EDGAROnline

OPEXA THERAPEUTICS, INC.

FORM 424B3

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

Filed 06/27/06

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

Fiscal Year 12/31

Powere d By ED‘GA;Rbn]ine

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


http://www.edgar-online.com

OPEXA THERAPEUTICS, INC.

FORM 424B3

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

Filed 6/27/2006

Address 2635 N. CRESCENT RIDGE DRIVE
THE WOODLANDS, Texas 77381
Telephone (281) 272-9331
CIK 0001069308
Industry Biotechnology & Drugs
Sector Healthcare
Fiscal Year 12/31
powered 8y EINGA ROnline

hitpiherwew_edgar-online.com/
D Copyright 2005. All Rights Reservad
Distribution and use of this document restricted under EDGAR Onlines Terms of Use.




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

&u‘
 / OPEXA THERAPEUTIC
L |

Opexa Therapeutics, Inc,

2,986,767 Shares of Common Stock

This prospectus relates to the resale from timéme by the selling stockholders of up to 2,986, &bares of our common stock, including 1,272,35& e o
common stock previously issued and 1,714,410 shkdresmmon stock issuable upon the exercise of comstock purchase warrants. A series of warrandenying 1,041,14
shares of common stock expired on February 17,.2D06 selling stockholders may sell the sharesafroon stock from time to time in the principal metrlon which the stoc
is traded at the prevailing market price or in riegged transactions.

Shares of our common stock are traded on the NASD Bulletin Board under the symbol “OPXA.OBJune 19, 2006, the last reported sales price focommor
stock on the OTC Bulletin Board was $9.00 per share

We will not receive any proceeds from the salehefg¢hares of our common stock covered by this paisp.

Investing in our common stock involves a high degeeof risk. You should read carefully this entire ppspectus, including the section captioned “Risk F&ars”
beginning on page 3, before making a decision to pzthase our stock.

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

The date of this prospectus is June 23, 2006.
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You should rely only on the information contained i this prospectus. We have not authorized anyone farovide you with information that is different. This
prospectus may only be used where it is legal tolsthese shares of our common stock. The informatioin this prospectus may only be accurate as of theate of this
prospectus.

This prospectus provides you with a general descrifpn of the shares of our common stock that the délg stockholders may offer. Each time a sellin
stockholder sells shares of our common stock, theeling stockholder is required to provide you witha prospectus containing specific information abouthe sellinc
stockholder and the terms of the shares of our comom stock being offered to you.

This prospectus is part of a registration statementhat we filed with the Securities and Exchange Comission for a continuous offering. Under thi:
prospectus, theselling stockholders may, from time to time, sellite shares of our common stock described in this pspectus in one or more offerings. This prospect
may be supplemented from time to time to add, updat or change information in this prospectus. Any st@ment contained in this prospectus will be deemetb be
modified or superseded for the purposes of this papectus to the extent that a statement contained & prospectus supplement modifies such statementnj statemen
so modified will be deemed to constitute a part ofhis prospectus only as so modified, and any statemt so modified will be deemed to constitute a parof this
prospectus.

The registration statement containing this prospeats, including the exhibits to the registration statment, provides additional information about us, tke
selling stockholders and the shares of our commonogk offered under this prospectus. The registratio statement, including the exhibits, can be read othe SEC
website or at the SEC offices mentioned under theelading “Where You Can Find More Information.”




PROSPECTUS SUMMARY

The following summary highlights selected informatirom this prospectus and does not contain athefinformation that you should consider befoneeisting in ou
common stock. This prospectus contains informaggarding our businesses and detailed financiabinfation. You should carefully read this entire gpectus, including tt
historical financial statements and related notasfore making an investment decision.

In this prospectus, “Opexa Therapeutics, Inc.,” thrempany,” “we,” “us” or “our” refer to “ Opexa Therapeutics, Inc., a Texas corporation, #sdubsidiaries
except where otherwise indicated or required bytexin On June 19, 2006 we changed our name fromnRferontiers Corp. to Opexa Therapeutics, Inc.

On June 15, 2006 we completed a 1 for 10 reverbea$pur common stock. Except where specificaityicated all references to a number of shares ineoe pel
share amounts reflect the split.

Our Business

We are a biopharmaceutical company engaged in oigingl autologous personalized cell therapies. @rategy is to develop and commercialize cell thexsypo tree
several major diseases including multiple sclerasasdiovascular diseases, and diabetes. We haegdusive license from Baylor College of Mediciteean individualized
cell therapy that is in FDA Phase I/ll human doaeging clinical trials to evaluate its safety arifit@iveness in treating multiple sclerosis. We én@an exclusive worldwic
license for the intellectual property rights ande@rch results of an autologous T cell vaccingHeumatoid arthritis from the Shanghai InstitutesBiological Sciences (SIB¢
Chinese Academy of Sciences of the People's Rapabhina. We also have an exclusive licensestem cell technology in which adult pluripotentrsteells are derived fro
monocytes obtained from the patient’'s own blood. akeinitially pursuing indications in heart faduand Type | diabetes with our stem cell therapy.

Autologous therapies use cells or other materi@m fthe patiens own body to create treatments for the patienss ffreventing rejection complications that re
when “foreign” or “non-self’cells are introduced into a patient. Cellular tipgza are expected to play a large role in the treat and cure of a broad spectrum of hu
diseases. According to independent market reseacbelular therapies along with their relatechte@ogies, such as diagnostics and blood bankiray, exceed $30 billion t
2010.

Our multiple sclerosis cell therapy, Tovaxin™, igrently in Phase /1l studies. Tovaxin®nsists of modified autoreactive T cells. Multigiderosis is a result o
person’s own T cells attacking the myelin sheatit toats the nerve cells of the central nervousesysThese T cells, that attack a persoown body, are referred to
“autoreactiveT cells. In our treatment the T cells are takemfithe patient, modified and returned to the pati€he modified T cells cause an immune responsedid at th
autoreactive T cells in the patienthody. This immune response reduces the levaltof@active T cells and potentially allows the niyelheath to be repaired. In addition,
are evaluating whether this technology will allos/to diagnose multiple sclerosis and determineséwverity of the disease through an analysis ofabel of autoreactive T ce
in a patient’s blood.

Two clinical studies of Tovaxin™ have reached catimilestones:

« The dose escalation study was designed for patwititsrelapsing-remitting or secondapyegressive MS, intolerant of, or having failedrremt therapy. Bloc
was obtained from each patient from which T cedisctive to two peptides each of three proteins (VBEP, and MOG) were expanded ex vivo and prepas
a trivalent formulation of MRTCs. The MRTCs weréeauated by Cesium137 irradiation prior to patieeteiving subcutaneous




injections of either 6-9 million cells (Dose 1) 20-45 million cells (Dose 2) at weeks 0, 4, 12 a0dMRTC frequencies were performed at baselinevegeks
5, 13, 21, 28 and 52. Patients were evaluatedifanges in EDSS, MSIS and exacerbations.

Tovaxin is a patient-specific therapeutic vaccioatstrategy for MS patients. To formulate Tovaxig€ll vaccine, the patient's own myelin peptspecific activate
T cell lines are harvested and attenuated on thefleaaccine administration.

The study's results demonstrated that MRTCs irpth@heral blood were depleted in a dose dependaenner and analyses showed reductions in all tyypes o
MRTCs at all follow-up visits. All patients in tHeose 2 group had a 100% reduction in MRTC counthetweek five followdp visit. Percentage reductions w
greater in the Dose 2 group than in the Dose 1muevery followdp visit. Correlation between the reduction in @leMRTC frequencies and the physi
component of the MSIS (p=0.0086) was strong. Thesg a trend to improved EDSS (p=0.0561). The anralapse rate (ARR) for the patients prior two gea&for:
therapy was 1.28 and following therapy the ARR @d9 (92 percent reduction) adjusted for the nunolfenonths in the study. The treatment appearsteaie an
well tolerated with minimal adverse events and asedlimiting toxicities.

« Phase I/ll extension study: The analysis of datdeon(10) patients that have been enrolled in ass®thél open-label extension study of Tovaxin(TM)CEII
vaccine in worsening multiple sclerosis indicatest the treatment is safe and wellerated. Adverse events were mild or moderatgeirerity. None of the t
patients reported an MS exacerbation while on stadwlysis of myelin-reactive Tell (MRTC) counts showed a percentage reductiomfbaseline at 3, 6, a
9 months, for all three types of MRTC, as well las Total MRTC. Reductions in disease assessmeabitiig scores were observed at all follayg-visits. N¢
therapy induced lesions were observed on week 52sM& three patients. These results suggestMRTIC vaccination is safe and well tolerated and
suggest that MRTC vaccination reduces MRTC cowagtsyell as EDSS and MSIS scores.

In October 2005, the FDA approved the protocoldor Phase IIb clinical trial of Tovaxin. We intet@enroll the first patient in this pivotal Phase in the first hal
of 2006.

Our Rheumatoid Arthritis (RA) T-cell vaccination QW) technology is conceptually similar to TovaxiRA is an autoimmune T-cefhediated disease in whi
Pathogenic Teells trigger an inflammatory autoimmune resporfsthe synovial joints of the wrists, shoulders, &sgankles and feet which causes pain, stiffnesksaelling
around the joints. Our RA TCV technology allows thelation of these pathogenic T-cells from synbfliad drawn from a patient. We expand and modffgse Teells in ou
laboratory. The modified T-cells are injected suboeously into patients thereby inducing an immeesponse directed at the Pathogenic T-cells inptents body. Thi
immune response reduces the level of Pathogemell$-and potentially allows the reduction of jogwelling in RA patients. Human trials that haveme&onducted in Chil
show minimal side-effects and promising efficacyasugred as a reduction of joint swelling followirg {T-cell vaccination.

Our stem cell technology allows us to create aplultipotent stem cells from monocytes isolated frilood drawn from the patient. We believe that ¢hstem cell:
if successfully developed, may provide the basistifierapies to treat a variety of diseases anditiond. We anticipate that our stem cell technologll have a significar
competitive advantage over many of the other stelirtechnologies. The peripheral blood monocytegduby our technology to produce stem cells, hageativantage of bei
relatively abundant and easy and cost effectivabtain. Our technology does not have the collecdiog storage difficulties presented by umbilicaidcblood or the controvers
ethical and regulatory issues associated with eamicystem cells. In addition, our technology isslesfficult and less risky than collecting adulerst cells from tissues such
bone marrow, spinal fluid or adipose




(fat) tissue. Furthermore, our stem cells are phtgnt, whereas adult stem cells used in competi&eghnologies are not likely to be pluripotent.

Our stem cell technology will also avoid rejectissues because it is autologous (“selfhis is as opposed to the embryonic, umbilical, aoche adult stem ¢
technologies, which in some cases must be takem ®oe individual and given to another. Further, badieve our stem cell therapies will be regulatedaatologou
“manipulated” non-homologous use cell therapiesusTtwe use one’s own stem cells, and we thereforeod expect to encounter the same significantcpnécal and clinice
development regulatory hurdles that embryonic, licddj and some adult stem cells therapies are@gpeo face.

Initially we are conducting prelinical research to develop stem cell therapiesdat Type | diabetes and heart failure. We belighat with our stem cell technolc
plus our additional technology related to the défeiation of stem cells into islet cells, we Wik able to create insulin producing islet cellswagt from the patiens own blooc
We are currently conducting laboratory research plad to move expeditiously through pekrical development of our diabetes stem cell dpgrand, if successful, initie
human testing in 2006.

Recent Developments

On June 19, 2006 we amended our Articles of Inaatjan in order to effect a 1-fdk® reverse stock spilt that did not reduce the remaltb shares of common stc
we are authorized to issue, but increased theglaevrom $0.05 per share to $0.50 per share.

Also on June 19, 2006 we effected a name change ‘lRlharmaFrontiers Corp.” to “Opexa Therapeutios,’l

At our annual meeting on June 15, 2006 the shadem®bBpproved an amendment of the Company’s Jubve QOmpensatory Stock Option Plan (“Platd’)) increas
the aggregate number of shares of common stocloazid for issuance under the Plan from 300,000esh#n 1,200,000 shares, and ii) increase thedtioi on Performan:
Awards to be issued in any fiscal year pursuaigeotion 5(d) of the Plan from 10,000 shares of comstock to 50,000 shares of common stock.

Our Executive Offices

Our principal executive and administrative offieeifity is located in The Woodlands, Texas at 26B%Crescent Ridge Drive, The Woodlands, Texas 77881 ou
telephone number is (281) 28331. We maintain a website at www.opexatherapgigtien, however the information on our website ispast of this prospectus, and you shc
rely only on information contained in this prospectvhen making a decision as to whether or naivest in shares of our common stock.

RISK FACTORS

The shares offered hereby have not been approvelisapproved by the SEC or the securities reguiatorthority of any state, nor has any such regulatoody
reviewed this Prospectus for accuracy or compleien&he shares offered hereby are speculativelMewan unusually high degree of risk and should/drd purchased by thc
who can afford to lose their entire investment.r&fere, prospective investors should carefully ¢desthe following risk factors before purchasirgtshares offered hereby.

The following factors affect our business and théustry in which we operate. The risks and uncetitss described below are not the only ones thaffage
Additional risks and uncertainties not




presently known or that we currently consider imgnial may also have an adverse effect on our basiné any of the matters discussed in the follgmiisk factors were -
occur, our business, financial condition, resuftsperations, cash flows, or prospects could beeriadly adversely affected.

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

Our business is at an early stage of developmeatd@hot have any products in latage clinical trials or on the market. We ard stithe early stages of identifyi
and conducting research on potential products. ©nb of our products has progressed to the stapein§ studied in human clinical trials. Our potehproducts will requir
significant research and development and preclignd clinical testing prior to regulatory approwalthe United States and other countries. We n@ybe able to develop a
products, to obtain regulatory approvals, to estiical trials for any of our product candidates,to commercialize any products. Our product cdaigis may prove to ha
undesirable and unintended side effects or otharacheristics adversely affecting their safetyiceffy or costkeffectiveness that could prevent or limit their .uday produc
using any of our technology may fail to provide theended therapeutic benefits, or achieve therapéenefits equal to or better than the standdrleatment at the time
testing or production.

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

We have not generated any profits since our emty the biotechnology business, have no sourcewd#nues, and have incurred significant operatisgds. W
expect to incur additional operating losses for fireseeable future and, as we increase our résegrd development activities, we expect our opegakdsses to increa
significantly. We do not have any sources of reesnand may not have any in the foreseeable future.

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

We need to obtain significant additional capitada@rces from sources including equity and/or défdnicings, license arrangements, grants and/oalmmiétive
research arrangements in order to develop produatscontinue the Comparsybusiness. We believe that we have sufficient gricapital to finance operations through
third quarter of 2007. Thereafter, we will needdsse additional working capital. Our current buate is approximately $800,000 per month excludiagital expenditures. T
timing and degree of any future capital requireraevitl depend on many factors, including:

« the accuracy of the assumptions underlying oumegés for capital needs in 2006 and beyond;

scientific progress in our research and developmpmgrams;

« the magnitude and scope of our research and dewelopprograms;

our ability to establish, enforce and maintaintefyéc arrangements for research, developmentgalitésting, manufacturing and marketing;
« our progress with preclinical development and chitrials;
« the time and costs involved in obtaining regulatapprovals;

« the costs involved in preparing, filing, prosecgtimaintaining, defending and enforcing patentotgiand




« the number and type of product candidates thatwsue.

We do not have any committed sources of capitéhoagh we have issued and outstanding warrants ithekercised, would result in an equity capitalsing
transaction. Additional financing through strategatlaborations, public or private equity financingapital lease transactions or other financingcas may not be available
acceptable terms, or at all. Additional equity finBngs could result in significant dilution to asbockholders. Further, if additional funds are otgd through arrangements w
collaborative partners, these arrangements mayreegs to relinquish rights to some of our techgas, product candidates or products that we wotliérwise seek to devel
and commercialize ourselves. If sufficient capis¢ahot available, we may be required to delay, cedine scope of or eliminate one or more of ouggms, any of which cou
have a material adverse effect on our financiat@n or business prospects.

Approximately 88% of our total assets are comprisedf intangible assets that are subject to review oa periodic basis to determine whether an impairmenon
these assets is required. An impairment would notrdy greatly diminish our assets, but would also regjre us to record a significant non-cash expense alge.

We are required under generally accepted accouptingiples to review our intangible assets for @mment when events or changes in circumstancesaitadthe carryin
value may not be recoverable. Goodwill is requieethe tested for impairment at least annuayMarch 31, 2006, our intangible assets, congistiithe University of Chica¢
license, the Shanghai Institute for Biological ®cie license and acquired intangible assets fronOgexa acquisition that is an inseparable groupadénts and licenses t
can't function independently, were approximatelp million. If management determines that impairment existswillbe required to record a significant chargesipense i
our financial statements during the period in whadly impairment of our goodwill is determined.

Our financial statements include substantial noreperating gains or losses resulting from required garterly revaluation under GAAP of our outstanding
derivative instruments.

Generally accepted accounting principles in thetéthiStates require that we report the value ofagederivative instruments we have issued as ctifi@nilities on ou
balance sheet and report changes in the valueesttherivatives as naperating gains or losses on our statement of tipag The value of the derivatives is required¢
recalculated (and resulting naperating gains or losses reflected in our statérooperations and resulting adjustments to tteoaated liability amounts reflected on
balance sheet) on a quarterly basis, and is bas¢bdeomarket value of our common stock. Due tortheire of the required calculations and the lang@lver of shares of o
common stock involved in such calculations, changesir common stock price may result in significahanges in the value of the derivatives and tiesubains and losses
our statement of operations.

Clinical trials are subject to extensive regulatoryrequirements, very expensive, timeonsuming and difficult to design and implement. Ouproducts may fail to achieve
necessary safety and efficacy endpoints during clical trials.

Human clinical trials are very expensive and diffido design and implement, in part because theysabject to rigorous regulatory requirements. Glivdcal trial
process is also time consuming. We estimate tl@tal trials of our product candidates will takeleast several years to complete. Furthermorkjréacan occur at any stage
the trials, and we could encounter problems thaseaus to abandon or repeat clinical trials. Thmroencement and completion of clinical trials maydetayed by sever
factors, including:

« unforeseen safety issues;




« determination of dosing issues;

« lack of effectiveness during clinical trials;

« slower than expected rates of patient recruitment;

« inability to monitor patients adequately duringafter treatment; and

« inability or unwillingness of medical investigatdrsfollow our clinical protocols.

In addition, we or the FDA may suspend our clinigéls at any time if it appears that we are exppparticipants to unacceptable health risks dhéf FDA find:
deficiencies in our IND submissions or the condfdhese trials.

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

Our business strategy is dependent upon the skisknowledge of our management team. We belieaettie special knowledge of these individuals giues
competitive advantage. If any critical employeeviesss we may be unable on a timely basis to hireblgé replacements to effectively operate our lrssinWe also operate wit
very small number of employees and thus have littlao backup capability for their activities. Tlss of the services of any member of our managéeteam or the loss ol
number of other employees could have a materiadsaveffect on our business.

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

The nature of clinical trials and our businesstetig requires us to rely on contract research dzgéions, independent clinical investigators anldeotthird part
service providers to assist us with clinical tegtamd certain research and development activilies result, our success is dependent upon thessiof these outside partie
performing their responsibilities. Although we le®i¢ our contractors are economically motivated édfgsm on their contractual obligations, we candwéectly control th
adequacy and timeliness of the resources and ésg@epplied to these activities by our contracttfreur contractors do not perform their activitissan adequate or time
manner, the development and commercialization ofloug candidates could be delayed.

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

We conduct our research and development in a 1Gs§0@re foot facility in The Woodlands, Texas, whiccludes a 1,200 square foot suite of three rofumshe
future manufacture of stem cell and T-cell theraghrough Phase Ill trials. Our current facilitynist large enough to conduct commeraedle manufacturing operations.
will need to expand further our manufacturing stafid facility, obtain a new facility or contractttvicorporate collaborators or other third partiesassist with future drt
production.

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

We may arrange with third parties for the manufeetf our future products. However, our third-pasturcing strategy may not result in a ceffective means ft
manufacturing our future products. If we employdkparty manufacturers, we will not control manpests of the manufacturing




process, including compliance by these third pasigh the FDAS current Good Manufacturing Practices and othguletory requirements. We further may not be ablettair
adequate supplies from thighrty manufacturers in a timely fashion for devetemt or commercialization purposes, and commecgiahtities of products may not be availi
from contract manufacturers at acceptable costs.

Patents obtained by other persons may result in infhgement claims against us that are costly to defiel and which may limit our ability to use the dispued technologie
and prevent us from pursuing research and developnm or commercialization of potential products.

A number of pharmaceutical, biotechnology and oftmmpanies, universities and research institutivenge filed patent applications or have been isquagdnt
relating to cell therapy, stem cells,c&lls, and other technologies potentially releveantr required by our expected products. We cammetlict which, if any, of suc
applications will issue as patents or the clainad thight be allowed. We are aware that a numbeopfpanies have filed applications relating to stetts. We are also aware
a number of patent applications and patents clajmse of stem cells and other modified cells tattcésease, disorder or injury.

If third party patents or patent applications comtelaims infringed by either our licensed techmplcor other technology required to make and usepatentia
products and such claims are ultimately determioduk valid, there can be no assurance that wednmeilable to obtain licenses to these patentgedsonable cost, if at all,
be able to develop or obtain alternative technaldigywe are unable to obtain such licenses at sam@ble cost, we may not be able to develop sopdupts commercially. The
can be no assurance that we will not be obligedkefend ourselves in court against allegations ffngement of third party patents. Patent litigatis very expensive and col
consume substantial resources and create sigrificarertainties. An adverse outcome in such auitd subject us to significant liabilities to thiparties, require disput
rights to be licensed from third parties, or requis to cease using such technology.

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

Our ability to compete effectively is dependentpiart upon obtaining patent protection relating to technologies. The patent positions of pharmacaiuanc
biotechnology companies, including ours, are umdéernd involve complex and evolving legal anddatfuestions. The coverage sought in a patenicapipin can be denied
significantly reduced before or after the patensssied. Consequently, we do not know whether #tenp applications for our technology will resultthe issuance of patents
if any future patents will provide significant peation or commercial advantage or will be circunteenby others. Since patent applications are seerdtthe applications a
published (usually eighteen months after the estrlégfective filing date), and since publication difcoveries in the scientific or patent literatuften lags behind actt
discoveries, we cannot be certain that the inventdrour licensed patents were the first to makeitiventions covered by the patent applicationthat the licensed pate
applications were the first to be filed for suchéntions. There can be no assurance that patehtssuie from the patent applications or, if issudht such patents will be
commercial benefit to us, afford us adequate ptimtiedrom competing products, or not be challengedeclared invalid.

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

The markets for therapeutic stem cell products,tipial sclerosis products, and rheumatoid arthiitieducts are highly competitive. We expect that mos
significant competitors are fully integrated phacmiatical companies and more established biotecggaompanies. These companies are developing stéirbased produc
and they have significantly greater capital resesi@nd expertise in research and development, meanuhg, testing, obtaining regulatory approvalsd




marketing than we currently do. Many of these ptigé¢icompetitors are further along in the procefsproduct development and also operate large, cagtphanded research a
development programs. As a result, our competitoag develop more competitive or affordable productsachieve earlier patent protection or prodwchmercialization the
we are able to achieve. Competitive products magleeany products or product candidates that weldpwbsolete.

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

Our business depends on three licenses from thiriep. Additionally, any business relating to a&ell vaccine for rheumatoid arthritis depends upditense fror
the Shanghai Institute for Biological Science. Th#lsird party license agreements impose obligatmmsis, such as payment obligations and obligatiordiligently pursu
development of commercial products under the liedrmatents. If a licensor believes that we havedab meet our obligations under a license agre¢ntiee licensor could se
to limit or terminate our license rights, which @ilead to costly and timeensuming litigation and, potentially, a loss o€ thicensed rights. During the period of any ¢
litigation, our ability to carry out the developmiexnd commercialization of potential products cdoédsignificantly and negatively affected. If oizehse rights were restrictec
ultimately lost, our ability to continue our busgsebased on the affected technology platform cbeldeverely adversely affected.

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

The research and development of stem cell therapiegbject to and restricted by extensive regutatly governmental authorities in the United Stated othe
countries. The process of obtaining U.S. Food angyDAdministration, or FDA, and other necessaryutatpry approvals is lengthy, expensive and ungeri&e may fail t
obtain the necessary approvals to continue ouareBend development, which would hinder our gbitit manufacture or market any future product.

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

Our product candidates, if approved for marketingy not achieve market acceptance since hospiysicians, patients or the medical community inegal ma
decide to not accept and utilize these products. ffioduct candidates that we are attempting toldpwepresent substantial departures from estalisteatment methods &
will compete with a number of more conventionalgi@and therapies manufactured and marketed by mphg@maceutical companies. The degree of markepéacce of any
our developed products will depend on a numbeaciofrs, including:

« our establishment and demonstration to the medaamunity of the clinical efficacy and safety ofrguroduct candidates;

« our ability to create products that are superialternatives currently on the market;

« our ability to establish in the medical communitg potential advantage of our treatments overratere treatment methods; and

« reimbursement policies of government and thirdyppdyers.

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

Risks Related to Our Common Stock




There is currently a limited market for our common stock, and any trading market that exists in our common stockmay be highly illiquid and may not reflect the
underlying value of our net assets or business prpscts.

Although our common stock is currently traded om @TC Bulletin Board, there is currently a limitexirket for our common stock and there can be narasse the
an improved market will ever develop. Investorseaetioned not to rely on the possibility that ative trading market may develop.

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

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

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

Our articles of incorporation authorize the isswaot"blank check" preferred stock with such deatgms, rights and preferences as may be deterntipexir boar
of directors without shareholder approval. Our erefd stock could be utilized as a method of disgging, delaying, or preventing a change in ourtimdrand as a method
preventing shareholders from receiving a premiuntteir shares in connection with a change of aintr

Future sales of our common stock in the public mar&t could lower our stock price.

We may sell additional shares of common stock imseguent public or private offerings. We may aksué additional shares of common stock to finaoterd
acquisitions. We cannot predict the size of futiseeiances of our common stock or the effect, if, dngt future issuances and sales of shares of@amon stock will have ¢
the market price of our common stock. Sales of tauti®l amounts of our common stock (including slassued in connection with an acquisition), erplerception that su
sales could occur, may adversely affect prevaitiragket prices for our common stock.

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

We currently anticipate that no cash dividends wélpaid on the common stock in the foreseeabledutWhile our dividend policy will be based on thgeratin
results and capital needs of the business, it ticipated that all earnings, if any, will be retaghto finance the future expansion of the our kessn Therefore, prospect
investors who anticipate the need for immediaterime by way of cash dividends from their investnsrduld not purchase the shares offered in thisioffe

FORWARD LOOKING STATEMENTS

This Prospectus contains forwdabking statements within the meaning of SectioA 27 the Securities Act of 1933. These statemeelste to future events and
future financial performance and involve known amknown risks, uncertainties and other factors thay cause the actual results, levels of our dgtiyierformance ¢
achievements or the industry in which we operatbeonaterially different from any future resultsyéls of activity, performance or achievements esged or implied by tl
forward-looking statements. These risks and othetofs include those listed under “Risk Factors! #rose described elsewhere in this Prospectus.
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In some cases, you can identify forward-lookingtesteents by our use of terms such as “may,” “willshould,” “expects,” “plans,” “anticipates,” “behes,”
“estimates,” “predicts,” “potential,br the negative of these terms or other compartshainology. These statements are only predictidwsual events or results may dif
materially. In evaluating these statements, yowkhspecifically consider various factors, incluglithe risks outlined under “Risk Factor§hese factors may cause our ac
results to differ materially from any forward-lookj statement.

Although we believe that the expectations refledtethe forwardlooking statements are reasonable, it cannot gtegdnture results, levels of activity, performa)
or achievements. Moreover, neither the Companyangrother person assumes responsibility for theracy and completeness of these forwlaking statements. We do |
intend to update any of the forward-looking statetaafter the date of this Prospectus to conforior gtatements to actual results.

USE OF PROCEEDS

The selling stockholders will receive all of thepeeds from any sales of shares of our common stekwill not receive any of the proceeds from angh sale £
any selling stockholder. See “Selling Stockholders.

PRICE RANGE OF OUR COMMON STOCK AND DIVIDEND POLICY

Shares of our common stock are traded on the Natissociation of Securities Dealers Inc. Over @munter Bulletin Board under the symbol “OPXA.OBJur
common stock trades on a limited, sporadic andt¥®elaasis. As of June 19, 2006, the last repostdds price of our common stock on the OTC BullBirard was $9.00. As
June 19, 2006, there were 6,696,704 shares ofamamon stock outstanding that were held of recor@3fy persons.

The following table sets forth, for the periodsigaded, the range of high and low bid information éur common stock. These quotations reflect id&aler price:
without retail mark-up, mark-down or commissiongdanay not represent actual transactions.

Price Ranges(V)

High Low
Fiscal Year Ended December 31, 2004
First Quarter 0.0z 0.01
Second Quarter 14.2¢ 0.01
Third Quarter 8.1F 6.5C
Fourth Quarter 9.5(C 5.9C
Fiscal Year Ended December 31, 2005
First Quarter 8.7C 4.5C
Second Quarter 5.5C 2.4€
Third Quarter 1.41 1.2t
Fourth Quarter 0.62 0.5¢
Fiscal Year Ended December 31, 2006
First Quarter 0.62 0.5%
Second Quarter through June 19, 2006 5.1C 10.1(C

@ Except for the Second Quarter of 2006, the pricgea do not give effect to the 1-for-10 reversé.sple have adjusted all prices for the second tguaf 2006 for the 1-for-
10 reverse split to determine a high and low pficesuch period.

