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Our Mission

We are committed to helping people with

severe, chronic cardiovascular diseases realize

the promise of patient-specific, expanded

multicellular therapy.

Our Values

Rigorous Science: We believe in using
rigorous scientific methods to test
hypotheses and evaluate the potential of
our products to treat human disease and

relieve human suffering.

Teamwork: We are committed to helping and
motivating each other and believe that our
best work is achieved in collaboration with

colleagues and outside experts.

Perseverance: We believe our success
depends upon our ability to overcome
difficulties and challenges through personal
initiative, hard work and a commitment to

solving problems.

Transparency and Openness: We listen
carefully and communicate openly about our
activities and findings. In this way, we strive
to earn the trust of patients and professionals
who will rely on our products and the support

of investors who help finance our business.

Personal Integrity: Honesty and mutual trust
are the foundations upon which we work.

They allow us to make decisions that are in

the best interests of our customers, colleagues

and shareholders.

Accountability: We are accountable
individually and collectively to all of our
stakeholders to use our resources wisely,
make decisions thoughtfully and implement

those decisions properly.

REVIVE

CLINICAL RESEARCH STUDIES FOR CRITICAL LIMB [SCHEMIA

The REVIVE Clinical Trial

Critical limb ischemia (CLI) is the most severe form of
peripheral arterial disease (PAD). PAD/CLI results from

the chronic inflammatory processes associated with
arteriosclerosis. The chronic inflammatory process leads to
altered cellular metabolism, tissue damage, and impaired
blood flow in the limbs. Patients with CLI and tissue loss
have limited treatment options and are the most likely

to experience death and amputation within one year of
diagnosis. There are over 10 million people with PAD in the
United States, and more than 1 million people with CLI. Many
patients with CLI have multiple health conditions which may
prevent them from having surgery (revascularization) to try to
improve blood flow to their limbs. Up to 40% of CLI patients
are not candidates for surgery. Major amputation is necessary
when there is overwhelming infection that threatens the
patient’s life, when pain in the extremity cannot be controlled,
or when there is extensive skin and tissue loss.

The pivotal Phase 3 REVIVE clinical trial includes patients
with CLI and existing tissue loss who have no option for
revascularization. This trial will assess the efficacy and
safety of ixmyelocel-T compared with placebo at 12 months
post-treatment. The primary endpoint of the randomized,
double-blind, placebo-controlled, multi-center pivotal REVIVE-
CLI Phase 3 trial is amputation-free survival at 12 months.
Patients will be followed for a total of 18 months from the

time of treatment.






administration of ixmyelocel-T in patients with DCM. Interim six-month results of a
similar study using catheter administration of ixmyelocel-T were also positive,
suggesting improved safety and comparable efficacy of our therapy with that
observed in the IMPACT-DCM study. Based upon these positive findings, we are
preparing to launch a randomized, double-blind, placebo-controlled Phase 2b
clinical study of ixmyelocel-T in ischemic DCM patients.

In addition to these milestones, Aastrom executives made important presentations
about our clinical programs at the World Stem Cells Congress, the Cell Therapy
Summit and the recent New York Academy of Sciences symposium on advances in
adult stem-cell therapy, which was sponsored by Aastrom. These events have
generated great interest in our company and been productive forums for
strengthening our relationships with key medical opinion leaders.

We also received key U.S. and European patents in 2011, which significantly
expanded our patent estate.

I congratulate my colleagues on their progress during this transformational period
and thank our physician collaborators, patients, shareholders and board of directors
for your continued commitment and support. Together, we are realizing the
promise of patient-specific cellular therapies and establishing Aastrom as the leader
in this new and expanding field of medicine.

Sincerely,

T Mahl—

Tim M. Mayleben
President and CEO
April 16,2012












































































































Interest income was $53,000 in the year ended December 31, 2011 compared to $106,000 for the twelve months ended December
31, 2010. Interest income was $16,000 in the six months ended December 31, 2011 compared to $40,000 for the six months ended
December 31, 2010. Interest income was $40,000 in the six months ended December 31, 2010 compared to $49,000 for the six
months ended December 31, 2009. In fiscal 2010, interest income was $115,000 compared to $296,000 in fiscal 2009. The
fluctuations in interest income are due primarily to corresponding changes in the levels of cash, cash equivalents and short-term
investments combined with interest rate changes during the periods.

Our net loss was $19,668,000, or $0.51 per share for the year ended December 31, 2011 compared to $25,534,000, or $0.90 per
share for the twelve months ended December 31, 2010. The net loss for the six months ended December 31, 2011 was $4,723,000, or
$0.12 per share, compared to $19,088,000, or $0.65 per share for the six months ended December 31, 2010. Our net loss was
$19,088,000, or $0.65 per share for the six months ended December 31, 2010 compared to $8,112,000, or $0.38 per share for the six
months ended December 31, 2009. In fiscal 2010, our net loss was $14,558,000, or $0.59 per share, compared to $16,061,000, or
$0.90 per share in fiscal 2009. The changes in net loss are primarily due to the non-cash fluctuations in the fair value of warrants, in
addition to the changes in research and development expenses and selling, general and administrative expense as described in more
detail above. Loss per share comparisons were also impacted by the issuance of 10,000,000 shares of common stock in December
2010 and 6,510,000 shares of common stock in January 2010.

