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The selling stockholders may offer and sell from time to time up to an aggregate of 20,972,450 shares of our common
stock that they own or that they may acquire from us upon exercise of warrants. For information concerning the
selling stockholders and the manner in which they may offer and sell shares of our common stock, see “Selling
Stockholders” and “Plan of Distribution” in this prospectus.

We will not receive any proceeds from the sale by the selling stockholders of their shares of common stock other than
the exercise price of the warrants if and when the warrants are exercised.

On June 25, 2008, the last reported sale price for our common stock on the OTC Bulletin Board was $0.45 per share.

Investing in shares of our common stock involves a high degree of risk. You should purchase our common stock
only if you can afford to lose your entire investment. See ‘“Risk Factors,” which begins on page 4.

Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved of these securities or determined whether this prospectus is truthful or complete. Any
representation to the contrary is a criminal offense.

The selling stockholders have not engaged any underwriter in connection with the sale of their shares of common
stock. The selling stockholders may sell their shares of common stock in the public market based on the market price
at the time of sale or at negotiated prices. The selling stockholders may also sell their shares in transactions that are
not in the public market in the manner set forth under “Plan of Distribution.”

The date of this Prospectus is June 26, 2008.
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You should rely only on the information contained in this prospectus. We have not authorized any dealer, salesperson
or other person to provide you with information concerning us, except for the information contained in this
prospectus. The information contained in this prospectus is complete and accurate only as of the date on the front
cover page of this prospectus, regardless when the time of delivery of this prospectus or the sale of any common
stock. This prospectus is not an offer to sell these securities and we are not soliciting an offer to buy these securities in
any state where the offer or sale is not permitted.
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PROSPECTUS SUMMARY

This summary does not contain all of the information that is important to you. You should read the entire prospectus,
including the Risk Factors and our consolidated financial statements and related notes appearing elsewhere in this
prospectus before making an investment decision.

Our Business

We are a Puerto Rico based company established by Elizabeth Plaza as a sole proprietorship in 1993 and incorporated
in 1997 to offer consulting services to the pharmaceutical industry. We have successfully grown our business
operation by providing quality, value-added consulting services to the major pharmaceutical, biotechnology, medical
device and chemical manufacturing companies principally in Puerto Rico and the United States of America.

Our mission is to become world leader in validation, regulatory compliance and technical support services, helping
our clients meet the challenges of regulatory enforcement and globalization.

We assist our clients in complying with government regulations by offering a full range of consulting services in the
areas relating to compliance with the regulations of the Food and Drug Administration (the “FDA”) and matters relating
to the introduction of new pharmaceutical products, regulatory compliance, project management, technology transfers,
validation, and training services. We provide value-added consulting services as outsourcing solutions to our

customers in the pharmaceutical, chemical (bulk manufacturing), biotechnology and medical devices industries in
Puerto Rico, United States of America and Europe.

In addition, in 2008 we launched in Puerto Rico our new microbiological testing facility incorporating the latest
technology and test methodologies meeting pharmacopeia industry standards and regulations. We intend to offer
microbiological testing and related services to our core industries already serviced as well as the cosmetic and food
industries.

Our engineering and life science professionals include former quality assurance managers or directors from
pharmaceutical companies, and experienced and well-trained professionals with bachelors, masters and doctorate
degrees in health sciences and engineering. Our objective is to offer a flexible, common sense and cost effective
approach to meet our clients’ resources needs, and meet their global strategies.

Organization; Reverse Acquisition

Pharm-Bio Serv, Inc. (“Pharma-Bio”) is a Delaware corporation, organized in 2004 under the name Lawrence
Consulting Group, Inc. The corporate name was changed to Pharma-Bio Serv, Inc. in February 2006. Our executive
offices are located at Pharma-Bio Serv Building, Industrial Zone Lot 14, Barrio Higuillar, Dorado, Puerto Rico 00646,
(787) 278-2709. Our website is www.pharmabioserv.com. Information on our website or any other website is not part
of this prospectus.

On January 25, 2006, pursuant to an agreement and plan of merger among us, Plaza Acquisition Corp., Pharma-Bio
Serv PR, Inc. (then known as Plaza Consulting Group, Inc. and referred to as “Pharma-PR”), and Elizabeth Plaza, the
sole stockholder of Pharma-PR, Plaza Acquisition Corp. was merged into Pharma-PR, with the result that Pharma-PR
became our wholly-owned subsidiary and our sole business became the business of Pharma-PR. The acquisition of
Pharma-PR was accounted for as a reverse acquisition, with Pharma-PR being the accounting acquiring party. The
accounting rules for reverse acquisitions require that beginning with the date of the merger, January 25, 2006, our
balance sheet includes the assets and liabilities of Pharma-PR and our equity accounts were recapitalized to reflect the
net equity of Pharma-Bio. In addition, our historical operating results will be the operating results of Pharma-PR. This
transaction is referred to in this prospectus as the reverse acquisition.
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EEINT3

References to “we,” “us,” “our” and similar words refer to Pharma-Bio, commencing with the acquisition of Pharma-PR and
the consummation of the private placement which occurred contemporaneously with the acquisition.
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Stock Distribution

On January 24, 2006, Pharma-Bio effected a share distribution with respect to our common stock pursuant to which
we issued one additional share of common stock for each share of common stock outstanding on the record date,
January 24, 2006. All share and per share information in this prospectus retroactively reflects such stock distribution.

Sale of Securities to the Selling Stockholders

On January 25, 2006, contemporaneously with the consummation of the acquisition of Pharma-PR, we sold, in a
private placement, 47 units, each unit consisting of 25,000 shares of series A preferred stock, warrants to purchase
85,100 shares of common stock at $1.10 per share and warrants to purchase 85,100 shares of common stock at $1.65
per share. In the private placement, we issued an aggregate of 1,175,000 shares of series A preferred stock, warrants to
purchase 3,999,700 shares of common stock at $1.10 per share, and warrants to purchase 3,999,700 shares of common
stock at $1.65 per share, to 43 accredited investors. The warrants issued to the investors in the private placement are
sometimes referred to as the “investor warrants”.

We paid brokerage commissions of 10% of the gross purchase price and an aggregate non-accountable expense
allowance of 3% of the gross purchase price with respect to the units sold. In certain cases, the broker waived the
commission and non-accountable expense allowance, and the investor paid the purchase price less the commission
and non-accountable expense allowance. The purchase price for the 47 units sold was $11,750,000. Broker-dealers
waived commission and non-accountable expense allowance with respect to $628,750, we paid commissions and
non-accountable expense allowances totaling $898,750, and we issued to the brokers in the private placement warrants
to purchase an aggregate of 1,439,892 shares of common stock. These warrants, which constitute compensation to the
brokers, have an exercise price of $.7344 per share and a term of three years.

The certificate of designation setting forth the rights of the holders of the series A preferred stock provides that at such
time as our certificate of incorporation is amended to increase the authorized capital stock to 10,000,000 shares of
preferred stock and 50,000,000 shares of common stock, the series A preferred stock is automatically converted into
common stock at the conversion ratio of 13.616 shares of common stock for each share of series A preferred stock.
The warrants provide that they become exercisable upon the filing of such an amendment to our certificate of
incorporation. On April 25, 2006, we amended and restated our certificate of incorporation to increase our authorized
capital stock to 10,000,000 shares of preferred stock and 50,000,000 shares of common stock, at which time all of the
outstanding shares of series A preferred stock were automatically converted into a total of 15,998,800 shares of
common stock and the warrants became exercisable. The subscription agreement pursuant to which the series A
preferred stock and warrants were issued required us to file a registration statement within 60 days after the effective
date of the merger between Pharma-PR and Plaza Acquisition Corp., which was March 26, 2006. If we failed to file
the registration statement by that date, we were required to issue .0003 shares of common stock for each share of
common stock issued upon conversion of the series A preferred stock for each day we are late. Since we filed the
registration statement three days late, we issued 14,401 shares of common stock to the former holders of the series A
preferred stock.