Holders of shares of common stock will be entitledeceive cash dividends when, as and if declagedur Board of Directors, out of funds legally dable for
payment thereof. However, if
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dividends are not declared by our Board of Diresitap dividends shall be paid. We have not paiddivigends on our common stock since our inception.

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

SELECTED HISTORICAL FINANCIAL DATA

The following selected consolidated financial dsit@uld be read in conjunction with “Managemeriiscussion and Analysis of Financial Condition &esults ¢
Operations”and our consolidated financial statements andaélabtes included elsewhere in this prospectus. sBtected consolidated financial data in this sects no
intended to replace the consolidated financiakstants and accompanying footnotes. The selectesblidated balance sheet data as of December 35, &0 2004 have be
derived from our audited consolidated financiatestaents included elsewhere in this prospectus.s€lexted consolidated financial data for the timeaths and as of March <
2006 are unaudited. Historical results are not seadly indicative of the results to be expectethmfuture.

Consolidated Statements of Operations Data:
Revenues
Operating Expenses:

General and administrative

Depreciation and amortization

Research and development

Loss on disposal of assets

Net operating loss

Interest Income

Other Income

Gain on derivative liability
Interest expense

Net loss

Net loss per common share, basic and dil( )

Weighted average number of common shares outstgnotsic and dilute?)

(D Not adjusted for 1-for-10 reverse split of comméock effected on June 19, 2006.
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Three Months Year Ended Year Ended
Ended March 31, December 31, December 31,
2006 2005 2004

- % - % -

1,075,88. $ 550,17¢ $ 572,53
432,33 1,735,20! 264,81¢

738,45( 9,892,25: 2,465,63:

362 22,81( 457,12
(2,247,02) (12,200,45) (3,760,10)
19,62 81,93( 5,992

3,38t 28,174 2,37¢

254,14( 3,896,84. --

(429) (7,323,85) (868,92

(1,970,31) $ (15,517,35) $ (4,620,669

(0.10 $ (0,99 $ (0.79)

20,654,29. 15,648,36 6,309,14!




As of March 31,

As of December 31,

2006 2005 2004

Consolidated Balance Sheet Data:

Cash and cash equivalents and prepaid expenses 1,268,34- 2,743,191 946,32¢
Intangible assets 25,846,15 26,130, 44 26,791,07
Fixed Assets 549,57 479,99¢ 341,98
Other assets 450,94 388,21( -
Total assets 28,115,02 29,741,83 28,079,38
Current liabilities 8,870,53: 9,191,43: 4,883,16!
Common stock 1,048,35. 1,030,97 502,99:
Additional paid in capital 40,430,46 39,783,45 27,439,89
Deficit accumulated during the development stage (22,234,33) (20,264,02) (4,746,66)
Total stockholders’ equity 19,244,48 20,550,40 23,196,22
Total liabilities and stockholders’ equity 28,115,02 29,741,83 28,079,38

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 togsttibrthe consolidated financial statements andeelaotes that a
included elsewhere in this prospectus. This didonsmay contain forwardboking statements based upon current expectathmatsinvolve risks and uncertainties. Our ac
results may differ materially from those anticighta these forward-looking statements as a refuladous factors, including those set forth untRisk Factors”, Disclosurt
Regarding Forward-Looking Statements” or in othart$ of this prospectus. We undertake no obligationpdate any information in our forwalabking statements except
required by law.

Overview

We are a developmestage company and have a limited operating hiswy.predecessor company for financial reportingppses was formed on January 22,
to acquire rights to our adult stem cell technololyy November 2004 we acquired Opexa Pharmacestitat. and its multiple sclerosis treatment tedbgy. We are sti
developing all of our technology, and to date, weennot generated any revenues from our operathangie continue to execute our operations planewgect our developme
and operating expenses to increase.

Research and developmeniVe have made and expect to continue to make antfrtinvestments in research and developmentderao develop and market «
technology. Research and development costs cqurisarily of general and administrative and opergitexpenses related to research and developmevitiast We expens
research and development costs as incurred. Pyogaent and equipment for research and developrtteait has an alternative future use is capitaliaad the relate
depreciation is expensed as research and develdopmuosts. We expect our research and developmergnegpto increase as we continue to invest in theloement of ot
technology.

General and administrative General and administrative expenses consist pifimaf salaries and benefits, office expense, pssfonal services fees, and o
corporate overhead costs. We anticipate increasgsrieral and administrative expenses as we centindevelop and prepare for commercializationusftechnology.

Results of Operations
Comparison of Three Months Ended March 31, 2006 with the Three Months Ended March 31, 2005
Net SalesWe recorded no sales for the three months endedhvadr, 2006 and 2005.

General and Administrative ExpensesOur general and administrative expenses decreasawdhe three months ended March 31, 2006, t07&1882 as compar
to $1,206,715 from the same period in 2005. Theedese in general and administrative expenses ipderily to a reduction in legal fees associatsith patent filings, a lowe
allocation of facilities costs and overhead noweidked
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to research and development offset in part by arease in stockased compensation expense. In January 1, 200&demed Statement of Financial Accounting Standbia
123 (revised 2004), “Share-Based Payment,” (“SFASRI') which requires the measurement and recognifocompensation expense for all shhased payment awards m
to our employees and directors including stockaptiand restricted stock based on estimated faiesaWe elected to adopt the modified prospedtiaasition method ¢
provided by SFAS 123R and, accordingly, prior yessults have not be restated. Stbesed compensation expense recognized under SF2¥S fb2 the three months enc
March 31, 2006 was $484,392.

Research and Development ExpenseResearch and development expense increased tod$D3®r the three months ended March 31, 2006, evetbto $644,2¢
for the same period in 2005. The increase is pilyneglated an increase in consulting fees relatedur Rheumatoid Arthritis program and a highdoation of facilities an
overhead costs to research and development duereased development activities.

Interest Expense.Interest expense was $429 for the three monthsdeltdech 31, 2006 compared to $1,487,384 for theesperiod in 2005. The interest expe
during 2005 was due to notes that were outstardiimigg the first quarter of 2005 which were subsstly converted into equity in June 2005.

Gain (loss) on derivative instruments liabilitiesnet. The Company recognized a gain on derivative insénisof $254,140 for the three months ended Match 3
2006. This gain is a result of the net unrealizezh(cash) change in the fair value of our derivatistrument liabilities related to certain wargant

Net loss.The Company had net loss for the three months eitdedh 31, 2006, of ($1,970,310), or ($0.10) pearsh(basic and diluted), compared with a net Id
($3,747,304), or ($0.37) per share (basic and elilytfor the same period in 2005. The net lossspare amounts to do not give effect to the 14@rreverse split of tt
Company’s common stock effected on June 19, 20Bé.dEcrease in net loss is primarily due to theatdn in interest expense discussed above.

Recent Financing

In April 2006, the Company closed upon a transadtiowhich the Company issued 4,600,000 sharefi®fCtompanys common stock and warrants to purcl
2,300,000 shares of the Company’s common stoc&28r000,000 to certain institutional and accreditegstors (the “Financing”).

T he warrants will expire in five years, and are eigable at $6.50 per share. The warrants contaimdatd adjustment provisions for stock splits, riistions
reorganizations, mergers and consolidations. Thaegamy has the right to call the warrants commenoimg year from the effective date of a resale tegfisn statement if tt
closing bid price per share of the Compangbmmon stock equals or exceeds $13.00 for twentgecutive trading days in which the daily averrgding volume of tr
common stock is at least 20,000 shares. Additigndlthe resale registration statement is notaiie for any period after April 13, 2007, then thiarrant holders may exerc
their warrants on a cashless basis during the géhie resale registration statement is not effectiv

Comparison of Year Ended December 31, 2005 with the Year Ended December 31, 2004
Net Sales We recorded no sales for the twelve months endegiber 31, 2005 and 2004.

General and Administrative Expenses. Our general and administrative expenses duringitledve months ended December 31, 2005, was $55(G%7&mpared
$572,534 for the twelve months ended December @14.2General and administrative expenses consistply of salaries and benefits, office




expense, professional services fees, and otheokaigoverhead costs. We anticipate increasesnargkeand administrative expenses as we contindevelop and prepare
commercialization of our technology

Research and Development ExpensBesearch and development expense was $9,892,288ftwelve months ended December 31, 2005, as awupgo $2,465,634 t
twelve months ended December 31, 2004. The inclieasepenses was primarily due the acquisition péa and the assumption of its operations and refs@ad developme
programs as well as our Phase I/l clinical trfals Tovaxin, stem cell development and giical costs, the hiring of personnel and othgrenses associated with the incre
in research and development efforts. We have madeeapect to continue to make substantial investsnenresearch and development in order to devalop market ot
technology. Research and development costs cquisarily of general and administrative and opemgtexpenses related to research and developmaevitiast We expens
research and development costs as incurred. Pyogdeant and equipment for research and developrifeatt has an alternative future use is capitaliaed the relate
depreciation is expensed as research and develdopmuosts. We expect our research and developmergnegpto increase as we continue to invest in theloement of ot
technology.

Interest Expense Interest expense was $7,323,851 for the twelve hsoemded December 31, 2005 compared to $868,926ddwelve months ended December 31, 2
The increase is primarily related to the amort@af the remaining discount under the benefictaversion feature of the 15% exchangeable conventitomissory notes (tl
“Notes”); in 2005 the accrued interest on the Notas converted into shares of Common Stock.

Gain (loss) on derivative instruments liabilities net. We recognized a gain on derivative instruments38%6,841 for the year ended December 31, 2005d€heease
a result of the net unrealized (non-cash) changlearair value of our derivative instrument liatis related to certain warrants.

Net loss.We had net loss for the year ended December 35, 20%$15,517,356 or ($0.99) per share (basic alnted), compared with a net loss of $4,620,664$073) pe
share (basic and diluted), for the twelve montrdeenDecember 31, 2004. The net loss per sharédoydars ended December 31, 2005 and 2004 doesmsitler the 1-fof-0
reverse split of common shares effected June 16.2Z0he primary reason for the increase in net isghue primarily to the amortization of the remagdiscount under tt
beneficial conversion feature of the Notes andatterued interest on the Notes that was convertedsimares of common stock, along with stgtef operations which includ
the hiring of new personnel including employees dinéctors and scientific advisory board memberesE individuals have agreements with us that geofor salary paymen
The increase in net loss is also attributable ¢oattquisition of Opexa Pharmaceuticals and thengstson of its operations and research and developprgrams. Also include
are professional fees incurred from legal, accogntand consulting services to secure and expandicanse patent claims. Anticipated future expeniselude research a
development, professional and consulting fees,expénses associated with the expansion of theeddfid laboratory/manufacturing facilities. The @ase in net loss for 20
was offset in part by the (non-cash) gain on dérediability of $3,896,841 recognized during thear ended December 31, 2005.

Liquidity and Capital Resources

Historically, we have financed operations primafilgm the sale of debt and equity securities. ABDecember 31, 2005, we had cash of approximat2]$a®,00C
Our current burn rate is approximately $800,000 menth excluding capital expenditures. As a reefithe April 2006 financing, we believe that we hasufficient workin
capital to fund operations through the third quaofe2007. Thereafter, we will need to raise addil capital to fund our working capital needs. We
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not have any material commitments from investorary credit facilities available with financial titations or any other third parties. Therefore, expect that we will need
engage in a best efforts sales of our securitieaise needed working capital. There is no asserémat we will be successful in any funding effdie failure to raise such fur
will necessitate the curtailment of operations dathy of the start of the clinical trials.

Contractual Commitments

In October 2005 we leased a facility to houseeceative offices and research facilities for a terien years with two options for an additionakfiyears each at t
then prevailing market rat&he 10,200 sq. ft. facility is located on 3 acre2635 N. Crescent Ridge Drive in The Woodlands, TKis location provides space for pipe
development through R & D; a specialized Flow Cygtnmyn and Microscopy lab; support of clinical trialsth GMP manufacturing Suites; Quality Systems agament wit
Quality Control Laboratory, Regulatory Affairs, Qitya Assurance; as well as administrative supppece. There is 2,500 sq. ft. of space still avéeldbr future buildeut. The
facility including the property is leased for arteof ten years with two options for an additionakfyears each at the then prevailing market rate.

Off-Balance Sheet Arrangements

As of December 31, 2005, we had no off-balancetsmeangements.
Related Party Transactions

For more information on these transactions, pleaad “Certain Relationships and Related Party Tetions,” in this prospectus.
Critical Accounting Policies

Our discussion and analysis of our financial caoditand results of operations is based on our dmaed financial statements, which have been pezpar
accordance with accounting principles generallyepted in the United States of America. The preparaif these consolidated financial statementsirequs to make estima
and judgments that affect the reported amounts®éta, liabilities and expenses. We base our estinwa historical experience and on various othsuraptions that we belie
to be reasonable under the circumstances, theisesfulvhich form the basis for making judgmentswthtbe carrying values of assets and liabilitiest #re not readily appart
from other sources. Actual results may differ frimse estimates under different assumptions oritonsl We believe the following critical accourdipolicies affect our mo
significant judgments and estimates used in prejoaraf our consolidated financial statements.

Reverse AcquisitionWe treated the merger of PharmaFrontiers Cotp.$portan as a reverse acquisition. Pursuanetguidance in Appendix B of SEC Account
Disclosure Rules and Practices Official Text, theefger of a private operating company into a oparating public shell corporation with nominal mstets typically results
the owners and management of the private compavindpactual or effective operating control of tr@mbined company after the transaction, with theedin@ders of the form
public shell continuing only as passive investdisese transactions are considered by the stafé twapital transactions in substance, rather thambss combinations. That
the transaction is equivalent to the issuanceafksby the private company for the net monetargtasssf the shell corporation, accompanied by apitalézation.” Accordingly
the reverse acquisition has been accounted for ecapitalization. For accounting purposes, thgioal PharmaFrontiers Corp. is considered the aegun the revers
acquisition. The historical financial statements @rose of the original PharmaFrontiers Corp. Eaysiper share for periods prior to the merger estated to reflect the numl
of equivalent shares received by the acquiring cmgp




Impairment of Long-Lived Asset8Ve review longived assets and certain identifiable assets fgainment whenever events or changes in circumssandécate th¢
the carrying amount of an asset may not be recbier# the sum of the expected future undiscournsh flows is less than the carrying amount ofatbeet, further impairme
analysis is performed. An impairment loss is meaedwas the amount by which the carrying amount elctee fair value of assets.

Stock-Based Compensatiom December 2004, the FASB issued SFAS No.122R¢6unting for Stock-Based CompensatioBFAS No0.123R establishes stand.
for the accounting for transactions in which antgréxchanges its equity instruments for goodsewises. This Statement focuses primarily on actingrfor transactions
which an entity obtains employee services in sthased payment transactions. SFAS No.123R requiegtgte fair value of such equity instruments lmmgaized as expense
the historical financial statements as servicesparormed. Prior to SFAS No0.123R, only certain fsona disclosures of fair value were required. SFR0.123R shall t
effective for small business issuers as of therregg of the first interim or annual reporting petithat begins after December 15, 2005. While Phanas issued options
employees recently, the adoption of this new acttogrpronouncement is not expected to have a nahtenpact on the consolidated financial statemeft8harma during tt
calendar year 2006.

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

Research and Developmenthe costs of materials and equipment or facditfeat are acquired or constructed for researctdamdlopment activities and that have
alternative future uses are capitalized as tangibdets when acquired or constructed. The costobf materials consumed in research and developacémities and the
depreciation of such equipment or facilities usethbse activities are research and developmets.ddewever, the costs of materials, equipmentadilities acquired or
constructed for research and development activitiashave no alternative future uses are congidersearch and development costs and are expentedtene the costs are
incurred.

Accounting for Derivative InstrumentStatement of Financial Accounting Standard (“SFAS®) 133, “Accounting for Derivative Instrumentsdadedging Activities,” as
amended, requires all derivatives to be recordetthemalance sheet at fair value. These derivativeseparately valued and accounted for on oanbalsheet. Fair values for
securities traded in the open market and derivatire based on quoted market prices. Where matrkespare not readily available, fair values areedeined using market
based pricing models incorporating readily obselevatarket data and requiring judgment and estimates

The pricing model we use for determining fair valug our derivatives is the Black Scholes Pricingddl. Valuations derived from this model are subjecongoing
internal and external verification and review. Thedel uses markeseurced inputs such as interest rates, exchange aail stock price volatilities. Selection of thegsuts
involves management's judgment and may impactcenie.

In September 2000, the Emerging Issues Task FOEER") issued EITF 0Qt9, "Accounting for Derivative Financial Instrumerihdexed to and Potentially Settled i
Company's Own Stock," ("EITF 0D9") which requires freestanding contracts thatsatéed in a company's own stock, including comrsimek warrants, to be designated a
equity instrument, asset or a liability. Under fitevisions of EITF 0QL9, a contract designated as an asset or a liabilist be carried at fair value on a company'sriz@ahee
with any changes in fair value recorded in the canys results of operations. A contract designatedn equity instrument must be included withinitygand no fair valu
adjustments are required. In accordance with EITA® in June 2006, we determined that certain outihg warrants to purchase our common stock shbeldeparate
accounted for as liabilities. We
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had not classified these derivative liabilitiessash in our historical financial statements. Inesrtb reflect these changes, we restated our finhst@atements for the year en
December 31, 2005 and for the three months endedhV&i, 2006 to record the fair value of these a@s on our balance sheet and record unrealizetyebdn the values
these derivatives in our consolidated statemenpefations as “Gain (loss) on derivative liabibtie

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

The EITF recently deliberated the impact of liquathdamages clauses in registration rights agreesmaand the effect on accounting and classificatibinstrument
subject to the scope of EITF 00-19 in EITF 05-04 Hifect of a Liquidated Damages Clause on a Faedstg Financial Instrument Subject to Issue Ne190The EITF has n
reached a consensus on this issue and has dediedibdration until the FASB addresses certain gorestwhich could impact a conclusion on this issbgecifically, EITF 0594
presents alternative views on whether the liquidlatamages provisions in registration rights agregsehould be combined with or treated separateisyn fthe associats
financial instrument. As discussed above, we viker registration rights agreement and the finariostrtument as one combined freestanding instrumétite EITF were t
adopt the view that the registration rights agregmsbould be viewed as a separate instrument frenfinancial instrument, we may have to accounafttitional derivatives.

OUR BUSINESS
Overview

We are a biopharmaceutical company engaged in dgwngl autologous personalized cell therapies. @ategy is to develop and commercialize cell thespo tree
several major diseases including multiple sclerasisdiovascular diseases, and diabetes. We hagerclusive license to an individualized T cell gy that is in FDA Phase |
human dose ranging clinical trials to evaluatesétfety and effectiveness in treating multiple sides. We also have an exclusive license to a stdhtechnology in which adt
pluripotent stem cells are derived from monocytetimed from the patiers’own blood. We are initially pursuing indicationsheart failure and Type | diabetes with our <
cell therapy.

Our lead product, Tovaxin™, is a T-celsed therapeutic vaccine for MS, offering a unigne personalized approach to treating the diseageducing an immur
response against the pathogenic myelin autorea€tisels. Tovaxin has just been accepted by the Bo®d and Drug Administratios’'(FDA) Center for Biologics Evaluati
and Research (CBER) for a Phase llb clinical stedyitled “A Multicenter, Randomized, Double-Blinglacebo-Controlled Study of Subcutaneous Tovaxin™ubjects wit
Clinically Isolated Syndrome or Relapsing Remittigltiple Sclerosis” following two successful Phdéé opendabel studies. The results from two Tovaxin PhaReclinical
trials provided safety and effectiveness informatisluman trials have shown that the oucdll vaccination (TCV) safely induces immune resggmthat deplete and regu
myelin autoreactive Tells, thus stabilizing the disease and it is thst MS drug to demonstrate sustained improvementany of the patients and sustained reversalsaibdity
in some of the patients that were treated. Moreowerare evaluating T-cell assay technology, witigh be used to monitor dell therapy and may have the potential for €
diagnosis of MS.

We also hold the exclusive worldwide license tolagluripotent stem cells derived from peripher&ddd monocytes that allow for the isolation, progian, an
differentiation into cells and
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tissues for patient-specific cddased therapies. We are currently pursuing indinatfor congestive heart failure (CHF) and Typdabetes (T1D) with its stem cell technolc
We expect to conduct basic research to determmeatential use of its stem cells in other indimasi, such as macular degeneration, stroke, andnBarks disease.

Overview of Opexa Therapeutics Technologies angfras

AUTOLOGOTS CELL-EASED

THEERAFIES

I |

T Cell Themapy AdultPluripotent
3tem Cell Therapy
Mulﬁ,pllz'.“s;hzrc-:h hepmatoid Sethatis Cardiar Diabetes
Therapy Therapn Therapy Therapy
Otfrert Type FDiabetes, Crohn's, P soriasis Dthen hacular Deprnerat on | Steoke, Parkinson's

In the United States, approximately 400,000 pespféer from multiple sclerosis, a chronic progressautoimmune disease of the central nervous sy&idhs) tha
is caused by myelin autoreactivec&Hs progressively eroding the myelin that surdsiand insulates nerve fibers of the brain andadiord. Globally, there are approximai
2.5 million MS patients representing a drug markegxcess of $4 billion. The US markets accountedd per cent of global MS sales in 2004, at US$lion. MS remains
challenging autoimmune disease to study becauseetit®physiologic mechanisms are diverse, andhhenec, unpredictable course of the disease mald#icult to determin
whether the favorable effects of shtetm treatment will be sustained. Therapies thatpravent or stop the progression of disease dod atversal of the neurological dam:
and disability caused by the disease represemgrésest unmet need in MS.

In recent years, the understanding of MS pathogemas evolved to comprise an initial, T-celediated inflammatory activity followed by sele&idemyelinatio
(erosion of the myelin coating of the nerve fibeasyl then neurodegeneration. The discovery of sisedevant immune responses has accelerated theopeveht of targete
therapeutic products for the treatment of the estdges of MS. Healthy individuals have been foumldave autoreactive T-cells, which recognize aetaiof selfantigens (e.c
myelin basic protein [MBP], proteolipid protein [Pl, and myelin oligodendrocyte glycoprotein [MOGB part of the normal Tell repertoire and circulate naturally in
periphery without causing an autoimmune disease.

Some subjects unfortunately who have the appr@pdenetic background have increased susceptilfditythe in vivo activation and clonal expansionmyelin
autoreactive T-cells. These myelin autoreactiveells may remain dormant, but at some point theyaativated in the periphery, possibly by molecuatémicry (i.e., recognitio
of epitopes that are common to autoantigens andobiia antigens as exogenous triggers), thus emgltiem to cross the blodatain barrier (BBB) and infiltrate the heal
tissue of the brain and spinal cord. The cascagmtbfogenic events leads to demyelination of axehg&h causes nerve impulse transmissions to diffot the tissue.
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Current Therapy for Multiple Sclerosis

Current MS disease modifying drugs on the marketcaly palliative and generally work through a metbm of immunomodulation or immunosuppression.s&
therapies for MS are dominated by three forms tdrferon that require frequent subcutaneous oamntiscular injections. Copaxone is an immunomoduledmposed of
random copolymer of amino acids that is administetaily. Novantrone (mitoxanthrone) is an immungsegsive drug that can only be given four timesygar with a life tim
limit of 8 to 12 doses. All of the current therapnly slow the progression of MS and they havai@ant patient compliance challenges becausé@fibsing schedule, limit
decrease in relapse rate, side effects profile,(#hg interferon formulations produce severelite-symptoms, injection site reactions, infectemmd neutralizing antibodies (rar
from 5% to 45%) are developed that limits the effiz of treatment; copaxone causes significant figecsite reactions; while novantrone causes iidest bone marro
suppression, nausea, hair thinning, bladder irdesti and mouth sores). These drugs must be adergdstaily to weekly and they reduce relapses mutaB875% (a:
compared to a patient’s prior 2-year history).

Tysabri, a selective adhesion molecule inhibitor §pha 4 integrin antagonist), represents anatlass of MS drugs which works by preventing immsypstem cell
(all leukocytes carrying the alpha 4 integrin glyoatein on their surface) from crossing the BBB amave into the CNS. Unfortunately, Tysabri blocke tmovement of ¢
inflammatory T-cells not just the myelin autoresetiTcells and leaves patients at a risk of life thneiag infections. Tysabri with a reduction in relepstes of 67% (vers
placebo) was still expected to generate $2 tol®biln peak annual sales in an existing producisket of approximately $4 billion had it not been the severe side effects.

A number of companies have committed resourcesgearch and development programs to develop noetlidg therapies. These programs represent inctaf
improvements over current therapy and their medmasiof action are similar to current therapy. Tawas the only whole Teell based vaccination strategy that safely
effectively eliminates the myelin autoreactivec@lis and induces immune tolerance with the poaéii prevent the disease or stop disease progreasid perhaps to allow 1
reversal of disease symptoms and progression traelsability.

In our openlabel Phase /1l studies, Tovaxin has shown a reédudn relapses in excess of 90% with virtually side effects based on only 4 injections anni
administered over 3 months. Furthermore, approximately 40% of the pients treated with Tovaxin demonstrated a reves$ disability as measured by the Kurt
Expanded Disability Status Scale (EDSS; a methaguahtifying disability of MS patients) while themainder of patients (except for one relapse) éspeed no progression
disease. Based on the results of the Phase Iflestia Phase Ilb clinical trial to study Tovaxierdpy in early (clinically isolated syndrome (CES)d early relapsing remittii
(RR)) MS patients has been cleared by the FDA asdlieduled to be initiated the first half of 2006.

Tovaxin™ for Multiple Sclerosis

Tovaxin works selectively on the myelin autoreaetil-cells by harnessing the body’s natural immueferise system and feedback mechanisms to depee T
cells and induce favorable immune regulatory respsrwhich rebalance the immune system. Tovaxincieglimmune responses that deplete (Appendix C)regualate th
myelin autoreactive pro-inflammatory dells that cause the inflammation and erosion efrttyelin sheath resulting in MS. Specifically, Tewvais manufactured by taking t
MRTCs from the blood, expanding them to a therapadse exvivo, and attenuating them with gamma irradiatiorptevent DNA replication. These attenuated MRT(&
then injected subcutaneously into the body in lapgantities. The body recognizes specificdll receptor molecules of these MRTCs as foreigsh mounts an immune respo
reaction against them, not only destroying thecigé attenuated MRTCs, but also the circulatingelinyautoreactive T-cells carrying the peptide-




specific T-cell receptor molecules. In additioncdlt activation molecules on the surface of thévatéd MRTCs used as vaccine induce favorable imemegulatory respons:
which promote anti-inflammatory responses. Becatsetherapy uses an individuslbwn cells, the only directly identifiable siddesf is injection site reaction in a sn
percentage of the patients. These reactions clghinv24 hours. Clinical studies indicate that éeling TCV therapy the body does not attack normakTs so the patient is r
put at peril for side effects and life threateninfgctions.

Tovaxin consists of a trivalent formulation (MBR,FPand MOG) of attenuated myelin-peptide reactiveells (MRTCs) which targets only the myebpecific subs:
of T-cells. Current therapies on the market and undeeldpment do not eliminate the MRTCs and are, foeee only a palliative treatment to reduce thegérency an
occurrence of MS symptoms. The current iteratiol @faxin is a trivalent formulation, which uses peptides (two each from three myelin proteins3dtect the MRTCs. Tr
formulation is very pharmacologically active withlp minimal local and systemic side effects. Tovexa whole Teell vaccine, is a completely new class of drught8 tha
works in concert with the body’s immune regulateygtem to suppress the T-cell-mediated inflammaaotivity and deplete the MRTCs.

This same technology platform will have applicatiorother T-cell mediated diseases such as Crafis&ase, psoriasis, rheumatoid arthritis and tyfebktes.

Tovaxin™ Intellectual Property

Tovaxin is protected by a series of patents andnpatpplications. There is also substantial kfnmw surrounding the Tovaxin manufacturing procéss should b
patentable.

The technology was discovered by Dr. Jingwu ZhanBaylor College of Medicine in Houston. We haveextlusive, worldwide license from the Baylor Cgkeo
Medicine to develop and commercialize three teabgwlareas for MS, namely @ell vaccination, peptides, and diagnostics. Urtter License Agreement with the Bay
College of Medicine, we have rights to a total gfatents (2 U.S. and 5 foreign) and 69 patent egitins (6 U.S., 62 foreign, and 1 Patent Coopmnakreaty [PCT]).

The license was granted to us by Baylor in exch&ogeommon stock in Opexa Pharmaceuticals, Incqaed by us in November 2004). The key termshe
agreement are: exclusive, worldwide, and a 2% tgyai net sales of licensed products. The royaitgréases after the aggregate net sales exceedh$iod. There are n
other performance or payment terms in the licevée also have a separate consulting agreement gtinventor, Dr. Jingwu Zhang, which grants usrtgbt of first refusal o
all future discoveries made by Dr. Zhang.

Tovaxin™ Manufacturing

We manufacture our TCV therapy in our own GMP fcilThe TCV technology is similar to that of tréidnal microbial vaccine technology, where the pgém (o
the attenuated derivative) is used to derive tloéeptive antigens necessary to induce protectivaune responses. In preparing a TCV therapy, thdimgatoreactive Teells
causing the disease are taken from the blood, fagmlyi identified, and expanded ex vivo by incubatthese T-cells with MBP, PLP, and MCeglected peptides in the prese
of antigen-presenting cells and growth factors. lfypeptide reactive Tcells are grown to therapeutic levels and cryopxesk Prior to use, the MRTCs are expan
formulated, and attenuated (by irradiation) to emthem incompetent to replicate but viable fordpg. These attenuatedcBlls are administered subcutaneously throu
series of injections. A single draw of a 500 ml loddplood is sufficient to provide a full year'settapeutic regime of Tovaxin.
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We have improved the manufacturing process of Tiov&ased on a new process, turnaround (receiptaafd from the patient and return Tovaxin to thégud) is
decreased from 12 to 5 weeks and it is anticipttiatthe material and labor costs of an annualsmoof therapy will be approximately $4,000. Curréh@rapies are priced
$16,000 to $25,000 annually. The price of newerdapies with better safety and efficacy profiles anéicipated to be priced at $20,000 to $25,00Qaliy

We have also validated supply chain logistics improents that make manufacturing with a regionatreéfacility economical. The viability of blood MRCs from
the time the blood is drawn from the patient toeiptat the processing facility has been estaldisitea minimum of 24 hours, which is sufficient forywhere in the Unite
States and, likely, Canada. Experiments are undetweetermine whether blood MRTCs viability candxtended to at least 72 hours. Stability on thelfTCV formulation fo
injection into patients has already been estahdisti&’2 hours. We are actively conducting experisiemimprove the stability profile of Tovaxin.