Because of the uncertainties of clinical trials and the evolving regulatory requirements applicable to our products, estimating the
completion dates or cost to complete our major research and development programs would be highly speculative and subjective. The
risks and uncertainties associated with developing our products, including significant and changing governmental regulation and the
uncertainty of future clinical study results, are discussed in greater detail in the “Any changes in the governmental regulatory
classifications of our products could prevent, limit or delay our ability to market and develop our products,” “Our inability to complete
our product development activities successfully would severely limit our ability to operate or finance operations,” and “We must
successfully complete our clinical trials to be able to market certain of our products,” sections under the heading “Risk Factors” in
Item 1A of this report. The lengthy process of seeking regulatory approvals for our product candidates, and the subsequent compliance
with applicable regulations, will require the expenditure of substantial resources. Any failure by us to obtain, or any delay in
obtaining, regulatory approvals could cause our research and development expenditures to increase and, in turn, have a material
adverse effect on our results of operations. We cannot be certain when any net cash inflow from products validated under our major
research and development project, if any, will commence.

We have not generated any net taxable income since our inception and therefore have not paid any federal income taxes since
inception. We issued shares of common stock in prior years, which resulted in multiple ownership changes under relevant taxation
rules (Section 382 of the Internal Revenue Code). Consequently, pursuant to these taxation rules, the utilization of net operating loss
and tax credit loss and tax carryforwards may be significantly limited in future periods, even if we generate taxable income. Such
limitations may result in our carryforwards expiring before we can utilize them. At December 31, 2011, we had generated cumulative
U.S. federal tax net operating loss and tax credit carryforwards of $156,542,000 and $1,600,000, respectively, which will expire in
various periods through 2030 if not utilized. Our ability to utilize our net operating loss and tax credit carryforwards may become
subject to further annual limitation in the event of future changes in ownership under the taxation rules.

Liquidity and Capital Resources

We are currently focused on utilizing our technology to produce patient specific cell-based products for use in regenerative
medicine applications. At such time as we satisfy applicable regulatory approval requirements, we expect the sales of our cell-based
products to constitute nearly all of our product sales revenues.

We do not expect to generate positive cash flows from our consolidated operations for at least the next several years and then only
if we achieve significant product sales. Until that time, we expect that our revenue sources from our current activities will consist of
only minor sales of our cell products and manufacturing supplies to our academic collaborators, grant revenue, research funding and
potential licensing fees or other financial support from potential future corporate collaborators.

We expect that we will need to raise significant additional funds or pursue strategic transactions or other strategic alternatives in
order to complete our product development programs, complete clinical trials needed to market our products, and commercialize our
products. To date, we have financed our operations primarily through public and private sales of our equity securities, and we expect
to continue to seek to obtain the required capital in a similar manner. As a development stage company, we have never been profitable
and do not anticipate having net income unless and until significant product sales commence. With respect to our current activities,
this is not likely to occur until we obtain significant additional funding, complete the required clinical trials for regulatory approvals,
and receive the necessary approvals to market our products. Through December 31, 2011, we had accumulated a net loss of
approximately $240,880,000. We cannot provide any assurance that we will be able to achieve profitability on a sustained basis, if at
all, obtain the required funding, obtain the required regulatory approvals, or complete additional corporate partnering or acquisition
transactions.
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We have financed our operations since inception primarily through public and private sales of our equity securities, which, from
inception through December 31, 2011, have totaled approximately $228,877,000 and, to a lesser degree, through grant funding,
payments received under research agreements and collaborations, interest earned on cash, cash equivalents, and short-term
investments, and funding under equipment leasing agreements. These financing sources have generally allowed us to maintain
adequate levels of cash and other liquid investments.

Our combined cash and cash equivalents totaled $5,530,000 at December 31, 2011, a decrease of $25,718,000 from December 31,
2010. The primary uses of cash during the year ended December 31, 2011 were for employee related expenses and preparations for the
Phase 3 CLI program.

Our combined cash, cash equivalents and short-term investments totaled $31,248,000 at December 31, 2010, an increase of
$12,129,000 from June 30, 2010. During the six months ended December 31, 2010, the primary source of cash, and cash equivalents
and short-term investments was from the sale of our equity securities in December 2010 with net proceeds of $20,600,000, in addition
to $1,074,000 from the exercise of stock purchase warrants and stock options. The primary uses of cash, cash equivalents and short-
term investments during the six months ended December 31, 2010 included $9,252,000 for our operations and working capital
requirements, and $305,000 in capital expenditures.

Our combined cash, cash equivalents and short-term investments totaled $19,119,000 at June 30, 2010, an increase of $2,119,000
from June 30, 2009. During the year ended June 30, 2010, the primary source of cash, cash equivalents and short-term investments
was from the sale of our equity securities in January 2010 with net proceeds of $12,432,000, in addition to $5,094,000 of equity
securities issued pursuant to the June 2009 agreement with Fusion Capital. The primary uses of cash, cash equivalents and short-term
investments during the year ended June 30, 2010 included $15,085,000 to finance our operations and working capital requirements,
and $120,000 in capital expenditures.

Our cash and cash equivalents included short-term investments which include certificates of deposit with original maturities of less
than twelve months.