The warrants issued in the private placement expire five years from the closing date and are callable by us if the
closing price of the common stock is at least twice the exercise price of the warrants for twenty (20) consecutive
trading days.
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THE OFFERING

Common Stock Offered: The selling stockholders are offering a total of 20,972,450 shares
of common stock, of which 12,973,050 shares are outstanding and
7,999,400 shares are issuable upon exercise of warrants

Outstanding Shares of Common Stock: 19,615,539 shares!-2

Common Stock to be Outstanding 27,614,939 shares!
After Exercise of Investor Warrants:

Use of Proceeds: We will receive no proceeds from the sale of any shares by the
selling stockholders. In the event that any selling stockholders
exercise their warrants, we would receive the exercise price. If all
warrants are exercised, we would receive approximately $11.0
million, all of which, if and when received, would be used for
working capital and other corporate purposes.

(1) As of June 20, 2008. Does not include a total of 8,056,392 shares of common stock, of which 2,500,000
shares are reserved for options, stock grants or other equity-based incentives under our 2005 long-term
incentive plan, 5,539,892 shares are reserved for outstanding warrants other than the warrants held by the
selling stockholders, and 16,500 shares are reserved for issuance as stock grants to employees.

(2)  As of June 20, 2008. Does not include the 7,999,400 shares of common stock issuable upon exercise of
warrants held by the selling stockholders.

SUMMARY OF FINANCIAL INFORMATION
The following information as of October 31, 2007 and for the years ended October 31, 2007 and 2006 has been
derived from our audited financial statements, which appear elsewhere in this prospectus. The following information
as of April 30, 2008 and for the six months ended April 30, 2008 and 2007 has been derived from our unaudited

financial statements, which appear elsewhere in this prospectus.

Statement of Operations Information:

Consolidated
(in thousands, except per share data)
Six Months Ended April 30, Year Ended October 31,
2008 2007 2007 2006
Revenues $ 7302 % 7,755 % 16,205  $ 14,184
Gross profit $ 2,720 % 3,160 $ 6,824 % 6,068
Income before income taxes $ 1,143 $ 1,489  $ 3,337 $ 3,495
Net income ! $ 628 $ 847 $ 1,901 $ 2,335
Basic earnings per common share $ 003 $ 004 % 0.10 $ 0.22
Diluted earnings per common share ~ $ 003 §$ 004 % 009 $ 0.13

(1)  Prior to the reverse acquisition Pharma-PR was treated as an N Corporation under the Puerto Rico Internal
Revenue Code, which is similar to an S Corporation under the United States Internal Revenue Code. As a
result, Pharma-PR did not pay any income tax through January 25, 2006. Since January 25, 2006,



Edgar Filing: Pharma-Bio Serv, Inc. - Form 424B3

Pharma-PR has been subject to income tax in Puerto Rico at statutory rates ranging from 39% to 41.5%. If
Pharma-PR had not been treated as an N Corporation during a portion of the fiscal year ended October 31,
2006, net income for the year ended in October 31, 2006 would have been approximately $1,977,000, or
$0.19 per share (basic) and $0.11 per share (diluted).
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Consolidated Balance Sheet Information (in thousands):

April 30, October 31,
2008 2007
Working capital $ 1,314 $ 3,863
Total assets 7,415 9,563
Total liabilities 4,558 7,396
Retained earnings 2,674 2,046
Stockholders’ equity 2,857 2,167

RISK FACTORS

An investment in our securities involves a high degree of risk. In determining whether to purchase our securities, you
should carefully consider all of the material risks described below, together with the other information contained in
this prospectus before making a decision to purchase our securities. You should only purchase our securities if you
can afford to suffer the loss of your entire investment.

Risks That Relate to our Business

Because our business is concentrated in the pharmaceutical industry in Puerto Rico, any changes in that industry
could impair our ability to generate business.

Since most of our business is performed in Puerto Rico for pharmaceutical, biotechnology, medical device and
chemical manufacturing companies, our ability to generate revenue and profit would be impaired by factors in Puerto
Rico for example changes in taxes, regulatory, political or economic conditions which discourage these businesses
from operating in Puerto Rico and changes in U.S. government regulations which affect the need for services such as
those provided by Pharma-PR.

Since our business is dependent to the development and enhancement of patented pharmaceutical products or
processes by our clients, the failure of our clients to obtain and maintain patents could impair our business.

Companies in the pharmaceutical industry are highly dependent on their ability to obtain and maintain patents for their
products or processes. We are aware of some pharmaceutical companies with operations in Puerto Rico whose patents
rights may expire in the near future. The inability to obtain new patents and the expiration of active patents may
reduce the need for our services and thereby impair our ability to operate profitably.

Because our business is dependent upon a small number of clients, the loss of a major client could impair our
ability to operate profitably.

Our business has been dependent upon a small number of clients. During the six months ended in April 30, 2008 and
2007, and the years ended October 31, 2007 and 2006, a very small number of clients accounted for a
disproportionately large percentage of our revenue. For the six-month periods ended in April 30, 2008 and 2007, four
customers accounted for approximately 65% of our revenue, in both periods. For the year ended October 31, 2007,
five customers accounted for approximately 66.7% of revenue. For the year ended October 31, 2006, four customers
accounted for approximately 73.0% of revenue. The loss of, or significant reduction in, the scope of work performed
for any major customer could impair our ability to operate profitably. We cannot assure we will not sustain significant
decreases in revenue from our major customers or that we will be able to replace any decline in revenue.

4
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We may be unable to pass on increased labor costs to our clients.

The principal components of our cost of revenues are employee compensation (salaries, wages, taxes and benefits) and
expenses relating to the performance of the services. We face increasing labor costs which we seek to pass on to our
customers through increases in our rates. To remain competitive, we may not be able to pass these cost increases to
our clients, and, to the extent that we are not able to pass these increases to our clients, our gross margin will be
reduced.

Our cash requirements include payments due from reverse merger transaction.

Pursuant to the merger agreement, we are still required to make a final payment of $2.75 million per our reverse
merger agreement due on January 25, 2009. This payment is not contingent upon our earnings, earnings before
interest, taxes, depreciation and amortization or any other financial criteria. We may not have resources, other than
from our operations, from which to make the payment and, even if we do have the available cash, our growth may be
impaired if we use our cash for that purpose.

Because the pharmaceutical industry is subject to government regulations, changes in government regulations
relating to this industry may affect the need for our services.

Because government regulations affect all aspects of the pharmaceutical, biotechnology, medical device and chemical
manufacturing industries, including regulations relating to the testing and manufacturing of pharmaceutical products
and the disposal of materials which are or may be considered toxic, any change in government regulations could have
a profound effect upon not only these companies but companies, such as ours, that provide services to these industries.
If we are not able to adapt and provide necessary services to meet the requirements of these companies in response to
changes in government regulations, our ability to generate business may be impaired.

The willingness of companies in the pharmaceutical and related industries to conduct business in Puerto Rico
could significantly impair our business by reducing the need for our services.

Since our business is conducted mainly in Puerto Rico, our ability to generate revenues and income is dependent upon
the willingness of our clients and potential clients to maintain or increase their operations in Puerto Rico. Our clients
may consider factors such as tax benefits, Puerto Rico’s economy, cost of doing business and other economic factors.

Changes in tax benefits may affect the willingness of companies to continue or expand their operations in Puerto
Rico.

