, (ii) for the year ended 12/31/2005 inaheunt of $976,497 and
(iii) inception to 12/31/2006 in the amount of $285,771. Reversal of amortization of intangibleetsshat should have been expensed
to research and development (i) for the year eld@#8t1/2006 in the amount of $1,644,678, (ii) fog trear ended 12/31/2005 in the
amount of $1,637,129 and (iii) inception to 12/30R in the amount of $3,533,5¢

NOTE 3—MARKETABLE SECURITIES

At December 31, 2006, Opexa invested $10.9 miilioA-1/P-1 commercial paper, of which $2.9 millisninvested in marketable
securities, and $3.9 million is invested in a moneyrket account with an average market yield 08%aind average time to maturity of 1.32
months. Interest income of $688,299 was recogriizethe twelve months ended December 31, 20066arctmsolidated statements of
expenses.

NOTE 4—LICENSE AGREEMENTS
University of Chicago License Agreement

In 2004 Opexa entered into an agreement with theddsity of Chicago (“University”) for the worldwillicense to technology
developed at Argonne National Laboratory, a U.Sdnent of Energy Laboratory Operated by the Usite In consideration for the
license, Opexa paid the University $57,742 andeds287,188 shares valued at $1,199,706. In Dece®iliEr, the License Agreement was
amended granting Opexa an exclusive, non-trandéevedrldwide license to the University’s stem delthnology. In consideration for the
amendment, Opexa paid the University an additi$ad@b,000, issued the University 5,500 shares ofnsomstock valued at $352,000, agr
to pay the University $1,500,000 on October 30,5280d agreed to issue the University shares of ®permmon stock, including the shares
already issued, equal to 2.6% of the total outstendumber of shares after conversion of the 15&hamngeable convertible subordinated
promissory notes. In June 2005, 27,484 sharesmofram stock were issued to the University of Chicpgothe terms of a license agreement.
These shares were recorded at $867,064. In Aug0&t, 4,710 shares of common stock were issuecettttiversity of Chicago per the ter
of a license agreement. These shares were recatddd9,434. In October 2006, the $1,500,000 cagmpnt obligation was extended until
April 30, 2007 and (ii) the obligation to issue @23 shares of Opexa’s common stock issuable waséstl until April 30, 2007, with
$112,440 accrued at December 31, 2006. The Conmgeteymined that these assets had not reached tegluad feasibility at the date of
acquisition and had no alternative future use. &loee, the costs were expensed to research antbgewvent in the period incurred.
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Shanghai Institute for Biological Science Licensegfeement

In January 2006, Opexa acquired an exclusive wade\cense for the intellectual property rightslaesearch results of an autologous
T cell vaccine for rheumatoid arthritis from theaBighai Institute for Biological Science, China Aeaty of Science of the People’s Republic
of China. In exchange for a payment of $125,000amegreed running royalty from the sale of comiméred products, Opexa receives all
information and data related to all clinical trials all patient controls and patients with rheurithéothritis with the T cell vaccine. This
includes all clinical, cell procurement and mantdisiog protocols, complete patient data sheetdabdiratory materials, methods and results
and manufacturing records and documents and amy d#fta related to the intellectual property. Til& payment under the license occurred
in April 2006 upon the delivery of materials purstito the terms of the licensing agreement. The @omw determined that these assets had
not reached technological feasibility at the ddtaaguisition and had no alternative future useer€fore, the costs were expensed to researct
and development in the period incurred.

NOTE 5—PROPERTY AND EQUIPMENT
Property and equipment consisted of the followinBecember 31, 2006:

Description Life Amount

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

Property and equipment is carried at cost lessraatated depreciation. Depreciation is calculatedheystraight-line method over the
estimated useful life of three to ten years, dependpon the type of equipment, except for leastiraprovements which are amortized u
the straight-line method over the remaining leasmtor the life of the asset, whichever is shoffée cost of repairs and maintenance is
charged as an expense as incurred. Depreciati@nsgpotaled $174,117 and $98,080 in fiscal 20062805, respectively.

NOTE 6—INCOME TAXES

Opexa uses the liability method, where deferrecatbets and liabilities are determined based oaxpected future tax consequence
temporary differences between the carrying amooiéssets and liabilities for financial and incotar reporting purposes.

At December 31, 2006, for federal income tax amerahtive minimum tax reporting purposes, the Camydead approximately
$56,106,251 of unused net operating losses avaifablcarryforward to future years. The benefinfroarryforward of such net operating
losses will expire in various years through 2026dér the provisions of Section 382 of the IntefReVenue Code, the benefit from utilizat
of approximately $5,650,429 of net operating lossesrred prior to October 7, 2004 was significaiithited as a result of the change of
control that occurred in connection with the Compsuacquisition of Opexa. The benefit could be sgbjo further limitations if significant
future ownership changes occur in the Company.

F-13



Table of Contents
Index to Financial Statements

At December 31, 2006, deferred tax assets consi$tind following:

NOL @ 12/31/0%

$(47,670,68)

Net los—2006 (12,649,17)
Subtotal (60,319,85)
Derivative (gain) los: (104,979
Option expens 2,749,61
Warrant expens 1,568,96!
NOL @ 12/31/0¢ (56,106,25)
Estimated tax rat X 34%
Deferred tax asst (29,076,12)
Valuation allowanct 19,076,12
Net deferred tax ass $ —

NOTE 7—THIRD PARTY CONVERTIBLE NOTES

Between September 2004 and February 2005, Opaxedis®nvertible notes to investors totaling $6,224, In March 2005, 45,169
shares of common stock with a relative fair valt8399,074 were issued to note holders as theitiaddl shares for their subscription
investment in Opexa. In June 2005, a total of 38,862 comprised of the principal of the notes gfLl2@,859 and accumulated interest of
$525,513, which accrued at a rate of 15% per anmas exchanged for 443,360 shares of common sBlaks A and Class B warrants that
expired in 2006, and Class C warrants to purchasE0]548 shares at an exercise price of $30 peesha

Opexa analyzed the convertible notes and the warfanderivative accounting consideration undeASHE33 and EITF 00-19. Opexa
determined the embedded conversion option in theertible notes met the criteria for classificatinrstockholders equity under SFAS 133
and EITF 00-19. Therefore, derivative accounting wat applicable for these convertible notes paya®ée Note 13 for a discussion of the
accounting for the warrants.

NOTE 8—NOTE PAYABLE

Note payable consists of a note in the amount (B(KL,000 payable to the University of Chicago, seduiy license, no interest and due
April 30, 2007. See Note 4 for detalils.