Our future cash requirements will depend on many factors, including continued scientific progress in our research and
development programs, the scope and results of clinical trials, the time and costs involved in obtaining regulatory approvals, the costs
involved in filing, prosecuting and enforcing patents, competing technological and market developments, costs of possible acquisition
or development of complementary business activities and the cost of product commercialization. We do not expect to generate
positive cash flows from operations for at least the next several years due to the expected spending for research and development
programs and the cost of commercializing our product candidates. We intend to seek additional funding through research and
development agreements or grants, distribution and marketing agreements and through public or private debt or equity financing
transactions. Successful future operations are subject to several technical and risk factors, including our continued ability to obtain
future funding, satisfactory product development, obtaining regulatory approval and market acceptance for our products.

In order to complete our Phase 3 CLI trial, grow and expand our business, introduce our product candidates into the marketplace
and possibly acquire or develop complementary business activities, we will need to raise additional funds. We will also need
additional funds or a collaborative partner, or both, to finance the research and development activities of our product candidates for the
expansion of additional cell types. We expect that our primary sources of capital for the foreseeable future will be through
collaborative arrangements and through the public or private sale of our equity or debt securities. There can be no assurance that such
collaborative arrangements, or any public or private financing, will be available on acceptable terms, if at all, or can be sustained.
Several factors will affect our ability to raise additional funding, including, but not limited to, market volatility of our common stock,
continued stock market listing and economic conditions affecting the public markets generally or some portion or the entire
technology sector.

In October 2008, we entered into a common stock purchase agreement with Fusion Capital Fund II, LLC (aFusion Capitala)
pursuant to which we were entitled to sell up to $15,000,000 of our common stock to Fusion Capital. In April 2009, we concluded the
sales of the registered shares under this common stock purchase agreement. Under this purchase agreement we issued 2,836,583
shares of common stock for net proceeds of approximately $8,600,000. In connection with entering into this common stock purchase
agreement, we issued to Fusion Capital 242,040 shares of our common stock as a commitment fee. We also issued to Fusion Capital
an additional 139,229 shares as a pro rata commitment fee.

In June 2009, we entered into a $30,000,000 common stock purchase agreement with Fusion Capital. Pursuant to the purchase
agreement with Fusion Capital, we had the right to sell to Fusion Capital up to $30,000,000 of our common stock over a 25-month
period, which began on July 1, 2009. Such sales were to be made from time to time in amounts between $100,000 and $4,000,000,
depending on certain conditions as set forth in the agreement. In consideration for entering into the purchase agreement, we issued
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181,530 shares of our common stock to Fusion Capital as an initial commitment fee. During fiscal 2010, 1,718,538 shares of our
common stock (including 51,432 shares related to its commitment fee) were issued to Fusion Capital for net proceeds of
approximately $5,100,000. No additional shares were issued to Fusion Capital subsequent to October 2009, and we terminated the
agreement with Fusion Capital in November 2010.

On January 21, 2010, we completed the sale of 6,509,637 units (including 740,387 units sold to the underwriter pursuant to the
exercise of its over-allotment option) at a public offering price of $2.08 per unit. Each unit consisted of (i) one share of our common
stock, (ii) a Class A warrant to purchase 0.75 of a share of our common stock at an exercise price of $2.52 per share (as adjusted from
$2.97 per share for the anti-dilution provision triggered in the December 2010 financing) and (iii) a Class B warrant to purchase 0.50
of a share of our common stock at an exercise price of $2.08 per share. We received approximately $12,400,000 in net proceeds from
the sale of the units (including the partially exercised option of the over-allotment), after underwriting discounts and commissions and
other offering expenses.

The 6,509,637 units consist of an aggregate of 6,509,637 shares of our common stock, Class A warrants to purchase an aggregate
of 4,882,228 shares of our common stock and Class B warrants to purchase an aggregate of 3,254,818 shares of our common stock.
The Class A warrants are exercisable for a five year period commencing on July 21, 2010. The Class B warrants were exercisable at
any time from January 21, 2010 through July 21, 2010 and expired unexercised.

On December 15, 2010, we completed the sale of 10,000,000 units at a public offering price of $2.25 per unit. Each unit consisted
of one share of our common stock and a warrant to purchase one share of our common stock at an exercise price of $3.22 per share.
We received approximately $20,600,000 in net proceeds from the sale of the units, after underwriting discounts and commissions and
other offering expenses. The warrants to purchase 10,000,000 shares of our common stock are exercisable for a five year period
commencing on December 15, 2010.