Until 1996, the Internal Revenue Code provided certain tax benefits to pharmaceutical companies operating in Puerto
Rico by enabling their Puerto Rico operations to operate free from federal income taxes. Partly as a result of the tax
benefits, numerous pharmaceutical companies established facilities in Puerto Rico. In 1996, this tax benefit was
eliminated, although companies that had facilities in Puerto Rico could continue to receive these benefits for ten years,
at which time the benefits were set to expire. In order to promote business activities in Puerto Rico, the Puerto Rico
government enacted in May 2008 a tax incentive law (“Act 73”). Among others, Act 73 provides tax exemption from
various taxes, including income tax, and investment credits for activities similar to those of our customers and our
Company. The change in the tax laws may affect favorably or unfavorably the willingness of pharmaceutical
companies to continue or to expand their Puerto Rico operations. To the extent that pharmaceutical companies choose
to develop and manufacture products outside of Puerto Rico, our ability to generate new business may be impaired.

Puerto Rico’s economy, including its 2006 governmental financial crisis, may affect the willingness of businesses
to commence or expand operations in Puerto Rico.
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As a result of Puerto Rico’s 2006 governmental financial crisis, which resulted in the temporary closing of government
offices, businesses may be reluctant to commence or expand their operations in Puerto Rico. Further, since Puerto
Rico’s economy is petroleum-based, the high price of oil, combined with Puerto Rico’s high level of debt, may make
Puerto Rico a less attractive place to expand existing operations or commence new business activities. To the extent
that companies in the pharmaceutical and related industries decide not to commence new operations or not to expand
their existing operations in Puerto Rico, the market for our services may decline.

5
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Other factors, including economic factors, may affect the decision of businesses to continue or expand their
operations in Puerto Rico.

Companies in the pharmaceutical and related industries for which we perform service are subject to economic
pressures which affect their global operations and which may influence the decision to reduce or increase the scope of
their operations in Puerto Rico. These companies consider a wide range of factors in making such a decision, and may
be influences by a need to consolidate operations, to reduce expenses, to increase their business in geographical
regions where there are large customer bases, to tax, regulatory and political considerations and many other factors.
We can not assure you that our customers and potential customers will not make extensive reductions or terminate
their operations in Puerto Rico entirely, which could significantly impair our ability to generate revenue.

If we are unable to protect our clients’ intellectual property, our ability to generate business will be impaired.

Our services either require us to develop intellectual property for clients or provide our personnel with access to our
clients’ intellectual property. Because of the highly competitive nature of the pharmaceutical, biotechnology, medical
device and chemical manufacturing industries and the sensitivity of our clients’ intellectual property rights, our ability
to generate business would be impaired if we fail to protect those rights. Although all of our employees and
contractors are required to sign non-disclosure agreements, any disclosure of a client’s intellectual property by an
employee or contractor may subject us to litigation and may impair our ability to generate business either from the
affected client or other potential clients. In addition, we are required to enter into confidentiality agreements and our
failure to protect the confidential information of our clients may impair our business relationship.

We may be subject to liability if our services or solutions for our clients infringe upon the intellectual property
rights of others.

It is possible that in performing services for our clients, we may inadvertently infringe upon the intellectual property
rights of others. In such event, the owner of the intellectual property may commence litigation seeking damages and
an injunction against both us and our client, and the client may bring a claim against us. Any infringement litigation
would be costly, regardless of whether we ultimately prevail. Even if we prevail, we will incur significant expenses
and our reputation would be hurt, which would affect our ability to generate business and the terms on which we
would be engaged, if at all.

We may be held liable for the actions of our employees or contractors when on assignment.

We may be exposed to liability for actions taken by our employees or contractors while on assignment, such as
damages caused by their errors, misuse of client proprietary information or theft of client property. Due to the nature
of our assignments, we cannot assure you that we will not be exposed to liability as a result of our employees or
contractors being on assignment.

To the extent that we perform services pursuant to fixed-price or incentive-based contracts, our cost of services may
exceed our revenue on the contract.

Some of our revenue is derived from fixed price contracts. Our costs of services may exceed revenue of these
contracts if we do not accurately estimate the time and complexity of an engagement. Further, we are seeking
contracts by which our compensation is based on specified performance objectives, such as the realization of cost
savings, quality improvements or other performance objectives. Our failure to achieve these objectives would reduce
our revenue and could impair our ability to operate profitably.

6
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Our profit margin is largely a function of the rates we are able to charge and collect for our services and the utilization
rate of our professionals. Accordingly, if we are not able to maintain our pricing for our services or an appropriate
utilization rate for our professionals without corresponding cost reductions, our profit margin and profitability will
suffer. The rates we are able to charge for our services are affected by a number of factors, including:

Our clients’ perception of our ability to add value through our services;
Our ability to complete projects on time;
Pricing policies of competitors;

Our ability to accurately estimate, attain and sustain engagement revenues, margins and cash flows
over increasingly longer contract periods; and

General economic and political conditions.
Our utilization rates are also affected by a number of factors, including:
Seasonal trends, primarily as a result of our hiring cycle;
Our ability to move employees and contractors from completed projects to new engagements; and
Our ability to manage attrition of our employees and contractors.

Because most of our contracts may be terminated on little or no advance notice, our failure to generate new
business could impair our ability to operate profitably.

Subject to cancellation fees, most of our contracts can be terminated by our clients with short notice. Our clients
typically retain us on a non-exclusive, engagement-by-engagement basis, and the client may terminate, cancel or delay
any engagement or the project for which we are engaged, at any time and on short notice. As a result, we need to
develop new business on an ongoing basis. Since our operations are heavily concentrated on companies operating in
Puerto Rico and, to a lesser extent, Puerto Rico businesses that operate elsewhere, the termination, cancellation,
expiration or delay of contracts could have a significant impact on our ability to operate profitably.

Because of the competitive nature of the pharmaceutical, biotechnology, medical device and chemical manufacturing
consulting market, we may not be able to compete effectively if we cannot efficiently respond to changes in the
structure of the market and developments in technology.

Because of recent consolidations in the pharmaceutical, biotechnology, medical device and chemical manufacturing
consulting business, we are faced with an increasing number of larger companies that offer a wider range of services
and have better access to capital than we have. We believe that larger and better-capitalized competitors have
enhanced abilities to compete for both clients and skilled professionals. In addition, one or more of our competitors
may develop and implement methodologies that result in superior productivity and price reductions without adversely
affecting their profit margins. We cannot assure you that we will be able to compete effectively in an increasingly
competitive market.

7
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Because we are dependent upon our management, our ability to develop our business may be impaired if we are
not able to engage skilled personnel.

Our success to date has depended in large part on the skills and efforts of Elizabeth Plaza, our president, chief
executive officer and founder. The loss of the services of Ms. Plaza could have a material adverse effect on the
development and success of our business. We entered into a new employment agreement with Ms. Plaza, to continue
under her current position and responsibilities through January 1, 2010, and as a consultant thereafter. Although we
have a contract with Ms. Plaza, this agreement does not guarantee that she will continue to be employed by us. Our
future success will depend in part upon our ability to attract and retain additional qualified management and technical
personnel. Competition for such personnel is intense and we compete for qualified personnel with numerous other
employers, including consulting firms, some of which have greater resources than we have, as well as pharmaceutical
companies, most of which have significantly greater financial and other resources than we do. We may experience
increased costs in order to retain and attract skilled employees. Our failure to attract additional personnel or to retain
the services of key personnel and independent contractors could have a material adverse effect on our ability to
operate profitably.

We may not be able to continue to grow unless we consummate acquisitions or enter markets outside of Puerto
Rico.

An important part of our growth strategy is (i) to acquire other businesses which can increase the range of services and
products that we can offer and (ii) to establish offices in locales where we do not presently operate, either by
acquisition or by internal growth. If we fail to make any acquisitions or otherwise expand our business, our future
growth may be limited. We have recently entered into the Irish market through a newly formed 80%-owned
subsidiary. The success of the operation is dependent, among others, on such factors as regulatory, tax, political or
economic conditions, our abilities to penetrate the market, hire qualified personnel in a timely manner, obtain and
maintain reasonable labor costs, generate service revenue volume and profitable margins.