We have developed a supply chain agreement wittblabd Biological Services (Memphis, TN) in whickdblood will manage blood collection and shipmembul
manufacturing facility using the same infrastruettiat is used to collect transfusable productswilenanage direct shipment of the TCV to the istigator for administratic
to patient.

Clinical Development of Tovaxin ™

The intent of our clinical development programadspbsition Tovaxin as firdine therapy for MS. Improvements in efficacy comdd with the inherent safety of -
treatment make this goal realistic. If successFalaxin would be the first product that specifigathrgets the “root cause” of MS—the myelin autctee T-cells. Compared
other treatments available, this therapy is indigitzed autologous, easier to tolerate and poténfiaces the disease into remission. If patients treated early enough in
disease course, this therapy may prevent progressimore serious forms of MS and possibly allohes teversal of disease. Furthermore, Tovaxin se¢erhe appropriate to
combined with existing therapies to form a therdigecocktail that could be used over the entire tif/cle of a patient as other treatments are addeeplaced. Remyelinati
therapies should be easier to develop and implefodotving the depletion and regulation of the nigedutoreactive T-cells.

The clinical effectiveness of whole dell vaccines has evolved from 1990 to 2005 dulmmulation improvements. There are three primaselin proteins (MBF
MOG and PLP) that have been implicated in T-cethpgenesis of MS. In the early 1990’s, Dr. Zhangdusionovalent MBReactive T cell formulations to treat patients i
openiabel clinical trial, which demonstrated an exceflsafety profile and a 40% reduction in AnnualiZeelapse Rate (ARR; a primary outcome measureidensing M¢
therapies) (Table 1). Patients treated in Isra#h widivalent (MBP, MOG) formulation had an excetlsafety profile and reduced ARR by 55% (TableMgst recently, patien
treated in our Phase I/Il opéabel studies with trivalent (MBP, MOG, and PLP)rfaulations had an excellent safety profile and ceduARR by 93% (Table 1). In the upcon
Phase IIb trial, a new formulation refinement voidl implemented that is expected to further impreffieacy.
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Table 1. Comparison of Annual Relapse Rate Reductis with T-Cell Vaccine Formulations
T-Cell Vaccine Peptide Annual Relapse Rate Number Patients
Formulation Formulation Reduction (%)*
Monovalent MBP 40 114
Divalent MBP, MOB 55 20
Trivalent MBP, MOG, PLF 93 16
Patient-Specific** Variable based on TBD*** 150
patient-specific T-cells

*All three clinical trials were open-label. **ThehBse Ilb trial will select peptide-specific myele@active T-cells to tailor the Tell vaccine specifically for the individual patte
**TBD = to be determined. Over the past 10 yedsd patients have been treated with T-cell vaccine.

Tovaxin™ Phase Ilb

The Phase IIb trial, entitled “A Multicenter, Ramdized, Double-Blind, Placebo-Controlled Study ob8utaneous Tovaxin™h Subjects with Clinically Isolate
Syndrome or Relapsing Remitting Multiple Sclerosis’be initiated in the first half of 2006, wileba multi-site double-blind, randomized, placelootrolled 150 (100 treate
50 placebo) patient trial. The patient populatioii e those patients with early stage disease efA@vaxin is likely to have its greatest impacteTgrimary endpoint will k
lesion evaluation (the total number of gadoliniemhancing lesions) via MRI with a secondary endplo@ing annual relapse rate. This trial is desigoedgorously demonstre
the safety and efficacy of Tovaxin in the fastestst economical manner prior to initiating a piv&aase Ill trial approximately the second halR6D7.

A rigorous, blinded study is now required usingigratspecific formulation(s) in subjects with early stadisease (where the therapy is likely to work Y&
specifically define safety and efficacy parameteri®r to entering a Phase Il registration studjeTTovaxin vaccine unlike other MS products in depment activate
regulatory T-cells (Tregs) that (1) induce the @gph of the myelin autoreactive T-cells (anti-igijpic response of anit@d networks of CD4+ and CD8+ Tregs) that recog
specific MRTCs by their unique TCR CDR3 peptidey] &) induce immune responses to T-cell activatiankers (antergotypic response that recognizes the state nfadion
of T-cells irrespective of their TCR specificitygnd (3) skews the pro-inflammatory Thl phenotypeantigen-specific cells that produce IFN-gamma iaterleukin [IL]-2 anc
IL-12 to anti-inflammatory Th2 phenotype autoantiggpecific cells that produce IL-4, IL-10, IL-6 atid 12. These combined effects of TCV have the potktatiallow the bod
to repair the multiple sclerosis lesions.

Stem Cell Therapy

Stem cells are undifferentiated primary cells thate the potential to become any tissues and orgiatiee body. They hold enormous therapeutic prenfiss the
development of effective treatments and possibhe aarious diseases. Hematopoietic stem cellseptéa the bone marrow and precursors to all bloelts, are currently tt
only type of stem cells commonly used for therdpgctors have been transferring HSCs in bone matramsplants for more than 40 years. Advanced tegctasi for collecting «
“harvesting” HSCs are now used to treat leukenyimphoma and several inherited blood disorders.

The clinical potential of stem cells has also béemonstrated in the treatment of other human déseascluding diabetes and advanced kidney cahtevever, thes
new therapies have been offered only to a verytdichhumber of patients using adult stem cells.
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New clinical applications for stem cells are cutherbeing tested therapeutically for the treatmehtiver diseases, coronary diseases, autoimmudenagtaboli
disorders (amyloidosis), chronic inflammatory dses (lupus) and other advanced cancers.

Unfortunately stem cell therapies have technicdiical and legal hurdles to overcome before they vé able to be used to effect tissue and orgpairén diseas
states that heretofore have only treated the symgté significant hurdle to most uses of stem dslkhat scientists do not yet fully understandgigmals that turn specific ger
on and off to influence the differentiation of thiem cell. Therefore, scientists will have to beedb precisely control the differentiation of steils into the specific cell type
be used in therapy and drug testing Current knogdeaf the signals controlling differentiation falell short of being able to mimic these conditigmecisely to consistent
have identical differentiated cells for each spediuse.

To realize the promise of novel célksed therapies for such pervasive and debilitalisgpses, scientists must be able to easily grddecibly manipulate stem ce
so that they possess the necessary charactefatisaccessful differentiation, transplantation amgjraftment. The following is a list of steps urtesessful celbased treatmer
that scientists will have to learn to precisely ttohto bring such treatments to the clinic. Touseful for transplant purposes, stem cells musepeoducibly made to:

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

Survive in the recipient after transplant

Integrate into the surrounding tissue after trazsipl

Function appropriately for the duration of the péent's life
Avoid harming the recipient in any way

o Avoid the problem of immune rejection

O O o0oOo0oo

Although there are many ways to access stem aalis,autologous blood monocytierived stem cells offer distinct advantages. Thesp has been focused
embryonic stem cells because, intrinsically, thayenthe most potential but recent studies haveated that adult stem cells maybe better clinicélipbryonic stem cells ha
three major drawbacks: (1) They are very expengieccess, requiring 150 to 250 embryos to devetapcell line; (2) They are very difficult to cookrand (3) They are us
by administering them into another individual (gkmeic), thus risking rejection. Some of these thenks can be overcome if the cord blood stem egedisfrozen at birth; b
most people have not done this. Therefore, the prdgtical way to access osebwn stem cells is either through bone marrow, gpi@al cord or fat tissue. All of the
procedures require expensive, hospital treatmethtas fairly traumatic to the patient.

Stem cell transplants have been shown to be sdotebs/estigators have conducted clinical studieslate stage heart failure patients using sters ¢edm the
patients’ bone marrow injected directly into ther@eyed parts of the heart. This procedure involheeading a catheter through an artery into theviefitricle (the hears’ mair
pumping chamber) and “mappingpecific sites of muscle damage. Stem cells wee thjected into these areas. After two monthstrieted patients had significantly less b
failure and angina and were better able to pumpdtban the untreated patients. The treated grtagptended to do better on treadmill tests, anerdftur months, the treat
patients had a sustained improvement in pumpingep@nd the ability to supply blood to the entirelyo

Stem Cell Platform

Our second exciting opportunity and comprehensaghrology platform involves a proprietary procesgptoduce large quantities of monocykerived stem cel
(MDSC) from blood at a relatively low cost. The iarance of these MDSC is that they can be prepiosad a patients monocytes, expanded ex vivo, and then administe
the same patient. Because this is an autologouapmethere




should be no rejection issues and no need for $beofi debilitating antiejection drugs. Moreover, this method avoids thetiversial ethical issues associated with embo
stem cells. Lastly, since the source of MDSC is ftagents own peripheral blood, it has the advantage aidabundant, easy to obtain even on a repetitigis pand co:
effective.

Adult stem cells are unspecialized cells that hpetential to develop into many different cell typiesthe body. Adult stem cells are believed to bpogentia
autologous renewable replacement source which niightised to treat various diseases, such as hisaedsd, type 1 diabetes, stroke, heart attack, ibjuries, spinal cor
injuries, Parkinson’s and Alzheimerdiseases, and many others. Adult stem cellsnacddinical trials globally and are currently beinged therapeutically in Thailand wh
hematopoietic stem cells (HSCs) are being usecktd tardiac disease (severe angina pectorisdditien, adult stem cells are in clinical trialstime U.S. (mesenchymal st
cells), Brazil, Uruguay and Europe (bone marrowaet stem cells).

Working either alone or in conjunction with strategartners, we intend to utilize these MDSC frdre same patient to effect autologous tissue ormorgpair. Th
initial internal therapeutic targets are late sthgart failure and type 1 diabetes. Other therapéatgets would be pursued through eatgge licensing or strategic allianc
This program is currently in prainical development. The value proposition is tmfirm that we can make large amounts of inexpenginctional stem cells from eas
accessible monocytes and then leverage off thenmégebeing made globally to accelerate clinicalgri

Our technology and solution circumvents many of gheblems other stem cell technologies have bydgalsie to access large quantities of pluripotebte(¢o sel
replicate and be differentiated into all cell tymesept germ cells) stem cells from a patients blend. The proprietary system works by first sepagathe monocytes (a type
white blood cell) from a patient’s blood. These raoytes are then reversed in their evolution ddterentiated) by applying specific growth factdosthem to yield a uniqt
MDSC. Blood is rich in monocytes and a 500 ml baglood will yield over 100 million stem cells.

Stem Cell Pre-Clinical and Clinical Development

We plan to conduct prelinical animal studies on these MDSC in 2006 befiling an IND. The plan is to leverage off of ersive international research and clir
trials and develop these cells internally for latage heart failure and type 1 diabetes. All offwtential applications will be olicensed to generate upfront cash, miles
payments, and royalties.

Type 1 diabetes and heart failure were chosemternal development because they are large maftee¢s 1 million patients in the U.S.) and we havereprietan
method of creating islet cells. Stem cell researsing more expensive processes has shown encogrelgiical results for the use of cellular therapythese indications. Tl
objective will be to develop these programs thropgdof of principle in human and then out-licenisenh to a major company.

Stem Cell Intellectual Property

We have an exclusive, worldwide license from theiversity of Chicago, through its prime contractelationship with Argonne National Laboratory, tce
development of pluripotent stem cells from monosyisolated from human peripheral blood and thef instreating diseases. The technology was diseovat the Argonr
National Laboratory, a U.S. Department of Energhdratory. Under the License Agreement with the @rsity of Chicago, we have the rights to a totaB gfatent applicatioi
(3 US, 2 PCT and 3 Foreign). We hold a licensertmpce cells that generate insulin using its ceeenscell technology as well as a license for the alssome unique grow
factors, which have overcome the challenge of difidating an adult stem cell to produce insulimpaent application has been filed for
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the use of MDSC to develop betdet cells for treatment of type 1 diabetes. Weehfiled a patent application for the use of MDSCreat heart disease based on technc
developed by us since acquiring the license froenlthiversity of Chicago. Under the terms of thcetise, the University is entitled to 4% royaltysates.

Stem Cell Strategy

We will review possible strategic partners for steelis following the proof-ofrinciple in animal models and the submission ofND for diabetes and cardiolog
Possible licensing would be for marketing rightekthange for upfront money, milestone paymentgmgat of all ongoing clinical costs in licensedriteries, and royalties ¢
sales.

Synergy between T-Cell Vaccination and Stem Celtareutics

Insulin dependent type 1 diabetes (T1D; insulinatefent diabetes (IDDM)) mellitus is a T celediated inflammatory autoimmune disease of themgas, resultir
in a lack of insulin. In a person with T1D, betdl€®f Langerhans are damaged by autoimmune inflatium, leading to an insufficiency of insulin. IrLD several autoantigen-
specific T cell autoreactivities have been ideatlfi These include islet-specific antigens, likeuiims and other nonisletpecific antigens, like glutamic acid decarboxy
(GAD), carboxypeptidase H (CPH), and tyrosine phasase (IA2) among others. Of all the known autoantigens icapdd in the disease process, treatment with imisiylin,
GAD 65, and the heat shock protein 60 (HSP60) depti277 can protect nonobese diabetic (NOD) miom fdisease. Insulin and GAD 65 are also the mashjrent isle
autoantigens shown to be recognized by periphecallis from T1D patients. These antigens, amongrstimay form the basis for a PharmaFrontier's Tarapy for T1D.

Our TCV program has significant synergy with ouenstcell program with respect to the treatment nitydébr T1D. Because autoreactive CElls are implicated in tl
destruction of beta cells, a therapeutic strategy includes T1D TCV followed by new stem cell ded beta cell replacement could be an extraorditiesapy or cure for T1D.

Licenses, Patents and Proprietary Rights

We believe that proprietary protection of our temlogies will be critical to the development of daursiness. We intend to protect our proprietaryllietéual propert
through patents and other appropriate means. Weupgln tradesecret protection for some confidential and prdprieinformation and take active measures to cbairoess t
that information. We currently have non-disclosageeements will all of our employees.

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

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

We have an exclusive, worldwide license from theg/lBaCollege of Medicine to patent applicationsielag rights to the treatment of multiple sclerossing
modified T cells and to the use of




the T cell technology as a diagnostic. Under thgl@dicense we are obligated to pay a percentdgebsales of products subject to the licensedrpat

We also have an exclusive worldwide license forittiellectual property rights and research resoitan autologous T cell vaccine for the treatmehntheumatoi
arthritis from the Shanghai Institutes for BiolagiSciences (SIBS), Chinese Academy of SciencéiseoPeople's Republic of China. Pursuant to theSSi&nse agreement,
made an initial payment to SIBS and we are obldjatepay a percentage of net sales of productsesub) the licensed technology. SIBi8itial human clinical trial resul
indicate that the T cell vaccination induces immuesponses that correlate with clinical improveraemeasured as reductions in ACR50 (American ColRgeumatolog
(ACR) criteria, which measures joint swelling ardderness and other factors such as pain and Idigadnd reductions in rheumatoid arthritis labiorg parameters

Stem Cell Therapy IP

We have an exclusive, worldwide license from thévrsity of Chicago to a patent application claimimghts to the development of adult pluripotertnstcells fron
monocytes isolated from adult human peripheral dldthe technology was developed at the ArgonneoRatiLaboratory, a U.S. Department of Energy Latmwyaoperated
the University of Chicago.

Pursuant to the license we have issued a tota8,80F shares of our common stock to the Universit@hicago. We have also agreed to pay the Unityea$iChicage
$1.5 million upon the later of October 31, 2006ar raising $10 million or more in any financing eViire also obligated to issue to the UniversitgZloicago sufficient addition
shares of common stock so that the University haldistal of 2.6% of our outstanding stock after mising $10 million or more in any financing to issued by October &
2006. We have agreed to pay a percentage of regaiti sales of products subject to the licensezhpgtas well as sublicense fees. In additionUthigersity of Chicago licen:
requires us to expend on research and developrhbraist $6,000,000 before February 2008. To dateave spent in excess of $2,000,000 and have methdigations require
by the license. The license also requires us taggloduct or method based on the licensed teogyddy February 2011.

Research Collaborations

We anticipate that from time to time in the futuve will enter into collaborative research agreersamith other academic and research institutions.viMeuse sucl
agreements to enhance our research capabilitigscdlly, in the industry, such agreements provige industry partner with rights to license the lietual property creatt
through the collaboration. We may also enter irdthaborative research agreements with other phasotaal companies when we believe such collabaratiol support thi
development and commercialization of our technology

Commercialization Through Third Part ies

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

Competition

The development of therapeutic and diagnostic agét human disease is intensely competitive. Magjoarmaceutical companies currently offer a numtf
pharmaceutical products to treat heart attackkestrBarkinsors disease, diabetes, liver diseases, arthritisottnet diseases for which our technologies may Ipdicgble. Man'
pharmaceutical and biotechnology companies arestigating
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new drugs and therapeutic approaches for the samp®ses, which may achieve new efficacy profileserd the therapeutic window for such productsratie prognosis

these diseases, or prevent their onset. We belateour products, when and if successfully devedippvill compete with these products principallytbe basis of improved a
extended efficacy and safety and their overall ecuin benefit to the health care system. We expaeipetition to increase. We believe that our magificant competitors wi
be fully integrated pharmaceutical companies andengstablished biotechnology companies. Smallerpemies may also be significant competitors, padity througt
collaborative arrangements with large pharmaceluticabiotechnology companies. Some of our primaoynpetitors in the current treatment of and in tleeedopment ¢
treatments for multiple sclerosis include BiogetarE Serono, Aventis, Teva, and Schering AG. Sofmeuo primary competitors in the development ofnsteell therapie
include Aastrom Biosciences, Geron, Gam@it Ltd, Stem Cells Inc., Cellerant Therapeutigcell, and Osiris Therapeutics. Many of these petitors have significa
products in development that could be competitiith wur potential products.

Sales and Marketing

We intend to develop a sales force to market outipie sclerosis cell therapy and diagnostic pradue the U.S. Given the concentration of multipbéerosis amor
a relatively small number of specialized neuroltgjisve believe that a modest size sales force wbeldufficient to market the multiple sclerosisdurats. Our plan is to sti
building the sales force with the launch of the tiplé sclerosis diagnostic products.

We expect to partner with large biotech and phasutical companies for the marketing and sales ostam cell therapy products.

Description of Property

Our principal executive offices are located at 26B%Crescent Ridge Drive, The Woodlands, Texas,@andelephone number is (281) 29231. This 10,200 sq.
facility is located on 3 acres. This location pes space for research and development laboratarigsecialized flow cytometry and microscopy labpport of clinical trial
with GMP manufacturing suites; quality systems nggamaent with a quality control laboratory, regulgtaffairs offices, quality assurance space; as agtidministrative supp
space. There is 2500 sqg. ft. of space in the fadlill available for future buildut. The facility including the property is leasked a term of ten years ending Septembe
2015,with two options for an additional five yeaech at the then prevailing market rate. We belieaeour lease is at a competitive or market rate.

Government Regulation

Our research and development activities and thedutnanufacturing and marketing of our potentialdorcts are, and will be, subject to regulation afety an
efficacy by a number of governmental authoritiethie United States and other countries.

In the United States, pharmaceuticals, biologieald medical devices are subject to Food and DrugiAidtration or FDA, regulation. The Federal FoBaug anc
Cosmetic Act, as amended, and the Public Healthi@eAct, as amended, the regulations promulgatedetinder, and other Federal and state statutesegnthtions gover
among other things, the testing, manufacture, paééticacy, labeling, storage, export, record Kegpapproval, marketing, advertising and promotdrour potential product
Product development and approval within this regulaframework takes a number of years and invobigsificant uncertainty combined with the expeuadit of substanti
resources.
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FDA Approval

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

1. Preclinical Laboratory and Animal Test®reclinical tests include laboratory evaluatiéthe product and animal studies in specific disgasdels to
assess the potential safety and efficacy of thdymand our formulation as well as the quality aodsistency of the manufacturing process.

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

3. Adequate and Well-Controlled Human Clinical TritdsEstablish the Safety and Efficacy of the Prod@ltnical trials involve the evaluation of the pect
in healthy volunteers or, as may be the case wittpotential products, in a small number of pasamder the supervision of a qualified physicialmi€al trials are conducted
accordance with protocols that detail the objestiokthe study, the parameters to be used to nrosafety and the efficacy criteria to be evaluafeny product administered in
U.S. clinical trial must be manufactured in accorcawith clinical good manufacturing practicesGMP, determined by FDA. Each protocol is submittethe FDA as part of
the IND.

The protocol for each clinical study must be apprbby an independent Institutional Review BoardRB, at the institution at which the study is canted and tr
informed consent of all participants must be olgdinThe IRB will consider, among other things, éxésting information on the product, ethical fastothe safety of hum.
subjects, the potential benefits of the therapytaedoossible liability of the institution.

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

« In Phase |, products are typically introduced ihealthy human subjects or into selected patienuladpns to test for adverse reactions, dosageaote
absorption and distribution, metabolism, excretiod clinical pharmacology.

« Phase Il involves studies in a limited patient dapian to (i) determine the efficacy of the prodémt specific targeted indications and populatidiiy determine
optimal dosage and dosage tolerance and (iii) iiyepossible adverse effects and safety risks. Waetose is chosen and a candidate product is fouibe
effective and to have an acceptable safety profihase Il evaluations, Phase Il trials begin.

« Phase lll trials are undertaken to conclusively destrate clinical efficacy and to test further &afety within an expanded patient population, galheai
multiple study sites.

The FDA continually reviews the clinical trial pk@nd results and may suggest changes or may eedjszontinuance of the trials at any time if sfigaint safet
issues arise.

1.  Submission to the FDA of Marketing Authorization fligations. The results of the preclinical studéesl clinical studies are submitted to the FDA ia tbrm
of marketing approval authorization applications.

2. FDA Approval of the Application(S) Prior to Any Conercial Sale or Shipment of the Drug Biologic PratdManufacturing Establishments Located in Ce
States Also May be Subject to Separate RegulatmyLécensing Requirement. The testing and apprpradess will require substantial
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time, effort and expense. The time for approvaffected by a number of factors, including relatiks and benefits demonstrated in clinical trighe availability of alternati
treatments and the severity of the disease. Additianimal studies or clinical trials may be reqedsiuring the FDA review period, which might addhat time.

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

FDA Manufacturing Requiremer

Among the conditions for product licensure is teguirement that the prospective manufacturer'sityuedntrol and manufacturing procedures confornthi® FDA's
current good manufacturing practices, or GMP, neguent. Even after product licensure approval,nfamufacturer must comply with GMP on a continuirgsib, and whi
constitutes GMP may change as the state of thefartanufacturing changes. Domestic manufacturimgjifies are subject to regular FDA inspections @MP compliance
which are normally held at least every two yeamselgn manufacturing facilities are subject to pdic FDA inspections or inspections by the foreiggulatory authorities wi
reciprocal inspection agreements with the FDA. Dsticenanufacturing facilities may also be subjedintspection by foreign authorities.

Fast Track, Priority Review and Accelerated Appic

Fast Track refers to a process for interacting whth FDA during drug development. Priority Revieppkes to the time frame the FDA targets for revigyve
completed application. Accelerated Approval (SubpBrapplies to the design and content of the s&idised to support a marketing claim.

Fast Track is a formal mechanism to interact with the FDA gsapproaches that are available to all applicamtsrfarketing claims. The Fact Track mechanis
described in the Food and Drug Administration Modeation Act of 1997. The benefits of Fast Trac&lime scheduled meetings to seek FDA input intceltsmment plans, tt
option of submitting a New Drug Application (NDA) isections rather than all components simultangpasid the option of requesting evaluation of stadising surroge
endpoints as discussed below. The Fast Track dasignis intended for the combination of a prodaict! a claim that addresses an unmet medical ne¢ds lhdependent
Priority Review and Accelerated Approval. An apafit may use any or all of the components of FaatK without the formal designation. Fast Track gestion does n
necessarily lead to a Priority Review or Acceledaproval.

Priority Review is a designation for an application after it hasrbsubmitted to the FDA for review for approvaleomarketing claim. Under the Food and C
Administration Modernization Act of 1997, reviews New Drug Applications, or NDAs, are designateceéther Standard or Priority. A Standard desigmasiets the target di
for completing all aspects of a review and the R2ling an action on the application (approve orapyrove) at 10 months after the date it was fife@riority designation se
the target date for the FDA action at 6 months.riarRy designation is intended for those produbgst address unmet medical needs.

Accelerated Approval or Subpart H Approval is a program described in the NDA regulations ftlaintended to make promising products for lifeettenin
diseases available on the market on the basisetiffpnary evidence prior to formal demonstratiorpatient benefit. The studies are designed to measud the FDA evaluatic
is performed on the basis of a surrogate markergasurement intended to substitute for the climoahsurement of interest, usually prolongationunfisal) that is considere
likely to predict patient benefit. The approvalttisagranted may be considered a provisional




approval with a written commitment to complete iclad studies that formally demonstrate patient fien€he Federal Register published a discussioAafelerated Approv.
with comments. Absent a formal demonstration ofgmatbenefit, a risk benefit assessment cannot AdemAccelerated Approval designation does notssecdy lead to
Priority Review.

Proposed FDA Regulatior

The FDA is requiring human cell, tissue, and calluhnd tissudased product (HCT/P) establishments to follow entrrgood tissue practice, which governs
methods used in, and the facilities and contro&iusr, the manufacture of HCT/Ps; recordkeepimgt the establishment of a quality program. The egés also issuing ne
regulations pertaining to labeling, reporting, iestions, and enforcement that will apply to mantufeers of those HCT/Ps regulated solely under thtbaaity of the Publi
Health Service Act, and not as drugs, devices,aaridblogical products.

As part of this approach, the FDA has publishedilfiules for registration of establishments thagage in the recovery, screening, testing, procgssitorage ¢
distribution of human cells, tissues, and cell@ad tissudsased products, and for the listing of such pragluthese products specifically include stem célé are progenito
of blood cells; however, the FDA makes no expktdtement regarding the inclusion of other typestein cells. In addition, the FDA has publishedpps®ed rules for makit
suitability determinations for donors of cells atissue and for current good tissue practice for ufesturers using them. We cannot now determinefulieeffects of thit
regulatory initiative, including precisely how itay affect the clarity of regulatory obligations athe extent of regulatory burdens associated wihigotent adult stem ce
research (for stem cells that give rise to variigsie types, including blood), and the manufacaum@ marketing of adult stem cell products.

Other Regulations

In addition to safety regulations enforced by tHi®AFwe are also subject to regulations under theupational Safety and Health Act, the Environmemtatectiol
Act, the Toxic Substances Control Act and othesen¢ and potential future foreign, Federal, statélacal regulations.

Outside the United States, we will be subject mutations that govern the import of drug produetsf the United States or other manufacturing sites foreigi
regulatory requirements governing human clinicalgrand marketing approval for our products. Téquirements governing the conduct of clinical sjglroduct licensin
pricing and reimbursements vary widely from courttycountry. In particular, the European Unioneésising its regulatory approach to high tech prasluand representativ
from the United States, Japan and the EuropeannUarie in the process of harmonizing and making maitorm the regulations for the registration ofpimaceutical produc
in these three markets.

Employees

As of June 19, 2006, we had 32 full time employ&¥e. believe that our relations with our employersgood. None of our employees is represented tnyian ol
covered by a collective bargaining agreement.

Legal Proceedings
We are not currently a party to any legal procegslin
MANAGEMENT

The following table sets forth certain informatieygarding our current directors and executive effic
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Our executive officers are elected by the boardifctors and serve at the discretion of the boalidbf the current directors serve until the nexinual stockholders’
meeting or until their successors have been delgtetl and qualified.

Name Age Position

David B. McWilliams 63 President and Chief Executive Officer, Director
C. W. Rouse 58 Chief Financial Officef)

Lynne Honhlfeld 46 Chief Financial Officef?)

Scott B. Seaman 50 Director

Gregory H. Bailey 50 Director

David Hung 48 Director

Michael Richman 45 Director

(U Mr. Rouse will retire on June 30, 2006. Ms. Hodfalill assume the position on that date.

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

David B. McWilliams was appointed President and Director in August 260dm December 2004 until August 2004, Mr. McWdittis was a private investor. Fr
June 2003 to December 2003, Mr. McWilliams servedPeesident and CEO of Bacterial Barcodes, Inmo#ecular diagnostics company. From May 2002 toeJ2@03, Mr
McWilliams served as CEO of Signase, Inc., a cattfeerapy company. Mr. McWilliams served as CEO pn€¥sive Pharmaceuticals Inc., a cardiovasculargieustics compat
from June 1992 to March 2002. Prior to June 1992 ,MtWilliams served as CEO of Zonagen Inc., a hameproductive products company. Prior to that fiMe McWilliams
was a senior executive with Abbott Laboratories andanagement consultant with McKinsey & Co. Heaenity serves as a director of Novelos Therapeubis and Fairwa
Medical Systems, Inc. He also serves on the bazfrttee Texas Healthcare and Bioscience Institutetha Houston Technology Center. He received an NtBffnance from th
University of Chicago, and a B.A. in chemistry, B@ta Kappa, from Washington and Jefferson College.