On March 9, 2012, we completed the sale of 12,308 shares of Series B convertible preferred stock at an offering price of $3,250
per share. We received approximately $37,800,000 in net proceeds from the sale of the shares, after offering expenses. On March 9,
2012, we completed the sale of 12,308 shares of Series B convertible preferred stock at an offering price of $3,250 per share. We
received approximately $37,800,000 in net proceeds from the sale of the shares, after offering expenses. The Series B preferred stock
consists of Series B-1 non-voting convertible preferred stock, which we issued at the closing and Series B-2 voting convertible
preferred stock. The Series B-1 non-voting convertible preferred stock will not be entitled to vote on matters on which the common
shareholders are generally entitled to vote. The Series B-2 preferred stock will be entitled to vote with the holders of the common
stock as a single class, with each share of Series B-2 voting convertible preferred stock having the number of votes equal to the
number of shares of common stock issuable upon conversion of such Series B-2 preferred stock. Any holder of Series B-1 preferred
stock may exchange its shares for shares of Series B-2 preferred stock on a one-for-one basis if the shareholder approval required in
accordance with Nasdaq Marketplace Rule 5635(b) has been obtained and subject to certain terms and limitations. The Series B
preferred stock will, with respect to dividend rights and rights on liquidation, winding-up and dissolution, rank on parity with any
other class or series of Aastrom capital stock that we may issue in the future which is designated as being on parity with the Series B
preferred stock, and rank senior to our common stock and Series A preferred stock. The Series B preferred stock is convertible, at the
option of the holder thereof at any time after the five year anniversary of the closing of the offering, into shares of our common stock
at a conversion price of $3.25 per share of common stock, subject to the Company obtaining any shareholder approval required in
accordance with Nasdaq Marketplace Rule 5635(b). At any time after the five year anniversary of issuance, Aastrom may elect to
convert any or all outstanding shares of Series B preferred stock into shares of our common stock, subject to certain limitations.
Dividends on the Series B preferred stock will be cumulative and compound daily, at a rate of 11.5% per annum, payable upon
conversion, liquidation, redemption or other similar events, and payable in Series B preferred stock until the five year anniversary of
issuance. Following the five year anniversary of issuance and until the earlier of the tenth anniversary of the closing of the offering
and the date no Series B preferred stock remain outstanding, dividends will accrue at a rate of 8% per annum and will be payable in
cash or Series B preferred stock, at our option. Unless prohibited by Michigan law governing distributions to shareholders, the
Series B-1 preferred stock shall be redeemable at the option of holder of the Series B-1 preferred stock commencing at any time after
the five year anniversary of issuance, liquidation, winding up, dissolution or other similar events, subject to certain terms and
limitations.

We believe that we will have adequate liquidity to finance our operations, including development of our products and product
candidates, via our cash and cash equivalents on hand as of December 31, 2011, and the net proceeds of $37,800,000 from the
financing that closed in March 2012, until at least December 31, 2012. While our budgeted cash usage and operating plan for 2012
does not currently contemplate taking additional actions to reduce the use of cash over the next twelve months, we could, if necessary,
delay or forego certain budgeted discretionary expenditures such as anticipated hiring plans or certain non-critical research and
development expenditures. In addition, we could slow down or delay certain clinical trial activity (without jeopardizing our Phase 3
clinical trial for CLI) such that we will have sufficient cash on hand until at least December 31, 2012. These estimates are based on
certain assumptions which could be negatively impacted by the matters discussed under this heading and under the caption “Risk
Factors,” in Item 1A of this report.
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If we cannot raise necessary funding in the future, we may not be able to develop or enhance products, take advantage of future
opportunities, or respond to competitive pressures or unanticipated requirements, which would have a material adverse impact on our
business, financial condition and results of operations. See “Risk Factors” and “Notes to Consolidated Financial Statements” included
herein.

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangements or relationships with unconsolidated entities or financial partnerships, such as
entities often referred to as structured finance or special purpose entities.

Long-Term Contractual Obligations and Commitments

The following table summarizes future estimated cash payments to be made under existing contractual obligations (in thousands):

Payments Due by Period

More then
Contractual Obligations Total 2012 2013 2014 2015 5 Years
Operating leases ............ $ 1,502 $ 1,124 § 378 $ — — 3 —
Capital leases................. 80 40 34 6 — —
Total $ 1,582 § 1,164 $ 412 § 6 $ — $ —

New Accounting Standards
Not applicable.
Item 7A. Quantitative and Qualitative Disclosures About Market Risk

As of December 31, 2011, we would not expect our operating results or cash flows to be affected to any significant degree by the
effect of a sudden change in market interest rates or credit conditions on our securities portfolio.

Our vendors in countries outside the U.S. are typically paid in Euro. However, such expenditures have not been significant to date.
Accordingly, we are not directly exposed to significant market risks from currency exchange rate fluctuations. We believe that the
interest rate risk related to our accounts receivable is not significant. We manage the risk associated with these accounts through
periodic reviews of the carrying value for non-collectability and establishment of appropriate allowances. We do not enter into
hedging transactions and do not purchase derivative instruments.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders
of Aastrom Biosciences, Inc.:

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of operations, of shareholders’
equity (deficit) and comprehensive loss and of cash flows present fairly, in all material respects, the financial position of Aastrom
Biosciences, Inc. and its subsidiaries (a development stage company) at December 31, 2011 and December 31, 2010, and the results of
their operations and their cash flows for the year ended December 31, 2011, for the six month period ended December 31, 2010, for
the years ended June 30, 2010 and 2009, and, cumulatively, for the period from March 24, 1989 (Inception) to December 31, 2011 in
conformity with accounting principles generally accepted in the United States of America. Also in our opinion, the Company
maintained, in all material respects, effective internal control over financial reporting as of December 31, 2011, based on criteria
established in Internal Control - Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO). The Company’s management is responsible for these financial statements, for maintaining effective internal
control over financial reporting and for its assessment of the effectiveness of internal control over financial reporting, included in
Management’s Report on Internal Control over Financial Reporting appearing under Item 9A. Our responsibility is to express
opinions on these financial statements and on the Company’s internal control over financial reporting based on our audits, which were
integrated audits as of December 31, 2011, June 30, 2010 and June 30, 2009. We conducted our audits in accordance with the
standards of the Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform the
audits to obtain reasonable assurance about whether the financial statements are free of material misstatement and whether effective
internal control over financial reporting was maintained in all material respects. Our audits of the financial statements included
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial statement presentation. Our audit
of internal control over financial reporting included obtaining an understanding of internal control over financial reporting, assessing
the risk that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal control based on
the assessed risk. Our audits also included performing such other procedures as we considered necessary in the circumstances. We
believe that our audits provide a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles. A company’s internal control over financial reporting includes those policies and procedures that (i) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made only in
accordance with authorizations of management and directors of the company; and (iii) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect
on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections
of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