If we identify a proposed acquisition, we may require substantial cash to fund the cost of the acquisition.

Any acquisitions we make may be made with cash or our securities or a combination of cash and securities. To the
extent that we require cash, we may have to borrow the funds or sell equity securities. We have no commitments from
any financing source and we may not be able to raise any cash necessary to complete an acquisition. If we seek to
expand our business internally, we will incur significant start-up expenses without any assurance of our ability to
penetrate the market.

The issuance of securities, whether in connection with an acquisition or otherwise, may result in significant
dilution to our stockholders.

If we are required to issue securities either as payment of all or a portion of the purchase price of an acquisition or in
order to obtain financing for the acquisition or for other corporate purposes could result in dilution to our
stockholders. The amount of such dilution will be dependent upon the terms on which we issue securities. The
issuance of securities at a price which is less than the exercise price of warrants or the conversion price of securities
could result in additional dilution if we are required to reduce the exercise price or conversion price of the then
outstanding options or warrants or other convertible securities.

8
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If we make any acquisitions, they may disrupt or have a negative impact on our business.

If we make acquisitions or establish operations in locales outside of Puerto Rico, we could have difficulty integrating
the acquired companies’ personnel and operations with our own. In addition, the key personnel of the acquired
business may not be willing to work for us. We cannot predict the effect an expansion may have on our core business.
Regardless of whether we are successful in making an acquisition, the negotiations could disrupt our ongoing
business, distract our management and employees and increase our expenses. In addition to the risks described above,
acquisitions are accompanied by a number of inherent risks, including, without limitation, the following:

the difficulty of integrating acquired products, services or operations;

the potential disruption of the ongoing businesses and distraction of our management and the
management of acquired companies;

the potential loss of contracts from clients of acquired companies.

the difficulty of maintaining profitability due to increased labor and expenses from acquired
company.

difficulties in complying with regulations in other countries that relate to both the pharmaceutical
or other industries to which we provide services as well as our own operations;

difficulties in maintaining uniform standards, controls, procedures and policies;

the potential impairment of relationships with employees and customers as a result of any
integration of new management personnel;

the potential inability or failure to achieve additional sales and enhance our customer base through
cross-marketing of the products to new and existing customers;

the effect of any government regulations which relate to the business acquired,;

potential unknown liabilities associated with acquired businesses or product lines, or the need to
spend significant amounts to retool, reposition or modify the marketing and sales of acquired
products or the defense of any litigation, whether of not successful, resulting from actions of the
acquired company prior to our acquisition;

difficulties in disposing of the excess or idle facilities of an acquired company or business and
expenses in maintaining such facilities; and

potential expenses under the labor, environmental and other laws of other countries.
Our business could be severely impaired if and to the extent that we are unable to succeed in addressing any of these
risks or other problems encountered in connection with an acquisition, many of which cannot be presently identified.
Further, the commencement of business in other countries may be subject to significant risks in areas which we are

not able to prepare for in advance.
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Our quarterly revenues, operating results and profitability will vary from quarter to quarter, which may result in
increased volatility of our stock price.

Our quarterly revenues, operating results and profitability have varied in the past and are likely to vary significantly
from quarter to quarter, making them difficult to predict. This may lead to volatility in our share price. The factors that
are likely to cause these variations are:

Seasonality, including number of workdays and holiday and summer vacations;

The business decisions of clients regarding the use of our services;

Periodic differences between clients’ estimated and actual levels of business activity associated with
ongoing engagements, including the delay, reduction in scope and cancellation of projects;

The stage of completion of existing projects and/or their termination;

Our ability to move employees quickly from completed projects to new engagements and our
ability to replace completed contracts with new contracts with the same clients or other clients;

The introduction of new services by us or our competitors;
Changes in pricing policies by us or our competitors;

Our ability to manage costs, including personnel compensation, support-services and severance
costs;

Acquisition and integration costs related to possible acquisitions of other businesses;

Changes in estimates, accruals and payments of variable compensation to our employees or
contractors; and

Global economic and political conditions and related risks, including acts of terrorism.
Because of our cash requirements, we may be unable to pay dividends.

Except for payments to Elizabeth Plaza during the period when she was our sole stockholder, including $8.0 million
paid in the year ended October 31, 2007, we have not paid any dividends on our common stock and do not anticipate
paying cash dividends in the foreseeable future under the merger agreement. We intend to retain any earnings to
finance the growth of our business and to pay the deferred payment of $2.75 million owed to Elizabeth Plaza and we
may never pay cash dividends.

Risks Concerning our Securities

Because there is a limited market in our common stock, stockholders may have difficulty in selling our common
stock and our common stock may be subject to significant price swings.

There is a very limited market for our common stock. Since trading commenced in December 2006, there has been
little activity in our common stock and on some days there is no trading in our common stock. Because of the limited
market for our common stock, the purchase or sale of a relatively small number of shares may have an exaggerated
effect on the market price for our common stock. We cannot assure stockholders that they will be able to sell common
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stock or, that if they are able to sell their shares, that they will be able to sell the shares in any significant quantity at
the quoted price.

10
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The exercise of outstanding options and warrants may have a dilutive effect on the price of our common stock.

To the extent that outstanding stock options and warrants are exercised, dilution to our stockholders will occur.
Moreover, the terms upon which we will be able to obtain additional equity capital may be adversely affected, since
the holders of the outstanding options and warrants can be expected to exercise them at a time when we would, in all
likelihood, be able to obtain any needed capital on terms more favorable to us than the exercise terms provided by the
outstanding options and warrants.

Because we are not subject to compliance with rules requiring the adoption of certain corporate governance
measures, our stockholders have limited protections against interested director transactions, conflicts of interest
and similar matters.

The Sarbanes-Oxley Act of 2002, as well as rule changes proposed and enacted by the Commission and others,
require the implementation of various measures relating to corporate governance. These measures are designed to
enhance the integrity of corporate management and the securities markets. Because we are not presently required to
comply with many of the corporate governance provisions and because we chose to avoid incurring the substantial
additional costs associated with such compliance any sooner than necessary, we have not yet adopted all of these
measures. Until we comply with such corporate governance measures, regardless of whether such compliance is
required, the absence of such standards of corporate governance may leave our stockholders without protections
against interested director transactions, conflicts of interest and similar matters and investors may be reluctant to
provide us with funds necessary to expand our operations. Furthermore, commencing with our current fiscal year,
which ends October 31, 2008, we will be required to have a more formal and documented internal control structure in
place. We may incur significant expenses during the year to enable us to take steps that are necessary in order to
establish such requirements.

11
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FORWARD-LOOKING STATEMENTS

This prospectus contains certain forward-looking statements that are based on current expectations. In light of the
important factors that can materially affect results, including those set forth in this paragraph and below, the inclusion
of forward-looking information herein should not be regarded as a representation by the Company or any other person
that the objectives or plans of the Company will be achieved. The Company may be unable to expand its customer
base and to replace customers upon the completion of contracts, and may encounter competitive, technological,
financial and business challenges making it more difficult than expected to continue to develop and market its
services; the market may not accept the Company's existing and future services; changes relating to the business of
our clients; tax, economic, industry trends and other factors relating to Puerto Rico; our ability to retain existing key
management personnel; our ability to make acquisitions and other material adverse changes affecting our operations
or business. Assumptions relating to budgeting, marketing, and other management decisions are subjective in many
respects and thus susceptible to interpretations and periodic revisions based on actual experience and business
developments, the impact of which may cause us to alter our marketing and other budgets, which may in turn affect
our financial position and results of operations. You should not place undue reliance on forward-looking statements
contained herein, which speak solely as of the date of this prospectus, and the forward looking statements are qualified
in their entirety by reference to the material contained in "Risk Factors" and "Management's Discussion and Analysis
of Financial Condition and Results of Operations" contained in this prospectus. We assume no responsibility to update
any forward-looking statements as a result of new information, future events, or otherwise.