Loan payable consists of an equipment line of up2®0,000 with Wells Fargo of which $110,322 watstanding as of December 31,
2006. This loan has an interest rate of 7.61% peu@, matures in May 2011 and is secured by Opduaigure and equipment purchased
with the loan proceeds.

NOTE 9—COMMITMENTS AND CONTINGENCIES
Office Lease

In October 2005, Opexa entered into a ten-yeael&asits office and research facilities. Ther@,800 sq. ft. of space still available for
future build-out. The facility including the propeiis leased for a term of ten years with two opsidor an additional five years each at the
then prevailing market rate. Future minimum leasgnments under the non-cancellable operating leas$14.7,774 for 2007, $137,196 for
2008, $139,782 for 2009, $147,540 for 2010, $14764 2011 and $584,343 for years 2012 to 2015t Repense for 2006 was $136,153
and $178,963 for 2005.
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Contract Research Organization Agreement

In September 2006, Opexa engaged PharmaNet, Lt@htaact research organization focused on managingal nervous system tri
to provide it with services in connection with Rease llb clinical trial. An initial pre-payment $#00,000 was made to PharmaNet, LLC in
April 2006, of which $133,334 remains as a preflince as of December 31, 2006. An additional $®8bpayment was made in October
representing an advance for investigator grantmesee of which $191,329 remains a prepaid balasicé Becember 31, 2006.

NOTE 10—EQUITY
During 2003, equity related transactions were #s\is:

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

Additional contributions to capital of $56,360 riéed from the discounted value to notes payabletdwearrants and beneficial
conversion features attached to convertible notesissued in 200:

During 2004, equity related transactions were #s\is:

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

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

24,269 shares of common stock valued at their thiewalue of $427,075 were issued to the UnivgrsftChicago per the terms
a license agreement. See Note 2 for det

99,740 shares of common stock were issued foiatgtities of $147,733 pursuant to the 2004 reoizgion.

250,000 shares of common stock valued at their fiewalue of $23,750,000 were issued to OpexarmRheeuticals, Inc.,
shareholders. See Note 12 for det:

16,100 shares of common stock with a relativevfalue of $288,366 were issued to note holderseis dldditional shares for their
subscription investmer

60,750 shares of common stock were issued to rubtkets for the conversion of $248,370 of princiaadl interest from
convertible notes

8,000 shares of common stock were cancelled pursoidine terms of an employment separation agreer

Additional contributions to capital of $2,704,3%5kulted from the discounted value to notes payfabite warrants, beneficial
conversion features attached to convertible ni

Employee stock option expense was $123,333 for .2

During 2005, equity related transactions were de\is:

389,451 shares of common stock with warrants tehmase 1,070,993 shares were sold for $5,841,769rdlative fair value of tt
common stock is $1,103,714 and the relative fdinevaf the warrants is $4,748,055. Offering co$t$495,552 related to shares
issued were charged to additional paid in cag

45,168 shares of common stock with a relativevfalue of $999,074 were issued to note holderseis dldditional shares for their
subscription investmer

565,858 shares of common stock were issued tohmitkers for the conversion of $6,124,859 of priatignd $525,513 interest
from convertible notes
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e 2,300 shares of common stock valued at their fainerof $161,000 were issued to note holders fctnversion of $51,930 of
principal and interest from the not

* 29,194 shares of common stock were issued to thvetsity of Chicago per the terms of a license agrent. These shares were
recorded at $1,868,38

» 24,000 shares of common stock valued at theintire of $1,012,400 were issued to consultantgeir services

» Additional contributions to capital of $2,265,0%#ating to the discounted value to notes payabla fivarrants, beneficial
conversion features attached to convertible ni

» Employee stock option expense was $2,487,741 052
» Warrant expense was $2,373,888 for 2(
» Transition of warrants from equity instrumentsigabllity instruments in the amount of $10,658,4%swecorded. See Note 13 for
details.
During 2006, equity related transactions were He\is:
* In March 2006, 34,829 shares of common stock wemeed to settle an outstanding accounts payalie iamount of $180,00

» In April 2006, Opexa sold 4,600,000 shares of@simon stock and warrants to purchase 2,300,00@slo&iOpexa’s common
stock for $23,000,000. Opexa paid $1,846,481 ferctmmissions and fees related to this offeringgradted to its brokers
warrants to purchase 213,720 shares of common ataak exercise price of $5.00 per share. Theseantarare not callable and
have a cashless exercise opti

» Employee stock option expense was $2,749,617 f06:
*  Warrant expense was $1,568,966 for 2(

NOTE 11—STOCK OPTIONS AND WARRANTS

In 2004, Opexa adopted the 2004 Stock Option Pthe Plan”)for the granting of stock options to employees emsultants of Opex
Options granted under the Plan may be either ineestock options or nonqualified stock optionseBoard of Directors has discretion to
determine the number, term, exercise price andngesf all grants.

Employee Stock Option:

During 2004, options to purchase 96,500 shares gramged to employees at exercise prices rangorg $30.00 to $50.00. These
options have terms of five years and vest fromtorthree years. Fair value of $5,623,186 was rembrgsing the Black-Scholes method of
calculation with a volatility of 75.05% and a disict rate of 2%.

During 2005, options to purchase 63,050 shares grarged to employees. at exercise prices of $T.068se options have terms of ten
years and vest in four years. Fair value of $268.\83s recorded using the Bl-Scholes method of calculation with a volatilityhge of
175.4% and a discount rate of 2%.

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

During 2006, options to purchase 389,160 sharesmimon stock were granted by Opexa to its emplogieegercise prices ranging
from $5.00 to $9.40. These options have terms fiileento ten years, vest from one to three yearshane a fair value of $3,126,168. Using
the Black-Scholes method, stock compensation f662@as $1,066,451 with a volatility range of 4023t 429.86% and a discount rate
range of 4.72% — 5.22%.
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Opexa recorded $2,749,617 stock-based compensagmanse to the management and employees during 2006
During 2006, options to purchase 14,133 shares foéiated.

Consultant Warrants:

During 2004, warrants to purchase 20,000 shares grainted to consultants at exercise prices rarfgimg $30.00 to $50.00. These
options have terms of five years and vest fromtortaree years. Fair value of $1,011,770 was rembrssing the Black-Scholes method with
a volatility range of 75.05% and a discount rat@%f.

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

During 2005, warrants to purchase 46,085 shar€oofmon Stock ere issued to several brokerage figrike offering costs and
commissions for Opexa’s financing activities ateaercise price of $1.50 per share. These warravs & fair value of $2,197,162 and vest
immediately.

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

In April 2006, warrants to purchase 213,720 shafemsmmon stock were granted by Opexa to the bsoikeconnection with the
$23,000,000 equity financing, at an exercise poicg5.20. These warrants have a term of three yeast immediately and have a fair value
of $1,077,778.