/s/ PricewaterhouseCoopers LLP

Detroit, Michigan
March 15, 2012
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AASTROM BIOSCIENCES, INC.
(a clinical development stage company)

CONSOLIDATED BALANCE SHEETS
(in thousands)

December 31,
2010 2011
ASSETS
CURRENT ASSETS:
Cash and cash eqQUIVAIENTS............c.ciiviiiriitiietiet ettt ettt es e $ 31,248  $ 5,530
RECEIVADIES, TIET ..o e e eae e aeee e 25 9
OtNET CUITENT ASSEES ....veiiuviiieiieeitieeieeete e et e ettt e ete e ettt e ebeeetbeeetaeeeareeeaseesaseeesseestseessseessseensseanns 426 636
TOtA]l CUITENE ASSELS ...eeeeveieeeieieeeeeeeee e ettt e et e et e e e et e e e e e e et e e e e e e e eaneeeeeneeeeeneeeeenes 31,699 6,175
PROPERTY AND EQUIPMENT, NET ......ccioiiiiiiiieieeceeeeeee et 1,128 1,564
TOTAL ASSEES ...ttt ettt ettt ettt e et e e et e e et e te e e e e ae e et e s e eae e ens $ 32,827 $ 7,739
LIABILITIES AND SHAREHOLDERS’ EQUITY (DEFICIT)
CURRENT LIABILITIES:
Accounts payable and accrued EXPENSES..........c.evveveuirieieriiieierieteeeteetee et $ 2,900 $ 2,963
Accrued employee DENETItS ......c.eoiuiiiiiieiei e 796 1,042
Current portion of 1ong-term debt..........ccoiiiiiiiiiiie e 214 40
WaAITANE THADIIITIES . ...evvveeieee ettt e e e e et e e e e e e et taeeeeeeeeenaaeeeas 25,954 16,625
Total CUITent HADIIITIES ...cooieeiiiieeee ettt e e e e e ee e e e e s e eennanes 29,864 20,670
LONG-TERM DEBT.....oooiiiiiiieeieeeeee et e eaa et eaeeennee s 41 40
COMMITMENTS AND CONTINGENCIES (Notes 7 and 8)
SHAREHOLDERS’ EQUITY (DEFICIT):
Common Stock, no par value; shares authorized — 62,500 and 150,000 respectively;
shares issued and outstanding — 38,616 and 38,635, respectively........ccceeveveeeieinnnnnn. 225,102 228,877
Deficit accumulated during the development Stage ..........cceeevevierierieriieiecieeeeieeie e (222,180) (241,848)
Total sharecholders’ equity (AEfiCit).....ccevviirierieriieii e 2,922 (12,971)
Total liabilities and shareholders’ equity (defiCit) ......c.ccovveieivveiiiieiceeeceeee e $ 32,827 $ 7,739

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.
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AASTROM BIOSCIENCES, INC.
(a clinical development stage company)

CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share amounts)

Six Month Period March 24, 1989
Ended Year Ended (Inception) to
Year Ended June 30, December 31, December 31, December 31,
2009 2010 2010 2011 2011
REVENUES:
Product sales and rentalS.........ccccoeeveeeeveeneennn.. $ 182  $ 89 § 9 % 18  $ 1,877
Research and development agreements ............ — — — — 2,105
GIANTS .. — — 244 — 9,901
Total TEVENUES......vvvveeeeiiieciieeeeeeeeeeeeeee 182 89 253 18 13,883
COSTS AND EXPENSES:
Cost of product sales and rentals....................... 112 34 2 4 3,041
Research and development...........ccccceevvereenne 11,289 12,658 8,609 21,330 190,705
Selling, general and administrative................... 4,950 5,201 3,265 7,724 84,848
Total costs and eXpenses ..........ccceceereereeennne 16,351 17,893 11,876 29,058 278,594
LOSS FROM OPERATIONS.......coeovveeieenn. (16,169) (17,804) (11,623) (29,040) (264,711)
OTHER INCOME (EXPENSE):
(Increase) decrease in fair value of warrants..... (115) 3,171 (7,500) 9,329 12,289
Other INCOME.......c.ovvieeciieeeeieeeeeeeeeeeee e — — — — 1,249
Interest INCOME........ocoveviieieiiieeeieeeeeeee e 296 115 40 53 10,772
INterest EXPenSe.......eevuveerueeerveeriieeiieeieeeriee e (73) (40) (%) (10) (479)
Total other income (€XpPense)..........cceerveennenne 108 3,246 (7,465) 9,372 23,831
NET LOSS ..o $ (16,061) $ (14,558) $ (19,088) § (19,668) $ (240,880)
NET LOSS PER SHARE (Basic and Diluted) ..... $ (0.90) $ (0.59) $ (0.65) $ (0.51)
Weighted average number of common shares
outstanding (Basic and Diluted).............cc......... 17,877 24,729 29,186 38,627