USE OF PROCEEDS

We will not receive any proceeds from the sale by the selling stockholders of their common stock. If the selling
stockholders exercise any warrants, we will receive the amount of the exercise price. The maximum total exercise
price is approximately $11 million, which we would receive only if all of the warrants were exercised at their present
exercise price. Any proceeds which we receive from the exercise of the warrants will be used for working capital and
general corporate purposes.

SELLING STOCKHOLDERS

Except indicated, the following table sets forth the names of the selling stockholders, the number of shares of common
stock owned beneficially by the selling stockholders as of June 20, 2008, the number of shares of our common stock
that may be offered by the selling stockholders pursuant to this prospectus, and the number of shares owned by the
selling stockholders after completion of the offering. Except for San Juan Holdings, Inc. and LDP Family Partnership,
no selling stockholder will own more than 1% of our outstanding common stock after the sale of shares owned by
such selling stockholder. After completion of the sale of the shares owned by San Juan Holdings and offered by this
prospectus, San Juan Holdings would beneficially own 3,811,324 shares of common stock, representing 19.4% of our
outstanding common stock, assuming no warrants are exercised by the selling stockholders, and 13.8% of the common
stock, assuming all of the warrants held by the selling stockholders are exercised. After completion of the sale of
shares owned by LDP Family Partnership and offered by this prospectus, LDP Family Partnership will beneficially
own 1,164,554 shares, representing 5.94% of our outstanding common stock, assuming no warrants are exercised by
the selling stockholders and 4.22% of our common stock, assuming all of the warrants held by the selling stockholders
are exercised. The table and the other information contained under the captions “Selling Stockholders” and “Plan of
Distribution” has been prepared based upon information furnished to us by or on behalf of the selling stockholders. The
number of shares included in this “Selling Stockholders” table does not match the number of shares registered in this
Post-Effective Amendment because as of the date of this Prospectus we have not received confirmation of beneficial
ownership from each of the selling stockholders.

12
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Name

Venturetek LP (1)

Barron Partners LP(2)

Fame Associates(3)

Pentland U.S.A. Inc.(4)

San Juan Holdings, Inc.(5)

LDP Family Partnership LP (6)

Ruki Renov (7)

Lakeside Partners LLC (8)*

Esther Stahler (9)*

Academia Nuestra Senora de la Providencia (10)
Fernando Lopez

Harry Edelson*

Juan H. Vidal

KEMA Adpvisors, Inc. (11)

Manuel Matienzo

Melvyn I. Weiss*

SDS Capital Group SPC, Ltd.*
Wilfredo Ortiz

Brinkley Capital Limited (12)*

Albert Milstein*

David Jordon*

Heller Capital Investments, LLC (13)*
Jay Fialkoff

Stephen Wien*

Arthur Falcone*

Edward Falcone*

Silverman & Roberts 44 Pipe LLC (14) *
Nahum Gabriel Shar*

Richard Molinsky*

Alan and Hanna Bresler, JT TEN WROS*
Ben Greszes*

Hendeles Grandchildren Trust #2 dated 12/23/93 (15)*

Hendeles Grandchildren Trust dated 1/1/89 (15)*
Hendeles Living Trust(15)*
Herschel Kulefsky*

Jay J. Kestenbaum*

Nathan Eisen*

Ari Renov

Eli Renov

Jill Renov

Kenneth Renov

Tani Renov (16)

Tova Katz (17)

* Information is as of July 31, 2007.

Shares
Beneficially
Owned

4,697,990
3,899,174
1,532,719
1,532,619
4,811,443
2,323,393
884,873
564,248
577,591
510,906
510,906
510,906
340,706
510,906
510,906
510,906
428,606
510,906
357,634
255,453
229,908
68,080
188,080
189,363
153,272
153,272
153,272
127,727
102,181
47,591
51,091
17,020
34,091
51,091
51,091
36,091
41,091
48,327
48,327
47,327
48,327
50,327
46,327

Shares
Being Sold

4,697,990
3,899,174
1,532,719
1,532,619
1,000,119
1,158,839
880,873
564,248
571,591
510,906
510,906
510,906
340,706
340,706
510,906
510,906
428,606
510,906
357,634
255,453
229,908
68,080
187,880
189,363
153,272
153,272
153,272
127,727
102,181
47,591
51,091
17,020
34,091
51,091
51,091
36,091
41,091
46,327
46,327
46,327
46,327
46,327
39,327

Shares owned
after offering

3,811,324
1,164,554
4,000

6,000

170,200

200

2,000
2,000
1,000
2,000
4,000
7,000
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Mr. David Selengut, the manager of TaurusMax LLC, which is the general partner of Venturetek, LP. has
sole voting and dispositive power over the shares beneficially owned by Venturetek. The shares
beneficially owned by Venturetek do not include 200 shares of common stock held by Mr. Selengut and
200 shares held by Mr. Selengut’s wife. Mr. Selengut disclaims beneficial ownership of the shares held by
his wife.

Mr. Andrew B. Worden, president of the general partner of Barron Partners, has sole voting and
dispositive power over the shares beneficially owned by Barron Partners.
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Abraham H. Fruchthandler and FBE Limited, are the sole general partners of Fame Associates, and Mr.
Fruchthandler is the sole general partner of FBE Limited. Accordingly, Mr. Fruchthandler has voting and
dispositive power over the shares beneficially owned by Fame Associates.

Pentland U.S.A., Inc. is owned by Pentland Brands, which is controlled by Stephen Rubin, who has voting
and dispositive power over the shares beneficially owned by Pentland U.S.A.

Messrs. Ramon Dominguez and Addison M. Levi III have voting and dispositive power over the shares
beneficially owned by San Juan Holdings, Inc.

Laya Perlysky, as general partner, has voting and dispositive power over the shares beneficially owned by
LDP Family Partnership LP. The number of shares beneficially owned by LDP Family Partnership (a)
includes 1,164,554 shares owned by Krovim LLC, of which Dov Perlysky, the husband of Laya Perlysky,
is the managing member of the manager. Ms. Perlysky and LDP Family Partnership disclaim beneficial
ownership of the shares and warrants held by Krovim LLC.

Includes a total of 2,000 shares held by Ms. Renov as custodian for her two minor children. Ms. Renov
disclaims beneficial ownership of these shares.

Jamie Stahler, as the managing member, has the voting and dispositive power of over shares beneficially
owned by of Lakeside Partners, LLC. The shares beneficially owned by Lakeside Partners do not include
2,000 shares held by Mr. Stahler.

Includes a total of 4,000 shares held by Ms. Stahler as custodian for her four minor children. Ms. Stahler
disclaims beneficial ownership of these shares.

Baudilio Merino, as president, has the voting and dispositive power over the shares beneficially owned by
Academia Nuestra Senora de la Providencia.

Kirk Michel, as managing director, has voting and dispositive power over the shares beneficially owned
by KEMA Adpvisors, Inc.

Comercio e Industria Multiformas Ltda., whose majority shareholder is Emanuel Wolff, has the voting
and dispositive power over the shares beneficially owned by Brinkley Capital Limited.

Ron Heller, as the controlling partner, has voting and dispositive power over the shares beneficially owned
by Heller Capital Investments, LLC.

Marc Roberts, as the controlling party, has voting and dispositive power over the shares beneficially
owned by Silverman & Roberts 44 Pipe LLC.

Moise Hendeles, as trustee, has voting and dispositive power over the shares beneficially owned by
Hendeles Grandchildren Trust #2 dated 12/23/93, Hendeles Grandchildren Trust dated 1/1/89 and
Hendeles Living Trust.

Includes 2,000 shares held by Mr. Renov’s wife. Mr. Renov disclaims beneficial ownership of these shares.