During 2006, warrants to purchase 156,500 sharesrafmon stock were granted by Opexa to its consisitairectors and exiting
directors at the exercise prices ranging from $5289.80. These warrants have a term of ten yeass$,from one to three years and have a
fair value of $1,496,375. Using the Black-Scholexthnd, stock compensation for 2006 was $931,597 avitolatility range of 401.34% to
429.86% and a discount rate range of 4.72% — 5.22%.

Opexa recorded $1,568,966 stock-based compensagmense to the consultants, directors and exitirggibrs during 2006.
During 2006, warrants to purchase 5,000 shares aqrieed.
Investor Warrants:
During 2003, warrants to purchase 15,000 shares granted to investors related to the convertibles
During 2004, warrants to purchase 142,800 shares granted to investors related to the convertibles.

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

During 2006, warrants to purchase 2,765,043 shaees granted to investors related to the Aril 2608ncing and warrants to purchase
1,645,002 shares were forfeited and cancelled.
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Summary information regarding options and warr@ts follows:

Year ended December 31, 20!
Granted

Outstanding at December 31, 2(

Year ended December 31, 20!
Granted

Outstanding at December 31, 2(

Year ended December 31, 20!
Granted
Forfeited and cancele

Outstanding at December 31, 2(

Year ended December 31, 20!
Granted
Forfeited and cancele

Outstanding at December 31, 2(

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

Exercise Remaining
Price Life
$40.0( 3- 4 years
$30.0( 2 -3 years
$30.0( 3 -4 years
$15.0( 3 -4 years
$11.9( 3 -4 years
$11.5( 2 - 3 years
$11.4( 2 - 3 years
$ 9.8( 9-10 years
$ 9.4( 9-10 years
$ 8.2¢ 9-10 years
$ 7.0¢ 9-10 years
$ 7.0( 9-10 years
$ 6.5( 4 -5 years
$ 5.2( 2- 3 years
$ 5.2( 9-10 years
$ 5.0( 3-4 years
$ 5.0( 4-5 years
$ 5.0( 9-10 years

Options

Outstanding

84,50(
18,85(

2,00(

30,90(
12,50(

3,30(C
37,00(

75,00(
266,36(

530,41(

F-18

Options

Exercisable

58,66
8,95(

32,10(

108,96

Weighted Weighted
Average Average
Exercise Exercise

Options Price Warrants Price
— $ — 15,00( $ 1.0C
— — 15,00( 1.0C
96,50( 31.7( 162,80( 22.3(
96,50( 31.7(C 177,80( 22.4(C
63,05( 15.7(¢ 2,504,12! 28.6(
(4,167) 42.8( (264,27 24.5(
155,38 24.9( 2,417,65: 23.5]
389,16( 5.4¢ 3,135,26. 9.2¢
(14,137 34.7¢ (1,649,99) 12.7
530,41( $10.3¢ 3,902,92 $ 13.52

Warrants Warrants

Outstanding Exercisable
17,50( 8,37t
5,00( 3,338
1,125,05! 1,116,38!
46,89t 46,89t
21,50( 3,00(

16,75( —
37,00( 17,50(
4,50( 50C

1,50( —
2,300,001 2,300,001

8,50( —
105,00( 52,50(
213,72 213,72(
3,902,92 3,762,21.
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NOTE 12—PURCHASE OF OPEXA PHARMACEUTICALS

In October 2004, Opexa acquired all of the outstandtock of Opexa Pharmaceuticals, Inc. The adprsvas accounted for under 1
purchase method, where all of Opexa Pharmaceuticalss assets are restated to their fair markéieson the acquisition date. The 250,000
shares of Opexa were valued at their then fairevafu$23,750,000 or $95.00 per share. The restiiperations for Opexa from November 6,
2004 through December 31, 2005 are included irStatements of Operations and the Statements of Bagls.

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

Current asset $ 55,38]
Property, plant and equipment, | 639,16(
Acquired in process research and developr 23,991,122
Current liabilities assume (935,679
Total allocation of purchase pri $23,750,00

The estimated fair value of acquired in processassh and development of $23,991,128 was deternfip@dir management.
Management considered a number of factors in détérgithe value of the acquired in process reseanchdevelopment, including the
results of an independent valuation performed third-party valuation specialist. The purchasedespents Opexa Pharmaceuticals’
incomplete research and development programs #thhbt yet reached technological feasibility and ha alternative future uses as of the
acquisition date and, therefore, was expensed apguisition within our Consolidated Statements xjénses.

NOTE 13—DERIVATIVE INSTRUMENTS

For the years ended December 31, 2006 and 200%a@p@luated the application of SFAS 133 and EITHA for all of its financial
instruments and identified the following financiastruments as derivatives:

(1) Series A Warrants issued in conjunction with ltidge note exchange and private placement néfefin June and July 2005,
which expired on February 17, 2006;

(2) Series B Warrants issued in conjunction with bnidge note exchange and private placement nffelin June and July 2005,
which expired on October 17, 2006; and

(3) Series C Warrants issued in conjunction withlthidge note exchange and private placement nffelin June and July 2005.

These three series of warrants are derivativesusede liquidated damage provision in the registnaights agreement covering each
warrant resulted in the conclusion that it was nemr@nomic to issue registered shares than to issagistered shares and pay the penalty.
Because issuing registered shares is outside afaDpeontrol, Opexa concluded the warrants shoalddrounted for as derivative liabilities
under SFAS 133 and EITF 00-19.

As a result, Opexa reports the value of these dtvies as current liabilities in its balance stawt report changes in the value of these
derivatives as non-operating gains or losses istéttements of operations. The value of the deviesis required to be remeasured on a
quarterly basis, and is based on the Black Scliriiegng Model.
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Variables used in the Black-Scholes option-prigimgdel include (1) risk free interest rate, (2) ectpd warrant life is the actual
remaining life of the warrants as of each period, ¢R) expected volatility and (4) zero expectedd#inds as further detailed in the table as
follows:

As of As of
12/31/200! 12/31/2001

Risk-free rate for tern

A Warrant 4.08% —

B Warrant 4.37% —

C Warrani 4.35% 501%
Expected volatility

A Warrant 30% —

B Warrant 112% —

C Warrani 475% 487%

The impact of the application of SFAS 133 and EODF19 on the balance sheets as of December 31,&G0D8005 and the statements
of operations and for the years ended Decembe2@®Ig and 2005 and the period from inception thraDgbember 31, 2006 is as follows:

Gain(Loss)

Gain(Loss) Gain(Loss) Inception

As of As of Year Ended Year Ended Through
12/31/2005 12/31/2006 12/31/2005 12/31/2006 12/31/2006
Series A Warrant $ — $ — $ 33244( % — $ 332,44(
Series B Warrant 264,95 — 640,88: 264,95 $ 905,83¢
Series C Warrani 6,496,69! 6,656,67 2,923,51! (159,979 $2,763,54
Totals $6,761,65!  $6,656,67  $3,896,84.  $ 104,97¢ $4,001,81!