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.
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AASTROM BIOSCIENCES, INC.
(a clinical development stage company)

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY (DEFICIT) AND COMPREHENSIVE LOSS
(In thousands, except per share data)

BALANCE, MARCH 24, 1989 (Inception)..........c.cccceueueuenee
Net loss and comprehensive 10ss..........cccovveeieirceieircencnne
Issuance of common stock for cash, services and license

TIERLES .ot
Issuance of Series A through Series E Preferred Stock for

cash, net of issuance costs 0f $342........c.ccoevevrvvecieieieninnns
Issuance of Series E Preferred Stock at $17.00 per Share ......
Exercise of stock options and stock purchase warrants,

and issuance of stock under Employee

Stock Purchase Plan ..o
Issuance of Stock Purchase Rights for cash in

September 1995 and March 1996...........cccocovevnineincnns
Principal payment received under shareholder note

ReCeIVADIC.....ceoviiiiiiciiiciciccee e
Initial public offering of common stock

at $56.00 per share, net of issuance costs of $2,865 ..........
Conversion of preferred StocK.........coovvvverievieriniiieieieeen
Compensation expense related to stock options and

WaITants granted.........ocooevererieiieieieeieeeeeseeeee e
Issuance of 5.5% Convertible

Preferred Stock at $5.00 per share, net of

issuance costs Of $1,070........coveieieieieieieieeieee e
Issuance of 1998 Series I Convertible Preferred Stock at

$1,000 per share, net of issuance costs of $460.................
Issuance of 1999 Series III Convertible Preferred Stock at

$1,000 per share, net of issuance costs of $280.................
Issuance of common stock, net of issuance

COStS OF $10,215 .o
Issuance of restricted stock, net of cancellations
Issuance of stock under Direct Stock Purchase Plan ..............
Dividends and yields on preferred stock ..........cccoeireinennnne
Repurchase and retirement of common shares outstanding....
BALANCE, JUNE 30, 2009 ....c..coctiiiieiiienieneeeeieeeseseeees
Net loss and comprehensive loss
Compensation expense related to stock options and

restricted stock awards and units granted ..............ccoeenenee.
Issuance of common stock, net of issuance costs of $1,265 ...
BALANCE, JUNE 30, 2010 .....oceiiiirieiiiieieeiceereecee
Net loss and comprehensive loss
Exercise of stock options and stock purchase warrants
Compensation expense related to stock options and

restricted stock awards and units granted...............ccoeenenee.
Issuance of common stock, net of issuance costs of $1,944 ...
BALANCE, DECEMBER 31, 2010 ...cceoviiviiiiiiieiieceeen
Net loss and comprehensive loss....
Exercise of stock options ..........cccceevevevecneincnicnnnenn.
Compensation expense related to stock options granted ........
BALANCE, DECEMBER 31, 2011 .coooiiiiiiiiiceeeee

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.

Deficit
Accumulated
During the Total

Preferred Stock Common Stock Development Shareholders’
Shares Amount Shares Amount Stage Equity (Deficit)
— — — S — S —  $ —
(187,566) (187,566)

149 2,336 2,336

9,452 34,218 34,218
206 3,500 (3,500) —
1,088 7,293 7,293

3,500 3,500

31 31

406 19,885 19,885

(11,866) (55,374) 2,720 55,374 —
8,379 8,379

2,200 9,930 9,930
5 4,540 5 149 4,689

3 2,720 6 90 2,810
15,491 110,377 110,377

54 — —

94 943 943

466 19 502 (968) —
“ (73) (13)

— — 20,028 205,286 (188,534) 16,752
(14,558) (14,558)

— 710 710

8,228 11,877 11,877

— — 28,256 217,873 (203,092) 14,781
(19,088) (19,088)

360 1,498 1,498

— 1,043 1,043

10,000 4,688 4,688

— — 38,616 225,102 (222,180) 2,922
(19,668) (19,668)

19 32 32

3,743 3,743
— — 38,635 § 228877 $ (241,848) $ (12,971)
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AASTROM BIOSCIENCES, INC.
(a clinical development stage company)

CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)