C. William Rouse has served as our Chief Financial Officer since @94. Prior to May 2004, Mr. Rouse was Managinge€tor of Rouse Associates from A
1999 until May 2004. From January 1995 to April 298 was Chief Marketing Officer for Futorian Iramd from December 1990 to January 1995 he was BidivGener:
Manager for Masco Corporation. Prior to 1990 Mr.uB® was President of BEI, Inc. Mr. Rouse has lersd startups and turnarounds and founded segeiaessft
companies.

Lynne Hohlfeld will assume the position of Chief Financial Officem June 30, 2006. She has served as Vice Preskieance since April 2006. From Septen
2004 until April 2006, she was vice president ahgtfinancial officer of Denota Ventures. From Awg 2000 until March 2004 she was senior vice geggi chief financit
officer of Bacterial Barcodes, Inc., a Houstassed molecular diagnostics company spun out oBéydor College of Medicine there. She was alsamerice president and ch
financial officer of Spectral Genomics of Houstguoun its merger with Bacterial Barcodes in March£20ds. Hohlfeld was also employed by LifeCell Conqtion from 1997 t
1999, serving as controller. Ms. Hohlfeddtareer includes positions at Dixie Chemical Camp®rice Waterhouse Coopers, McKenna & Compang,/athur Andersen. M
Hohlfeld received a B.B.A. in accounting from thaitkrsity of Wisconsin - Madison and is a certifigablic accountant.

Scott B. Seamarhas served as a Director of since April, 2006. $&aman currently serves as the executive direatbtra@asurer of the Albert and Margaret Al
Foundation of Houston, Texas, a private foundagiomarily supporting institutions in the Texas Meali Center in Houston, Texas. Since January 1998dsent, Mr. Seam
has served as the chief financial officer of Cha&wd., an investment management company. SincéeSdyer 1986, Mr. Seaman has served as secretatyemstirer of M & /
Properties Inc., a ranching and real estate con&nee January 2003, Mr. Seaman
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has served as chairman and, since July 2004, presid ICT Management Inc., the general partndmgfact Composite Technology Ltd., a composite itigusupplier. Sinc
May 2004, Mr. Seaman has served as a Member ofntrestment Committee of Global Hedged Equity Furi®l B hedge fund. Mr. Seaman received a baclsettagree i
business administration from Bowling Green Statévehsity.

Dr. Gregory H. Bailey has served as a Director of since April, 2006. SiMay 2004, Dr. Bailey has served as a managiregitir of MDB Capital Group LLC. Fro
June 2002 to June 2003, Dr. Bailey served as a giragdirector of Gilford Securities, Inc and froB28 to June 2002, Dr. Bailey served as a managiegtdr of Knightsfor:
Bank Corp. Since May 2005, Dr. Bailey has servedigctor of Medivation, Inc., a public company @sed on acquiring biomedical technologies. Dr. 8ahiolds a M.D. fror
the University of Western Ontario.

Dr. David Hung has served as a Director of the Company since M#®6.2Dr. Hung has served as the president, chietwgive officer and as a director
Medivation, Inc. since December 17, 2004. Dr. Hafgp has served as the President and Chief ExecOffficer, and member of the board of directorsMefdivation, Inc.§
subsidiary, Medivation Neurology, Inc. since itséption in September 2003. From 1998 until 2001,Hdng was employed by ProDuct Health, Inc., agiely held medici
device company, as Chief Scientific Officer (199#99) and as President and Chief Executive Offit8892001). From December 2001 to January 2003, Dr. Hsemged as
consultant to Cytyc Health Corporation. From Jud®a to November 2001, Dr. Hung served as presidedtchief executive officer of ProDuct Health, IBr. Hung receive
his M.D. from the University of California at SanaRcisco, and his M.A. and A.B. in biology and arigachemistry from Harvard College.

Michael S. Richmanhas served as a Director since June 2006. Mr. Richs Executive Vice President and Chief Opera®fiicer of MacroGenics, Inc. He join
MacroGenics, Inc in 2002 with over twenty yearseasignce in corporate business development withérbibtechnology industry. Before joining MacroGeninc, he was seni
vice president, corporate development administnadib Medimmune, Inc. from 1996 to 2002rom 1985 to 1996, Mr. Richman served in variousiagepositions at Chirc
Corporation, a public biotechnology company, witk fast position being director of corporate busseevelopment. His previous positions include rganaf busines
development from 1990 to 1992 and manager of etellal property from 1988 to 1990. Mr. Richman reeg hisMSBA degree from San Francisco State Universityhve
concentration in International Business, and a Begree form the University of California at Davis.

Committees of the Board of Directors

We currently have an audit committee, a compensaonmittee, and a nominating and corporate govesmaommittee.

Audit Committee The audit committee of the Board currently coissiE Dr. Hung, Mr. Richman and Mr. Seaman, allwdfich are independent, n@mploye:
directors. The audit committee selects, on beHatiuo board of directors, an independent publicaating firm to be engaged to audit our financtatements, discuss with 1
independent auditors their independence, reviewdiscuss the audited financial statements withitidependent auditors and management and recommeadrthoard ¢
directors whether the audited financials shouldnisided in our Annual Reports to be filed with tBEC. The audit committee operates pursuant toiteewicharter, which wi
adopted in February 2005. During the last fiscarythe audit committee held 4 meetings and the thembers of the Audit Committee attended that imget

All of the members of the audit committee are eomployee directors who: (1) met the criteria faldpendence set forth in Rule 1@f)(1) under the Securiti
Exchange Act of 1934, as amended (the “Exchang®;A2) did not participate in the preparation afrdinancial statements or the financial
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statements of Opexa Pharmaceuticals, Inc.; andré8able to read and understand fundamental fiahstEatements, including a balance sheet, incoateraent and cash flc
statement. The Board has determined that Mr. Segmalifies as an “audit committee financial expet’defined by Item 401(e) of Regulation S-B of xehange Act.

Compensation Committe& he compensation committee of the board conefdiy. Hung, Mr. Richman and Mr. Seaman, who agejrendent directors, as define
Rule 10A3 of the Exchange Act. The compensation Commit@éws and approves (1) the annual salaries arat otfimpensation of our executive officers and f@jvidua
stock and stock option grants. The compensationr@ittee also provides assistance and recommendatibinsespect to our compensation policies andtpres and assists w
the administration of our compensation plans. Thengensation committee held 4 meetings in the figegr ended December 31, 2005, and the then menabetts
compensation committee attended each meeting.

In addition, the Board has adopted a written chdide the compensation committee, adopted in Au@@4, which is available on the Companyebsite ¢
www.opexatherapeutics.com.

Nominating and Corporate Governance Committd&e nominating and corporate governance committéke board currently consists of Dr. Hung, Miclinar
and Mr. Seaman, each of whom are found by the bofaditectors to be an “independent directptrsuant to the applicable rules and regulationsnptgated by the SEC. T
nominating and corporate governance committee tassig board of directors in fulfilling its respabiities by: identifying and approving individualgualified to serve
members of our board of directors, selecting direnbminees for our annual meetings of sharehaldsauating the performance of our board of doestand developing a
recommending to our board of directors corporatgeegmance guidelines and oversight with respecbtparate governance and ethical conduct. This car@enoperates pursui
to a written charter adopted in February 2005, Wlhgcavailable on the Company’s website at httpumopexatherapeutics.com under the heading “Invdsfo”. During the
fiscal year ended December 31, 2005, the nominatimjcorporate governance committee held 4 meetargkthe then members of the compensation conerattended ea
meeting.

Compensation Committee Interlocks And Insider Rgudition. Our compensation committee is comprised of DmdduMr. Richman and Mr. Seaman. None of
committee members has ever been an employee ofaOferapeutics, Inc. None of our executive officars/e as a member of the board of directors opemsation committe
of any entity that has any executive officer segv@is a member of our Board of Directors or comp@msaommittee.

Compensation of Directors

Mr. McWilliams who is a director and an officer doeot receive any compensation for his services mgmber of our board of directors. As direcadmpensatic
for the period ending April 13, 2007, the Compappraved the issuance of a ten year option to pwel&,000 shares of common stock to Dr. Bailey,3#aman and Dr. Hu
at an exercise price of $5.20 per share. On Jun2al® the Company approved the issuance of agangption to purchase 35,000 shares of commok sddr. Richman at &
exercise price of $9.80. Each of these options 6% on the date of grant, 25% on the first ansi@ar and the remaining 25% on the second anniversih ninety da
acceleration upon the director’s termination. Wientmirse our directors for travel and lodging expenisi connection with their attendance at boardcamadmittee meetings.

In April 2006, the board approved the acceleratesting of the options held by Messrs. Boveroux, NéesKamin and Frison and extended the term tocésesifol
three years. In addition, subject to the sharelsldgproval of an amendment to the Plan increasingitimber of shares of common stock authorized &uasce under tl
Plan, as compensation for the directors’ prior kéfathe




board approved the issuance of three year optmmsitchase 2,000 shares to each of Messrs. Bovewsagner and Kamin and 2,500 shares to Mr. Frisbese options a
exercisable at $5.20 per share and vest in one year

EXECUTIVE COMPENSATION

Summary Compensation Table

The following tables set forth certain informaticggarding our CEO and each of our most higtdyapensated officers whose total annual salarybemdis for th
fiscal years ending December 31, 2005, 2004 an8 286eeded $100,000.

Annual Compensation Long Term Compensation Awards
Securities
Underlying All Other
Name and Salary Bonus Options Compensation
Principal Position Year ($) ($) #) ($)
David B. McWilliams (1) 200% 250,00( - 5,00( -
2004 83,00( - 37,000 (i) -
2002 - - - -
C. William Rouse (3) 200t 180,00( - 5,00( -
2004 77,50( - 10,000 () -
2002 - - - -
Warren Lau (4) 200& = = = =
2004 98,00( - - -
2002 - - - -
Jason Otteson (5) 200t - - - -
200< 42,00( - - R
2002 102,00( - 2,40 -
(1) Served as chief executive officer since August 2004
2) See “Executive Employment Contracts” for a disoussif the option.
3) Served as chief financial officer since May 2004.
4) Served as chief executive officer from June 200dugh August 2004.
(5) Served as chief executive officer until June 2004.

Option Grants in Last Fiscal Year

(Individual Grants)

Number of % of Total Options Exercise/Base Price Expiration
Name Securities Options Granted to Fiscal ($/Share) Date
Granted Year
David B. McWilliams 5,000 2% 30.00 01/21/2010
C. William Rouse 5,000 2% 30.00 01/21/2010

Warren Lau - - - -
Jason Otteson - - - -
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Options Exercises and Fiscal 2005 Year End Values

Number of Shares Value of Unexercised
Underlying Unexercised In-the-Money Options
Options at December 31 2005 at December 31 2005 (1)
Name Exercisable Unexercisable Exercisable Unexercisable
David B. McWilliams 24,33 17,667 $ -0- (1) $ -0- (1)
C. William Rouse 10,00¢ 5,00( -0- (1) -0- (1)

Warren Lau

Jason Otteson

Q) The value of “in-the-moneystock options represents the difference betweer$30e00 exercise price of such options and therfeirket value of $6.00 per share
common stock as of December 31, 2005, the closiicg pf the common stock reported on the OTC BullBbard for December 30, 2005.

No options were exercised during the fiscal yealeenDecember 31, 2005. No stock appreciation riglete outstanding at the end of the 2005 fiscat.yea
Executive Employment Contracts

David B. McWilliams has an existing employment agnent with us that he entered into effective Aug2804. Mr. McWilliams current agreement for thesipion of
chief executive officer is at an annual salary 25&,000 and may be terminated by us or him at emg for any or no reason. Mr. McWilliams has thghtito purchase 37,0
shares of our common stock exercisable at a pecesipare of $30.00, which all vested in April 2006January 2005, Mr. McWilliams was granted ani@pto purchase 5,01
shares of common stock at a purchase price of 830 share, of which 3,334 shares vested in Jara@06. In May 2006, subject to the shareholdepgroval of the propos
amendment to the Plan increasing the number ofeshafr common stock authorized for issuance undePtan, Mr. McWilliams was granted a ten year aptior purchas
120,000 shares of common stock at $5.00 per shesting in three years with ninety day acceleratipan Mr. McWilliams termination.

C. William “Bill” Rouse entered into an employment agreement, egpitine 2006, providing for an annual salary of $a80. Mr. Rouse has the right to purct
10,000 shares of our common stock exercisablepaica per share of $30.00. This option will vesthinee parts: 3,333 on April 29, 2005, 3,333 onilAp®, 2006 and finall
3,334 on April 29, 2007. Any unexercised optionfl @xpire on April 29, 2009. In January 2005, Moue was granted an option to purchase 5,000 sbacesnmon stock at
purchase price of $30.00 per share, of which 388&#es vested in January 2006. In May 2006, sulbgetite shareholdersipproval of the proposed amendment to the
increasing the number of shares of common stodkoaized for issuance under the Plan, Mr. Rousegrvasted two options: (i) a five year option exeabie at $5.00 per sh:
to purchase 65,000 shares of common stock, 1/&geistmediately and the balance vesting one yeanfihe grant date, with no acceleration or terniamaprovisions resultir
from Mr. Rouses$ termination of employment with the Company; aiijda(five year option exercisable at $5.00 perrstta purchase 10,000 shares of common stock tonte
vested if our registration statement to be filedspant to the April 2006 private offering, is filedth the SEC and deemed effective by the SEC witliaggering any payme
obligations as provided for in the April 2006 ptieaffering, with no acceleration or terminatiomyisions from Mr. Rouss'termination of employment with the Company.
Rouse tendered his retirement effective June 306.20




SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth, as of June 19, 20@6e number and percentage of outstanding shamsrafommon stock owned by: (a) each person whadsvk by
us to be the beneficial owner of more than 5% of autstanding shares of common stock; (b) eachuofdirectors; (c) the named executive officers efingd in Item 402 «
Regulation S-B; and (d) all current directors ardagitive officers, as a group. As of June 19, 200€re were 6,696,704 shares of common stock issnedutstanding.

Beneficial ownership has been determined in acecmelavith Rule 13® under the Exchange Act. Under this rule, certiares may be deemed to be benefic
owned by more than one person (if, for examplesqes share the power to vote or the power to déspbthe shares). In addition, shares are deembd keneficially owned t
a person if the person has the right to acquireesh@or example, upon exercise of an option orarg) within 60 days of the date as of which thi®imation is provided. |
computing the percentage ownership of any perdom,amount of shares is deemed to include the ammiughares beneficially owned by such person bgaeaof suc
acquisition rights. As a result, the percentageutstanding shares of any person as shown in tf@viag table does not necessarily reflect the peis actual voting power
any particular date.

To our knowledge, except as indicated in the fomado this table and pursuant to applicable conityyroperty laws, the persons named in the talaleehsol:
voting and investment power with respect to alirsbaf common stock shown as beneficially ownethieyn.

Name and Address of Beneficial Owner Number of Percentage of
(1) Shares Owned Class

Beneficial Owners of more than 5%
SF Capital Partners Ltd. (2) 1,000,000 ( < 14.93%
Magnetar Capital Master Fund, Ltd (4) 672,500 (£ 9.99%
Austin Marxe and David Greenhouse (6) 1,500,000 ( € 20.84%
Albert and Margaret Alkek Foundation (7) 685,973 ( € 9.99%
Alkek & Williams Ventures Ltd. (9) 416,7,98 (1C 6.08%
DLD Family Investments, LLC (11) 370,778 (12 5.43%
Officers and Directors
Scott B. Seaman (9) 468,581 (13 6.81%
David B. McWilliams 57,715 (14 *
C. William Rouse 49,996 (15 *
Gregory H. Bailey 71,428 (16 1.06%
Michael Richman 17,500 (17 *
David Hung 17,500 (18 *
All directors and executive officers as a groupéBsons) ** 682,720 (1< 9.66%

* Less than 1%

Unless otherwise indicated, the mailing addregb®beneficial owner is c/o Opexa Therapeutics, 2835 N. Crescent Ridge Drive, The Woodlandsasex7381.
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@)

©)

)

®)

(6)

@)

Michael A. Roth and Brian J. Stark exercise joiating and dispositive power over all of the shasEsommon stock beneficially owned by SF Capitattifers Ltd.
but Messrs Roth and Stark disclaim beneficial owhigr of such share$he information in this footnote is primarily based a Schedule 13G filed with the SEC
April 17, 2006 and other information provided ta Tlke mailing address of SF Capital Partners Ltd/dasStark Offshore Management, LLC, 3600 South LRkige,
St. Francis, WI 53235.

Excludes 500,000 shares of Company common stocgriyilg the Warrant that SF Capital Partners Léccantractually prohibited from exercising to thxeat that
it would beneficially own in

excess of 9.999% of the total number of issuedaanstanding shares of common stock after such seer@Varrant” refers, in each case, to the Wagaatted April
11, 2006.

Magnetar Financial LLC is the investment advisoMzfgnetar Capital Master Fund, Ltd. (“Magnetaat)d consequently has voting control and investrdestretior
over securities held by Magnetar. Magnetar FirglnciC disclaims beneficial ownership of the shahetd by Magnetar. Alec Litowitz has voting cortover
Supernova Management LLC, which is the generahpamwf Magnetar Capital Partners LP, the sole magagember of Magnetar Financial LLC. As a resMit,
Litowitz may be considered the beneficial owneraofy shares deemed to be beneficially owned by Magriénancial LLC. Mr. Litowitz disclaims benefa

ownership of these shares. The mailing addregsedbéneficial owner is 1603 Orrington Ave.,"8Zloor, Evanston, lllinois 60201.

Excludes 287,500 shares of Company common stockrlyinly a Warrant that Magnetar is contractuallptpbited from exercising to the extent that it wd
beneficially own in excess of 9.999% of the totahtber of issued and outstanding shares of comnozk sffter such exercise.

Consisting of: (i) 331,000 shares of common stauk 865,500 shares of common stock issuable upoexthieise of a Warrant held by Special SituatiomsdH1l QP
L.P., (ii) 28,400 shares of common stock and 14 &@es of common stock issuable upon the exeofiseWarrant held by Special Situations Fund IR L. (iii)
90,600 shares of common stock and 45,300 sharesmimon stock issuable upon the exercise of a Wahald by Special Situations Cayman Fund, L.P)
400,000 shares of common stock and 200,000 sh&oesronon stock issuable upon the exercise of a &aheld by Special Situations Private Equity FUn®,, an
(v) 150,000 shares of common stock and 75,000 stefreommon stock issuable upon the exercise ofaardt held by Special Situations Life Sciencesd;unP
MGP Advisors Limited (“MGP")is the general partner of Special Situations FuhdJP, L.P. and Special Situations Fund Ill, LARYM Investment Company, In
(“AWM") is the general partner of MGP and the gealgrartner of and investment adviser to the Sp&itahtions Cayman Fund, L.P. MG Advisers, L.L.GIG") is
the general partner of and investment adviserédSibecial Situations Private Equity Fund, L.P. LiB/i&ers, LLC (“LS”")is the general partner and investment ad
to the Special Situations Life Sciences Fund, A&stin W. Marxe and David M. Greenhouse are thagypal owners of MGP, AWM, MG and LS. Through tl
control of MGP, AWM, MG and LS, Messrs. Marxe antce@house share voting and investment control theeportfolio securities of each of the funds lis&bove
The information in this footnote is primarily based a Schedule 13D filed with the SEC on April 2806 and other information provided to Uiie mailing addre:
of Messrs. Marxe and Greenhouse is 527 Madison éeeBuite 2600, New York, New York 10022.

This information is based on the Schedule 13D fileith the SEC on April 24, 2006, as amended, byefiiland Margaret Alkek Foundation (the “Foundatjoiikek
& Williams Ventures, Ltd. (“Ventures”), Scott Seam@®LD Family Investments, LLC, and the other rejpay persons
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named therein (the” Foundation 13DThe Foundation acts through an investment commadafdes board of directors, which includes Mr. DanArnold, Mr. Joi
Bailey, Mr. Scott Seaman and Ms. Randa Duncan &wit. Mr. Seaman is the executive director of thenBation and chairman of the investment commifiée
investment committee has sole voting and investrpemter over all of the shares of common stock Heizdlfy owned by the Foundation. However, pursutanthe
Foundation 13D, neither the executive director mwy member of the investment committee may acwiddally to vote or sell shares of common stockdhgy the
Foundation; therefore, the Foundation has conclutlet no individual committee member is deemed éndficially own, within the meaning of Rule 13def the
Exchange Act, any shares of common stock held byrthundation solely by virtue of the fact that hesloe is a member of the investment committee. tatdilly,
pursuant to the Foundation 13D, the Foundatiorchbasluded that because Mr. Seaman, in his capasigxecutive director or chairman of the investncenmimittee
cannot act in such capacity to vote or sell shafesommon stock held by the Foundation without &ipproval of the investment committee, he is notnuksb tc
beneficially own, within the meaning of Rule 13dbf the Exchange Act, any shares of common stettt by the Foundation by virtue of his positionea®cutive
director or chairman of the investment committelee Thailing address of the beneficial owner is 1BRKinney #4525, Houston, Texas 77010.

Consisting of: (i) 12,084 shares of common stootaulying Series B Warrants exercisable at $20.0Gpare; (ii) 22,223 shares of common stock undweglieries
Warrants exercisable at $30.00 per share; and1#5,000 shares of common stock underlying a Wariaxcludes 115,000 shares of Company common

underlying a Warrant that the Foundation is conitralty prohibited from exercising to the extentttlitawould beneficially own in excess of 9.999% tbg tota
number of issued and outstanding shares of comnumk sfter such exercise. Pursuant to the FoumddBD, the Foundation and other reporting perswme(
therein may be deemed to constitute a group fopgmes of Section 13(d) or Section 13(g) of the Brge Act. However, the Foundation, Ventures, @faktd.,
and Mr. Seaman expressly disclaim (i) that, forpeses of Section 13(d) or Section 13(g) of the Brge Act, they are a member of a group with resjgesécuritie
of the Company held by DLD Family Investments, LU@r. Arnold, Mr. Bailey or Ms. Williams and (ii) #t they have agreed to act together with DLD Fa
Investments, LLC, Mr. Arnold, Mr. Bailey or Ms. idms as a group other than as described in thedaiion 13D.Therefore, this does not include the follon
securities: () 233,334 shares of common stock held by DLD Fandmbestments, LLC; (ii) 9,667 shares of commorcktanderlying Series B warrants exercisab
$20.00 per share held by DLD Family InvestmentsCLiii) 17,778 shares of common stock underlyirggi& C warrants exercisable at $30.00 per shddely
DLD Family Investments, LLC; (iv) 110,000 sharesocofmmon stock underlying a Warrant held by DLD Hgnhvestments, LLC; (v) 26,667 shares of comi
stock held by Mr. Arnold; (vi) 4,834 shares of coomrstock underlying Series B warrants exercisab®28.00 per share held by Mr. Arnold; (vii) 8,888ares ¢
common stock underlying Series C warrants exertgsab$30.00 per share held by Mr. Arnold; (viil),@00 shares of common stock underlying a Warreitt hy
Mr. Arnold; (ix) 10,000 shares of common stock hieydMr. Bailey; (x) 5,000 shares of common stockientying a Warrant held by Mr. Bailey; (xi) 263,66/ares ¢
common stock held by Ventures; (xii) 9,909 shafesoonmon stock underlying Series B warrants exalies at $20.00 per share held by Ventures; (x8i223 share
of common stock underlying Series C warrants esalie at $30.00 per share held by Ventures; (x8,d00 shares of common stock underlying a Warteitt by
Ventures; (xv) 20,050 Series of common stock hgld/lp. Seaman; (xvi) 2,900 shares of common stoakedying series B warrants exercisable at $20.00spart
held by Mr. Seaman; (xvii) 5,334 shares of commorlsunderlying Series C warrants exercisable 8t®&Bper share held by Mr. Seaman; and (xviii) @,8B8ares ¢
common stock underlying a Warrant held by Mr. SeanTae
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(10)

11)

(12)

(13)

information in this footnote is primarily based thre Foundation 13D and other information proviteds.

Chaswil, Ltd. is the investment manager of Ventumed holds voting power and investment power watspect to Company securities held by Ventures pnotsio
written agreement. Scott B. Seaman is a princip&haswil, Ltd and has shared voting power andesh@mvestment power over all of the shares of comstocl
beneficially owned by Ventures. The informationthis footnote is primarily based on the Foundati®® and other information provided to 0$he mailing addre:
of the beneficial owner is 1221 McKinney #4545, Istmn, Texas 77010.

Consisting of: (i) 9,909 shares of common stockeutyihg Series B warrants exercisable at $20.00spare; (ii) 18,223 shares of common stock undeglyeries |
warrants exercisable at $30.00 per share; andL@B)000 shares of common stock underlying a Warran

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

Consisting of: (i) 233,334 shares of common stoekl loy DLD Family Investments, LLC; (ii) 9,667 skarof common stock underlying Series B warrantscésable
at $20.00 per share held by DLD Family Investmehts; (iii) 17,778 shares of common stock undertyi®eries C warrants exercisable at $30.00 per dteddeby
DLD Family Investments, LLC; and (iv) 110,000 sheaf common stock underlying the Warrants held bypbOFamily Investments, LLC. Ms. Williams is on 1
investment committee for the Foundation. Pursuanthe Foundation 13D, the Foundation has concludiedl no individual committee member is deeme
beneficially own, within the meaning of Rule 13dbf the Exchange Act, any shares of common stettt by the Foundation solely by virtue of the fiwt he or st
is a member of the investment committee. The in&diom in this footnote is primarily based on theiRdation 13D and other information provided to Tise mailing
address of the beneficial owner is P.O. Box 473%ydton, Texas 77210-4735.

Consisting of: (i) 17,500 shares underlying anampti(ii) 263,667 shares of common stock held by tWess; (iii) 9,909 shares of common stock undedy8eries |
warrants exercisable at $20.00 per share held byuwes; (iv) 18,223 shares of common stock undeglyeries C warrants exercisable at $30.00 peedied b
Ventures; (v) 125,000 shares of common stock uypiherlthe Warrants held by Ventures; (vi) 2,900 skasf common stock underlying Series B warrantsaésaeble
at $20.00 per share; (vii) 5,334 shares of comntonksunderlying Series C warrants exercisable &.(B per share; and (viii) 7,500 shares of commtogk
underlying the Warrants. (See footnote 8 for addai discussion of the information set forth inuslas (ii) through (v) of the preceding sentencers&ant to th
Foundation 13D, this does not include the followssitares which Mr. Seaman has determined he doefawvet beneficial ownership or disclaimed benel
ownership: (i) 516,667 shares of common stock hgldhe Foundation; (ii) 12,084 shares of commormlstanderlying Series B warrants exercisable at&2@e
share held by the Foundation; (iii) 22,223 shafesoonmon stock underlying Series C warrants exahdesat $30.00 per share held by the Foundatiap260,00(
shares of common stock underlying a Warrant heldhleyFoundation; and (v) 1,500 shares of commockstioat Mr. Seaman has agreed to transfer to hiwifex
pursuant to an Agreement Incident to Divorce da&pdl 4, 2006. (See footnote 7 for additional dission of the information set forth in clausesijough (iv) of thi
preceding sentence.) The mailing address of theflméal owner is 1221 McKinney #4545, Houston, TeXa010.




(14)

(15)

(16)

1

(18)

(19)

Consisting of: (i) 40,334 shares of common stoctanlying stock options; (ii) 3,789 shares of comnstock underlying Series B warrants exercisabl#2&00 pe
share; and (iii) 6,968 shares of common stock uyiter Series C warrants exercisable at $30.00 pares

Consisting of: (i) 31,666 shares of common stocHlaulying stock options; (ii) 665 shares of comméwck underlying Series B warrants exercisable & (2 pe
share; and (iii) 1,223 shares of common stock uyiter Series C warrants exercisable at $30.00 pares

Consisting of: (i) 17,500 shares underlying stopkians; (ii) a warrant to purchase 38,928 sharemaimon stock exercisable at $5.00 per share1@ip00 shares of
common stock held by Palantir Group, Inc., an gntitwhich Dr. Bailey has investment and voting goywand (iv) 5,000 shares of common stock undeglgn
Warrant held by Palantir Group, Inc.

Consisting of 17,500 shares of common stock uniferlgptions.

Consisting of 17,500 shares of common stock unigylgtock options.

Consisting of: (a) the following held by Mr. Sean@mwhich Mr. Seaman may be deemed to have votilgrazestment power (i) 17,500 shares underlyinggtion
(i) 263,667 shares of our common stock held bytWess; (iii) 9,909 shares of our common stock ulyiieg Series B warrants exercisable at $20.00 paresheld b
Ventures; (iv) 18,223 shares of our common stodteulying Series C warrants exercisable at $30.00spare held by Ventures; (v) 125,000 shares ofcourmot
stock underlying a Warrant held by Ventures; (v shares of our common stock underlying Serie@aBants exercisable at $20.00 per share; (V@34 shares
our common stock underlying Series C warrants ésalpte at $30.00 per share; and (viii) 7,500 shafesur common stock underlying a Warrant; (b) fbkowing
held by Mr. McWilliams (i) 40,334 shares of commstock underlying stock options; (i) 3,789 sharés@ammon stock underlying Series B warrants exaties a
$20.00 per share; and (iii) 6,968 shares of ourmom stock underlying Series C warrants exercisabl#30.00 per share; (c) the following held by Bailey ol
which Dr. Bailey has voting and investment pow@rl7,500 shares underlying stock options; (ii)28 shares of common stock underlying a Warrantoésable &
$5.00 per share; (iii) 10,000 shares of commonkshetd by Palantir Group, Inc.; and (iv) 5,000 sisaof commons underlying a Warrant held by Palataup, Inc.
(d) 17,500 shares underlying stock options hel®hyHung; (e) 17,500 shares underlying stock optibeld by Mr. Richman; and (f) the following held klr. Roust
(i) 31,667 shares of common stock underlying stopkons; (ii) 665 shares of common stock underly8®gies B warrants exercisable at $20.00 per sl (iii)
1,223 shares of our common stock underlying S&iesrrants exercisable at $30.00 per share.

