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Check whether the issuer (1) filed all reports required to be filed by Section 13 or 15(d) of the Exchange Act during
the past 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been
subject to such filing requirements for the past 90 days. x YES o NO

Check if there is no disclosure of delinquent filers in response to Item 405 of Regulation S-B contained in this form,
and no disclosure will be contained, to the best of registrant’s knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-KSB or any amendment to this Form-KSB. o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). o
YES x NO

Revenues for the Registrant’s most recent fiscal year: $14,229,831

The aggregate market value of the voting and non-voting common equity held by non-affiliates of the registrant was
approximately $8,100,000 based upon the closing sale price as quoted on the OTC Bulletin Board of $0.80 on January
25, 2007.

The number of shares outstanding of the registrant's Common Stock as of January 20, 2007 was 18,315,001.

Transitional Small Business Disclosure Format (Check one):  YES o NO x

Documents incorporated by reference: None
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PART I

FORWARD LOOKING STATEMENTS

This report on Form 10-KSB 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 Form 10-KSB, 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 annual report. We assume no
responsibility to update any forward-looking statements as a result of new information, future events, or otherwise.

ITEM 1 DESCRIPTION OF BUSINESS

Introduction

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.

Our mission is to provide high quality services to the pharmaceutical and related industries to maintain or improve
their quality standards and competitive value. 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, project
management, technology transfers, training services and computer systems. We provide validation, regulatory
compliance and value-added consulting services as problem solving solutions to our customers in the pharmaceutical,
chemical (bulk manufacturing), biotechnology and medical devices industries in Puerto Rico.

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’ needs, strategies and budget objectives.

Prior to the acquisition of Plaza, Lawrence offered consulting and business advisory services to companies to help
them provide business solutions for interacting with their customers. In this connection, Lawrence worked with
companies to develop business and information technology strategies, technology solutions and integrated marketing
programs. We are no longer engaged in this business and we have no continuing obligations under any contracts to
which Lawrence is a party.
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Organization; Reverse Acquisition

Plaza Consulting Group, Inc. (“Plaza”) is a Puerto Rico corporation incorporated in 1997. Pharm-Bio Serv, Inc. 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 Sardinera Beach Building
Suite 2, Marginal Costa de Oro, Dorado, Puerto Rico 00646, (787) 278-2709. Our website is www.pharmaservpr.com.
Information on our website or any other website is not part of this annual report.

On January 25, 2006, pursuant to an agreement and plan of merger among Lawrence, Plaza Acquisition Corp., Plaza,
and Elizabeth Plaza, the sole stockholder of Plaza, Plaza Acquisition Corp. was merged into Plaza, with the result that
Plaza became our wholly-owned subsidiary and our sole business became the business of Plaza. The acquisition of
Plaza was accounted for as a reverse acquisition, with Plaza 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 Plaza 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 Plaza. This transaction is
referred to in this annual report as the reverse acquisition. See “Item 12. Certain Relationships and Related
Transactions”.

References to “we,” “us,” “our” and similar words refer to Pharma-Bio Serv, commencing with the acquisition of Plaza and
the consummation of the private placement which occurred contemporaneously with the acquisition, and, with respect
to historical information, these terms refer solely to Plaza.

Risk Factors

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 such factors as
changes in taxes in Puerto Rico, or regulatory, tax, 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 Plaza.

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 years ended October 31, 2006 and 2005,
a very small number of clients accounted for a disproportionately large percentage of our revenue. For the year ended
October 31, 2006, four customers accounted for approximately 73.0% of revenue. For the year ended October 31,
2005, two of these four customers accounted for approximately 62.2% of revenue, and for the year ended October 31,
2004, these two customers accounted for approximately 64.9% 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. The scope of work for
our largest customer has declined significantly in the year ended October 31, 2006, and 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. In June 2006, our largest customer announced that it is closing one of its two facilities in Puerto Rico and
reducing the personnel level at the second facility. As a result, we expect that our revenue from this client will
continue to decline.
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We may be unable to pass on increased labor cost to our clients.