Six Month Period March 24, 1989
Ended Year Ended (Inception) to
Year Ended June 30, December 31, December 31, December 31,
2009 2010 2010 2011 2011
OPERATING ACTIVITIES:
NEt 10SS i (16,061) § (14,558) $ (19,088) $ (19,668) $ (240,880)
Adjustments to reconcile net loss to net cash used for
operating activities:
Depreciation and amortization .............c.ceceeeevvereeeneennns 704 592 259 647 7,498
Loss on property held for resale ...........ccoceevevereneneennnn. — — — — 110
Amortization of discounts and premiums on
INVESTIMENES ..ottt ettt eee et eie e (30) — — — (1,704)
Stock compensation EXPenSse..........eeveveeeeeerierierienerreeens 1,362 710 1,043 3,743 13,885
Increase (decrease) in fair value of warrant liabilities ....... 115 (3,171) 7,500 (9,329) (12,289)
Inventory write downs and reserves — — — — 2,240
Stock issued pursuant to license agreement....................... — — — — 3,300
Provision for losses on accounts receivable ............c.c..... — — — — 204
Changes in operating assets and liabilities:
RECEIVADIES ...t (40) 42 9) 16 (258)
INVENLOTIES. vttt (1) 1 — — (2,335)
Other current assets .........ceoeeeveeverenenne 592 72 (43) (210) (616)
Accounts payable and accrued eXpenses ...................... (54) 896 976 63 2,731
Accrued employee benefits .........coceceeereineirieneennne. (392) 331 110 246 1,042
Net cash used for operating activities.............c..c..... (13,805) (15,085) (9,252) (24,492) (227,072)
INVESTING ACTIVITIES:
Organizational COSS.......evuiriiririeierierieneeeeieienee e eeeeeeeenes — — — — (73)
Purchase of short-term investments.............ccceeevereveeeeienns — (5,000) — — (217,041)
Maturities of short-term investments.............c..cccveevveeeeeenenne.. 6,000 — 5,000 — 218,745
Property and equipment purchases (3%5) (120) (305) (1,031) (7,217)
Proceeds from sale of property held for resale ....................... — — — — 400
Net cash provided by (used for) investing
ACHIVITIES vt 5,965 (5,120) 4,695 (1,031) (5,186)
FINANCING ACTIVITIES:
Net proceeds from issuance of preferred stock...........ccc..c..... — — — — 51,647
Net proceeds from issuance of common stock and
warrants 8,534 17,526 21,805 32 184,708
Payments received for stock purchase rights .... . — — — — 3,500
Restricted cash used as compensating balance....................... 259 277 — — —
Proceeds from long-term debt..........cocceoveineinenieiicieee — — — — 751
Payments on long-term debt.. . (445) (479) (119) (227) (2,800)
Oher, NEt ..ot — — — — (18)
Net cash provided by (used for) financing
ACHIVITIES vttt 8,348 17,324 21,686 (195) 237,788
NET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS ...ttt 508 (2,881) 17,129 (25,718) 5,530
CASH AND CASH EQUIVALENTS AT BEGINNING OF
PERIOD ...ttt 16,492 17,000 14,119 31,248 —
CASH AND CASH EQUIVALENTS AT END OF PERIOD..... 17,000 $ 14,119 $ 31,248 $ 5,530 $ 5,530
SUPPLEMENTAL CASH FLOW INFORMATION:
Interest Paid.......cooveieveieiieieieieeie e 73 8 40 % 1 3 16 3 491
Equipment acquired under capital lease obligations............... — 3 — 3 69 $ 52§ 1,295

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.
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AASTROM BIOSCIENCES, INC.
(a clinical development stage company)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. Organization and Summary of Significant Accounting Policies

Aastrom Biosciences, Inc. was incorporated in March 1989 (Inception), began employee-based operations in 1991, and is in the
development stage. The Company operates its business in one reportable segment — research and product development involving the
development of patient specific cell products for use in regenerative medicine.

Successful future operations are subject to several technical hurdles and risk factors, including satisfactory product development,
timely initiation and completion of clinical trials, regulatory approval and market acceptance of the Company’s products and the
Company’s continued ability to obtain future funding.

The Company is subject to certain risks related to the operation of its business and development of its products and product
candidates. The Company believes that it will have adequate liquidity to finance its planned operations, including development of its
products and product candidates, via its cash and investments on hand as of December 31, 2011 and the net proceeds of $37,800,000
from the financing that closed in March 2012, see note 10, until at least until December 31, 2012. While the Company’s budgeted cash
usage and operating plan for 2012 does not currently contemplate taking additional actions to reduce the use of cash over the next
twelve months, the Company could, if necessary, delay or forego certain budgeted discretionary expenditures such as anticipated
hiring plans or certain non-critical research and development expenditures, as well as slow down or delay certain clinical trial activity
(without jeopardizing our Phase 3 clinical trial for CLI). On a longer-term basis, the Company will need to raise additional funds in
order to complete its product development programs, complete clinical trials needed to market its products, and commercialize these
products. The Company cannot be certain that such funding will be available on favorable terms, if at all. Some of the factors that will
impact the Company’s ability to raise additional capital and its overall success include: the rate and degree of progress for its product
development, the rate of regulatory approval to proceed with clinical trial programs, the level of success achieved in clinical trials, the
requirements for marketing authorization from regulatory bodies in the United States and other countries, the liquidity and market
volatility of the Company’s equity securities, regulatory and manufacturing requirements and uncertainties, technological
developments by competitors, and other factors. If the Company cannot raise such funds, it may not be able to develop or enhance
products, take advantage of future opportunities, or respond to competitive pressures or unanticipated requirements, which would
likely have a material adverse impact on the Company’s business, financial condition and results of operations.

Principles of Consolidation — The consolidated financial statements include the accounts of Aastrom and its wholly-owned
subsidiary, Aastrom Biosciences GmbH, located in Berlin, Germany and Aastrom Biosciences, SL, located in Barcelona, Spain
(collectively, the Company). All inter-company transactions and accounts have been eliminated in consolidation.