The warrants granted during the April 2006 finagoivere determined to qualify as for equity treatmerder SFAS 133 and EITF 00-
19. Nothing in the warrant agreements required sattement or allowed for the possibility of caglittement including the impact of the
liquidated damages penalty under the registraigirs agreement. It was determined on the dateasft@nd at December 31, 2006 that it
more economic to issue unregistered shares anthpgenalty than to issue registered shares.

In December 2006, the FASB issued FASB Staff Rwosito. EITF 00-19-2, Accounting for RegistratioryReent Arrangements (EITF
00-19-2). EITF 00-19-2 addresses an issuer’s at¢omufor registration payment arrangements. It gfgecthat the contingent obligation to
make future payments or otherwise transfer conatater under a registration payment arrangementthvenéssued as a separate agreement o
included as a provision of a financial instrumenbther agreement, should be separately recogaizédaneasured in accordance with FASB
Statement No. 5, Accounting for Contingencies. hielance in EITF 00-19-2 amends FASB StatementslB®, Accounting for Derivative
Instruments and Hedging Activities, and No. 150¢@unting for Certain Financial Instruments with @weristics of both Liabilities and
Equity, and FASB Interpretation No. 45, Guarant@tzounting and Disclosure Requirements for Guaesitincluding Indirect Guarantees
of Indebtedness of Others, to include scope exaepfior registration payment arrangements. EITE®® also requires additional disclosure
regarding the nature of any registration paymerangements, alternative settlement methods, theénmoax potential amount of considerati
and the current carrying amount of the liabilifyany. This EITF is effective immediately for regaion payment arrangements and the
financial instruments subject to those arrangemthiatisare entered into or modified subsequentaaltte of issue of this EITF. For
registration payment arrangements and financiafungents subject to those arrangements that weeeeshinto prior to the issuance of this
EITF, this is effective for financial statementsued for fiscal years beginning after DecembeR0DB6, and interim periods within those fis
years. The impact of implementing EITF-19-2 in the fiscal year 2007 will result in a cuative effect of a change in accounting principle
with a credit to beginning retained earnings 06%$6,677 and a reversal of the same amount to ttieatiee liability account.
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NOTE 14—STOCK PURCHASE AGREEMENT

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

NOTE 15—GOING CONCERN

On November 2, 2007, Opexa filed it quarterly réfor the period ended September 30, 2007. As shinwis financial statements,
Opexa has negative cash flows provided by its dipgractivities and has a cash balance of $5.8aniths of September 30, 2007 which is
sufficient to fund its operations for the next tweelmonths. These conditions raise substantial dasibd Opexa ability to continue as a goi
concern. Management will seek to raise additioagital through sales of convertible debt and/oiitgqiihe financial statements do not
include any adjustments that might be necessabpéxa is unable to continue as a going concern.
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OPEXA THERAPEUTICS, INC.
(a development stage company)

BALANCE SHEETS (RESTATED)

(unaudited)
Restated Restated
September 30, December 31,
2007 2006
Assets
Current asset:
Cash and cash equivalel $ 5,844,29 $ 12,019,91
Investment in marketable securit — 2,952,091
Other current asse 385,71 472,88:
Total current asse 6,230,01i 15,444,89
Property & equipment, net accumulated depreciatiddb32,585 and $395,284, respectiv 1,355,75. 1,361,37
Total asset $ 7,585,76 $ 16,806,26
Liabilities and Stockholders' Equity
Current liabilities:
Accounts payabl $ 1,226,87 $ 868,86:
Stock payable — 112,44(
Accrued expense 791,13: 135,06
Note payable — 1,500,00!
Current maturity of loan payah 59,22 14,08(
Derivative liability — 6,656,67
Total current liabilities 2,077,23 9,287,12
Long term liabilities:
Loan payable 177,33¢ 96,24:
Total liabilities 2,254,57 9,383,37!
Commitments and contingenci — —
Stockholder' equity:
Convertible preferred stock, no par value, 10,000 $hares authorized, none issued and
outstanding — —
Common stock, $0.50 par value, 100,000,000 shateerzed, 6,696,784 shares issued and
outstanding 3,348,35. 3,348,35.
Additional paid in capita 75,863,58 63,118,18
Deficit accumulated during the development si (73,880,74) (59,043,63)
Total stockholdel' equity 5,331,19: 7,422,89!
Total liabilities and stockholde’ equity $ 7,585,76! $ 16,806,26
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OPEXA THERAPEUTICS, INC.
(a development stage company)

STATEMENTS OF EXPENSES (RESTATED)
Three and Nine Months ended September 30, 2007 a2806 and the
Period from January 22, 2003 (Inception) to Septendr 30, 2007

Research and developmt
General and administratiy
Depreciatior

Loss on disposal of ass¢

Operating los!

Interest incomt

Other income

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

Net loss
Basic and diluted loss per shi

Weighted average shares outstant

(unaudited)
Restated Restated Restated Restated Restated
Three Months Three Months Nine Months Nine Months Inception
Ended Ended Ended Ended through
September 30 September 30 September 30, September 30, September 30,
2007 2006 2007 2006 2007
$ 3,189,225 $2,113,87! $ 10,148,93 $ 4,532,241 $ 50,834,61
842,07! 1,430,50 2,557,60! 5,676,22: 16,764,07.
50,44¢ 49,82¢ 149,37: 122,46¢ 434,62
— 2,01t 4,03¢ 2,371 486,34
(4,081,78)  (3,596,22)  (12,859,94)  (10,333,30)  (68,519,65)
102,29: 259,14: 423,08¢ 477,54 1,199,30
— — — 46,45( 77,00
1,612,44 — 1,612,44 — 1,612,441
- 2,418,07: — (860,13() —
(4,73)) (27¢9) (10,879 (891) (8,249,83)
$(2,371,78) $ (919,28)  $(10,835,29)  $(10,670,33)  $(73,880,74)
$ (03 $ (019 $ (162 $ (2.16) N/A
6,696,78. 6,696,78 6,696,78 4,950,86: N/A
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Cash flows from operating activitic
Net loss

OPEXA THERAPEUTICS, INC.
(a development stage company)

STATEMENTS OF CASH FLOWS (RESTATED)