Includes a total of 3,000 shares held by Ms. Katz as custodian for her three minor children and 2,000
shares held by her husband. Ms. Katz disclaims beneficial ownership of these shares.
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None of the selling stockholders has, or within the past three years has had, any position, office or material
relationship with us or any of our predecessors or affiliates except as follows:

In consideration for investment banking services rendered by San Juan Holdings, as advisor to Plaza and Elizabeth
Plaza, we issued to San Juan Holdings 600,000 shares of common stock and warrants to purchase 2,500,000 shares of
common stock at an exercise price of $0.06 per share. The services rendered by San Juan Holdings included advice

to Pharma-PR and to Ms. Plaza, and negotiation with us on behalf of Pharma-PR and Ms. Plaza, as to the structure of
the transaction and the consideration payable to Ms. Plaza for her stock in Pharma-PR, including the amount paid at
closing, the equity to be issued to Ms. Plaza and the amount, timing and conditions of the deferred payment. In
connection with the January 2006 private placement in which we issued the shares of series A preferred stock to the
selling stockholders, we paid RD Capital Group, an affiliate of San Juan Holdings, $195,000 for commissions and
non-accountable expense allowance and we issued to RD Capital Group warrants to purchase 275,724 shares of
common stock. RD Capital Group waived its commission and non-accountable expense allowance on the securities
purchased by San Juan Holdings, and, as a result, the purchase price of the securities purchased by San Juan Holdings
was $652,500 rather than $750,000. The warrants have an exercise price of $0.7344 per share and a term of three
years, and the holders of the warrants have piggyback registration rights commencing six months after the effective
date of the registration statement of which this prospectus is a part.

Dov Perlysky is a director and, prior to the acquisition of Pharma-PR, Mr. Perlysky was the sole director and our sole
executive officer.

Kirk Michel is a director. Mr. Michel was elected as a director at the time of the closing of the acquisition of
Pharma-PR.

PLAN OF DISTRIBUTION
The selling stockholders and any of their pledgees, donees, assignees and successors-in-interest may, from time to
time, sell any or all of their shares of common stock on any stock exchange, market or trading facility on which the
shares are traded or in private transactions or by gift. These sales may be made at fixed or negotiated prices. The
selling stockholders may sell their shares of common stock in the public market based on the market price at the time
of sale or at negotiated prices. Subject to the foregoing, the selling stockholders may use any one or more of the
following methods when selling or otherwise transferring shares:

* ordinary brokerage transactions and transactions in which the broker-dealer solicits purchasers;

*  block trades in which a broker-dealer will attempt to sell the shares as agent but may position and
resell a portion of the block as principal to facilitate the transaction;

*  sales to a broker-dealer as principal and the resale by the broker-dealer of the shares for its account;
* an exchange distribution in accordance with the rules of the applicable exchange;

*  privately negotiated transactions, including gifts;

*  covering short sales made after the date of this prospectus;

*  pursuant to an arrangement or agreement with a broker-dealer to sell a specified number of such
shares at a stipulated price per share;

* acombination of any such methods of sale; and
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* any other method of sale permitted pursuant to applicable law.

The selling stockholders may also sell shares pursuant to Rule 144 or Rule 144 A under the Securities Act, if available,
rather than pursuant to this prospectus.

15
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Broker-dealers engaged by the selling stockholders may arrange for other brokers dealers to participate in sales.
Broker-dealers may receive commissions or discounts from the selling stockholders (or, if any broker-dealer acts as
agent for the purchaser of shares, from the purchaser) in amounts to be negotiated. The selling stockholders do not
expect these commissions and discounts to exceed what is customary in the types of transactions involved.

A selling stockholder may from time to time pledge or grant a security interest in some or all of the shares or common
stock or warrant owned by them and, if the selling stockholder defaults in the performance of the secured obligations,
the pledgees or secured parties may offer and sell the shares of common stock from time to time under this prospectus,
or under an amendment to this prospectus under Rule 424(b)(3) or other applicable provision of the Securities Act of
1933 amending the list of selling stockholders to include the pledgee, transferee or other successors in interest as
selling stockholders under this prospectus.

In connection with the sale of our common stock or interests therein, the selling stockholders may enter into hedging
transactions with broker-dealers or other financial institutions which may in turn engage in short sales of our common
stock in the course of hedging the positions they assume. The selling stockholders may, after the date of this
prospectus, also sell shares of our common stock short and deliver these securities to close out their short positions, or
loan or pledge their common stock to broker-dealers that in turn may sell these securities. The selling stockholders
may also enter into option or other transactions with broker-dealers or other financial institutions or the creation of
one or more derivative securities which require the delivery to such broker-dealer or other financial institution of
shares offered by this prospectus, which shares such broker-dealer or other financial institution may resell pursuant to
this prospectus (as supplemented or amended to reflect such transaction).

The selling stockholders also may transfer the shares of common stock in other circumstances, in which case the
transferees, pledgees or other successors in interest will be the selling beneficial owners for purposes of this
prospectus.

In the event of a transfer by a selling stockholder of the warrants or the common stock other than a transfer pursuant to
this prospectus or Rule 144 of the SEC, we may be required to amend or supplement this prospectus in order to name
the transferee as a selling stockholder.

The selling stockholders and any broker-dealers or agents that are involved in selling the shares may be deemed to be
“underwriters” within the meaning of the Securities Act in connection with such sales. In such event, any commissions
received by such broker-dealers or agents and any profit on the resale of the shares purchased by them may be deemed
to be underwriting commissions or discounts under the Securities Act. The selling stockholders have informed us that
they do not have any agreement or understanding, directly or indirectly, with any person to distribute the common
stock.

Because the selling stockholders may be deemed to be “underwriters” within the meaning of the Securities Act, they will
be subject to the prospectus delivery requirements of the Securities Act. Federal securities laws, including Regulation
M, may restrict the timing of purchases and sales of our common stock by the selling stockholders and any other
persons who are involved in the distribution of the shares of common stock pursuant to this prospectus. To our
knowledge, none of the selling stockholders have an agreement or understanding with any broker-dealer with respect

to the sale of their shares except as set forth below.

One of the selling stockholders, San Juan Holdings, is an affiliate of RD Capital Group, a broker-dealer, and may sell
shares through RD Capital Group. Two other stockholders are employees, but not affiliates of broker-dealers. David
Jordan is an employee of Axiom Capital, and Wilfredo Ortiz is an employee of RD Capital Group. Although they do
not have a ownership or control relationship with, and are not officers, directors or partners of, the broker-dealers, they
may, nonetheless, be deemed affiliates of the broker-dealers. Selling stockholders who are broker-dealers or affiliates
of broker-dealers will be deemed underwriters in connection with their sales. The selling stockholders who are
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affiliates and employees of broker-dealers purchased their shares in the ordinary course and, at the time of purchasing
the securities they had no agreements or understandings, directly or indirectly, with any person to distribute the
securities.

We are required to pay all fees and expenses incident to the registration of the shares. We have agreed to indemnify
the selling stockholders against certain losses, claims, damages and liabilities, including liabilities under the Securities

Act.
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MARKET FOR COMMON STOCK AND STOCKHOLDER MATTERS

Our common stock has been quoted on the OTC Bulletin Board under the trading symbol PBSV since December 4,
2006. The table below presents the closing high and low closing bid prices for our common stock for each quarter
from December 2006 through April 30, 2008. These prices reflect inter-dealer prices, without retail markup,
markdown, or commission, and may not represent actual transactions.

Quarter Ending High Bid Low Bid

January 31, 2007 (commencing December 4, 2006) $ 1.68 $ 0.49
April 30, 2007 1.05 0.52
July 31, 2007 0.67 0.43
October 31, 2007 1.15 0.56
January 31, 2008 0.99 0.51
April 30, 2008 0.72 0.42

On June 25, 2008, the closing price of our common stock on the OTC Bulletin Board was $0.45 per share.