SELLING STOCKHOLDERS

No stockholder may offer or sell shares of our canmtock under this prospectus unless such stodg&hblas notified us of his or her intention to sélares of ot

common stock and this prospectus has been dea#fietive by the SEC, and remains effective attitme such selling stockholder offers or sells ssbhres. We are requirec
amend this prospectus to reflect material develgps® our business, financial position and resoftsperations. Each time we file an amendmenti® prospectus with tl
SEC, it must first be declared effective priorhe bffer or sale of shares of our common stockheyselling stockholders.
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The common stock covered by this prospectus igtoftered for the account of the selling stockhmdda the following table. The selling stockholdemay from time

to time sell all, some or none of the shares ofroom stock offered by this prospectus.

The following table, which we have prepared basednformation provided to us by the applicableisglistockholder, sets forth the name, the numbeshafes ¢
common stock beneficially owned by the selling ktadders intending to sell our common stock andrtheber of shares of common stock to be offeredessnset forth beloy
none of the selling stockholders selling in conimectvith the prospectus has held any position éicefwith, been employed by, or otherwise has hatagerial relationship wi

us or any of our affiliates during the three yeanisr to the date of the prospectus.

Number of Number and % of

Shares of l\lsuhn;?:; g{ Outstanding

Common Common Shares of

Stock Stock Common Stock
Footnote Beneficially Offered Owned After
Name of Selling Stockholder Numbers Owned (1) Hereunder Completion of Offering
Number % (2)

682501 Alberta Ltd. 3. 5,09¢ 5,09¢ -0- *
AFDSMSSAS, L.P. 4. 4,28z 4,28z -0- *
Albert and Margaret Alkek Foundation 5. 685,97: 50,97: 635,00( 9.2%
Alkek & Williams Ventures 6. 416,79¢ 41,79¢ 375,00( 5.5(%
Alpine Atlantic Asset Management AG 7. 103,47° 103,47 -0- *
Anastasios & Tabitha Belesis 8. 187 187 -0- *
Andrew B. & Shanna Sue Linbeck 9. 10,39¢ 10,39¢ -0- *
Anthony J. Spatacco, Jr. 10. 6,13¢ 6,13¢ -0- *
Anthony M. Sensoli 11. 20,994 20,99/ -0- *
Anthony M. Sensoli, IRA Charles Schwab & Co., IGastodian 12. 3,72 3,72 -0- *
Archie McK Malone 13. 11,29: 11,29: -0- *
Armand LaSorsa 14. 17 17 -0- *
Arthur J. & Phyllis C. Goodwin 2001 Family Trust fed 4-26-01 15. 2,481 2,481 -0- &
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Number of Number and % of
Number of )
Shares of Shares of Outstanding
Common Common Shares of
Stock Stock Common Stock
Footnote Beneficially Offered Owned After
Name of Selling Stockholder Numbers Owned (1) Hereunder Completion of Offering
Number % (2)

Ball Family Trust dtd 03/08/96

Richard K. Ball & Polly Ball

Co-TTEEs 16. 4 4 -0-

Beverly B. Arnold 17. 20,38¢ 20,38¢ -0-

Beverly E. Wrubel 18. 2,47¢ 2,47: -0-

Billie Willmon Jenkin 19. 5,03¢ 5,03¢ -0-

Bobby D. Perry 20. 10,19t 10,19¢ -0-

Bradley S. Stewart 21. 6,43¢ 6,43¢ -0-

Brewer & Pritchard, PC 22. 32,32¢ 32,32¢ -0-

Bruce C. Marek 23. 25,702 25,70: -0-

Bruno Nordberg 24, 5,10¢ 5,10¢ -0-

Bruno or Joan A. Nordberg, JWROS 25. 6,174 6,174 -0-

C. William Rouse 26. 49,99¢ 3,17¢ 46,817

Cameron Living Trust Ltd 8/31/95 27. 2,47 2,47 -0-

Capital Growth Planning 28. 5 5 -0-

Carmelo Troccoli 29. 35 35 -0-

Centrum Bank AG 30. 24,61 24,61 -0-

Charles L. Bradley 31. 10,19¢ 10,19¢ -0-

Cimarron Biomedical Equity Master Fund, L.P. 32. 50,97: 50,97: -0-

Citigroup Global Markets Custodian FBO Mary Ann \Wes

2004 Roth IRA 33. 1,10¢€ 1,10¢ -0-
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Number of Number and % of
Number of ;
Shares of Shares of Outstanding
Common Common Shares of
Stock Stock Common Stock
Footnote Beneficially Offered Owned After
Name of Selling Stockholder Numbers Owned (1) Hereunder Completion of Offering
Number % (2)

Citigroup Global Markets Custodian FBO Mary Ann \Wes

2005 Roth IRA 34, 602 602 -0-

Citigroup Global Markets Custodian FBO Terry Wesr2804 Roth IRA 35. 861 861 -0-

Citigroup Global Markets Custodian FBO Terry Wes€05 Roth IRA 36. 1,10€ 1,10€ -0-

CKW LLC 37. 5,09¢ 5,09¢ -0-

Clariden Investments LTD 38. 12,85! 12,85! -0-

Clemente Capital Management, LLC 39. 374 374 -0-

Crestview Capital Master, LLC 40. 152,91° 152,91° -0-

Crutchfield Family 1976 Trust 41. 12,31t 12,31t -0-

Dale W. Spradling 42, 38,694 25,694 13,00(

Daniel L. Zimmerman 43. 6,18t 6,18t -0-

David B. McWilliams 44, 57,71¢ 17,18: 40,53:

David Carl Lustig, Il 45, 4,07¢ 4,07¢ -0-

David Livney 46. 3,05¢ 3,05¢ -0-

David P. Haswell 47. 2,52¢ 2,52¢ -0-

David R. & Alice M. Evers 48. 16 16 -0-

Davis Investments V LP 49. 205,92¢ 177,00¢ 28,92(

Delaware Charter Guaranty & Trust foo Andre GU&A | 50. 2,00¢ 2,00¢ -0-

Delaware Charter Guaranty & Trust fbo Gisele GURA 51. 3,01z 3,01z -0-

Delaware Charter Guaranty & Trust fbo Ronald BrapgwWRA 52. 2,53¢ 2,53¢ -0-




Number of

Number and % of

Shares of Nsuhn;?:Sr 8]]: Outstanding
Common Common Shares of
Stock Stock Common Stock
Footnote Beneficially Offered Owned After
Name of Selling Stockholder Numbers Owned (1) Hereunder Completion of Offering
Number % (2)

Dietrich & Rosemarie Riemer 53. 6,117 6,117 -0- *
DLD Family Investments, LLC 54. 370,77¢ 40,77¢ 330,00( 4.85%
Donald G. Stewart 55. 24,22 24,22 -0- *
Donald J. Zinda 56. 4 4 -0- *
Donald M. Ureel Trust dtd 09/24/97; Donald M. UreETEE 57. 24 24 -0- *
Donald Zinman 58. 21 21 -0- *
Douglas Alan Jenkin 59. 9,89z 9,89z -0- *
Douglas J. Cook & Christine Cook 60. 4 4 -0- *
Douglas Miller 61. 65E 65E -0- *
E. Elaine Schuster 62. 4,95( 4,95( -0- *
E55 LP 63. 5,09¢ 5,09¢ -0- *
Edward W. Gray and Sharon H. Gray 64. 2,46t 2,46t -0- *
Elizabeth J. Hanson 65. 6,117 6,117 -0- *
Elizabeth J. Hanson, IRA 66. 2,47¢ 2,47¢ -0- *
Enable Growth Partners LP 67. 159,74° 159,74 -0- *
Enable Opportunity Partners LP 68. 18,35( 18,35( -0- *
Ervin Living Trust 69. 5,04¢ 5,04¢ -0- *
Ervin Living Trust Dtd.7/6/95, Robert D. Ervin & RiY. Ervin Co-

TTEES 70. 5,09¢ 5,09¢ -0- &
First Trust Corporation TTEE FBO: Lynn C. Kalcic 71. 1,187 1,187 -0- *
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Number of Number and % of
Number of ;
Shares of Shares of Outstanding
Common Common Shares of
Stock Stock Common Stock
Footnote Beneficially Offered Owned After
Name of Selling Stockholder Numbers Owned (1) Hereunder Completion of Offering
Number % (2)

First Trust Corporation TTEE FBO: Mary A. Kalcic 72. 3,263 3,263 -0-

Frank M. Mandola 73. 10,28! 10,28! -0-

Fred S. Harper 74. 13,741 13,741 -0-

Gary Hanson & Elizabeth Hanson 75. 2,67¢ 2,67¢ -0-

Gemini Master Fund, Ltd. 76. 24,73¢ 24,73¢ -0-

Geoffrey Kopecky 77. 56 56 -0-

George E. Liberato 78. 5,141 5,141 -0-

George Jarkesy, Jr. 121,25( 121,25( -0-

George and Linda Boston 79. 1,01C 1,01C -0-

Gerald L. King & Sherry J. King 80. 4 4 -0-

Gerald W. Brown 81. 4 4 -0-

Greeley Orthodontic Center, P.C. Profit Sharingstfbo Gary J.

Kloberdanz 82. 18 18 -0-

Gregg Lerman 83. 374 374 -0-

H. Michael Lambert 84. 29,90( 25,40( 4,50

Harold E. Tellefsen Trust 85. 7,07t 7,07t -0-

Harry Groszecki 86. 9,17¢ 9,17¢ -0-

HRBFA Custo. of the IRA FBO Mary Ann Sharrow 87. 8,93¢ 8,93¢ -0-

HRBFA Custo. of the IRA FBO Paul G. Sharrow 88. 8,44( 8,44( -0-

|. Dwyane Davis 89. 10,01¢ 10,01¢ -0-
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Number of Number and % of
Number of ;
Shares of Shares of Outstanding
Common Common Shares of
Stock Stock Common Stock
Footnote Beneficially Offered Owned After
Name of Selling Stockholder Numbers Owned (1) Hereunder Completion of Offering
Number % (2)

Insiders Trend Fund LP 90. 10,79: 10,79: -0-

J. Roy Jones & James M. Jones, Charitable Remauhdaust 91. 4 4 -0-

Jack Dulworth 92. 10,19¢ 10,19¢ -0-

Jack M. Franks Revocable Trust dtd 06/25/91; Jackidnks, TTEE) 93. 11 11 -0-

James A. Boston 94. 2,75¢ 2,75¢ -0-

James E. Striedel 95. 12,77: 12,77: -0-

James G. Geistfeld Living Trust 96. 2,47: 2,47: -0-

Jarkesy Foundation, Inc. 97. 52,45¢ 52,45¢ -0-

Jaye S. Venuti, D.D.S. Retirement Plan Trust; Jay€enuti & Michael

Yokoyama, TTEES 98. 14 14 -0-

Jerome T. Usalis 99. 74,14: 74,14: -0-

Jerry Sexton 100 39t 39t -0-

Jessica Spradling 101 30,58¢ 30,58¢ -0-

Jimmy C. Williams 102 11,99 6,61¢ 5,37:

John C. Bult, TTEE 103 4 4 -0-

John G. Ariko, Jr. 104 35 35 -0-

John H. Crutchfield 105 24,63¢ 24,63¢ -0-

John Parmigiani 106 187 187 -0-

John T. Borgese 107. 11,98¢ 11,98¢ -0-

Jonathan Rich 108 34 34 -0-
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Number of Number and % of
Shares of Nsuhn;?:Sr 8]]: Outstanding
Common Common Shares of
Stock Stock Common Stock
Footnote Beneficially Offered Owned After
Name of Selling Stockholder Numbers Owned (1) Hereunder Completion of Offering
Number % (2)

Joseph D. Mandola 109 20,51¢ 20,51¢ -0-

Joseph L. Draskovich 110 2,52: 2,52: -0-

Joyce E. Burris 111 2,53( 2,53( -0-

JSM Capital Holdings Corp. 112 123 123 -0-

Kalcic Exemption Trust 113 2,52¢ 2,52¢ -0-

Kenneth & Jill Flint, TTEES - The Kenneth W. FliRamily Protection Tr. 114 7 7 -0-

Kenneth O. Stahl/Frederick R. Stahl, Jr. (POA) 115 2 2 -0-

Kirk Folkerts 116 23,26 17,94« 5,317

Lakeview Direct Investments, LP 117 20,38¢ 20,38¢ -0-

Larry R. Cramer 118 34 34 -0-

Lawrence S. Yunker 119 1,47¢ 1,474 -0-

LB (Swiss) Private Bank LTD 120 6,42¢ 6,42¢ -0-

Linda M. Barone/Larry R. Zilli 121 6,181 6,181 -0-

Liparus, LLC 122 2,471 2,471 -0-

Lippert Heilshorn & Associates Inc. 123 4,06t 4,06t -0-

Lone Star No. 1, Ltd 124 10,39¢ 10,39¢ -0-

Lorie Cook 125 262 262 -0-

Louis R. Reif 126 8,56¢ 6,30¢ 2,26(

Lynn Rach 127 8 8 -0-
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Number of Number and % of
Shares of Nsuhn;?:Sr 8]]: Outstanding
Common Common Shares of
Stock Stock Common Stock
Footnote Beneficially Offered Owned After
Name of Selling Stockholder Numbers Owned (1) Hereunder Completion of Offering
Number % (2)

Marcus F. Wray 128 5,09¢ 5,09¢ -0-

Mark A. Stewart 129 28,37¢ 23,06¢ 5,317

Mark S. Boland 130 10,112 10,112 -0-

Mark Stutzman 131 53€ 53€ -0-

Mary A. Kalcic Irrevocable Trust dtd 11/11/87 - P&alcic, TTEE 132 4 4 -0-

Michael and Kristine Marrale 133 6,117 6,117 -0-

Michael Hamblett 134 12,31t 12,31t -0-

Michael K. Boudreaux 135 2,46¢ 2,46¢ -0-

Michael C. Neumann 136 2,49¢ 2,49¢ -0-

Millard B. Ryland, IRA 137 7,137 7,137 -0-

Mitchell Sassower 138 3,05¢ 3,05¢ -0-

Monarch Capital Group, LLC 139 85 85 -0-

Nancy A. Korpi 140 21 21 -0-

Nancy R. Greer Lini 141 4,911 4,911 -0-

Nelson Wooster Living Trust; Nelson Wooster, TT 142 2 2 -0-

NFS LLC/FMTC FBO Richard E Crawfol 143 12,36¢ 12,36¢ -0-

Nick Lippuner & Marianne Lippune 144 7,63¢ 7,63¢ -0-

Norman R. Morris Living Trus 145 5,09¢ 5,09¢ -0-

Oxnard Camarillo Anesthesiologist Group MPP; Vahc&alcic TTEE 146 18 18 -0-
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Number of Number and % of
Number of .
Shares of Shares of Outstanding
Common Common Shares of
Stock Stock Common Stock
Footnote Beneficially Offered Owned After
Name of Selling Stockholder Numbers Owned (1) Hereunder Completion of Offering
Number % (2)

Pamela Dru Sutton 147 6,17: 6,17: -0-

Panacea Fund, LLC 148 51,07t 51,07t -0-

Pankaj A. Patel 149 24,671 24,671 -0-

Parsifal Investments, L.P. 150 10,70¢ 10,70¢ -0-

Patrick Linbeck 151 7,861 2,861 5,00(

Paul G. Sharrow 152 2,47: 2,47: -0-

Paul Masters, IRA 153 12,281 12,281 -0-

Pershing LLC as Custodian FBO Kinnary Patel Rolid®RA 154 9,822 9,822 -0-

Pershing LLC as Custodian FBO Kinnary Patel RotA IR 155 9,822 9,822 -0-

Peter Bischofberger 156 5 5 -0-

Pinnacle Trust Co., LTA 157 50,97: 50,97: -0-

Plum Glen Partners, L.P.; Jerry Mendelson GenaaghBr 158 18 18 -0-

Provident Premier Master Fund, Ltd 159 49,34 49,34: -0-

Ratcliff Investments; Attn: Robert Ratcliff 160 18 18 -0-

Renaissance Interests, L.P. 161 36,40¢ 21,40¢ 15,00(

Richard N. Ernst 162 24,73¢ 24,73¢ -0-

Richard T. Jeleniewski 163 6,19¢ 6,19¢ -0-

Robert F. Donathan 164 24,63¢ 24,63¢ -0-

Robert H. & Joy D. Caldwell, TTEES - Caldwell Fayilrust - U/A

dated 7/22/85 165 2 2 -0-




Number of Number and % of
Number of ;
Shares of Shares of Outstanding
Common Common Shares of
Stock Stock Common Stock
Footnote Beneficially Offered Owned After
Name of Selling Stockholder Numbers Owned (1) Hereunder Completion of Offering
Number % (2)

Roland Hartman 166 32,374 12,37+ 20,00( *
Ronald Brangwyn 167 5,09¢ 5,09¢ -0- *
Rudy Aguirre and
Therese Mosqueda Ponce 168 2,53¢ 2,53¢ -0- *
S. Edmund Resciniti 169 10,19¢ 10,19¢ -0- *
SAA Trust 170 5,10¢ 5,10¢ -0- *
SAA Trust, Paul & MaryAnn Mallis TTEES 171 3,70¢ 3,70¢ -0- &
Salient Partners 172 8,79z 8,79z -0- *
Sam Buck 173 6,117 6,117 -0- &
Sanders Morris Harris 174 49,34¢ 49,34¢ -0- *
Sandra L. Livney 175 4,392 3,05¢ 1,33¢ *
Schroder & Co Bank AG 176 88,67¢ 43,67¢ 45,00( *
Scott B. Seaman 177. 468,58: 13,28¢ 456,79’ 6.67%
Scott Shapiro 178 374 374 -0- *
Shantilal C. Patidar 179 15,94¢ 11,44¢ 4,50(C *
SIBEX Capital Fund, Inc. 180 61,167 61,167 - *
SMI Re Limited 181 301,12! 281,12! 20,00( &
Snehal Patel 182 37,622 32,23: 5,39( *
Snehal S Patel & Kinnary Patel, Jt. Tenants in Comm 183 197,16 81,66+ 115,50( 1.71%
Stahl Family Revocable Living Trust dated 8-23-01 184 2,52¢ 2,52¢ -0- *
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Number of Number and % of
Shares of Nsuhn;?:Sr 8]]: Outstanding
Common Common Shares of
Stock Stock Common Stock
Footnote Beneficially Offered Owned After
Name of Selling Stockholder Numbers Owned (1) Hereunder Completion of Offering
Number % (2)

Starboard Capital Markets 185 10C 10C -0-

Stephen Cox 186 272 272 -0-

Sterling Trust Co fbo Carol A. Wynn 187 4,911 4,911 -0-

Sterling Trust Company, Custodian fbo Harold El&feen 188 4,58( 4,58( -0-

Steven Sack 189 6,117 6,117 -0-

Stone & Sutton, P.A. P/S Trust Pam Sutton, Trustee 190 2,471 2,471 -0-

Suzette Brown Special Needs Trust - Melodie Z. Sdotistee 191 5 5 -0-

Sylvan Associates; Paul A. Kalcic Managing Partner 192 4 4 -0-

T. William Merrill 193 10,19 10,19 -0-

TCMP3 Partners, L.P. 194 24,73( 24,73( -0-

Terry H. Wesner 195 39,33¢ 25,67¢ 13,65¢

Terry Wesner & MaryAnn Wesner 196 12,70( 12,70( -0-

The Barr Asset Family Lt. Partnership, Warren B&eneral Partner 197 4 4 -0-

The G. W. Sleezer Revocable Trust dtd 12/04/89 198 31 31 -0-

The Hazen A. Sandwick & Josephine Sandwick Revechbling Trust 199 7 7 -0-

Thomas K. Benedict & Liesbeth L. Benedict 200 20 20 -0-

Thomas S. Brower 201 2 2 -0-

Thomas Suppanz 202 35C 35C -0-

Thomas Thompson 203. 463 463 -0-
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Number of

Number and % of

Shares of Nsuhn;?:Sr 8]]: Outstanding
Common Common Shares of
Stock Stock Common Stock
Footnote Beneficially Offered Owned After
Name of Selling Stockholder Numbers Owned (1) Hereunder Completion of Offering
Number % (2)
Timothy L. Brawner 204 2,47: 2,47: -0-
Todd R. Allen 205 7,581 7,581 -0-
Tom Tice 206 262 262 -0-
Trappe & Dusseault P.A. Profit Sharing Plan Trig#2351454; Owen S.
Trappe & Brian Dusseault, TTEES 207. 18 18 -0-
Trevor J. Brown, Inc. DB Pension Plan, Trevor JbowBn &/or Annette
Kowalaski, TTEES 208 16 16 -0-
University of Chicago 55,04( 55,04( -0-
vFinance Managed by Jonathan C. Rich 209 86C 86C -0-
Walter Miller 210 682 682 -0-
Walter W. Pollack, Jr. 211 30,58¢ 30,58¢ -0-
Yellowstone Equity Partners, Ltd. 212, 19,88( 19,88( -0-

FOOTNOTES:

1. Beneficial ownership is determined in accordancth whe rules of the Securities and Exchange Comiamisand generally includes voting or investment powith
respect to securities. Shares of common stock sutgjeoptions or warrants currently exercisablexercisable within 60 days of June 19, 2006 arengeleoutstandir

for computing the percentage of the person holdingh option or warrant but are not deemed outstgnidir computing the percentage of any other person

2. Percentage is based on 6,696,704 shares of comoanaitstanding.

3. Includes 3,431 shares of common stock underlyingams

4. Includes 2,882 shares of common stock underlyingamés. Saleh M Shenaqg exercises voting and disp@gdower over all of the shares beneficially odnwy

AFDSMSSAS.

5. Number of shares of common stock beneficially owaad number of shares of common stock offered dedu34,306 shares of common stock underlying wes:.

Albert & Margaret Alkek Foundation is a private @stment fund. Scott Seaman exercises voting apadslisve power over
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10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

all of the shares beneficially owned by Albert & Maret Alkek FoundatioNumber of shares beneficially owned includes 135 $ifares of common stock underly
warrants related to a financing completed April 2806.

. Number of shares of common stock beneficially owaad number of shares of common stock offered dedu28,131 shares of common stock underlying wes.

Alkek & Williams Ventures is a private investmeninfl. Scott Seaman exercises voting and dispogitbveer over all of the shares beneficially ownedAlgek &
Williams Ventures. Number of shares beneficiallynad includes 125,000 shares of common stock uridgriyarrants related to a financing completed Ap8) 2006.

. Includes 61,163 shares of common stock underlyingants. Alpine Atlantic Asset Management AG isrizgte investment fund. Willy Betschart exercisesing anc

dispositive power over all of the shares benefigialvned Alpine, a Zurich based private investnfend.

. Includes 187 shares of common stock underlying avas: Anastasios and Tabitha Belesis are finacoiasultants and acquired these securities in coioneaith oul

June/July 2005 offering.

. Includes 6,999 shares of common stock underlyingaméas.

Includes 3,627 shares of common stock underlyingamés.
Includes 12,413 shares of common stock underlyiagamts.

Includes 2,203 shares of common stock underlyingamés. Anthony M. Sensoli exercises voting angasitive power over all of the shares beneficiallyned b
Anthony M. Sensoli, IRA Charles Schwab & Co., IGzistodian.

Includes 7,096 shares of common stock underlyingamés.
Includes 17 shares of common stock underlying vésta

Includes 1,468 shares of common stock underlyingamés. Arthur J. Goodwin exercises voting and dsiive power over all of the shares beneficialyned by Arthu
J. & Phyllis C. Goodwin 2001 Family Trust Dated @-Q1.

Includes 4 shares of common stock underlying wasran
Includes 13,723 shares of common stock underlyiagamts.
Includes 1,462 shares of common stock underlyingamas.
Includes 2,984 shares of common stock underlyingamés.
Includes 6,862 shares of common stock underlyingamés.
Includes 3,826 shares of common stock underlyingamas.

Includes 2,745 shares of common stock underlyingamés. Brewer and Pritchard, PC is a professiongboration. Thomas Pritchard exercises voting disgositive
power over all of the shares beneficially ownedbgwer and Pritchard PC.

Includes 15,279 shares of common stock underlyiagamts.

Includes 3,438 shares of common stock underlyingamas.




25.

26.

27.

28.

29.

30.

31.

32.

33.

34.

35.

36.

37.

38.

39.

40.

41.

Includes 3,651 shares of common stock underlyingamés.

Number of shares of common stock beneficially owaed number of shares of common stock offered dedul,888 shares of common stock underlying was.
Number of shares beneficially owned includes 31 @&ffons that are veste

Includes 1,461 shares of common stock underlyingamts. Mr. George R. Cameron exercises votingdisgbsitive power over all of the shares benefigialvned b
Cameron Living Trust.

Includes 5 shares of common stock underlying wasran

Includes 35 shares of common stock underlying wsteCarmelo Troccoli is a financial consultant aoeduired these securities in connection with aurelJuly 200
offering.

Includes 14,546 shares of common stock underlyiagamts. William Pinamonti exercises voting andpdstive power over all of the shares beneficiallyned b
Centrum Bank AG.

Includes 6,862 shares of common stock underlyingamés.

Includes 34,306 shares of common stock underlyiagants. Cimarron Biomedical Equity Master Fundnsinvestment fund. J. H. Cullum Clark has the powevote
and dispose of PharmaFrontiers Common Stock ownéZirharron Biomedical Equity Master Fund.

Includes 654 shares of common stock underlying avast Mary Ann Wesner exercises voting and dispesfiower over all of the shares beneficially owtgdMary
Ann Wesner, 2004 Roth IRA.

Includes 357 shares of common stock underlying avast Mary Ann Wesner exercises voting and dispesfiower over all of the shares beneficially owtgdMary
Ann Wesner, 2005 Roth IRA.

Includes 509 shares of common stock underlying avas: Terry Wesnher exercises voting and dispospieeer over all of the shares beneficially ownedTwyry
Wesner, 2004 Roth IRA.

Includes 654 shares of common stock underlying avast Terry Wesner exercises voting and disposjtieeer over all of the shares beneficially ownedTmyrry
Wesner, 2005 Roth IRA.

Includes 3,431 shares of common stock underlyingamés. CKW LLC is a private investment fund. Davi&kowalick exercises voting and dispositive poweer all o
the shares beneficially owned by CKW LLC.

Includes 7,640 shares of common stock underlyingamés. Clariden Investments LTD. Is a private stagent fund. Ricd-ee Ingram exercises voting and dispos
power over all of the shares beneficially ownedgriden Investments LTD.

Includes 374 shares of common stock underlying avas: Clemente Capital Management, LLC is an imrest firm that acquired these securities for undiirvg
activities. Guy Clemente has the power to votedisgose of PharmaFrontiers Common Stock owned byn€hte Capital Management, LLC.

Includes 102,917 shares of common stock underlyiagrants. Crestview Capital Master, LLC is a prvattvestment fund. Daniel |. Warsh exercises votimg
dispositive power over all of the shares benefigialvned by Crestview Capital Master, LLC.

Includes 7,279 shares of common stock underlyingamés. John Crutchfield exercises voting and digp@ power over all of the shares beneficiallyned by
Crutchfield Family 1976 Trust
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42.

43.

44.

45.

46.

47.

48.

49.

50.

51.

52.

53.

54.

55.

56.

57.

58.

59.

60.

61.

62.

Includes 15,274 shares of common stock underlyiagamts.

Includes 3,658 shares of common stock underlyingamés.

Number of shares of common stock beneficially owaad number of shares of common stock offered dedul0,756 shares of common stock underlying wes.
Number of shares beneficially owned includes 40 @3dons that are vested with an exercise pricg36£00.

Includes 2,745 shares of common stock underlyingamés.

Includes 2,059 shares of common stock underlyingamés.

Includes 1,497 shares of common stock underlyingamas.

Includes 16 shares of common stock underlying vndsta

Number of shares of common stock beneficially owaad number of shares of common stock offered de=ul 09,036 shares of common stock underlying wer
Davis Investments V, LP is a private investmentdfu@hristopher Davis exercises voting and dispasipower over all of the shares beneficially owrhgdDavis
Investments V, LP. Number of shares beneficiallynedincludes 7,500 shares of common stock underlyirrants related to a financing completed Ap8il 2006.

Includes 1,190 shares of common stock underlyingamés. Andre Guay exercises voting and disposjimeer over all of the shares beneficially ownedimgre Guay
IRA.

Includes 1,785 shares of common stock underlyingamés. Gisele Guay exercises voting and dispasjiiswer over all of the shares beneficially owngdlisele Guay
IRA.

Includes 1,503 shares of common stock underlyingamés. Ronald Brangwyn exercises voting and disipespower over all of the shares beneficially @drby Ronal
Brangwyn, IRA.

Includes 4,117 shares of common stock underlyingamés.

Number of shares of common stock beneficially owaad number of shares of common stock offered dedu27,445 shares of common stock underlying wes.
Laura Liang exercises voting and dispositive poaser all of the shares beneficially owned by DLDg Investments, LLCNumber of shares beneficially owr
includes 110,000 shares of common stock underhyiagants related to a financing completed April 2306.

Includes 14,789 shares of common stock underlyiagamts.

Includes 4 shares of common stock underlying wasran

Includes 24 shares of common stock underlying vésta

Includes 21 shares of common stock underlying isra

Includes 5,850 shares of common stock underlyingamés.

Includes 4 shares of common stock underlying wasran

Includes 655 shares of common stock underlying avest

Includes 2,928 shares of common stock underlyingamés.