Nine Months Ended September 30, 2007 and 2006 arftkt
Period from January 22, 2003 (Inception) to Septendr 30, 2007

(unaudited)

Adjustments to reconcile net loss to net cash irsegerating activitie

Stock payable for service

Stock issued for acquired research and develop

Stock issued for servict

Stock issued for debt in excess of princi
Amortization of discount on notes payable due torarts and beneficial conversion feat
Realized gain on marketable securi

Loss on derivative liabilit

(Gain) on extinguishment of de

Depreciatior
Debt financing cost
Option and warrant expen

Loss on disposition of fixed asst

Changes in
Accounts payabl
Marketable securitie
Prepaid expense
Accrued expense
Other asset
Net cash used in operating activit
Cash flows from investing activitie
Purchase of property & equipme
Net cash used in investing activiti
Cash flows from financing activitie

Common stock sold for cash, net of offering ct

Proceeds from del
Repayments on notes paya
Net cash provided by financing activiti
Net change in cash and cash equival
Cash and cash equivalents at beginning of pe
Cash and cash equivalents at end of pe

Cash paid for
Income tax
Interest

NON-CASH TRANSACTIONS
Issuance of common stock 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 notr
Reclassification of derivative liabilitie
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Restated
Nine Months
Ended
September 30
2007

Restated
Nine Months
Ended
September 30
2006

Restated
Inception
through
September 30
2007

$ (10,835,29)

$ (10,670,33)

$ (73,880,74)

— — 112,44(
= = 26,286,58
— 180,00( 1,861,401
= = 109,07(
— — 6,313,20!
25,91 — —
— 860,13( —
(1,612,44) — (1,612,44)
149,37: 122,46¢ 434,62°
= = 365,91
2,086,91: 3,649,58: 11,390,45
4,03 2,371 486,34
358,01 381,10¢ 802,58(
2,926,18: — —
87,16¢ (387,21) (380,84)
656,06t (37,419 605,80t
— — (388,21()
(6,154,07) (5,899,29) (27,493,81)
(147,78)) (487,56)) (1,198,83)
(147,78)) (487,56) (1,198,83))
— 21,153,52 26,509,41
137,28t — 8,102,19!
(11,049 = (74,659
126,24: 21,153,52 34,536,95
(6,175,61) 14,766,65. 5,844,29!
12,019,91 2,560,661 —
$ 584429 $ 1732732 $  5844,29
$ — $ — $ —
— — 42¢
— — 147,73
= = 525,51
— — 6,407,98!
= = 197,17t
— — 93,361
— — 3,309,791
— — 1,715,97:
— — 1,287,441
6,656,67 = 6,656,67
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OPEXA THERAPEUTICS, INC.
(a development stage company)

NOTES TO FINANCIAL STATEMENTS
(unaudited)

NOTE 1—BASIS OF PRESENTATION

The accompanying unaudited interim financial staets of Opexa Therapeutics, Inc., a developmegestampany, have been
prepared in accordance with accounting principkrsegally accepted in the United States of Ameriwhthe rules of the Securities and
Exchange Commission and should be read in conpmetith the audited financial statements and ntiteseto contained in Opexa’s latest
Annual Report filed with the SEC on Form 10-KSBithe opinion of management, all adjustments, ctingi®f normal recurring
adjustments, necessary for a fair presentatioimah€ial position and the results of operationslierinterim periods presented have been
reflected herein. The results of operations fogrimh periods are not necessarily indicative ofrémilts to be expected for the full year. Notes
to the financial statements that would substantiddiplicate the disclosure contained in the auditeahcial statements for the most recent
fiscal year as reported in Form 10-KSB, have besitted.

NOTE 2—GOING CONCERN

Opexa incurred a net loss of approximately $10IHanifor the nine months ended September 30, 20@Vhas an accumulated deficit
of approximately $73.9 million Cash balance of $%i8lion as of September 30, 2007 is not sufficienfund our operations for the next
twelve months with a current burn rate of approxeha$l million per month. These conditions raigbstantial doubt as to Opexa’s ability to
continue as a going concern. Management will see&ise additional capital through sales of conblerdebt and/or equity. The financial
statements do not include any adjustments thattrbigimecessary if Opexa is unable to continuegasrey concern.

NOTE 3—RESTATEMENT OF FINANCIAL STATEMENTS

The Company is restating these financial statenfenthe three months and nine months ended Septedih 2006 and 2007 and the
period January 22, 2003 (Inception) to Septembe307.

Following is a description of the restatements:

The Company acquired Opexa Pharmaceuticals in @c&®04 and originally accounted for the acquiredrocess research and
development of $23,991,128 as intangible assefdolrember 2007 the Company re-evaluated its acoayfdr acquired research and
development and upon further consideration of Ragyl1(c) of Statement of Financial Accountingn8txds No. 2 (SFAS No. 2) and
accounting guidance from Financial Accounting Stadd Board Interpretation No. 4 “Applicability oABB Statement No. 2 to Business
Combinations Accounted for by the Purchase Meth{&tiN 4), the Company determined that these asseétsad have an alternative future
use at the date of acquisition. Thus, they hadepamte economic value and should be accordinglgresed to research and development in
the period acquired.

In February 2004, the Company obtained a licertsa the University of Chicago for an adult stem ¢tethnology. Costs associated
with the acquisition of this license were origiyadiccounted for as an intangible asset. The amauigfimally capitalized as intangible assets
were $3,051,706, $976,497 and $112,440 for thesyeadled December 31, 2004, 2005 and 2006 respgctilgon further consideration of
Paragraph 11(c) of SFAS No. 2, the Company deteadhihat these assets had not reached technoléegsitbility at the date of acquisition
and had no alternative future use. Therefore,ritengible asset should have been expensed to tegsaesearch and development in the
period acquired.
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In March 2006, the Company obtained an exclusivedwade license for the intellectual property rigtend research results of an
autologous T cell vaccine for rheumatoid arthffittsn the Shanghai Institutes for Biological Scien¢8IBS), Chinese Academy of Sciences
of the People’s Republic of China. The Company neaf&25,000 license payment and accounted foidbede as an intangible asset. Upon
further consideration of Paragraph 11(c) of SFAS Ndhe Company determined that this asset hadeached technological feasibility at
date of acquisition and had no alternative futuge. Therefore, the intangible asset should have &geensed to in process research and
development in the period acquired.