Prior to the reverse acquisition, we were taxed as an N Corporation under the Puerto Rico Internal Revenue Code,
which is similar to that of an S Corporation under the Internal Revenue Code. As a result, all of our income was taxed
to our then sole stockholder, Elizabeth Plaza. Other than the distributions to Ms. Plaza which were made during the
period that we were an N Corporation, we did not pay dividends on our common stock. We plan to retain future
earnings, if any, for use in our business. We do not anticipate paying dividends on our common stock in the
foreseeable future.

Equity Compensation Plan Information

The following table summarizes the equity compensation plans under which our securities may be issued as of April
30, 2008.

Number of securities Number of securities
to be issued upon Weighted-average exercisemaining available for
exercise of price per share of  future issuance under
outstanding options outstanding options and equity compensation
Plan Category and warrants warrants plans
Equity compensation plans approved by security
holders 1,506,772 ' $ 0.7333 993,228
Equity compensation plans not approved by
security holders 3,939,892 §$ 0.3065 16,500

The securities issuable pursuant to the equity plan that was approved by stockholders is the 2005 long-term incentive
plan, which was approved by stockholders in April 2006, as amended, and approved by stockholders in April 2007.

The equity compensation plans not approved by security holders are (i) warrants to purchase 1,439,892 which were
issued to brokers in connection with the January 2006 private placement, (ii) warrants to purchase 2,500,000 shares of
common stock issued to San Juan Holdings for services relating to the acquisition of Plaza, and (iii) approximately
16,500 shares of common stock issuable to employees.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

Overview

The following discussion of our results of operations and financial condition should be read in conjunction with our
consolidated financial statements and the related notes appearing elsewhere in this prospectus. The following
discussion includes forward-looking statements. For a discussion of important factors that could cause actual results to
differ from results discussed in the forward-looking statements, see “Forward Looking Statements.”

We are a validation and compliance consulting service firm with a base in Puerto Rico, servicing the Puerto Rico and,
to a lesser extent, the United States and other markets. The validation and compliance consulting service market in
Puerto Rico and the United States consists of local validation and compliance consulting firms, United States
dedicated validation and compliance consulting firms and large publicly traded and private domestic and foreign
engineering and consulting firms. We provide a broad range of compliance and validation consulting services. We
market our services to pharmaceutical, chemical, biotechnology and medical devices and allied products companies in
Puerto Rico, the United States and Europe through their Puerto Rico operations. Our staff includes more than 145
experienced engineering and life science professionals, and includes former quality assurance managers or directors,
and experienced and well-trained professionals with bachelors, masters and doctorate degrees in health sciences and
engineering.

Our revenue is derived from time and materials contracts (representing approximately 90% of total revenues), where
the clients are charged for the time, materials and expenses incurred on a particular project, and to a lesser extent
(approximately 10% of total revenues) from fixed-fee contracts or from “not to exceed” contracts, which are generally
short-term contracts, in which the value of the contract to us cannot exceed a stated amount. For time and materials
contracts, our revenue is principally a function of the number of its compliance and validation professional employees
and the number of hours billed per professional. To the extent that our revenue is based on fixed-fee or “not to exceed”
contracts, our ability to operate profitably is dependent upon our ability to estimate accurately the costs that we will
incur on a project and to the management and monitoring of the project progress. If we underestimate our costs on any
contract, we would sustain a loss on the contract.

Although our business is affected by seasonal factors such as vacation and holiday work policies, we do not believe
that our business is seasonal. However, because our business is based on performing services under contracts which
relate to specific projects, there may be a lag between the completion of one project and the commencement of the
following project. This lag may cause some decline in revenues and a related decline in gross margin.

The principal components of our costs of revenue are employee compensation (salaries, wages, taxes and benefits) and
expenses relating to the performance of the services. We face increasing labor costs which we seek to pass on to our
customers through increases in our rates. However, there is often a delay between the increase in our costs and the
increases in our billing rate, which may result in a reduced gross margin during that period. Although we have been
successful in the past in being able to increase our billing rates to reflect our increased labor costs, we cannot give any
assurance that we will continue to be able to do so.

We believe the most significant factors to achieving future business growth are our ability to (a) continue to provide
quality value-added validation and compliance services to our clients; (b) recruit and retain highly educated and
experienced validation and compliance professionals; (c) further expand our products and services to address the
expanding compliance needs of the clients; and (d) expand our market presence into the United States, Latin America
and Europe in order to respond to the international validation and compliance demands of our clients. Since our
business is conducted mainly in Puerto Rico, our business may be affected to the extent that the Puerto Rico’s current
economic problems affect the decision of our customers and potential customers to locate in Puerto Rico or to
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continue or expand their existing operations.

Recently, some of our clients, mostly triggered by worldwide operations consolidation, have reduced or discontinued
some or all of their Puerto Rico operations. Our strategy to penetrate the United States market has been successful in
gaining new customers and revenues, and has also partially offset the Puerto Rico market decline in revenues during
the six months ended April 30, 2008 by approximately $1.5million, for a total net revenue decrease in that period of
approximately $0.4 million. In order to maintain volume in the Puerto Rico market we are constantly ensuring that we
are price competitive and have adjusted our pricing and gross margin structure accordingly. This strategy has affected
our net gross margin by decreasing it by approximately 3.4 percentage points over the six month ended in April 30,
2008 when compared to the same period last year. In order to mitigate our gross margin decline we started to
implement cost containment measures during the quarter ended April 30, 2008.

We have plans during our third quarter of 2008 to refocus our Puerto Rico operations strategy and reduce its overhead
costs accordingly. In addition, we will continue pursuing new markets as part of our growth strategy.

We have a well-established and consistent relationship with the major pharmaceutical, biotechnology, medical device
and chemical manufacturing companies in Puerto Rico and the United States which provides us access to affiliated
companies in other markets. We see opportunities in markets that could yield profitable margins using our
professional consulting force and also provide new services such as those performed by our new microbiological
testing laboratory facility.

As part of our growth strategy and our plans to enter new markets, we have invested in our infrastructure to support
our expansion plans. This investment includes facilities, systems and, the strengthening of our executive staff to
support our new laboratory facility, our market expansions in the United States, and most recently, Europe. In
addition, we will invest a total of approximately $1.4 million in equipment and improvements for the new
microbiological testing lab which is scheduled to open during our fiscal year 2008. As of April 30, 2008, we have
invested approximately $1.2 million and have budgeted the balance for the remainder of our fiscal year 2008. Our new
microbiological testing facility will incorporate the latest technology and test methodologies meeting pharmacopoeia
industry standards and regulations. We will offer microbiological testing and related services to our core industries
already serviced as well as the cosmetic and food industries.

Although few customers represent a significant source of revenue, our functions are not a continuous process,
accordingly, the client base for which our services are typically rendered, on a project-by-project basis, changes
regularly. For the six-month periods ended April 30, 2008 and 2007, four customers accounted for approximately 65%
of revenue, in both periods. For the year ended October 31, 2007, five customers accounted for approximately 66.7%
of revenue. For the year ended October 31, 2006, four customers accounted for approximately 73.0% of revenue. The
loss of or significant reduction in the scope of work performed for any major customer could impair our ability to
operate profitably.