63.

64.

65.

66.

67.

68.

69.

70.

71.

72.

73.

74.

75.

76.

77.

78.

79.

80.

81.

82.

Includes 3,431shares of common stock underlyingamés. Fanny Chan exercises voting and dispogitweer over all of the shares beneficially owned=3»5LP.

Includes 1,457 shares of common stock underlyingamés.

Includes 4,117 shares of common stock underlyingamas.

Includes 1,465 shares of common stock underlyingamés. Elizabeth J. Hanson exercises voting asgaditive power over all of the shares beneficiallyned b
Elizabeth J. Hanson, IRA.

Includes 101,456 shares of common stock underlyiagants. Enable Growth Partners LP is a privatestment fund. Brendan Re&il exercises voting and disposit
power over all of the shares beneficially owneddmable Growth Partners LP.

Includes 12,350 shares of common stock underlyirgramts. Enable Opportunity Partners LP is a peiMavestment fund. Brendan ieil exercises voting ai
dispositive power over all of the shares benefigialvned by Enable Opportunity Partners LP.

Includes 2,992 shares of common stock underlyingamés. Robert D. Ervin exercises voting and digp@spower over all of the shares beneficially @arnby Ervir
Living Trust.

Includes 3,431 shares of common stock underlyingamés. Robert D. Ervin & Rita Y. Ervin COBTEES exercise voting and dispositive power ovéofthe share
beneficially owned by Ervin Living Trust Dated 796/

Includes 703 shares of common stock underlying avast Lynn C. Kalcic exercises voting and dispesifiower over all of the shares beneficially owbgdrirst Trus
Corporation TTEE FBO: Lynn C. Kalcic.

Includes 1,931 shares of common stock underlyingamés. Mary A. Kalcic exercises voting and disgigsi power over all of the shares beneficially odr®y Firs
Trust Corporation TTEE FBO: Mary A. Kalcic.

Includes 6,112 shares of common stock underlyingamés.

Includes 8,542 shares of common stock underlyingamés.

Includes 1,667 shares of common stock underlyingamas.

Includes 14,631 shares of common stock underlyingants. Gemini Master Fund, Ltd. is a private staeent fund. Steven Winters exercises voting asgaditive
power over all of the shares beneficially owneddsmini Master Fund, Ltd.

Includes 56 shares of common stock underlying vdsta

Includes 3,056 shares of common stock underlyingamas.

Includes 680 shares of common stock underlying avest

Includes 4 shares of common stock underlying wasran

Includes 4 shares of common stock underlying wasran

Includes 18 shares of common stock underlying vaésta
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83.

84.

85.

86.

87.

88.

89.

90.

91.

92.

93.

94.

95.

96.

97.

98.

99.

100.

101.

102.

103.

104.

Includes 374 shares of common stock underlying avdast Gregg Lerman is a financial consultant argliged these securities in connection with our Jiuig 200!
offering.

Includes 15,076 shares of common stock underlyiagamts.

Includes 4,600 shares of common stock underlyingamés. Harold E. Tellefsen exercises voting arspasitive power over all of the shares beneficiallyned b
Harold E. Tellefsen Trust.

Includes 6,175 shares of common stock underlyingamas.

Includes 5,288 shares of common stock underlyingamés. Mary Ann Sharrow exercises voting and di#p@ power over all of the shares beneficiallynad by
HRBFA Custodian of the IRA FBO Mary Ann Sharrow.

Includes 4,994 shares of common stock underlyingamés. Paul G. Sharrow exercises voting and dispegpower over all of the shares beneficially @drby HRBF/
Custodian of the IRA FBO Paul G. Sharrow.

Includes 6,339 shares of common stock underlyingamés.

Includes 6,405 shares of common stock underlyingamés. Insiders Trend Fund LP is a private investnfund. Anthony Marchese exercises voting angatiiive
power over all of the shares beneficially ownednsiders Trend Fund LP.

Includes 4 shares of common stock underlying wasran
Includes 6,862 shares of common stock underlyingamés.
Includes 11 shares of common stock underlying isra
Includes 2,356 shares of common stock underlyingamas.
Includes 7,586 shares of common stock underlyingamas.

Includes 1,463 shares of common stock underlyingamés. James G. Geistfeld exercises voting armqbdisve power over all of the shares beneficialyned by Jame
G. Geistfeld Living Trust.

Includes 32,883 shares of common stock underlyiagamts. George Jarkesy Jr. exercises voting aspbsitive power over all of the shares beneficiallyned b
Jarkesy Foundation.

Includes 14 shares of common stock underlying isra
Includes 49,597 shares of common stock underlyiagamts.
Includes 395 shares of common stock underlying avest
Includes 20,584 shares of common stock underlyiagamts.

Number of shares of common stock beneficially owaed number of shares of common stock offered dedu4,253 shares of common stock underlying was.
Number of shares beneficially owned includes 4 d6ffons that are vested with an exercise price36{@0.

Includes 4 shares of common stock underlying wasran

Includes 35 shares of common stock underlying isra
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105.

106.

107.

108.

109.

110.

111.

112.

113.

114.

115.

116.

117.

118.

119.

120.

121.

122.

123.

124.

125.

126.

127.

Includes 14,563 shares of common stock underlyiagamts.

Includes 187 shares of common stock underlying avdist John Parmigiani is a financial consultant acguired these securities in connection with aureluly 200
offering.

Includes 7,662 shares of common stock underlyingamas.

Includes 34 shares of common stock underlying wsralonathan Rich is a financial consultant arglised these securities in connection with our Jiuwig 200!
offering.

Includes 12,598 shares of common stock underlyiagamts.

Includes 1,496 shares of common stock underlyingamés.

Includes 1,501 shares of common stock underlyingamés.

Includes 123 shares of common stock underlying avast JSM Capital Holdings Corp. is a financial sidtant and acquired these securities in conneatiéim out
June/July 2005 offering.

Includes 1,500 shares of common stock underlyingamés. Paul A Kalic exercises voting and dispesitpower over all of the shares beneficially owrgdKalic
Exemption Trust.

Includes 7 shares of common stock underlying wasran

Includes 2 shares of common stock underlying wasran

Includes 11,068 shares of common stock underlyiagamts.

Includes 13,723 shares of common stock underlyiagamts. Thomas Elden exercises voting and dispegibwer over all of the shares beneficially owhgd_akeviev
Direct Investments, LP.

Includes 34 shares of common stock underlying isra

Includes 871 shares of common stock underlying avest

Includes 3,819 shares of common stock underlyingamgés. Olaf Herr exercises voting and disposipesver over all of the shares beneficially ownedUBy (Swiss
Private Bank LTD.

Includes 3,659 shares of common stock underlyingamés.

Includes 1,461 shares of common stock underlyingamgs. Gregory Mallis exercises voting and disfposipower over all of the shares beneficially odmy Liparus
LLC.

Includes 2,736 shares underlying warrants. Keithihpert has the power to vote and dispose of tia@es owned by Lippert Heilshorn & Associates, Inc.

Includes 6,999 shares of common stock underlyingamés. James H. Glanville exercises voting angdatigive power over all of the shares beneficialyned by Lon
Star No. 1, Ltd

Includes 262 shares of common stock underlying avest

Includes 3,741 shares of common stock underlyingamés.

Includes 8 shares of common stock underlying wasran
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128.

129.

130.

131.

132.

133.

134.

135.

136.

137.

138.

139.

140.

141.

142.

143.

144.

145.

146.

147.

148.

149.

Includes 3,431 shares of common stock underlyingamés.

Includes 14,512 shares of common stock underlyiagamts.

Includes 6,402 shares of common stock underlyingamas.

Includes 536 shares of common stock underlying avest

Includes 4 shares of common stock underlying wasran

Includes 4,117 shares of common stock underlyingamés.

Includes 7,279 shares of common stock underlyingamas.

Includes 1,450 shares of common stock underlyingamas.

Includes 1,480 shares of common stock underlyingamés.

Includes 4,803shares of common stock underlyingamés. Millard B. Ryland exercises voting and disifiee power over all of the shares beneficiallyn@d by Millarc
B. Ryland IRA.

Includes 2,059 shares of common stock underlyingamas.

Includes 85 shares of common stock underlying wésraMonarch Capital Group, LLC is an investmentnfihat acquired these securities for underwriticgvities
Anthony Marchese has the power to vote and dispbBharmaFrontiers Common Stock owned by Monarghit@aGroup, LLC.

Includes 21 shares of common stock underlying vadsta

Includes 2,902 shares of common stock underlyingamés.

Includes 2 shares of common stock underlying wasran

Includes 7,316 shares of common stock underlyingamés. Richard E. Crawford exercises voting arspasitive power over all of the shares beneficialined by NF:
LLC/FMTC FBO Richard E. Crawford.

Includes 4,936 shares of common stock underlyingamés.

Includes 3,431 shares of common stock underlyingamés. Norman R. Morris exercises voting and disfhee power over all of the shares beneficiallyned by
Norman R. Morris Living Trust

Includes 18 shares of common stock underlying isra

Includes 3,651 shares of common stock underlyingamés.

Includes 34,375 shares of common stock underlyingamts. Panacea Fund, LLC is a private investrherdt. Charles Polsky exercises voting and dispasitiowe
over all of the shares beneficially owned by Paadeend, LLC.

Includes 14,585 shares of common stock underlyiagamts.




150.

151.

152.

153.

154.

155.

156.

157.

158.

159.

160.

161.

162.

163.

164.

165.

166.

167.

168.

169.

Includes 7,205 shares of common stock underlyingamés. Parsifal Investments, L.P. is a privateestment fund. Alfred L. Deaton Il exercises voteugd dispositiv
power over all of the shares beneficially ownedaysifal Investments, L.P.

Includes 2,861 shares of common stock underlyingamés. Patrick Linbeck is a financial consultantl acquired these securities in connection withJoume/July 20C
offering.

Includes 1,463 shares of common stock underlyingamés.

Includes 7,256 shares of common stock underlyingamés. Paul Masters exercises voting and dispesjpower over all of the shares beneficially owigdPau
Masters IRA.

Includes 5,803 shares of common stock underlyingamés. Kinnary Patel exercises voting and dispasipower over all of the shares beneficially owrgdKinnary
Patel Rollover IRA.

Includes 5,803 shares of common stock underlyingamés. Kinnary Patel exercises voting and dispasipower over all of the shares beneficially owmgdKinnary
Patel Roth IRA.

Includes 5 shares of common stock underlying wasran

Includes 34,306 shares of common stock underlyiagramts. Pinnacle Trust Co., LTA is a private inment fund that acquired these securities for umdéng
activities. Andrew Linbeck has the power to votd dispose of PharmaFrontiers Common Stock owndelitnyacle Trust Co., LTA.

Includes 18 shares of common stock underlying visra

Includes 29,171 shares of common stock underlyingramts. Provident Premier Master Fund, Ltd. igigape investment fund. Steven Winters exerciseingoanc
dispositive power over all of the shares benefigialvned by Provident Premier Master Fund, Ltd.

Includes 18 shares of common stock underlying isra

Number of shares of common stock beneficially owaad number of shares of common stock offered dedul4,409 shares of common stock underlying wes.
Renaissance Interests, L.P. is a private investfiumat Bradley C. Karp exercises voting and disfasipower over all of the shares beneficially odry Renaissan
Interests, L.P. Number of shares beneficially owimetldes 5,000 shares of common stock underlyiagants related to a financing completed April 2306.

Includes 14,631 shares of common stock underlyiagamts.

Includes 3,666 shares of common stock underlyingamas.

Includes 14,563 shares of common stock underlyiagamts.

Includes 2 shares of common stock underlying wasran

Includes 7,318 shares of common stock underlyingamés.

Includes 3,431 shares of common stock underlyingamas.

Includes 1,503 shares of common stock underlyingamas.

Includes 6,862 shares of common stock underlyingamés.
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170.

171.

172.

173.

174.

175.

176.

177.

178.

179.

180.

181.

182.

Includes 3,438 shares of common stock underlyingamés. Paul and Mary Ann Mallis TTEES exerciseingtand dispositive power over all of the sharesefieially
owned by SAA Trust.

Includes 2,192 shares of common stock underlyingamés. Paul and Mary Ann Mallis TTEES exercisengtand dispositive power over all of the sharesedfieially
owned by SAA Trust Paul and Mary Ann Mallis TTEES.

Includes 8,792 shares of common stock underlyingamés. Salient Partners is an investment firm #juired these securities for underwriting adg#sit Andrev
Linbeck has the power to vote and dispose of Phramiers Common Stock owned by Salient Partners.

Includes 4,117 shares of common stock underlyingamas.

Includes 15,499 shares of common stock underlyingamts. Sanders Morris Harris is an investment finat acquired these securities for underwritiotivéties. Ber
Morris has the power to vote and dispose of Pharordgiers Common Stock owned by Sanders Morris Harri

Number of shares of common stock beneficially owaed number of shares of common stock offered dedu2,059 shares of common stock underlying was.
Number of shares beneficially owned includes 1,88dons that are vested with an exercise price36f@0.

Number of shares of common stock beneficially owaad number of shares of common stock offered fdedu25,965 shares of common stock underlying wes.
Number of shares beneficially owned includes 15,8B88res of common stock underlying warrants related financing completed April 13, 2006.Markus l€e
exercises voting and dispositive power over athefshares beneficially owned by Schroder & Co BaGk.

Number of shares of common stock offered includ@848 shares of common stock underlying warreNumber of shares beneficially owned includes: {)500 share
underlying an option; (ii) 263,667 shares of commstock held by Ventures; (iii) 9,909 shares of camnnstock underlying series B warrants exercisabi28.00 pe
share held by Ventures; (iv) 18,223shares of comstock underlying series C warrants exercisab®&3at00 per share held by Ventures; (v) 125,000eshaf commo
stock underlying the April 2006 warrants held byntees; (vi) 2,900 shares of common stock undeglyaries B warrants exercisable at $20.00 per s(aie5,334
shares of common stock underlying series C warmexgscisable at $30.00 per share; and (viii) 7 Stdres of common stock underlying the April 2008revats.

Includes 374 shares of common stock underlying avais: Scott Shapiro is a financial consultant arguiaied these securities in connection with oureldduly 200!
offering.

Includes 7,200 shares of common stock underlyingamas.

Includes 41,167 shares of common stock underlyigramts. SIBEX Capital Fund, Inc. is a private stveent fund. Oleg S. Krasnoshchek exercises vaim
dispositive power over all of the shares benefigialvned by SIBEX Capital Fund, Inc.

Includes 166,994 shares of common stock underlyingants. SMI Re Limited is a private investmemduDr. Reginal McDaniel exercises voting and dsstee
power over all of the shares beneficially owned3d§l Re Limited.

Number of shares of common stock beneficially owaad number of shares of common stock offered fedu10,332 shares of common stock underlying wes.
Number of shares beneficially owned includes 58%es of common stock underlying warrants relaiedfinancing completed April 13, 20!

-61-




183.

184.

185.

186.

187.

188.

189.

190.

191.

192.

193.

194.

195.

196.

197.

198.

199.

200.

201.

Number of shares of common stock beneficially owaad number of shares of common stock offered dedu48,501 shares of common stock underlying wes.
Number of shares beneficially owned includes 38 &tdres of common stock underlying warrants relaiedfinancing completed April 13, 20C

Includes 1,497 shares of common stock underlyingamss. Frederick Stahl Jr. exercises voting aspasitive power over all of the shares beneficialyned by Stal
Family Revocable Living Trust Dated 8-23-01.

Includes 100 shares of common stock underlying avast Starboard Capital Markets is an investment that acquired these securities for underwritangyvities
Michael Hamblet has the power to vote and dispé$tharmaFrontiers Common Stock owned by Starboagit&l Markets.

Includes 272 shares of common stock underlying avest

Includes 2,902 shares of common stock underlyingamés. Carol A Wynn exercises voting and dispesifiower over all of the shares beneficially owbgdSterling
Trust Company FBO Carol A. Wynn.

Includes 2,119 shares of common stock underlyingamés. Harold E Tellefsen exercises voting angahitive power over all of the shares beneficialyned b
Sterling Trust Company Custodian FBO Harold E Ts#e.

Includes 4,117 shares of common stock underlyingamés.

Includes 1,463 shares of common stock underlyingamés. Pam Sutton exercises voting and disposiosger over all of the shares beneficially ownedrop. P/¢
Trust Pam Sutton Trustee.

Includes 5 shares of common stock underlying wasran

Includes 4 shares of common stock underlying wasran

Includes 6,862 shares of common stock underlyingamas.

Includes 14,625 shares of common stock underlyingants. TCMP3 Partners, LP is a private investniemd. Steve Slawson exercises voting and dispesjibwe
over all of the shares beneficially owned by TCMR8tners, LP.

Number of shares of common stock beneficially owaad number of shares of common stock offered dedul5,262 shares of common stock underlying wes.
Number of shares beneficially owned includes 8,@5tons that are veste

Includes 7,538 shares of common stock underlyingamés.

Includes 4 shares of common stock underlying wasran

Includes 31 shares of common stock underlying vésta

Includes 7 shares of common stock underlying wasran

Includes 20 shares of common stock underlying visra

Includes 2 shares of common stock underlying wasran
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202. Includes 350 shares of common stock underlying avdst Thomas Suppanz is a financial consultantaagdired these securities in connection with omeliuly 200
offering.

203. Includes 463 shares of common stock underlying avest
204. Includes 1,463shares of common stock underlyingamas.
205. Includes 4,900 shares of common stock underlyingamés.
206. Includes 262 shares of common stock underlying avest
207. Includes 18 shares of common stock underlying wsra
208. Includes 16 shares of common stock underlying wisra

209. Includes 860 shares of common stock underlying avast VFinance is an investment firm that acquirebe securities for underwriting activities. Jtwat C. Rich he
the power to vote and dispose of Opexa TherapeGticsmon Stock owned by vFinance.

210. Includes 682 shares of common stock underlying avest
211. Includes 20,584 shares of common stock underlyiagamts.

212. Includes 13,380 shares of common stock underlyiagants. Yellowstone Equity Partners, Ltd. is agte investment fund. Brenda Lee exercises votimydispositivi
power over all of the shares beneficially ownedvigjlowstone Equity Partners, Ltd.

CERTAIN RELATIONSHIPS AND RELATED PARTY TRANSACTION S

Prior to the April 2006 financing, Mr. Seaman, widually owned 5,050 shares of the Compangdmmon stock, Series B warrants to purchase Zbafes of tr
Company’s common stock, and Series C warrantsitthase 4,000 shares of the Comparggmmon stock. In addition, Ventures, an entitwiich Mr. Seaman may be deer
to have voting power and/or investment power, owh8®67 shares of the Company’s common stock, S&iwarrants to purchase 9,909 shares of the Coyh@@ommol
stock, and Series C warrants to purchase 18,22&slud the Compang’common stock. In connection with the April 20@&ahcing, (i) Mr. Seaman individually purcha
15,000 shares of the Company’s common stock andssaed a Warrant to purchase 7,500 shares ofdhgp@nys common stock, and (ii) Ventures acquired 250 g)tdres ¢
the Company’s common stock and a Warrant to puechi@8,000 shares of the Compagbmmon stock. Pursuant to the Foundation 13D,9d4aman has concluded tha
does not have beneficial ownership of the sharestarfk held by Foundation. Additionally, pursuamttihe Foundation 13D, Mr. Seaman and other regpigrsons nami
therein may be deemed to constitute a group fopgaes of Section 13(d) or Section 13(g) of the Brge Act. However, the Foundation, Ventures, @Haktd., and Mr
Seaman expressly disclaim (i) that, for purposeSeiaftion 13(d) or Section 13(g) of the Exchange Awty are a member of a group with respect torstezsiof the Compar
held by DLD Family Investments, LLC, Mr. Arnold, MBailey or Ms. Williams and (ii) that they haveragd to act together with DLD Family InvestmentsCl, Mr. Arnold,
Mr. Bailey or Ms. Williams as a group other thandascribed in the Foundation 13D. The reporting@es in the Foundation 13D, other than Mr. Seanman\&ntures, own
the aggregate: i) 786,667 shares of common stock; (ii) 23,584 skaf common stock underlying Series B warrantgaisable at $20.00 per share; (iii) 44,445 sharfi
common stock underlying Series C warrants exert@sat$30.00 per share; and (iv) 260,000 sharesmimon stock underlying Warrants.

In connection with the April 2006 financing, (i) IBatir Group, Inc., an entity in which Dr. Bailep$ivoting power and/or investment power, acqui@0d0 shares
the Company’s common




stock and a Warrant to purchase 5,000 shares oCtimepanys common stock, (ii) ) MDB Capital Group LLC, antignin which Dr. Bailey is an managing directomt
disclaims any voting power and/or investment poveequired 200,000 shares of the Company’s commmk sind a Warrant to purchase 100,000 shares o€ tmepanys
common stock, and (iii) MDB Capital Group LLC reeed $1,723,300 for its services in the April 20@8ahcing and a three year warrant to purchase 308sBares of tt
Company’s common stock at $5.00 per share, of whiBiB Capital Group LLC assigned the right to pured88,928 shares of common stock to Dr. Bailey pril 4, 2006.

None of our executive officers or directors andrtfe@mily members or affiliates are indebted toiugn amount greater than $60,000.
DESCRIPTION OF SECURITIES
Our Capitalization
Common Stock

We are authorized to issue 100,000,000 sharesmifnom stock, par value $0.50 per share. As of J@n006, there were 6,696,704 shares of commork s$eael
and outstanding. Each share of common stock ilezhto one vote per share for the election ofaoes and on all other matters submitted to a wbstockholders. There are
cumulative voting rights. Common stockholders doheoe preemptive rights or other rights to sulbecfor additional shares, and the common stocktisuabject to conversic
or redemption. In the event of liquidation, thed®k of common stock will share equally in any baéof corporate assets available for distributmthem. Subject to the rigl
of holders of the any other securities subsequéssiyed, holders of the common stock are entitberkteive dividends when and as declared by ourdBofDirectors out ¢
funds legally available. We have not paid any divids since its inception and have no intentionay gny dividends in the foreseeable future. Anyreitdividends would t
subject to the discretion of the Board of Directamsl would depend on, among other things, our éugarnings, the operating and financial conditimm, capital requiremen
and general business conditions.

Preferred Stocl

We are authorized to issue 10,000,000 shares &érpeed stock, no par value per share. As of June@06, no shares of preferred stock are issuedatsfanding
Our Board of Directors can, without approval of stockholders, issue one or more series of prefesteck. If we offer preferred stock, our Boarddifectors will determine tf
number of shares and the rights, preferences anitations of each series. These rights, preferemces limitations may include specific designationember of share
liquidation value, dividend rights, liquidation anelemption rights, voting rights,

Warrants and Options

2004 Stock Incentive Plan Pursuant to our 2004 Stock Incentive Plan we issiye to our officers, directors, employees andulants incentive stock options, non-
qualified stock options and shares of restrictedlstThe plan provides for us to issue up to 1@00,shares of its common stock pursuant to awandernthe plan. As of Ju
19, 2006 we had outstanding options, granted puatgoahe plan, to purchase 729,003 shares of camsturk. The plan is designed to qualify underlttiernal Revenue Co
as an incentive stock option plan.

Series B Warrants and Series C Warrants As of June 19, 2006 we have issued and outstgr(@irberies B Warrants to purchase an aggregaé®®{737 of oL
common shares, and (ii) Series C Warrants to psecha aggregate of 1,110,5370f our common shares.
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(i) The Series B Warrant is exercisable at any e has an exercise price of $20.00 per sharexguices on October 17, 2006.
(i) The Series C Warrant is exercisable at anyetand has an exercise price of $30.00 per sharexgidkes June 17, 2010

All of the warrants are exercisable immediately anel only exercisable by “accredited investaas”defined in Regulation D under the Securities &
1933.

April 2006 Warrants . In an offering consummated April 17, 2006, weuess warrants to acquire an aggregate of 2,300,08fes. The April 2006 warrants have
exercise price of $6.50 per share. . We have tite to call the April 2006 warrants commencing gear from the effective date of a resale regisirattatement if the closi
bid price per share of our common stock equalsxoeeds $13.00 for twenty consecutive trading dayshich the daily average trading volume of the own stock is at les
20,000 shares. Additionally, if the resale registrastatement for the reale of the shares issuable upon exercise of themta is not effective for any period after ApkB,
2007, then the warrant holders may exercise thairamts on a cashless basis during the perioceade registration statement is not effective.

Placement Agent Warrants. In connection with the 15% Convertible Exchandea¥ote offering and the common stock offeringsseld June 17, 2005 we hi
issued to the placement agent and other brokeiage in those offerings warrants to purchase ameggge of 46,085 shares of common stock at an iseepeice of $15.01
These warrants are exercisable immediately andewglire June 17, 2010.

Other Obligations To Issue Shares Our license agreement with the University of Chizafpligates us, by October 31, 2006, to issue gafit additional shares
the University of Chicago so that it holds 2.6%0oaf common stock.

Restrictions on Sales By Certain Existing Sharehokts . A total of 250,000 shares held by Top Tier InvesitnéLC and various other shareholders are sult@
another lock-up agreement effective November 5420@t limits sales of up to an aggregate of 31 &%res of our common stock per @y period. There is no terminat
provision in this lock-up agreement.

PLAN OF DISTRIBUTION

The selling stockholders, which as used hereirubhes donees, pledgees, transferees or other sacs@ssterest selling shares of common stock or interés
shares of common stock received after the datei@fprospectus from a selling stockholder as a giédge, partnership distribution or other transfeay, from time to time, se
transfer or otherwise dispose of any or all of ttshiares of common stock or interests in sharemwimon stock on any stock exchange, market orrtgafdicility on which th
shares are traded or in private transactions. Ttisp®sitions may be at fixed prices, at prevailimgrket prices at the time of sale, at prices eelab the prevailing market prit
at varying prices determined at the time of sal@tmegotiated prices.

The selling stockholders may use any one or motkeefollowing methods when disposing of sharemtarests therein:
« ordinary brokerage transactions and transactiomghioch the broker-dealer solicits purchasers;
« block trades in which the brokelealer will attempt to sell the shares as agentirtay position and resell a portion of the bloclpaacipal to facilitate the transactic

« purchases by a broker-dealer as principal andeésathe broker-dealer for its account;




« an exchange distribution in accordance with thegalf the applicable exchange;

privately negotiated transactions;

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

through the writing or settlement of options oresthedging transactions, whether through an opgackange or otherwise;

broker-dealers may agree with the selling stockérsido sell a specified number of such sharestipalated price per share;
« a combination of any such methods of sale; and
« any other method permitted by law.

The selling stockholders may, from time to timesdge or grant a security interest in some or athefshares of common stock owned by them antigif default ii
the performance of their secured obligations, tleelgees or secured parties may offer and selltiaees of common stock, from time to time, undes firospectus, or under
amendment to this prospectus under Rule 424(b)(8)heer applicable provision of the Securities Agtending the list of selling stockholders to in@utle pledgee, transferee
other successors in interest as selling stockhsldeder this prospectus. The selling stockholdess may transfer the shares of common stock inratiieumstances, in whi
case the transferees, pledgees or other succéssorarest will be the selling beneficial owneos purposes of this prospectus.

In connection with the sale of our common stoclnterests therein, the selling stockholders magreinto hedging transactions with broldealers or other financ
institutions, which may in turn engage in shoresabf the common stock in the course of hedgingtsitions they assume. The selling stockholdeng afso sell shares of ¢
common stock short and deliver these securitieda®e out their short positions, or loan or pletige common stock to brokelealers that in turn may sell these securities
selling stockholders may also enter into optiorothrer transactions with brokelealers or other financial institutions or the ti@aof one or more derivative securities wt
require the delivery to such broker-dealer or offr@ncial institution of shares offered by thi®gpectus, which shares such bro#lealer or other financial institution may re
pursuant to this prospectus (as supplemented on@adeto reflect such transaction).

Theaggregate proceeds to the selling stockholders fhensale of the common stock offered by them lélithe purchase price of the common stock les®uligs o
commissions, if any. Each of the selling stockhddeserves the right to accept and, together thighr agents from time to time, to reject, in wholein part, any propos
purchase of common stock to be made directly auttih agents. We will not receive any of the prosefedm this offering. Upon any exercise of the wats by payment
cash, however, we will receive the exercise pricéne warrants.

The selling stockholders also may resell all oo&ipn of the shares in open market transactiongliance upon Rule 144 under the Securities A&G3H3, provide
that they meet the criteria and conform to the iregoents of that rule.

The selling stockholders and any underwriters, éralealers or agents that participate in the saldh@fcommon stock or interests therein may be "undiems"
within the meaning of Section 2(11) of the SecesitAct. Any discounts, commissions, concessiony @it they earn on any resale of the shares mayrigerwriting discoun
and commissions under the Securities Act. Sellingkholders
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who are "underwriters" within the meaning of Sect®{11) of the Securities Act will be subject te throspectus delivery requirements of the Secarhigt.

To the extent required, the shares of our commockdo be sold, the names of the selling stockhs|dé&e respective purchase prices and publicioffgurices, th
names of any agents, dealer or underwriter, anjicaigle commissions or discounts with respect pagicular offer will be set forth in an accompamyiprospectus supplem:
or, if appropriate, a post-effective amendmenhtregistration statement that includes this proisgse

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

We have advised the selling stockholders that tiienaanipulation rules of Regulation M under the Exa®Act may apply to sales of shares in the mankétta the
activities of the selling stockholders and thefiliates. In addition, to the extent applicable wil make copies of this prospectus (as it may bepsemented or amended fr
time to time) available to the selling stockholdimnsthe purpose of satisfying the prospectus @ejivequirements of the Securities Act. The selStackholders may indemn
any broker-dealer that participates in transactioaslving the sale of the shares against ceriabillties, including liabilities arising under tt&ecurities Act.