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. 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 totaling $8.25 million due to Elizabeth Plaza, which may impair our
ability to develop our business.

Pursuant to the merger agreement, we are required to make three payments, each in the amount of $2.75 million, on
January 25, 2007, 2008 and 2009. These payments are not contingent upon our earnings, earnings before interest,
taxes, depreciation and amortization or any other financial criteria. We may not have resources other than our
operations from which to make the payments. We cannot assure you that we will have available cash from which we
can make these payments 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 us, 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 presently conducted almost exclusively in Puerto Rico, our ability to generate revenue 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 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 expire. Although some tax benefits remain, the change in the tax law may affect the
willingness of pharmaceutical companies to continue or to expand their Puerto Rico operations, and we are aware of
one pharmaceutical company that has decided to close its Puerto Rico operations as a result of the change in the tax
laws. 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.
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Puerto Rico’s economy, including its recent governmental financial crisis, may affect the willingness of businesses
to commence or expand operations in Puerto Rico.

As a result of Puerto Rico’s recent governmental financial crisis, which resulted in the 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 contract or not to
expand their existing operations in Puerto Rico, the market for our services may decline.

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. In
June 2006, the client that was our largest client in the year ended October 31, 2005 announced that it is significantly
reducing the scope of its operations in Puerto Rico by closing one of its two facilities in Puerto Rico and reducing its
staff at the remaining facility. As a result, our revenue from this client has significantly declined in the year ended
October 31, 2006 from the prior year, and we anticipate that another major pharmaceutical company may reduce its
operations in Puerto Rico. We can not assure you that other customers and potential customers will not make similar
or more 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 are required to
sign non-disclosure agreements, any disclosure of a client’s intellectual property by an employee 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.
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We may be held liable for the actions of our employees when on assignment.

We may be exposed to liability for actions taken by our employees 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 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 or specified performance objectives. Our failure to achieve these objectives would reduce our revenue and
could impair our ability to operate profitably.

Our profit margin is largely a function of the rates we are able to recover 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 recover 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 from completed projects to new
engagements; and

· Our ability to manage attrition of our employees.

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.

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 generally limited to 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.
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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.

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. Although we entered into an employment agreement with Ms. Plaza, the
agreement, as amended, only requires her to continue as an employee through December 31, 2007 and as a consultant
thereafter through January 31, 2009, and it does not guarantee that she will continue to be employed by us. During the
term of her employment, we will have to identify and hire a person to serve as president and chief executive officer
upon Ms. Plaza’s retirement. Our failure to hire a qualified person in a timely manner will impair our ability to grow.
In addition, because of the highly technical nature of the work that we perform for our clients in the pharmaceutical,
biotechnology, medical device and chemical manufacturing industries, we need to hire highly skilled personnel who
are familiar with the needs of these companies in order to perform the services which we provide. 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,
all 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 both to acquire other businesses which can increase the range of services
and products that we can offer and to establish offices in countries 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. As of the date of this report, we do not have any agreement or understanding, either formal or
informal, as to any acquisition.

Because we are now required to pay income tax, our past operations, which do not reflect income tax, may not be
indicative of our future results.

Prior to January 25, 2006, we operated as an N Corporation under the Puerto Rico Internal Revenue Code. An N
corporation is similar to an S corporation under the Internal Revenue Code in that the corporation itself is not subject
to tax and all taxable income is taxed to the stockholder. Upon the completion of the reverse acquisition on January
25, 2006, we became subject to Puerto Rico income tax, which provides for corporate income tax at our tax bracket at
the rates ranging from 39% to 41.5%. Had we been subject to income tax for the years ended October 31, 2006 and
2005, our net income would have been approximately $2.0 million for the year ended October 31, 2006 and $4.0
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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.

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

If we make acquisitions or establish operations in countries 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 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 industry to which we provide services as
well as our own operations;
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· 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.

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
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contracts with the same clients or other clients.

· The introduction of new services by us or our competitors;
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