In the Consolidated Statements of Expenses, tleetedf the adjustments on operating expensesfrimssoperations and net loss for
each of the three months and nine months ende@@bpt 30, 2006 and 2007 and the period Januar30®3, (Inception) to September 30,
2007 was as follows:

Three Months Ended September 30,

2007 2006

As Reported Adj. As Restated As Reported Adj. As Restated
Research and development $3,189,251 $ — @ $318925 $2,11387 $ —®  $2,113,87
General and administratiy 842,07¢ — 842,07 1,430,50 — 1,430,50
Depreciation and amortization 463,63( (413,18) @ 50,44¢ 462,09¢ (412,27 @ 49,82¢
Loss on impairment of intangible asset 1 139,67 (1,139,67) @ — — ) —
Loss on disposal of ass¢ — — — 2,01t — 2,01t
Operating los: (5,634,64) 1,552,86. (4,081,78) (4,008,49) 412,27- (3,596,22)
Interest incom: 102,29: — 102,29. 259,14: — 259,14:
Other income — — — — — —
Gain on extinguishment of de 1,612,441 1,612,441 — —
Gain (loss) on derivative liabilit — — — 2,418,07! — 2,418,07!
Interest expens (4,737 — (4,737) (27¢) — (27¢)
Net loss $(3,924,64) $1,552,86. $(2,371,78)  $(1,331,55) $412,27: $ (919,28)
Basic and diluted loss per shi $ (059 % 0.2¢ $ (035 % 020 $ 0.0¢ $ (0.1¢)
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Nine Months Ended September 30,

2007 2006
As Reported Adjustment As Restated As Reported Adjustment As Restated
Research and development $10,148,93 $ — @ $10,148,93 $ 4,407,240 $ 1250000 $ 4,532,24
General and administrati\ 2,557,60! — 2,557,60! 5,676,22. — 5,676,22.
Depreciation and amortization 1,387,100  (1,237,73) @ 149,37: 1,354,87.  (1,232,40) @ 122,46¢
Loss on impairment of intangible asset 1,139,67  (1,139,67)® — — —® —
Loss on disposal of ass¢ 4,034 — 4,034 2,37 — 2,37
Operating los: (15,237,35)  2,377,41. (12,859,94) (11,440,71) 1,107,40. (10,333,30)
Interest incom 423,08t — 423,08t 477,54 — 477,54
Other income — — 46,45( — 46,45(

Gain on extinguishment of de 1,612,44 1,612,44 — —
— — (860,130) — (860,130

Gain (loss) on derivative liabilit —

Interest expens (10,875 — (10,87%) (891) — (891)
Net loss $(13,212,70) $2,377,41 $(10,835,29) $(11,777,73) $ 1,107,40 $(10,670,33)
Basic and diluted loss per shi $ (1979 $ 0.3¢€ $ (1.62) $ (2.3¢) $ 0.22 $ (2.16)

January 22, 2003 (Inception) to
September 30, 2007

As Reported Adjustment As Restated
Research and development $22,577,83 $ 28,256,770 $50,834,61
General and administrati\ 16,764,07 — 16,764,07.
Depreciation and amortization 5,205,92' (4,771,30) @ 434,62
Loss on impairment of intangible asset 1,139,67 (1,139,67) ® —
Loss on disposal of ass¢ 486,34« — 486,34
Operating los! (46,173,86) (22,345,79) (68,519,65)
Interest incom 1,199,30 — 1,199,30
Other income 77,00: — 77,00
Gain on extinguishment of de 1,612,44 1,612,441
Gain (loss) on derivative liabilit — — —
Interest expens (8,249,83) — (8,249,83)
Net loss $(51,534,95) $(22,345,79) $(73,880,74)
Basic and diluted loss per shi N/A N/A N/A

(1) Adjustment for capitalizing acquired researod development to intangible assets that shoulé baen expensed to research and
development (i) for the three months ended 9/30720@ 9/30/2006 in the amount of $-0-, (ii) for thire months ended 9/30/2007 in
the amount of $-0- and for the nine months end8@/2006 in the amount of $125,000 and (iii) for gegiod inception to 9/30/2007 in
the amount of $28,256,77

(2) Reversal of amortization of intangible asshtt should have been expensed to research andpmasit (i) for the three months ended
9/30/2007 $413,184 and for the three months enfRIZD06 in the amount of $412,274 (ii) for theenmonths ended 9/30/2007 in the
amount of $1,237,735 and for the nine months e®d&@/2006 in the amount of $1,232,404 and (jii)tfeg period inception to
9/30/2007 in the amount of $4,771,3
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(3) Reversal of impairment of intangible assets$ ghauld have been expensed to research and devetdgi) for the three months ended
9/30/2007 $1,139,677 and for the three months eB@E2006 in the amount of $-0-, (ii) for the nmenths ended 9/30/2007 in the
amount of $1,139,677 and for the nine months e®d&@/2006 in the amount of $-0-and (iii) for theipd inception to 9/30/2007 in the
amount of $1,139,67

In the Balance Sheet, the effect of the adjustmemtsitangible Assets and Accumulated Deficit aSeptember 30, 2007 and
December 31, 2006 was as follows:

September 30, 2007 December 31, 2006
As Reported Adj. As Restated As Reported Adj. As Restated
Assets
Intangible Assets $22,345,79 $(22,345,79)V $ —  $24,72320 $(24,723,20)® $ —
Stockholders Equity
Accumulated Deficit $(51,534,95) $(22,345,79) @ $(73,880,74) $(34,320,43) $(24,723,20) ® $(59,043,63)

(1) Adjustment for capitalizing acquired researod development to intangible assets that shoulé baen expensed to research and
development, reversal of amortization of intangésets that should have been expensed to reseatdevelopment and reversal of
impairment of intangible assets that should hawnlexpensed to research and development. Adjustrimehtide:

a. Adjustment for capitalizing acquired researcti development to intangible assets that should baea expensed to research and
development as of 9/30/2007 in the amount of $2828L and as of December 31, 2006 in the amou$2®{256,771

b.  Reversal of amortization of intangible assetd #ould have been expensed to research and gemestb as of 9/30/2007 in the
amount of $4,771,302 and as of December 31, 20€@&iamount of $3,533,56

c.  Reversal of impairment of intangible assets shauld have been expensed to research and deaibfon the period inception to
9/30/2007 in the amount of $1,139,677 and as okbwrer 31, 2006 in the amount -0-.

NOTE 4—CASH AND CASH EQUIVALENTS

Opexa considers all highly liquid investments vathoriginal maturity of three months or less, wharnchased, to be cash equivalents.
Investments with maturities in excess of three meiut less than one year are classified as shontihvestments and are stated at fair
market value.

The primary objectives for our fixed income investmportfolio are liquidity and safety of princip#hivestments are made with the
objective of achieving the highest rate of retusngistent with these two objectives. Opexa’s inmestt policy limits investments to certain
types of instruments issued by institutions primgasiith investment grade credit ratings and plagssrictions on maturities and concentra
by type and issuer.