Fiscal Year Change — On November 11, 2010, the Board of Directors approved the change in the Company’s fiscal year end from
June 30 to December 31. The change became effective at the end of the quarter ended December 31, 2010. All references to “years”,
unless otherwise noted, refer to the 12-month fiscal year, which prior to July 1, 2010, ended on June 30, and beginning with January 1,
2011, ends on December 31, of each year. In addition, the Company presents the Consolidated Statement of Operations and
Consolidated Statement of Cash Flows for the six month transition period ended December 31, 2010.

Cash and Cash Equivalents — Cash and cash equivalents include cash and highly liquid short-term investments with original
maturities of three months or less.

Fair Value Measurements — Fair value is the amount that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants. As such, fair value is determined based upon assumptions that market participants
would use in pricing an asset or liability. Fair value measurements are rated on a three-tier hierarchy as follows:

e Level | inputs: Quoted prices (unadjusted) for identical assets or liabilities in active markets;

e Level 2 inputs: Inputs, other than quoted prices included in Level | that are observable either directly or indirectly; and

e Level 3 inputs: Unobservable inputs for which there is little or no market data, which require the reporting entity to develop its
own assumptions.
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In many cases, a valuation technique used to measure fair value includes inputs from multiple levels of the fair value hierarchy
described above. The lowest level of significant input determines the placement of the entire fair value measurement in the hierarchy.

See Note 5 for disclosures related to the fair value of the Company’s warrants. The Company does not have any other assets or
liabilities on the balance sheet as of December 31, 2011 that are measured at fair value.

Diversity of Credit Risk — The Company has established guidelines relative to diversification and maturities of its investments in
an effort to limit risk. These guidelines are periodically reviewed and modified to take advantage of trends in yields and interest rates.
The Company has not experienced any losses on its cash equivalents.

Property and Equipment — Property and equipment is recorded at cost and depreciated or amortized using the straight-line
method over the estimated useful life of the asset (primarily three to five years) or the underlying lease term for leasehold
improvements, whichever is shorter. When assets are disposed of, the cost and accumulated depreciation are removed from the
accounts. Repairs and maintenance are charged to expense as incurred.

Revenue Recognition — The Company’s revenue can be generated from grants and research agreements, collaborative agreements,
licensing fees and product sales. Revenue from grants and research agreements is recognized on a cost reimbursement basis consistent
with the performance requirements of the related agreement. Revenue from collaborative agreements is recognized when the scientific
or clinical results stipulated in the agreement have been met and there are no ongoing obligations on the Company’s part. Revenue
from product sales is recognized when title to the product transfers and there are no remaining obligations that will affect the
customer’s final acceptance of the sale. Revenue from licensing fees under licensing agreements is recognized when there are no
future performance obligations remaining with respect to such revenues. Payments received before all obligations are fulfilled are
classified as deferred revenue.

Research and Development Costs — Research and development costs are expensed as incurred. These costs include direct
research and development costs such as salaries, clinical trial expenses, consulting fees and other expenses that are specific to the
Company’s research and development programs, as well as an allocation of indirect costs such as facility expenses, human resources
and information technology expenses.

Stock-Based Compensation — Calculating stock-based compensation expense requires the input of highly subjective assumptions.
We apply the Black-Scholes option-pricing model to determine the fair value of our stock options. Inherent in this model are
assumptions related to expected stock-price volatility, option life, risk-free interest rate and dividend yield. We estimate the volatility
of our common stock at the date of grant based on historical volatility. We estimate the expected life of options that vest solely on
service using the “simplified method” provided for in the Securities and Exchange Commission Staff Accounting Bulletin No. 110.
The “simplified method” is permitted for estimating the expected term of “plain-vanilla” stock options for which the historical stock
option exercise experience is likely not indicative of future exercise patterns. The risk-free interest rate is based on the U.S. Treasury
zero-coupon yield curve on the grant date for a maturity similar to the expected life of the options. The dividend rate is based on our
historical rate, which we anticipate to remain at zero. The assumptions used in calculating the fair value of stock options represent our
best estimates, however these estimates involve inherent uncertainties and the application of management judgment. As a result, if
factors change and different assumptions are used, the stock-based compensation expense could be materially different in the future.
In addition, we are required to estimate the expected forfeiture rate and only recognize expense for those stock options expected to
vest over the service period. We estimate the forfeiture rate considering the historical experience of our stock-based awards. If the
actual forfeiture rate is different from the estimate, we adjust the expense accordingly.

Income Taxes — Deferred tax assets are recognized for deductible temporary differences and tax credit carryforwards and deferred
tax liabilities are recognized for taxable temporary differences. Deferred tax assets are reduced by a valuation allowance when, in the
opinion of management, it is more likely than not that some portion or all of the deferred tax assets will not be realized.

Net Loss Per Share — Net loss per common share is computed using the weighted-average number of common shares outstanding
during the period. Common equivalent shares are not included in the diluted per share calculation where the effect of their inclusion
would be anti-dilutive. The aggregate number of common equivalent shares (related to options and warrants) that have been excluded
from the computations of diluted net loss per common share for the years ended June 30, 2009 and 2010 was approximately 2,228,200
and 12,200,500, respectively, and 19,599,700 for the six month transition period ended December 31, 2010 and 23,382,190 for the
year ended December 31, 2011.

Use of Estimates — The preparation of financial statements in accordance 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 disclosures of contingent assets and liabilities at the date of the financial statements and the reported amounts of
expenses during the reported period. Actual results could differ from those estimates.
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