We have agreed to indemnify the selling stockhadayainst liabilities, including liabilities undére Securities Act and state securities laws, irgjdb the registratic
of the shares offered by this prospectus.

We have agreed with the selling stockholders tgpkbe registration statement of which this prospeconstitutes a part effective until the earliefl) such time &
all of the shares covered by this prospectus haea ldisposed of pursuant to and in accordancethéthiegistration statement or (2) the date on wktiehshares may be s
pursuant to Rule 144(k) of the Securities Act.

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

The consolidated financial statements for the yeaded December 31, 2004 and 2005 and for thep@om January 22, 2003 (date of inception) to Deoer 31
2005 included in this prospectus have been autijedalone & Bailey PC, independent registered puaticounting firm, as stated in their report apipegierein.

WHERE YOU CAN FIND MORE INFORMATION

This prospectus is part of a registration statememtfile with the Securities and Exchange Commissibhis prospectus does not contain all of thermgtior
contained in the registration statement and athefexhibits and schedules thereto. For furthermftion about Opexa Therapeutics, Inc.., pleaselse complete registrati
statement. Summaries of agreements or other dodsnmetthis prospectus are not necessarily compRigase refer to the exhibits to the registratimtesnent for comple
copies of such documents.

We file annual, quarterly and special reports, grstatements and other information with the Seimsriand Exchange Commission under the Securitiesdhge Ac
of 1934. You may read and
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copy the registration statement, including exhibitsl schedules filed with it, at the SE@ublic reference facilities in 100 F Street N.Washington, D.C. 20549. You r
obtain information on the operation of the pub&ference room in Washington, D.C. by calling theu8ies and Exchange Commission at 1-800-SEC-0330.

We file information electronically with the Secuigg and Exchange Commission. Our Securities anchdige Commission filings also are available frore
Securities and Exchange Commiss®iriternet site at http://www.sec.gov, which comsaieports, proxy and information statements ahdranformation regarding issuers 1
file electronically.
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PHARMAFRONTIERS CORP.
(a development stage company)
CONSOLIDATED BALANCE SHEETS

Assets
Current asset
Cash
Other current asse

Total current assets

Intangible assets, net of $2,298,174 and $1,8888atcumulated amortizatic

Property & equipment, net of $278,300 and $256 @82ccumulated depreciatit
Other asset

Total assets

Liabilities and Stockholder's Equity

Current liabilities:
Accounts payabl
Accrued expense
Note payable
Derivative Liability

Total current liabilities

Commitments and contingenci

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

Common stock, $.05 par value, 100,000,000 share®rzed,
20,967,035 and 20,619,545 shares issued and oditsgan

Additional paid in capita
Deficit accumulated during the development st

Total stockholders' equity

Total liabilities and stockholders' equity

F-1

(Restated)
March 31, December 31
2006 2005
(unaudited (audited)
1,059,85! 2,560,661/
208,48t 182,52:
1,268,34- 2,743,19(
25,846,15 26,130,44
549,57 479,99¢
450,94 388,21(
28,115,02 29,741,83
773,31 689,46°
89,702 240,30¢
1,500,001t 1,500,00!
6,507,51! 6,761,65!
8,870,53: 9,191,43:
1,048,35: 1,030,97
40,430,46 39,783,45
(22,234,33) (20,264,02)
19,244,48 20,550,40
28,115,02 29,741,83




PHARMAFRONTIERS CORP.
(a development stage company)
CONSOLIDATED STATEMENTS OF EXPENSES
Three Months ended March 31, 2006 and 2005 and the
Period from January 22, 2003 (Inception) to March 3, 2006

(unaudited)

(Restated) (Restated)
Three Months Three Months
Ended Ended Inception through
March 31, March 31, March 31,
2006 2005 2006
General and administratiy $ 1,075,88. $ 1,206,71! $ 2,279,39.
Depreciation and amortizatic 432,33 418,31! 2,432,36:
Research and developme 738,45( 644,26 13,096,33
Loss on disposal of ass¢ 362 - 480,29:¢
Operating los: (2,247,02) (2,269,29) (18,288,38)
Interest incom 19,62 6,93( 107,54:
Other income 3,38t 2,44¢ 33,93¢
Gain on derivative liability 254,14( - 4,150,98:
Interest expens (42€) (1,487,38) (8,238,40)
Net loss $ (1,970,31) $ (3,747,30) $ (22,234,33)
Basic and diluted loss per sh $ (0.10) $ (0.37) N/A
Weighted average shares outstanc 20,654,29 10,224,45 N/A
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Cash flows from operating activitit
Net loss
Adjustments to reconcile net loss to net ¢
used in operating activitie
Stock issued for services

Stock issued for debt in excess of principal

PHARMAFRONTIERS CORP.
(a development stage company)

CONSOLIDATED STATEMENTS OF CASH FLOWS

PHARMAFRONTIERS CORP.
(a development stage company)

CONSOLIDATED STATEMENT OF CASH FLOWS
Three Months ended March 31, 2006 and 2005 and the
Period from January 22, 2003 (Inception) to March 3, 2006

(unaudited)

Amortization of discount on notes payable due

to warrants and beneficial conversion feature

Amortization of intangible assets

Gain on derivative liability

Depreciation

Debt financing costs

Option and warrant expense

Loss on disposition of fixed assets
Changes in

Accounts payable

Prepaid expenses

Accrued expenses

Other assets

Net cash used in operating activit

Cash flows from investing activitie
Purchase of license
Purchase of property & equipme

Net cash used in investing activiti

Cash flows from financing activitie
Common stock sold for cash, net of offering ct
Common stock repurchased and canc
Proceeds from del
Repayments on notes paya

Net cash provided by financing activiti

Net change in cas
Cash at beginning of peric

Cash at end of peric

Cash paid for
Income tax
Interest

(Restated) (Restated )
Three Months Three Months Inception
Ended Ended through
March 31, March 31, March 31,
2006 2005 2006

$ (2,970,31) $ (3,747,30) $ (22,234,33)
= - 1,861,40!

- 109,07( 109,07(

- 1,294,10! 6,313,20!

409,28 396,86 2,298,17:
(254,14() (4,150,98)

23,05 21,44« 134,18°

- - 365,91(

484,39 355,40( 5,469,35.

- - 479,93:

83,85( (554,77 169,01¢

(25,965 (34,979 (153,100

29,39¢ 249,57! 84,37:

(62,739 - (450,94
(1,283,18) (1,910,59) (9,704,73))
(125,000 - (357,749
(92,629 (28,357) (524,53f)
(217,629 (28,357) (882,279

- = 5,356,21°

- - (325)

- 2,856,66! 6,354,59:

- (58,61/) (63,61

- 2,798,041 11,646,87

(1,500,811) 859,10: 1,059,85!
2,560,66! 851,99: -

$ 1,059,85( $ 1,711,090 $ 1,059,85!
$ - $ - $ -
42¢ - 42¢






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

- warrants

- beneficial conversion featu

- stock attached to not
Fair value of derivative instrume

180,00(

34,75
17,17¢

1,433,10:i
831,94!
999,07«

23,750,00
147,73
2,295,45!
525,51
180,00(
6,407,98I
17,17¢
93,36¢

3,309,791
1,715,97.
1,287,441
10,658,49




PHARMAFRONTIERS CORP.
(a development stage company)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

NOTE 1 - BASIS OF PRESENTATION

The accompanying unaudited interim financial staets of PharmaFrontiers Corp., (“Pharma¥, development stage company), have been preparedcordance wit
accounting principles generally accepted in thetéthiStates of America and the rules of the Seesriind Exchange Commission (“SECihd should be read in conjunct
with the audited financial statements and notesetbecontained in Pharma’s latest Annual Repoedfilvith the SEC on Form 1KSB. In the opinion of management,
adjustments, consisting of normal recurring adjestts, necessary for a fair presentation of findrpnaition and the results of operations for thierim periods presented h:
been reflected herein. The results of operationgnterim periods are not necessarily indicativeha results to be expected for the full year. Natethe financial statements t
would substantially duplicate the disclosure camgdiin the audited financial statements for thetmexent fiscal year, 2005, as reported in ForniK8®, have been omitted.

Restatements for the three months ended March(®B ®ere made. See Note 6 for details.

NOTE 2 - STOCK BASED COMPENSATION

Effective January 1, 2006, Pharma began recordingpensation expense associated with stock optiod®tner forms of equity compensation in accordamitle Statement ¢
Financial Accounting Standards (“SFAS”) No. 123Fhare-Based Paymerds interpreted by SEC Staff Accounting Bulletin M67. Prior to January 1, 2006, Pharma
accounted for stock options according to the prowis of Accounting Principles Board (“APB”) OpinioNo. 25, Accounting for Stock Issued to Employessd relate
interpretations, and therefore no related comp@rsaxpense was recorded for awards granted witlntrimsic value. Pharma adopted the modified pecsipe transitio
method provided for under SFAS No. 123R, and, ocguesetly, have not retroactively adjusted resultsmfrprior periods. Under this transition method, pemsation co
associated with stock options recognized in the fjuarter of Fiscal 2006 includes the quarterlpdization related to the remaining unvested partib all stock option awar
granted prior to January 1, 2006, based on the gite fair value estimated in accordance withatfiginal provisions of SFAS No. 123.

The following table illustrates the effect on nes$ and net loss per share if Pharma had appleeththvalue provisions of FASB Statement No. 123stockbased employse
compensation:

(Restated) (Restated)
Three Months Three Months
Ended Ended Inception
March 31, March 31, through
2006 2005 2006
Net loss as reporte $ (2,970,31) $ (3,747,30) $ (22,234,33)
Add: stock based compensation determined
Under intrinsic value based method - 355,40( 2,611,07.
Less: stock based compensation
determined under fair value based method - (453,02 (4,417,37)
Pro forma net loss $ (1,970,31) $ (3,844,92) $ (24,040,63)
Basic and diluted
Net loss per common share:
As reported $ (0.10) $ (0.37) N/A
Pro forma $ 0.100 $ (0.39) N/A




NOTE 3 - INTANGIBLES
Rheumatoid Arthritis License

On January 4, 2006, Pharma entered in an agreemitbrthe Shanghai Institute for Biological Scien€ina Academy of Science of the People’s Repudflichina whereby it
acquired an exclusive worldwide license for thellectual property rights and research resultsnadiatologous T cell vaccine for rheumatoid artbrith exchange for a payment
and an agreed running royalty from the sale of cencialized products, Pharma receives all infornraéind data related to all clinical trials on altipat controls and patients
with rheumatoid arthritis with the T cell vaccirihis includes all clinical, cell procurement andmatacturing protocols, complete patient data shedittaboratory materials,
methods and results and manufacturing records acuhgdents and any other data related to the intaliéproperty. The first payment under the liceaseurred in April 2006
upon the delivery of materials pursuant to the teafithe licensing agreement.

NOTE 4 - EQUITY

In March 2006, 347,490 shares of common stock vesteed in settlement of an outstanding accountalgayn the amount of $180,000.
NOTE 5 - OPTIONS AND WARRANTS

There were no options or warrants issued durinditsiequarter.

In connection with the bridge note exchange andwate placement offerings in June and July of 20Bfe separate types of warrants, known as SAri€eries B, and Seri
C, to purchase the common stock of Pharma weredsguinvestors. On February 17, 2006 the Seriem#ants to exercise 10,411,400 shares of comnuomk sixpired.

NOTE 6 - DERIVATIVE INSTRUMENTS AND RESTATEMENT
In 2006, we evaluated the application of SFAS 1138 BITF 00-19 for all of our financial instrumeratsd identified the following financial instrumeras derivatives:

(1) Series A Warrants issued in conjunction wité bidge note exchange and private placement nfferin June and July 2005( which expired on Feriidr 2006)
(2) Series B Warrants issued in conjunction with hidge note exchange and private placement nffelin June and July 2005
(3) Series C Warrants issued in conjunction withlthidge note exchange and private placement nfferin June and July 2005

As a result, we report the value of these deriestias current liabilities on our balance sheetrapdrt changes in the value of these derivativasasoperating gains or losses
on our statements of operations. The value of ghvdtives is required to be remeasured on a gilatiasis, and is based on the Black Scholes Ryidlodel.




Variables used in the Black-Scholes option-prigimgdel include (1) 4.08% to 4.35% risk-free intemasé, (2) expected warrant life is the actual reing life of the warrants as
of each period end, (3) expected volatility is fr86% to 475% and (4) zero expected dividends.

The impact of the application of SFAS 133 and EODF19 on the balance sheet and statements of apesas of and for the three months ended Marcl2@16 was as follows:

As of As of Three months
12/31/2005 3/31/2006 ended 3/31/2006
Series A Warrants $ - % - % =
Series B Warrants 264,95° 284,31: (29,359
Series C Warrants 6,496,69 6,223,20; 273,49!
Totals $ 6,761,65. $ 6,507,51! $ 254,14(

In June 2006, we determined that certain warrangitchase our common stock should be separatetyuated for as liabilities. We had not classifiedge derivative liabilities
as such in our previously issued financial statemen order to reflect these changes, we restatedinancial statements for the three months edarth 31, 2006 to record t
fair value of these warrants on our balance sheatlebility and record changes in the valueseté derivatives in our consolidated statemenpefations as unrealized “Gain
(loss) on derivative liabilities.”

The aggregate balance sheet amount shown for tleesative liabilities decreased from $6,761,6540mtember 31, 2005 to $6,507,515 on March 31, 2@38lting in a gain
of $254,140 in the statements of operations foithihee months ended March 31, 2006. This resultedtal liabilities being uderstated by $6,507,%4%8l net loss being
overstated by $254,140.

NOTE 7 - SUBSEQUENT EVENTS
Private Placement Offering

On April 13, 2006 , Pharma closed a financing taatisn in which Pharma issued 46,000,000 sharés obmmon stock and warrants to purchase 23,000s0@res of Pharma’
common stock for $23,000,000 to certain institutloand accredited investors (the “Transaction”)cémnection with the Transaction, Pharma agreelotd a shareholdes’
meeting by June 30, 2006 to vote on a proposalféctea 1 for 10 reverse split of Pharma commorlkstidat will not reduce the number of shares of k@m stock Pharma
authorized to issue.

The warrants expire in five years, and are exebotésat $0.65 per share only after Pharma effedt$ca 10 reverse split. The warrants contain stesh@aljustment provisions f
stock splits, distributions, reorganizations, mesgend consolidations. Pharma has the right totlcalivarrants one year from the effective date i&fsale registration statemer
the closing bid price per share of Pharsnedmmon stock equals or exceeds $1.30 for twentgexutive trading days in which the daily averaigding volume of the comm:
stock is at least 200,000 shares. Additionallyhé resale registration statement is not effedtiveany period after April 13, 2007, the warrantdess may exercise their warra
on a cashless basis during the period the resgilgtnation statement is not effective.

Pharma has agreed to file a registration statemvéhtthe Securities and Exchange Commission by M2y2006 in order to register the resale of theeshaf common stor
issued pursuant to the Transaction and the sheseable upon exercise of the warrants. If Phariettameet this deadline, if the registration etaént is not declared effect
prior July 12, 2006 or August 11, 2006 (if the S&#@s and Exchange Commission comments on thestragjon statement), or if the registration statehmeases to reme
effective, Pharma has agreed to pay the invesiquigdated damages of 1.5% of the amount investeB@elay period during such failure, up to 24%h# aggregate amot
invested.
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In connection with the Transaction, Pharma paid raisgions and fees to their placement agent, MDBit@a@roup LLC (“MDB”), and another broker dealer for service
connection with the Transaction an aggregate of34,100 and issued MDB and another broker deateethiear warrants to purchase an aggregate of 20@%hares
common stock at an exercise price of $0.50 pereskxercisable after Pharma effects a 1 for 10rseveplit. These warrants are not callable, has&shless exercise option, i
have standard adjustment provisions. Pharma agoeregjister the resale of the shares underlyingvdugants issued to MDB and the other broker dealer

Pharma intends to conduct an appropriate accouatiadysis consistent with general accepted acaogimiinciples, including SFAS 133 and EITF 09; with respect to tt
securities issued in the Transaction, which mayltés a portion of the proceeds being classifischalerivative liability. Any such derivative lidiby would be measured at e¢
reporting date at fair value with the any chang@invalue resulting in a gain or loss in Pharsstatement of expenses.. Any such derivativelitialnitially will be reflected ir
Pharma'’s financial statements for the fiscal quaeteling on June 30, 2006.

Additionally, the Transaction triggered certainwsdinent provisions contained in Pharmaéries B warrants and series C warrants issuédnia and July 2005. Pursuant to
adjustment provisions, the number of shares issuapbn exercise of the Series B warrants incre&séj037,365 shares from 4,163,701 shares and #ezcise price we
reduced to $2.00 from $2.90 per share. The numbshares issuable upon exercise of the Series Camarincreased to 11,105,477 shares from 8,32%ha8sand the
xercise price was reduced to $3.00 from $4.00 pares

Pursuant to the Transaction, the new investorseraggregate will own approximately 69% of theltotdstanding shares of Pharm@ommon stock, without giving effect to
warrants.

University of Chicago License

On April 13, 2006, Pharma amended that certain Afedrand Restated License Agreement, dated Dece38b2004, with the University of Chicago with resp& certail
payment obligations of Pharma, as follows: (i) gariA30, 2006 $1,500,000 cash payment obligatios estended until October 31, 2006; and (ii) thegattion to issue 216,2:
shares of Pharma’s common stock issuable uporidke of the Transaction was extended until Oct@ie2006.




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

To the Board of Directors
PharmaFrontiers Corp.

(a development stage company)
The Woodlands, Texas

We have audited the accompanying consolidated balsiheet of PharmaFrontiers Corp., (“Pharma”) (eld@ment stage company), as of December 31, 2005 related
consolidated statements of expenses, changesckhsiders’ equity and cash flows for the two yeamsled December 31, 2005 and the period from Jar22arg003 (Inception)
through December 31, 2005. These consolidated dinbstatements are the responsibility of Pharmasagement. Our responsibility is to express aniopion these
consolidated financial statements based on outaudi

We conducted our audits in accordance with starsdafrthe Public Company Accounting Oversight Bo@tdited States). Those standards require that eue ghd perform the
audits to obtain reasonable assurance about whibtaeonsolidated financial statements are frematerial misstatements. An audit includes examinimga test basis, evidence
supporting the amounts and disclosures in the diolaged financial statements. An audit also inclidssessing the accounting principles used andisant estimates made by
management, as well as evaluating the overall dmtated financial statement presentation. We beligat our audits provide a reasonable basis foopinion.

In our opinion, the consolidated financial stateteerferred to above present fairly, in all mate@spects, the consolidated financial positiofPb&rma as of December 31,
2005 and the consolidated results of its operatmmkits cash flows for the periods described mf@onity with accounting principles generally actepin the United States of
America.

The accompanying consolidated financial statemiesne been prepared assuming that Pharma will agn8is a going concern. As discussed in Note 2etedhsolidated
financial statements, Pharma has suffered reculosges from operations, which raises substantiabtabout its ability to continue as a going cenc&lanagement’s plans
regarding those matters are described in Note @.cbnsolidated financial statements do not inclugeadjustments that might result from the outcoifrthis uncertainty.

As discussed in Note 15 to the financial statememtrror resulting in an understatement of liaed and an overstatement of net loss in 2005disvered by management
2006. Accordingly, adjustments have been made 8eoémber 31, 2005, to correct the error.

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

February 7, 2006,
except for Note 15
which is dated June 20, 2006
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PHARMAFRONTIERS CORP.
(a development stage company)
CONSOLIDATED BALANCE SHEET (RESTATED)
December 31, 2005

Assets
Current assets:
Cash
Other current assets

Total current assets

Intangible assets, net of $2,298,174 and $1,8888atcumulated amortization
Property & equipment, net of $278,300 and $256 @8&ccumulated depreciation
Other assets

Total assets

Liabilities and Stockholder's Equity
Current liabilities:
Accounts payable
Accrued expenses
Note payable
Derivative liability

Total current liabilities

Commitments and contingencies

Stockholder' equity:
Convertible preferred stock, no par value, 10,000 $hares
authorized, none issued and outstanding
Common stock, $.05 par value, 100,000,000 share®rzed,
20,967,035 and 20,619,545 shares issued and aditstian
Additional paid in capital
Deficit accumulated during the development stage

Total stockholders' equity

Total liabilities and stockholders' equity

See accompanying summary of accounting policies
and notes to consolidated financial statements
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$ 2,560,66!
182,52«
2,743,191

26,130,44
479,99t
388,21(

s 2074183

$ 689,46°
240,30¢
1,500,001

6,761,65!
9,191,43:

1,030,97

39,783,45
(20,264,02)
20,550,40

$ 29,741,83




General and administrative
Depreciation and amortization
Research and development
Loss on disposal of assets

Operating loss

Interest income
Other income
Gain on derivative liability

Interest expense
Net loss

Basic and diluted loss per share

Weighted average shares outstanding

PHARMAFRONTIERS CORP.
(A Development Stage Company)
CONSOLIDATED STATEMENTS OF EXPENSES (RESTATED)
Years ended December 31, 2005 and 2004 and the
Period from January 22, 2003 (Inception) to Decan3tie 2005

Inception
through
2005 2004 2005

$ 550,17¢ $ 572,53: 1,203,51.
1,735,20! 264,81¢ 2,000,02i

9,892,25: 2,465,63: 12,357,88

22,81( 457,12: 479,93:
(12,200,45) (3,760,10) (16,041,36)

81,93( 5,992 87,92

28,174 2,37¢ 30,55

3,896,84. - 3,896,84.
(7,323,85) (868,92f) (8,237,97)
$ (15,517,35) $ (4,620,66) (20,264,02)

$ 0.99 $ (0.79) N/A

15,648,36 $ 6,309,14! N/A

See accompanying summary of accounting policies
and notes to consolidated financial statements
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Shares issued for cash

Shares repurchased and cancelled

Discount relating to:

- beneficial conversion feature
- warrants attached to debt
Net loss

Balances at December 31, 2003
Shares issued for:

- cash

- services

- license

- reverse merger with Sportan

- acquisition of Opexa

- additional shares attached to
convertible debt

- conversion of convertible notes
Shares cancelled

Discount relating to:

- beneficial conversion feature

- warrants attached to debt
Option Expense

Net loss

Balances at December 31, 2004
Shares issued for:

- cash

- convertible debt

- debt

- license

PHARMAFRONTIERS CORP.
(A Development Stage Company)
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDEREQUITY (RESTATED)
January 22, 2003 (Inception) through December 8252

Additional
Common Stock Paid in Accumulated
Shares Par Capital Deficit Total

5,250,00( 262,50( ($261,500) $ = 1,00C
(1,706,25() (85,319 84,98¢ - (325)
- - 28,18( - 28,18(
- - 28,18( - 28,18(
- - - (126,000 (126,000
3,543,75! 177,18 (120,15 (126,009 (68,96¢)
22,50( 1,12¢ 7,87¢ - 9,00(
2,065,001 103,25( 745,75( - 849,00(
242,68¢ 12,13¢ 414,94( - 427,07¢
997,39¢ 49,87( (197,607 - (147,73)
2,500,00! 125,00( 23,625,00 - 23,750,00
161,00( 8,05( 280,31¢ - 288,36¢
607,50: 30,37¢ 217,99t - 248,37(
(80,000 (4,000 4,00( - -
- - 855,84¢ - 855,84¢
- - 1,848,50: - 1,848,50:
- - 123,33 - 123,33
- - - (4,620,66) (4,620,66)
10,059,83 502,99: 27,805,80 (4,746,66) 23,562,13
3,894,50! 194,72¢ 5,647,04. - 5,841,76!
6,110,26: 305,51¢ 7,343,93: - 7,649,441
23,00(¢ 1,15C 159,85( - 161,00(
291,93t 14,597 1,853,78 - 1,868,38.
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- services 240,00( 12,00( 1,000,401 - 1,012,401

Offering costs relating to

equity financing -- -- (495,55)) -- (495,55))
Discount relating to: 831,94 831,94
- beneficial conversion feature - - 1,433,10:i - 1,433,10:i
- warrants attached to debt - - -

Option expense - - 2,487,74. - 2,487,74.
Warrant expense - - 2,373,88:i - 2,373,88:i
Transition of warrants from equity instrumentsiebllity instruments - - (10,658,49) (10,658,49)
Net loss -- -- -- (15,517,35) (15,517,35)
Balances at December 31, 2005 $ 2061954 $ 1,030,97 $  39,783,45 ($20,264,02) $  20,550,40

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

CONSOLIDATED STATEMENTS OF CASH FLOWS (RESTATED)
Year ended December 31, 2005 and the Period frommadg 22, 2003
(Inception) through December 31, 2004 and 2005

Cash flows from operating activitit
Net loss
Adjustments to reconcile net loss to net ¢
used in operating activitie
Stock issued for services
Stock issued for debt in excess of principal
Amortization of discount on notes payable due
to warrants and beneficial conversion feature
Amortization of intangible assets
Gain on derivative liability
Depreciation
Debt financing costs
Option and warrant expense
Loss on disposition of fixed assets
Changes in
Accounts payable
Prepaid expenses
Accrued expenses
Other assets

Net cash used in operating activit

Cash flows from investing activitie
Purchase of license
Purchase of property & equipme

Net cash used in investing activiti

Cash flows from financing activitie
Common stock sold for cash, net of offering ct
Common stock repurchased and canc
Proceeds from del
Repayments on notes paya

Net cash provided by financing activiti

Net change in cas
Cash at beginning of peric

Cash at end of peric

Inception
through
2005 2004 2005

$ (15,517,35) (4,620,669 (20,264,02)
1,012,401 849,00( 1,861,401
109,07( - 109,07(
5,516,63i 753,81: 6,313,20!
1,637,12! 251,76 1,888,891
(3,896,84) - (3,896,84)
98,08( 13,05¢ 111,13¢
365,91( - 365,91(
4,861,62! 123,33¢ 4,984,96:.
22,81( 457,12: 479,93:
26,36( 58,67( 85,167
(88,185 (38,95() (127,13
2365¢ 23,82 54,98!
(388,21() - (388,21()
(6,216,91) (2,129,03)) (8,421,55)
- (232,74 (232,74
(258,907 (173,009 (431,907
(258,907) (405,74¢) (664,649
5,346,21 9,00( 5,356,21°
- - (325)

2,896,88! 3,382,701 6,354,59:
(58,61¢) (5,000 (63,61
8,184,48i 3,386,70! 11,646,86'
1,708,67- 851,92: 2,560,66!
851,99: 68 -

$ 2,560,661 851,99: 2,560,66!
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PHARMAFRONTIERS CORP.

(A Development Stage Company)
CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)
Year ended December 31, 2004 and the Period frommadg 22, 2003

(Inception) through December 31, 2003 and 2004

NON-CASH TRANSACTIONS

Issuance of common stock for purchase of Of $ - % 23,750,000 $ 23,750,00
Issuance of common stock to Sportan shareho - 147,73: 147,73:
Issuance of common stock for University of Chicéigense 1,868,38: 427,07! 2,295,45!
Issuance of common stock for accrued inte 525,51¢ - 525,51¢
Conversion of notes payable to common sl 6,159,61( 248,37( 6,407,98I
Conversion of accrued liabilities to common st 17,17¢ - 17,17¢
Conversion of accounts payable to note pay - 93,36¢ 93,36¢

Discount on convertible notes relating

- warrants 1,433,10:i 1,848,50: 3,309,79I
- beneficial conversion featu 831,94« 855,84¢ 1,715,97:
- stock attached to not 999,07 288,36¢ 1,287,441
Fair value of derivative instrume 10,658,49 - 10,658,49

See accompanying summary of accounting policies
and notes to consolidated financial statements
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PHARMAFRONTIERS CORP.
(a development stage company)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

PharmaFrontiers Corp. (“ Pharma ") was incorpegtah Texas on January 22, 2003 as a bio-pharmaakcompany engaged in developing autologous petseed cell
therapies. During the development stage, Pharmairachthe worldwide license to technology developedrgonne National Laboratory, a U.S. DepartnadriEnergy
Laboratory Operated by the University of ChicagaAfgonne " ). This is an exclusive license to amstcell technology in which adult pluripotent steetls are derived from
monocytes obtained from the patient * s own bldabeé (' License " ). A patent application was fileadNovember 2003, with the United States Patentlande Office regarding
the technology involved in the License.

On October 7, 2004 Pharma entered into an agreeimeactuire all of the outstanding stock of Opekarfaceuticals, Inc. (“ Opexa " ). The agreeméwger on November 5,
2004. A total of 2,500,000 shares of Pharma ' srmomstock were exchanged for all of the outstandingk of Opexa. 2,250,000 shares was issued tgaOgieareholders in
December 2004 and the balance of 250,000 shaggdhdld been held in escrow for the prerequisiteyeae period, was issued in November 2005.The attgpn was accounted
for under the purchase method, where all of Opexassets are restated to their fair market valub®macquisition date, which approximated book &althe 2,500,000 shares
Pharma were valued at $23,750,000 or $9.50 peeshduich represents their current value at the.tiBe® Note 12 for details.

Opexa holds rights to technology to diagnose agat tmultiple sclerosis through modified autoreazfivcells and is currently in FDA Phase /Il huntlrse ranging clinical
trials to evaluate its safety and effectivenedsdating multiple sclerosis.

Basis of presentation. The consolidated finand&tkesnents include the accounts of Pharma and itdlyvbwned subsidiary, Opexa. Significant inter-qmmy accounts and
transactions have been eliminated.

Reclassifications. Certain amounts in the 2004 alinteted financial statements have been reclassifie
to conform to the 2005 consolidated financial steget presentation.

Use of Estimates in Financial Statement Preparalibe preparation of consolidated financial statets:ié conformity with accounting principles gerigraccepted in the
United States of America requires management teeneakmates and assumptions that affect the repan®unts of assets and liabilities, the disclosfi@ntingent assets and
liabilities at the date of the consolidated finahatatements, and the reported amounts of reveangesxpenses during the reporting period. Actesiilits could differ from thos
estimates.