At September 30, 2007, Opexa invested approxim&ly million in A-1/P-1 commercial paper with areeage market yield of 5.24%
and average time to maturity of less than one mdakitiSeptember 30, 2007, approximately $1.9 millicars invested in a money market
account with an average yield of 5.29%. Interespime of $423,086 was recognized for the nine moatided September 30, 2007 in the
statement of expenses.
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NOTE 5—COMMITMENTS AND CONTINGENCIES

In September 2006, Opexa entered into an IndiviBuaject Agreement (IPA) with PharmaNet, LLC, atract research organization
focused on managing central nervous system tRaissuant to such IPA, PharmaNet, LLC will providee®a with services in connection
with its Phase IIb clinical trial. Under the terwfsthe IPA, Opexa is required to advance fundfienadmount of (i) $400,000 for professional
fees, (ii) $60,000 for out of pocket expenses adBL 75,000 for investigator grants. The professil fee advance is applied 1M2er
month to invoices and replenished once 75% depldteel out of pocket advance will be held and agipigethe final invoice. The investigator
grant advance is used as a draw down advance plathished once 75% depleted. This process willinaatuntil the end of the study. At the
conclusion of the program, advance balances ren@inill be applied to outstanding invoices. Thedeaaces are treated as prepaid items
gnd included in the other current assets sectidgheobalance sheet. As of September 30, 2007 denae balance to PharmaNet, LLC was

293,336.

In July 2007, Opexa entered into a seconded amegmitdestated license agreement with the Univeo§ifhicago that requires Opexa
to make milestone payments of up to $1,350,006rifain late stage clinical trial and FDA approvalestones are achieved. Opexa has
determined that these payments are not probaliésatme and thus no liability has been recordedfaSeptember 30, 2007.

NOTE 6—LOAN PAYABLE

Loan payable consists of an equipment line of $ABDwith Wells Fargo of which $236,563 was outsiagds of September 30, 2007.
This loan has an interest rate of 7.61% per anmoatures in May 2011 and is secured by Opekarniture and equipment purchased with
loan proceeds. Payments are due and payable mamththe same day of each month until maturity.

NOTE 7—OPTIONS AND WARRANTS

During the first quarter of 2007, Opexa issuedapito purchase 9,900 shares of common stock afdDpeits new employees. These
options are for a term of ten years, have an esenmiice of $4.04 and vest over three years. Rirevof $32,914 was calculated using the
Black-Scholes model. Variables used in the BlackeBzs option-pricing model during the three morghded March 31, 2007, include
(1) 4.52% discount rate, (2) option life is the esied term of 6 years, (3) expected volatility 08P1%, and (4) zero expected dividends.
Option expense of $4,141 was recorded during the mionths ended September 30, 2007.

During the second quarter of 2007, Opexa issuedmpto purchase 209,000 shares of common sto€lpeka to its management and
employees. These options are for a term of tersydave an exercise price of $5.47 and vest ovee thears. Fair value of $907,968 was
calculated using the Black-Scholes option-pricingdel. Variables used in the Black-Scholes optidnipg model for options issued during
the three months ended June 30, 2007, include.@Zp&discount rate, (2) option life is the expedtth of 6 years, (3) expected volatility of
95.88%, and (4) zero expected dividends. Optioreese of $86,473 was recorded during the nine mamttied September 30, 2007.

During the second quarter of 2007, Opexa issuedmpto purchase 48,000 shares of common stockpek®to consultants and
directors. These options are for a term of tengjd@ave an exercise price of $5.47 and have vedtites that vary from either full or partial
vesting at date of grant to full vesting at the gaar anniversary of the date of grant. Fair vaiu$202,937 was calculated using the Black-
Scholes option-pricing model. Variables used inBheck-Scholes option-pricing model for optionsuied during the three months ended
June 30, 2007, include (1) 5.07% discount ratepf®ipn life is the expected term ranging from %16 years, (3) expected volatility of
95.88%, and (4) zero expected dividends. Optiorerse of $122,828 was recorded during the nine rsariled September 30, 2007.
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During the third quarter of 2007, Opexa issuedanito purchase 5,500 shares of common stock afaDpets new employees. These
options are for a term of ten years, have an esemice of $3.96 and vest over three years. Fhievof $17,129 was calculated using the
Black-Scholes model. Variables used in the Blackefzs option-pricing model during the three morghded September 30, 2007, include
(1) 4.22% discount rate, (2) option life is the egted term of 6 years, (3) expected volatility 5f35%, and (4) zero expected dividends.
Option expense of $279 was recorded during thethmenths ended September 30, 2007.

During the third quarter of 2007, Opexa issued ptipa to purchase 1,500 shares of common stockpek®to a consultant These
options are for a term of ten years, have an esxemmiice of $3.96 and vest at date of grant. Fairevof $4,412 was calculated using the
Black-Scholes option-pricing model. Variables usethe Black-Scholes option-pricing model for opassued during the three months
ended September 30, 2007, include (1) 4.22% digaatm (2) option life is the expected term ofeass, (3) expected volatility of 95.36%,
and (4) zero expected dividends. Option expen$d @12 was recorded during the three months endpte@ber 30, 2007.

During the third quarter of 2007, Opexa issuedarsito purchase 20,000 shares of common stock eX®jp a new director. These
options are for a term of ten years, have an esenmiice of $3.95 and vest 50% at date of gran2&ftl vest on the first and second year
anniversary of date of grant. Fair value of $61,826 calculated using the Black-Scholes optionipgienodel. Variables used in the Black-
Scholes optiompricing model for options issued during the thremnths ended September 30, 2007, include (1) 4.246@6uht rate, (2) optic
life is the expected term of 5.75 years, (3) expaelatility of 95.36%, and (4) zero expected dénds. Option expense of $31,210 was
recorded during the three months ended Septemh&O080.