On August 2007, Pharma-PR filed in Puerto Rico an application for tax exemption under Act 135 of December 2,
1997. The exemption, if granted, may provide relief on various Puerto Rico taxes, including income tax, mostly for
our new microbiological testing facility. The application obtained the favorable endorsement from the Puerto Rico
Industrial Development Company, but still needs final approval from the Puerto Rico Department of Treasury and the
Puerto Rico Department of State. In May 2008 a new tax incentive law (“Act 73”’) was enacted. The Company plans to
convert the application for tax exemption or grant under the old Act 135 to the new Act 73. If granted, the Company
will be exempt from various taxes, including income tax, in additional operating activities.
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On January 9, 2006, we acquired, for $300,000, from the individual who was our executive vice president and chief
operating officer during February and March 2006, certain assets of Integrated Validation Service, a United
States-based business that performs consulting services for the pharmaceutical and biotech industries. These assets
include a client list and the validation compliance service business that was operated by that individual. The purchase
price was paid in three installments during fiscal year 2006, each in the amount of $100,000. We also hired nine
former employees of the business. This acquisition was made pursuant to our strategy to expand our operations
beyond Puerto Rico with a view to lessening our dependence upon a small number of Puerto Rico pharmaceutical
companies. Revenues from our United States operations for the six months ended in April 30, 2008 and 2007 were
approximately $1,991,000 and $533,000, respectively, and for the years ended October 31, 2007 and 2006 were
approximately $2,322,000 and $678,000, respectively.

On January 25, 2006, we acquired Pharma-PR in a transaction which was accounted for as a reverse acquisition, with
Pharma-PR being deemed the accounting acquirer. Pursuant to the acquisition agreement, we paid Elizabeth Plaza, the
sole stockholder of Pharma-PR, $10,000,000 plus 1,150,000 shares of our common stock. In addition, Ms. Plaza was
to receive three payments, each in the amount of $2,750,000, payable on January 25, 2007, 2008 and 2009. As of
April 30, 2008, only the payment of $2.75 million due January 2009 remains outstanding. In 2006 we also paid Ms.
Plaza $88,161 because Pharma-PR’s net tangible book value exceeded $5,500,000 and $125,227 to reimburse Ms.
Plaza for taxes which she paid personally on our income during the period December 1, 2005 to January 24, 2006. See
“Certain Relationships and Related Transactions.”

As a result of the reverse acquisition that closed on January 25, 2006, Pharma-PR is treated as the accounting acquirer
and the results of operations for periods prior to January 25, 2006 reflect only the operations of Pharma-PR.

Critical Accounting Policies and Estimates

The discussion and analysis of our financial condition and results of operations are based upon our consolidated
financial statements, which have been prepared in accordance with generally accepted accounting principles (“GAAP”)
in the United States. We believe the following are the critical accounting policies that impact the consolidated

financial statements.

Consolidation

The consolidated financial statements include the accounts of the Company and all of its wholly owned and
majority-owned subsidiaries. All intercompany transactions and balances have been eliminated in consolidation.

Use of Estimates

The preparation of consolidated financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated
financial statements and the reported amounts of revenues and expenses during the reporting periods. Actual results
may differ from these estimates.

Fair Value of Financial Instruments

The carrying value of the Company's financial instruments (excluding obligations under capital leases and amounts
due to affiliate): cash and cash equivalents, accounts receivable, accounts payable and accrued liabilities, are
considered reasonable estimates of fair value due to their short-term nature. Management believes, based on current
rates, that the fair value of its obligations under capital leases and amounts due to affiliate approximates the carrying
amount.
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Revenue Recognition

Revenue is primarily derived from: (1) time and materials contracts (representing approximately 90% of total
revenues), which is recognized by applying the proportional performance model, whereby revenue is recognized as
performance occurs, and (2) short-term fixed-fee contracts or "not to exceed" contracts (approximately 10% of total
revenues), which revenue is recognized similarly, except that certain milestones also have to be reached before
revenue is recognized. If the Company determines that a fixed-fee or “not to exceed” contract will result in a loss, the
Company recognizes the estimated loss in the period in which such determination is made.

Cash Equivalents

For purposes of the consolidated statements of cash flows, cash equivalents include investments in a money market
obligations trust that is registered under the U.S. Investment Company Act of 1940 and liquid investments with
original maturities of three months or less.

Accounts Receivable

Accounts receivable are recorded at their estimated realizable value. Accounts are deemed past due when payment has
not been received within the stated time period. The Company's policy is to review individual past due amounts
periodically and write off amounts for which all collection efforts are deemed to have been exhausted. Due to the
nature of the Company’s customers, bad debts are accounted for using the direct write-off method whereby an expense
is recognized only when a specific account is determined to be uncollectible. The effect of using this method
approximates that of the allowance method.

Income Taxes

The Company follows the provisions of Statement of Financial Accounting Standards Board No. 109, "Accounting for
Income Taxes," which requires an asset and liability approach method of accounting for income taxes. This method
measures deferred income taxes by applying enacted statutory rates in effect at the balance sheet date to the
differences between the tax basis of assets and liabilities and their reported amounts on the financial statements. The
resulting deferred tax assets or liabilities are adjusted to reflect changes in tax laws as they occur. A valuation
allowance is provided when it is more likely than not that a deferred tax asset will not be realized.

Property and equipment

Owned property and equipment, and leasehold improvements are stated at cost. Equipment and vehicles under capital
leases are stated at the lower of fair market value or net present value of the minimum lease payments at the inception
of the leases.

Depreciation and amortization of owned assets are provided for, when placed in service, in amount sufficient to relate
the cost of depreciable assets to operations over their estimated service lives, using straight-line basis. Assets under
capital leases and leasehold improvements are amortized, over the shorter of the estimated useful lives of the assets or
lease term. Major renewals and betterments that extend the life of the assets are capitalized, while expenditures for
repairs and maintenance are expensed when incurred.

The Company evaluates for impairment its long-lived assets to be held and used, and long-lived assets to be disposed
of, whenever events or changes in circumstances indicate that the carrying amount of an asset may not be
recoverable. Based on management estimates, no impairment of the operating properties was present.

Intangible assets

32



Edgar Filing: Pharma-Bio Serv, Inc. - Form 424B3

Definite-lived intangible assets, such as customer lists and covenants not to compete, are amortized on a straight-line

basis over their estimated useful lives. The Company continually evaluates the reasonableness of the useful lives of
these assets.
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Stock-based Compensation

Effective November 1, 2006, the Company adopted the provisions of SFAS No. 123R, “Share-Based Payment” (“SFAS
123R”), and Staff Accounting Bulletin No. 107 (“SAB 107”) using the modified prospective method, which results in the
provisions of SFAS 123R being applied to the consolidated financial statements on a prospective basis. Under the
modified prospective recognition method, restatement of consolidated income from prior periods is not required, and
accordingly, the Company has not provided such restatements. Under the modified prospective provisions of SFAS
123R, compensation expense is recorded for the unvested portion of previously granted awards that were outstanding
on November 1, 2006 and all subsequent awards. SFAS 123R requires that all stock-based compensation expense be
recognized in the consolidated financial statements based on the fair value of the awards. Stock-based compensation
cost is measured at the grant date based on the fair value of the award and is recognized as expense over the requisite
service period, which generally represents the vesting period, and includes an estimate of awards that will be forfeited.
The Company calculates the fair value of stock options using the Black-Scholes option-pricing model at grant date.
SFAS 123R also amends SFAS No. 95, “Statement of Cash Flows”, to require that excess tax benefits related to
stock-based compensation be reflected as cash flows from financing activities rather than cash flows from operating
activities. The Company does not recognize such cash flow from financing activities since there has been no tax

benefit related to the stock-based compensation.

Income Per Share of Common Stock

Basic income per share of common stock is calculated dividing net income by the weighted average number of shares
of common stock outstanding. Diluted income per share includes the dilution of common stock equivalents.

The diluted weighted average shares of common stock outstanding were calculated using the treasury stock method
for the respective periods.

Foreign Operations

The functional currency of the Company’s foreign subsidiary is its local currency. The assets and liabilities of the
Company’s foreign subsidiary are translated into U.S. dollars at exchange rates in effect at the balance sheet date.
Income and expense items are translated at the average exchange rates prevailing during the period. The cumulative
translation effect for subsidiaries using a functional currency other than the U.S. dollar is included as a cumulative
translation adjustment in stockholders’ equity and as a component o