Cash and cash equivalents. For purposes of trenstats of cash flows, cash equivalents includiighily liquid investments with original maturitie$ three months or less.

Long-lived Assets. Property and equipment are dtatethe basis of historical cost less accumuldegteciation. Depreciation is provided using thaight-line method over the
estimated useful lives of the assets. Major rengwaatl improvements are capitalized, while minotaggments, maintenance and repairs are chargedrent operations.
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Impairment losses are recorded on long-lived assegd in operations when indicators of impairmeatpesent and the undiscounted cash flows estintatee generated by
those assets are less than the assets ’ carryiogram

Income Taxes. Income tax expense is based on ezpearnings before income taxes. Deferred incomesteeflect the impact of temporary differencesveen assets and
liabilities recognized for consolidated financiaporting purposes and such amounts recognizedXguurposes, and are measured by applying enactedtes in effect in years
in which the differences are expected to reverse.

Stock-Based Compensation. Pharma accounts for-siamsd compensation under the intrinsic value ntetblader this method, Pharma recognizes no comfiensxpense for
stock options granted when the number of underlgimares is known and exercise price of the opsareater than or equal to the fair market valuthefstock on the date of
grant. The following table illustrates the effectet loss and net loss per share if Pharma hddppe fair value provisions of FASB Statement NB83, Accounting for Stock-
Based Compensation, to stock-based employee commams

Inception
2005 2004 through 2005

Net loss as reporte $ (15,517,35) $ (4,620,66) $ (20,264,02)
Add: stock based compensation determi

Under intrinsic value based method 2,487,74. 123,33 2,611,07.
Less: stock based compensation determ

under fair value based method (4,264,013 (153,364 (4,417,377
Pro forma net loss $ (17,293,62) $ (4,650,69) $ (22,070,32)
Basic and dilutes
Net loss per common shal
As reportec $ 099 % (739 N/A
Pro forma $ 111 $ (.79 N/A

The weighted average fair value of the stock optigranted during 2004 was $3.09. Variables uséleiBlack-Scholes option-pricing model include 2% risk-free interest
rate, (2) expected option life is the actual rermagjnife of the options as of each year end, (3)exted volatility is from 0.1% to 796.30% and (&ya expected dividends.

The weighted average fair value of the stock optigranted during 2005 was $2.49. Variables uséleiBlack-Scholes option-pricing model include 2% risk-free interest
rate, (2) expected option life is the actual rermgjriife of the options as of each year end, (e=ted volatility is 175.40% and (4) zero expeariends.

The basic net loss per common share is computeliviling the net loss by the weighted average numebeommon shares outstanding. Diluted net losspmmon share is
computed by dividing the net income adjusted ofieanf converted" basis, by the weighted averagaber of common shares outstanding plus potentiaficié securities. Bas
and diluted loss per share is the same due to faltelilutive securities had an anti-dilutive effemd were not included in the calculation of dillinet income per common
share.
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Research and development. Research and developxpsrises include salaries, related employee expermasulting fees, facility costs, and laboratgts. All costs for
research and development activities are expensed@sed. Pharma expenses the costs of licenggatents and the prosecution of patents untildbeance of such patents and
the commercialization of related products is reabbnassured.

Accounting for Derivative Instruments. StatemenEofancial Accounting Standard (“SFAS”) No. 133,cunting for Derivative Instruments and Hedgingidities,” as
amended, requires all derivatives to be recordetthemalance sheet at fair value. Our derivativesaparately valued and accounted for on our balaheet. Fair values for
securities traded in the open market and derivatire based on quoted market prices. Where markespare not readily available, fair values areedeined using market
based pricing models incorporating readily obselevatarket data and requiring judgment and estimates

The pricing model we use for determining fair valwé our derivatives is the Black Scholes Pricingddl. Valuations derived from this model are subje®ngoing internal an
external verification and review. The model useskasourced inputs such as interest rates, exehaaigs and option volatilities. Selection of thegrits involves
management's judgment and may impact net income.

In September 2000, the Emerging Issues Task FUEER") issued EITF 00-19, "Accounting for Derivei Financial Instruments Indexed to and Potenti@éitled in, a
Company's Own Stock," ("EITF 00-19") which requife=estanding contracts that are settled in a coylpawn stock, including common stock warrantdhealesignated as an
equity instrument, asset or a liability. Under ghevisions of EITF 09, a contract designated as an asset or a liabilist be carried at fair value on a company'srzaaheet
with any changes in fair value recorded in the canys results of operations. A contract designatedn equity instrument must be included withinitygand no fair value
adjustments are required.

The EITF recently deliberated the impact of liquethdamages clauses in registration rights agretsnagd the effect on accounting and classificadbimstruments subject to
the scope of EITF 00-19 in EITF 05-U4e Effect of a Liquidated Damages Clause on asteeeling Financial Instrument Subject to Issue 019.The EITF has not reached
a consensus on this issue and has deferred deidrewatil the FASB addresses certain questionskvhould impact a conclusion on this issue. Spegdif, EITF 0504 present
alternative views on whether the liquidated damagesisions in registration rights agreements stidnd combined with or treated separately from 8sweiated financial
instrument. We view the registration rights agreenand the financial instrument as one combineést@nding instrument. If the EITF were to adoptuiesv that the
registration rights agreement should be viewed separate instrument from the financial instrumest,may have to account for additional derivatives.

Restatement of Financial Statements to ReflectMagvie Accounting. The consolidated financial stagats for the year ended December 31, 2005 inclird#ds Annual Repo
have been restated to reflect additional non-opeyains related to the classification of and actmg for warrants issued by Pharma associated thé bridge note exchange
and private placement offerings in June 2005 ahd2R05 .

Recently Issued Accounting Pronouncements. In Deeer®004, the FASB issued SFAS No.123R, “AccountingStock-Based Compensation.” SFAS N0.123R eistads
standards for the accounting for transactions ifcivan entity exchanges its equity instrumentgyfawds or services. This Statement focuses primanilgccounting for
transactions in which an entity obtains employe®ises in shardased payment transactions. SFAS No0.123R requnatshe fair value of such equity instruments lmgaizec
as expense in the historical financial statemestseavices are performed. Prior to SFAS No.123R, oertain pro forma disclosures of fair value wegquired. SFAS N0.123R
shall be
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effective for small business issuers as of therb@gg of the first interim or annual reporting petithat begins after December 15, 2005. While Phdras issued options to
employees recently, the adoption of this new actingmpronouncement is not expected to have a naierpact on the consolidated financial statemefhfharma during the
calendar year 2006.

Pharma does not expect the adoption of any otltently issued accounting pronouncements to haign#isant impact on their consolidated financialsgtion, results of
operations or cash flow.

NOTE 2 - GOING CONCERN

As shown in the accompanying consolidated finarstiiements, Pharma incurred recurring net loss8$5517,356 and $4,620,664 in 2005 and 2004peaaely, and has an
accumulated deficit of $20,264,023 as of Decemiie2805. These conditions raise substantial dosibd £harma’s ability to continue as a going comcklanagement is trying
to raise additional capital through sales of cotilvkr debt and equity. The consolidated financiatesnents do not include any adjustments that niightecessary if Pharma is
unable to continue as a going concern.

NOTE 3 - LICENSE AGREEMENT

In February 2004, Pharma entered into an agreewiémthe University of Chicago (“University”) foht worldwide license to technology developed atofrge National
Laboratory, a U.S. Department of Energy Labora®perated by the University. In consideration far lisense, Pharma paid the University $57,742 amdeal to issue 375,375
shares of its common stock. 187,688 shares valu®d5075 were issued on February 20, 2004. In Déee 2004, the License Agreement was amended ggaRtiarma an
exclusive, non-transferable worldwide license @ thniversity’s stem cell technology. In considesatfor the amendment, Pharma paid the Universitgdatitional $175,000,
issued the University 55,000 shares of common statked at $352,000, bringing the total ownerskiplarma by the University to 242,688 shares, agre@ay the University
$1,500,000 on the earlier of October 30, 2005 anugpe closing of a Pharma financing where proceeelgreater than $10 million and agreed to issedJniversity shares of
Pharma common stock, including the shares alresslyed, equal to 2.6% of the total outstanding nurabshares after conversion of the 15% exchangeadnvertible
subordinated promissory notes upon the later oFthst financing or November 30, 2005 and aftendsee of any and all equity in the form of stockh&t close of the first
Financing.

In June 2005, 274,836 shares of common stock westeed to the University of Chicago per the terma lifense agreement. These shares were recor@86 8064.
In August 2005, 17,099 shares of common stock vesreed to the University of Chicago per the terina icense agreement. These shares were recor@d99,434.
By amendment dated October 31, 2005 Pharma ardrtiversity agreed to extend the date upon which$th&00,000 to April 30, 2006.

In June of 2004, Pharma paid $50,000 to The Unityeo$ Texas MD Anderson Cancer Center for an aptimnegotiate a licensing agreement for the uggedpheral blood
stem cells for cardiac regeneration. This optionggotiate the licensing agreement expired on &epe21, 2004 and the non-refundable fee of $50v@¥Owritten off during
2004.
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NOTE 4 - INTANGIBLE ASSETS

Intangible assets consisted of the following atéeber 31, 2005:

Description Life Amount

University of Chicago license (see Note 3) 19 years $ 4,028,20:
Opexa intangible group (see Note 12) 16 years 23,991,12
Subtotal 28,019,33
Less: accumulated amortization (1,888,89)
Intangible assets, net $ 26,130,44

Amortization expense totaled $1,637,129 and $231if6iscal 2005 and 2004, respectively.
NOTE 5 - PROPERTY AND EQUIPMENT

Property and equipment consisted of the followihBecember 31, 2005:

Description Life Amount

Computer equipment 3year $ 77,73(
Office furniture and equipment 3-5 year: 145,92:
Laboratory equipment 5-10 year 512,42
Subtotal 736,07¢
Less: accumulated depreciation (256,08
Property and equipment, net $ 479,99¢

Depreciation expense totaled $98,080 and $13,0fi8dal 2005 and 2004, respectively.
NOTE 6 - INCOME TAXES

Pharma uses the liability method, where deferredtsets and liabilities are determined based @expected future tax consequences of tempordrelifces between the
carrying amounts of assets and liabilities for ficial and income tax reporting purposes. Duringdi005 and 2004, Pharma incurred net lossestlamefore, has no tax
liability. The net deferred tax asset generatethleyloss carry-forward has been fully reserved. diraulative net operating loss carry-forward isragpmately $12,000,000 at
December 31, 2005, and will expire in the years422ough 2025.

At December 31, 2005, deferred tax assets consistéx following:

Deferred tax assets

Net operating losses $ 4,080,001
Less: valuation allowance (4,080,001

Net deferred tax asse $ -
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NOTE 7 - THIRD PARTY CONVERTIBLE NOTES

Between September 2004 and February 2005, Phasmedi€onvertible notes to investors totaling $6,824. In March 2005, 451,688 shares of common sidttka relative
fair value of $999,074 were issued to note holdsrtheir additional shares for their subscriptiorestment in Pharma. In June 2005 a total of $6&&0comprised of the
principal of the notes of $6,124,859 and accumdlateerest of $525,513, which accrued at a ratE58b per annum, was exchanged for 4,433,598 un$4.80 per share. Each
unit is comprised of one share of common stockthrek separate types of warrants to purchase leofd2a75 shares of common stock as stated belowddition, 1,224,977
shares of Common Stock were issued in consideré&iotie surrender of the rights to the Bridge Viats held by the note holders. All of the Bridgetédoand Bridge Warrants
were exchanged so that none are now outstanding.

« Warrants: In connection with the bridge note exgjgaand private placement offerings in June and thue separate types of warrants to purchaseabao?.75 share
of common stock were issued as follows: (i) a SefidNarrant which expired on February 17, 2006;giBeries B Warrant for orfealf of a share with an exercise pi
of $2.90 which expires on October 17, 2006; (ififla Series C Warrant for one share with an exemise of $4.00 that expires on May 25, 2010.

Pharma analyzed the convertible notes and the ntarfar derivative accounting consideration undeAS 133 and EITF 00-19. Pharma determined the eddzbdonversion
option in the convertible notes met the criterindlassification in stockholders equity under SF¥S3 and EITF 0®9. Therefore, derivative accounting was not applie for
these convertible notes payable . See Note 14 discassion of the accounting for the warrants.

NOTE 8 - NOTE PAYABLE
Note payable consists of the followir

Note payable to the University of Chicago; no iasty due earlier ¢
Pharma raising $10,000,000 in an Equity Financingpril 30, 2006;
secured by license (See Note 3 for details) $1,500,000

NOTE 9 - COMMITMENTS AND CONTINGENCIES

After purchasing Opexa, Pharma assumed an eigibeerh operating lease from Opexa for a researdlityad he lease commenced in June 2003 and wagaegpire in
November 2004. Pharma extended the lease initialtiy March 31, 2005 and extended it again untpt8mber 30, 2005. Pharma terminated the lease tob€rc7, 2005 an
entered into a ten-year lease with a new landldiithvcommenced on October 1, 2005.

Future minimum lease payments under the cameellable operating lease are $72,474 for 20067 $74 for 2007, $137,196 for 2008, $139,782 fi6R $147,540 for 2010 a
$731,883 for thereafter

Rent expense for 2005 was $178,963 and $389,300f4.
NOTE 10 - EQUITY

During 2003, Pharma sold 5,250,000 shares of conmstark for $1,000.
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In April 2003, 1,706,250 shares were reacquireds8#5 and canceled.

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

During 2004, 22,500 shares of common stock were fewl$9,000.

During 2004, 2,065,000 shares of common stock waieheir then fair value of $849,000 were issieeBharma’s employees and consultants for theicss.

In February 2004, 187,688 shares of common stokledaat their then fair value of $75,075 were issteethe University of Chicago per the terms oftarise agreement. In
December 2004, 55,000 shares of common stock valuir then fair value of $352,000 were issuethe University of Chicago per the terms of an adeel license
agreement. See Note 3 for details.

In June 2004, 997,399 shares of common stock wsted for net liabilities of $147,733 to Sportastiareholders for the reverse merger with Sportae.Nbte 14 for details.

In November 2004, 2,500,000 shares of common stakied at their then fair value of $23,750,000 wieseied to 30 accredited investors in connectidgh thie acquisition of
Opexa, of which 2,250,000 shares were issued imatedgiand the balance of 250,000 shares held imeswere issued in November 2005. See Note 12dtails.

In December 2004, 161,000 shares of common stoitkanmielative fair value of $288,366 were issueddte holders as their additional shares for theliscription investment
Pharma.

During 2004, 607,501 shares of common stock wetgeis to note holders for the conversion of $248@& ff¥incipal and interest from convertible notes.

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

During 2004, there were additional contributionsapital of $2,704,351 relating to the discountaetlig to notes payable from warrants, beneficiaveosion features attached
convertible notes.

Employee stock option expense was $123,333 in 2004.

In June 2005, Pharma sold 3,387,217 shares of constock with 9,314,868 warrants for $5,080,826. Waerants have exercise prices ranging from $2targl expire in
seven months to four years. The relative fair valihe common stock is $886,913 and the relatwevialue of the warrants is $4,198,913. Offeringts of $434,262 related to
shares issued were charged to additional paidpitata

In July 2005, Pharma sold 507,292 shares of comstmrk with 1,395,053 warrants for $760,943. Theramts have exercise prices ranging from $2 to $¥expire in seven
months to four years. The relative fair value & tommon stock is $216,801 and the relative fdiresaf the warrants is $544,137. Offering cost$&f,290 related to shares
issued were charged to additional paid in capital.

In March 2005, 451,688 shares of common stock witblative fair value of $999,074 were issued teimlders as their additional shares for theisstiption investment in
Pharma.
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In June 2005, 5,658,575 shares of common stock issued to note holders for the conversion of $6,8%9 of principal and $525,513 interest from catilsle notes.

During February 2005, 23,000 shares of common statiked at their fair value of $161,000 were issteedote holders for the conversion of $51,930rafigipal and interest
from the notes.

In June 2005, 274,836 shares of common stock wsteed to the University of Chicago per the terma lidense agreement. These shares were recor@4dras,950.
In August 2005, 17,099 shares of common stock vesreed to the University of Chicago per the terina icense agreement. These shares were recor@d99,434.
During 2005, 240,000 shares of common stock vahiedeir fair value of $1,012,400 were issued tarRta’s consultants for their services.

During 2005, offering costs of $495,552 relatethi® equity financing were charged to additionatpaicapital.

During 2005, there were additional contributionsapital of $2,265,052 relating to the discountatlig to notes payable from warrants, beneficiaveosion features attached
convertible notes.

Employee stock option expense was $2,487,741 i5.200

Warrant expense was $2,373,888 in 2005.

NOTE 11 - STOCK OPTIONS AND WARRANTS

In 2004 Pharma adopted the 2004 Stock Option Ptaa Plan”). The Plan provides for the grantingstifick options to employees and consultants of Pharm

Options granted under the Plan may be either ingestock options or nonqualified stock optiondntive stock options (“ISO”) may be granted omyPharma employees
(including officers and directors who are also evgpks). Nonqualified stock options (“NSO”) may biarged to Pharma employees and consultants. ThelBbé®irectors has
discretion to determine the number, term, exengigee and vesting of all grants.

During 2003, 150,000 warrants were granted to itoregelated to the convertible notes.

During 2004, 965,000 options were granted to engesy 200,000 warrants were granted to consultaadtd @27,993 warrants were granted to investoege@lto the convertib
notes.

Stock Options:

In January 2005, options to purchase 192,000 slofit@mmon Stock were issued to several employeas axercise price of $3.00 per share. One tHitheoptions vest on
the first anniversary date, one third of the optiopsts on the second anniversary date, and themigmg one third vests on the third anniversared&hese options have an
intrinsic value of $785,800, of which $261,933 bagn expensed during 2005.
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In April 2005, options to purchase 12,500 shareSahmon Stock were issued to three Opexa empl@tess exercise price of $3.00 per share. One tiitde options vest on
the first anniversary date, one third of the optiopsts on the second anniversary date, and themigmg one third vests on the third anniversared&hese options have an
intrinsic value of $14,925, of which $4,975 hasrbegpensed during 2005.

In June 2005, options to purchase 30,000 shar€smwimon Stock were issued to two employees at artiseeprice of $3.00 per share, of which optionstee immediately.
These options have no intrinsic value due to egerprice exceeded the market price at the dateeajriant.

In August 2005, options to purchase 20,000 sh@r€mmon Stock were issued to an employee at arciseeprice of $1.14 per share. One third of thitoog vested
immediately, one third of the options vest on tingt anniversary date, and the remaining one thasts on the second anniversary date. These optaesno intrinsic value due
to exercise price exceeded the market price addbe of the grant.

In December 2005, options to purchase 376,000 stidr@ommon Stock were issued to fifteen Opexa eyga@s at an exercise price of $0.70 per share f@mh of the option:
vest on the first anniversary date, one fourthhefdptions vests on the second anniversary dagefoomth of the options vests on the third anniggrglate, and the remaining ¢
fourth vests on the fourth anniversary date. Thgg®ns have no intrinsic value due to exercisegequaled the market price at the date of thetgran

In 2005, 41,667 options previously granted weréefted.
Consultant warrants:

In January 2005, warrants to purchase 25,000 slb&@smmon Stock were issued to a consultant @&xancise price of $3.00 per share of which oneltofrthe warrants vest |
the first anniversary date, one third of the watsarests on the second anniversary date, and &g one third of warrants vests on the thirdieersary date. These warra
have a fair value of $183,033, of which $61,011 esn expensed during 2005.

In April 2005, warrants to purchase 100,000 shafédommon Stock were issued to a consultant akarcise price of $3.00 per share of which 40,00€ravds vested
immediately, and the remaining 60,000 warrants aegte rate of 2,500 warrants per month for twéaty months. These warrants have a fair valueddf7$812, of which
$261,133 has been expensed during 2005.

In April 2005, warrants to purchase 20,000 shafé&ammon Stock were issued to a consultant at ancese price of $3.00 per share of which one tbfrthe warrants vest on
the first anniversary date, one third of the watsarests on the second anniversary date, and &g one third of warrants vests on the thirdieersary date. These warra
have a fair value of $83,562, of which $27,854 I@sn expensed during 2005.

In June 2005, warrants to purchase 175,000 sha@smomon Stock were issued to four consultantsabarcise price of $4.00 per share. One thirdhefwarrants vested
immediately, one third of the warrants vest onfttst anniversary date, and the remaining one tbfrthe warrants vests on the second anniversdey @hese warrants have a
fair value of $467,120, of which $84,813 has begreased during 2005.

In July 2005, warrants to purchase 8,100 shar&€oaimon Stock were issued to a consultant at arciseegprice of $1.50 per share, of which warrantteimmediately. These
warrants have a fair value of $21,150, of which,$2% has been expensed during 2005.
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In July 2005, warrants to purchase 460,846 shdr€®mmon Stock were issued to several brokeragesfas the offering costs and commissions for Phastimancing
activities at an exercise price of $1.50 per shahese warrants have a fair value of $2,197,162vastlimmediately.

In August 2005, warrants to purchase 200,000 stefr€®@mmon Stock were issued to a consultant @xancise price of $1.19 per share. The warrantsatesfuture date at
such time that certain pre-determined events odtese warrants have a fair value of $175,484.

In September 2005, warrants to purchase 15,00@sldtCommon Stock were granted to a consultaam a&ixercise price of $1.19 per share of which wasraested
immediately. These warrants have a fair value & $31, of which $13,161 has been expensed durif§.20

In October 2005, warrants to purchase 167,500 stir€ommon Stock were issued to four independeetirs at an exercise price of $1.15 per shane. 1ird of the warran
vested immediately, one third of the warrants westhe first anniversary date, and the remainingthird vests on the second anniversary date. Twas@nts have a fair value
of $191,658, of which $53,397 has been expensedgi@nos.

In 2005, 99,134 warrants previously granted weggrex.
Investor warrants:
During first quarter of 2005, 965,628 warrants wgr@nted to investors related to the convertibkeso

In connection with the bridge note exchange andapei placement offerings in June and July, 2,54By82rrants granted in prior years and early 200&wancelled and three
separate types of warrants to purchase a totalréfshares of common stock were issued as foll@v$0,411,400 units of Series A Warrant for 1.Baies with an exercise
price of $2.00 which expires on February 17, 2q0p4,163,701 units of Series B Warrant for onéflofia share with an exercise price of $2.90 whegpires on October 17,
2006; (iii) and 8,329,108 units of Series C Warfantone share with an exercise price of $4.00 ¢xaires on May 25, 2010.

Summary information regarding options is as follows

Weighted Weighted
Average Average
Exercise Exercise
Options Price Warrants Price
Year ended December 31, 2003:
Granted - % - 150,000 $ .10
Outstanding at December 31, 2003 - - 150,00( .1C
Year ended December 31, 2004:
Granted 965,00( 3.17 1,627,99. 2.2¢
Outstanding at December 31, 2004 965,00( 3.17 1,777,99. 2.24
Year ended December 31, 2005:
Granted 630,50( 1.57 25,041,28 2.8€
Forfeited and cancelled (41,667 4.2¢ (2,642,75) 2.4E
Outstanding at December 31, 2005 1,553,83. $ 2.4¢ 24,176,52. $ 2.8t
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Options and warrants outstanding and exercisabté Becember 31, 2005:

Exercise Remaining Options Options Warrants Warrants
Price Life Outstanding Exercisable Outstanding Exercisable

$5.0C 3 -4 year 53,33¢ 53,33 50,00( -

4.0C 4 -5 year - - 8,504,10:¢ 8,362,44.

3.0C 4 -5 year 219,50( 63,33: 145,00( 75,00(

3.0C 3 -4 year 885,00( 395,00( 50,00( 16,66"

2.9C 0.83 year - - 4,164,56' 4,164,56'

2.0C 0.13 year - - 10,411,40 10,411,40

1.5C 4 -5 year - - 468,94° 8,10(

1.1¢ 4 -5 year - - 215,00( -

1.1¢ 4 -5 year - - 167,50( -

1.14 4 -5 year 20,00( 6,667 - -

0.7¢ 9-10 year 376,00( - = -
1,553,83 518,33: 24,176,52 23,038,17

NOTE 12 - PURCHASE OF OPEXA

On October 7, 2004 Pharma entered into an agreeimeactuire all of the outstanding stock of OpéiXee agreement closed on November 5, 2004. Phasuad<Opexa
shareholders 2,500,000 shares of Pharma’s comrook &ir all of the outstanding stock of Opexa. 280, of the 2,500,000 shares were put in escrowa fome-year period
pursuant to the escrow agreement. The balanceed36,000 shares were issued to Opexa sharehaliddovember 2005. The acquisition was accountedifider the purchase
method, where all of Opexa’s assets are restatéitbiofair market value on the acquisition datljck approximated book value. The 2,500,000 shafr®harma were valued at
their then fair value of $23,750,000 or $9.50 pars.

Pharma acquired Opexa because Opexa holds rigtgshnology to diagnose and treat multiple sclertsiough modified autoreactive T cells and isently in FDA Phase I/l
human dose ranging clinical trials to evaluateséfety and effectiveness in treating multiple sudés.

The results of operations for Opexa from Novemh&0®4 through December 31, 2005 are includedarttiatements of Operations and the Statementssif Elaws.

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

Current assets $ 55,381
Property, plant and equipment, net 639,16(

Intangible assets 23,991,12.

Total assets acquired 24,685,67
Current liabilities 935,67"
Total liabilities assumed 935,67t

Net assets acquire $ 23,750,00
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Of the $23,991,128 of acquired intangible assk&sfull amount is assigned to an inseparable godygatents and licenses that cannot function indéeetly by themselves. The
weighted average useful life of the intangible gras of December 31, 2005 is approximately 15 years

NOTE 13 - STOCK PURCHASE AGREEMENT

In June 2004, Pharma was acquired by Sportan Uhithgstries, Inc. in a transaction accounted foa asverse acquisition. Pharma@hareholders were issued 6,386,439 Spi
shares in exchange for 100 percent of the outstgr@bmmon shares of Pharma. Immediately followhig transaction, Sportan changed its name to Phanu&,383,838
shares were outstanding.

NOTE 14 - DERIVATIVE INSTRUMENTS
We evaluated the application of SFAS 133 and EITA9 for all of our financial instruments and idéetl the following financial instruments as defivas:

(1) Series A Warrants issued in conjunction with kinidge note exchange and private placement offerin June and July 2005( which expired on Felrui@r 2006)
(2) Series B Warrants issued in conjunction with hidge note exchange and private placement nffstin June and July 2005
(3) Series C Warrants issued in conjunction withthidge note exchange and private placement offeiin June and July 2005

We evaluated the provisions of the registratiohtsgagreement that require us to pay registrat@aydpayments in combination with the financialtinment and concluded tt
the combined instrument meets the definition oawdtive under SFAS 133 because the most econfamit of settlement under the warrant agreementddvoel for us to isst
registered shares which is deemed outside of auralaunder EITF 00-19.

We determined that certain warrants to purchaseommon stock are derivatives that we are requoextcount for as free-standing liability instrurteeim our financial
statements. As a result, we report the value cfetlierivatives as current liabilities on our batasleet and report changes in the value of thesetiees as noroperating gain
or losses on our statements of operations. Theev@lthe derivatives is required to be remeasured quarterly basis, and is based on the BlackI8sHryicing Model.

Variables used in the Black-Scholes option-prigimgdel include (1) 4.08% to 4.35% risk-free intemasé, (2) expected warrant life is the actual reing life of the warrants as
of each period end, (3) expected volatility is fr86% to 475% and (4) zero expected dividends.
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Due to the nature of the required calculationsthedarge number of shares of our common stocklieebin such calculations, changes in our commoaoksprice may result in
significant changes in the value of the derivatiaed resulting gains and losses on our statemesgerfations.

The impact of the application of SFAS 133 and EODF19 on the balance sheet and statements of apesats of and through December 31, 2005 was ksl

Transition Date Liability as of Gain through
(10/26/2005) 12/31/2005 12/31/2005
Series A Warrants $ 332,44: $ - % 332,44:
Series B Warrants 905,84( 264,95 640,88:
Series C Warrants 9,420,21! 6,496,69 2,923,51!
Totals $ 10,658,49 $ 6,761,65 $ 3,896,84:

NOTE 15 - RESTATEMENT

In accordance with SFAS 133 and EITF 00-19, in R0@5, we determined that certain warrants to msetour common stock should be separately accototed liabilities
(see note 14 for details). We had not classified¢hderivative liabilities as such in our previguskued financial statements. In order to reflteese changes, we restated our
financial statements for the year ended Decembg2@15 to record the fair value of these warrantsar balance sheet as a liability and record céamgthe values of these
derivatives in our consolidated statement of opematas unrealized “Gain (loss) on derivative liéibs.”

The aggregate balance sheet amount shown for deesetive liabilities decreased from $10,658,4860xtober 26, 2005, the date the warrants becahditiies, to $6,761,654
on December 31, 2005, resulting in a gain of $3828 in the statements of operations for the yaded December 31, 2005. This resulted in totallites being understated
$6,761,654 and net loss being overstated by $38896,

NOTE 16 - SUBSEQUENT EVENTS

Pharma entered into a remodeling construction eochto complete three Good Manufacturing PractiGMP”) production suites at its new facility. Thertstruction contract
plus equipment purchased separately cost approaiyn®$00,000. The construction began October 15200

The construction of the GMP facilities was compleire January and certified on March 20, 2006 akSan7 facility.

The Series A Warrant issued to investors in conoeatith the bridge note exchange and private ptear# offerings in June and July of 2005 expiredrehruary 17, 2006.
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