NOTE 8—DERIVATIVE INSTRUMENTS

In June 2006, Opexa evaluated the application &SE33 and EITF 00-19 for all of its financial inginents and it was determined that
certain of the warrants to purchase common staleid by Opexa associated with the bridge note egghand private placement offerings
June 2005 and July 2005 were derivatives that Opesarequired to account for as free-standing dévig instruments under GAAP. These
three series of warrants were considered at the tiinbe derivatives because the liquidated damemgésion in the registration rights
agreement covering each warrant resulted in thelgsion that it was more economic to issue regstehares than to issue unregistered
shares and pay the penalty. Because issuing registbares is outside of Opexa’s control, Opexaloded the warrants should be accounted
for as derivative liabilities under SFAS 133 and'ED0-19. As a result, Opexa reported the valubese derivatives as current liabilities on
its balance sheet and reported changes in the gathese derivatives as non-operating gains @elosn its statements of operations in the
consolidated financial statements beginning withytbar ended December 31, 2005 and re-measuregparded on a quarterly basis
thereafter based on the Black Scholes Pricing Model

In December 2006, the FASB issued FASB Staff Rwosito. EITF 00-19-2, Accounting for RegistratioryReent Arrangements (EITF
00-19-2). EITF 00-19-2 addresses an issuer’s at¢omufor registration payment arrangements. It gfgecthat the contingent obligation to
make future payments or otherwise transfer conatater under a registration payment arrangementthenéssued as a separate agreement o
included as a provision of a financial instrumenbther agreement, should be separately recogaizédaneasured in accordance with FASB
Statement No. 5, Accounting for Contingencies. Ghielance in EITF 00-19-2 amends FASB StatementslB®, Accounting for Derivative
Instruments and Hedging Activities, and No. 150¢@unting for Certain Financial Instruments with @weristics of both Liabilities and
Equity, and FASB Interpretation No. 45, Guarantétsounting and Disclosure Requirements for Guaesitincluding Indirect Guarantees
of Indebtedness of Others, to include scope exaepfior registration payment arrangements. EITE®® also requires additional disclosure
regarding the nature of any registration paymerangements, alternative settlement methods, theénmoax potential amount of considerati
and the current carrying amount of the liabilifyamny. This EITF is effective immediately for reggation payment arrangements and the
financial instruments subject to those arrangemthiatisare entered into or modified subsequentaaltte of issue of this EITF. For
registration payment arrangements and financialungents subject to those arrangements that were
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entered into prior to the issuance of this EITHs th effective for financial statements issuedffecal years beginning after December 15,
2006, and interim periods within those fiscal years

Opexa evaluated the application of EITF 00-19-24lbits financial instruments and determined ttetain warrants to purchase
common stock issued by Opexa associated with fdgdnote exchange and private placement offeiimgane 2005 and July 2005 no
longer qualified to be classified as derivativilities. In addition, Opexa accounts for registratrights agreement penalties as contingent
liabilities, applying the accounting guidance ofi&mcial Accounting Standard No. 5, “Accounting @ontingencies” (“FAS 5”). This
accounting is consistent with views establishedheyFASB Staff Positions FSP EITF 00-19-2 “Accongtfor Registration Payment
Arrangements”which was issued December 21, 2006. Accordinglyex@gecognizes the damages when it becomes prathalblney will be
incurred and amounts are reasonably estimable.

4,600,000 shares of common stock and 2,513,72Cantarto purchase common stock are subject to stratipn payment arrangement
that provides if a resale registration statemenbiseffective for any period after April 13, 20Q@fe warrant holders may exercise their
warrants on a cashless basis during the perioce@e registration statement is not effectiv@ptxa fails to register, achieve effectiveness
of registration or maintain effectiveness of regisbn of shares underlying the warrants and shéneg are required to make certain
liquidated damage payments of 1.5% of the aggresyataunt of proceeds of the offering per month farg month in default with a
maximum of 24%. Opexa does not believe these patmaea probable and thus no contingent liability been recorded.

1,272,356 shares of common stock and 1,714,41@sledicommon stock issuable upon the exerciserofroan stock purchase warra
issued in June 2005 and July 2005 are subjectdgistration payment arrangement that providegéisale registration statement is not
effective for any period after the first annivessaf the warrant, the warrant holders may exerthie@ warrants on a cashless basis during the
period the resale registration statement is netéffe. If Opexa fails to register, achieve effeetiess of registration or maintain effectiveness
of registration of shares underlying the warramis shares, they are required to make certain lega@didamage payments of 1.0% of the
aggregate amount of proceeds of the offering pertmfor the first calendar month of registratiorfadgt and 2% for every month in default
after the first month. Opexa does not believe tipegenents are probable and thus no contingentitiahas been recorded.

The impact of implementing EITF 00-19-2 for theenimonths ended September 30, 2007 resulted in alatine effect of a change in
accounting principle with a decrease in the derrediability of $6,656,677 and a decrease to beiig retained earnings of $4,001,819
reversing gains posted to date and a reclassditati the original value of the warrants from liihito equity of $10,658,496.

NOTE 9—LICENSES AND GAIN ON EXTINGUISHMENT OF DEBT
University of Chicago License Agreement

In 2004, Opexa entered into an agreement with thigddsity of Chicago (“University”) for the worldwe license to technology
developed at Argonne National Laboratory, a U.Syd@&nent of Energy Laboratory operated by the Usityg The license was later
amended granting Opexa an exclusive, non-trandéevedrldwide license to the University’s stem delthnology. In consideration for the
license and amendment, Opexa paid the Universityehof $232,742 and issued the University 53 di6&res of common stock valued at
$2,295,461. Opexa also agreed to pay the Unive$dity million and to issue the University 21,62args of Opexa common stock. In April
2007, the $1.5 million cash payment obligation watended until July 31, 2007 and the obligatiorssuie shares of Opexa’s common stock
was extended until July 31, 2007, with $112,440@ed as of June 30, 2007. The Company determirstdithse assets had not reached
technological feasibility at the date of acquisitand had no alternative future use. Thereforectisés were expensed to research and
development in the period incurred.
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On July 31, 2007, Opexa entered into a second agdeannd restated license agreement with the UntyesBiChicago that eliminated
the obligations under the prior agreement for tgnpent of $1.5 million due July 31, 2007 and thkgaltion to issue 21,623 shares of Opexa
common stock. These obligations were recorded astamgible asset, with the liabilities recordedaasotes payable—current portion of $1.5
million and a stock payable of $112,440. As a resithe amendment and restatement of the licegsseaent with the University of Chica
$1,612,440 was reported as a gain on extinguishofdiatbility. Opexa applied the accounting guidard Financial Accounting Standard |

140, “Accounting for Transfers and Servicing of &icial Assets and Extinguishments of Liabilitie§?AS 140”) and EITF 96-19 “Debtor’s
Accounting for a Modification or Exchange of Dehstruments”.
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OPEXA THERAPEUTICS

Opexa Therapeutics, Inc.

Common Stock

Series E Warrants

PROSPECTUS

February 13, 2008

Until March 9, 2008 (25 days after the date of hriespectus), all dealers that buy, sell or trhdsé securities, whether or not
participating in the offering, may be required &ider a prospectus. This is in addition to thelelsa obligation to deliver a prospectus when
acting as underwriters and with respect to thegolohallotments or subscriptior



