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Except for the historical information presented thatters discussed in this Report, including aedpct development and
commercialization goals and expectations, our plamg anticipated timing and results of clinical épment activities, potential market
opportunities, revenue expectations and the pakativantages and applications of our products pratluct candidates under development,
include forward-looking statements that involvéksignd uncertainties. Our actual results may difignificantly from the results discussed in
the forward-looking statements. Factors that cozAdse or contribute to such differences include doe not limited to, those discussed under
the caption “Risk Factors.” Unless the context rega otherwise, references to “we,” “us,” “our” andAastrom” refer to Aastrom
Biosciences, Inc

PART |
Item 1. Business
General Information

We are a clinicaktage biotechnology company focused on developingvative cell therapies that repair and regenefateaged tissue f
use in the treatment of severe, chronic ischemidicaascular diseases. We are developing patgetific (autologous) multicellular therapies
utilizing our proprietary, highly automated andlatée manufacturing system. Our manufacturingnettgy platform, the Aastrom Replicell
System (ARS), enables the expansion of a varietebtypes, including the production of multicdflutherapies expanded from an adult
patient’'s own bone marrow, which can be deliveredatly to damaged tissues using conventional ggsrand cell injection catheter systems.

Our lead product, ixmyelocel-T, has demonstratettipie biological activities that promote tissugadr and regeneration by reducing
inflammation, promoting angiogenesis and remoddbebemic tissue. Preclinical and clinical datggast that ixmyelocel-T is safe and
effective in treating patients with severe, chrde@hemic cardiovascular diseases such as advéeeetifailure due to dilated cardiomyopathy
(DCM), the third leading cause of heart failured anitical limb ischemia (CLI), the most severerfoof peripheral arterial disease (PAD).

Our lead ixmyelocel-T clinical development progranfior the treatment of advanced heart failure wuschemic DCM. Ixmyelocel-T has
been granted a U.S. Orphan Drug designation b{tBe Food and Drug Administration (FDA) for theatment of DCM, which we believe
provides an efficient and cost-effective path tprapal for ixmyelocel-T in this heart failure inditon. We are currently enrolling our Phase
2b ixCELL-DCM study, which is a randomized, doubl&d, placebo-controlled clinical trial for patisnwith advanced heart failure due to
ischemic DCM. The study is designed to enroll p@8ents at approximately 35 sites across the dr8tates and Canada. We also have
ongoing ixmyelocelF clinical programs for the treatment of CLI andmiofacial reconstruction, as well as precliniedeaarch and developm
programs for the treatment of cardiovascular disgas

On October 16, 2013, the Company completed a twiRbne reverse stock split. Accordingly, all mefieces to numbers of common stock
and per share data have been adjusted to refieceterse stock split on a retroactive basis.

Our Therapy

Ixmyelocel-T is a unique multicellular product dexil from an adult patient's own bone marrow. Omwppietary cell manufacturing
process significantly expands the mesenchymal stiosils (MSCs) and M2-like anti-inflammatory maghages in the patient’s bone marrow
mononuclear cells while retaining many of the hepatetic cells. These cell types are known to l&guthe immune response and play a key
role in tissue repair and regeneration by resolpathologic inflammation, promoting angiogenesig] eemodeling ischemic tissue.
Ixmyelocel-T is the only multicellular product knawo have expanded cell populations of both MS@kMfR like anti-inflammatory
macrophages.

MSCs and M2-like macrophages have a wide rangéotiidical activities that promote repair and regatien of damaged tissues through
the paracrine effects of their secreted factorsyelbas their direct cell activities. These cgteduce high levels of potent anti-inflammatory
and angiogenic factors, as well as factors involmegktracellular matrix remodeling. These celiéaiave direct activities such as
phagocytosis of cellular debris and apoptotic ¢eltsich control the inflammatory response, uptake@L and removal of cholesterol, and
remodeling of extracellular matrix. We believetthagether, these paracrine effects and diretactVities are responsible for ixmyelocel-T's
demonstrated therapeutic effects of resolving mftaation, promoting angiogenesis, and remodelingrapdiring damaged tissue.

The following illustration summarizes the multigdmlogical activities of ixmyelocel-T that promatepair and regeneration of ischemic
tissue:
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Effects

Ixmyelocel-T has several features that we beligegpaimarily responsible for success in treatingliapatients with severe ischemic
cardiovascular diseases such as DCM and criticdd Ischemia:

Patient-specific (autologous)— we start with the patient’s own cells, which aceepted by the patient's immune system, allowliegcells
to integrate into existing functional tissues. Wédieve that this characteristic of our therapyéliates both the risk of rejection and the nee
use immunosuppressive therapy pre- or post-the@pydata also suggests that ixmyelocel-T provitlegotential for long-term engraftment
and tissue repair.

Expanded— we begin with a small amount of bone marrow fribve patient (up to 60 ml) and significantly expaine number of certain
cell types, primarily MSCs and M2-like anti-inflanamory macrophages, to a substantially greater nuthbe are present in the patient’s own
bone marrow (up to 200 times the number of certalhtypes compared with the starting bone marrow).

Multicellular — we believe the multiple cell types in ixmyelodelwhich are normally found in bone marrow busimaller quantities,
possess the key functions required for reducingrgbrinflammation and promoting angiogenesis assui repair. By reducing inflammation,
we believe that ixmyelocel-T provides the idealditions to allow for the growth of new tissue arlddal vessels.

Minimally invasive— our procedure for collecting bone marrow campedormed in an out-patient setting and takes apprately 15
minutes. Administration of ixmyelocel-T for thetment of DCM is performed in the cardiac catlizdtion laboratory using a cell injection
catheter system in a one-time procedure. For siésesuch as CLI, administration of ixmyelocel-pésformed with a syringe in an outpatient
setting in a one-time, approximately 20 minute prhoe.

Safe — bone marrow and bone marrow-derived therapige baen used safely and efficaciously in medicimeoter three decades.
Ixmyelocel-T leverages this body of scientific stiahd medical experience, and appears well toléliatever 200 patients treated to date.

Our Technology Platform

Our patient-specific multicellular therapies arenmi@ctured using the Company’s proprietary AastRapicell System (ARS) cell
manufacturing system. Our manufacturing processislucted in a highly-automated, fully-closed agdrously controlled system. Our
system is highly scalable and reproducible andtéata a 5,000-square-foot centralized manufacgui@eility in Ann Arbor, Michigan.
Production is conducted under current Good Manufawg Practices (cGMP) guidelines required by tB&\Rvith current annual capacity to
treat up to 3,000 patients.
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Our Strategy

Our objective is to become the leading global lwbtology company in the development, manufacturé,cammercialization of
autologous multicellular therapies for the treattrefrsevere ischemic cardiovascular diseases.chi@ee this objective, we intend to:

Complete our Phase 2b ixCELREM clinical study for the treatment of advanceatdailure due to ischemic DCM and, if succes:
progress ixmyelocel-T into pivotal Phase 3 clinistidies for this orphan indication.

Complete patient follow-up in the REVIVE-CLI stutly evaluate safety and efficacy endpoints for teattment of critical limb
ischemia.

Conduct additional preclinical and clinical studadsxmyelocel-T to pursue additional high-valuélications for the treatment of
severe ischemic cardiovascular diseases.

Utilize our proprietary ARS cell-expansion manutagig platform to expand our product portfolio @llacherapies for the treatment of
immune/inflammatory, cardiovascular and fibrovaaculiseases.

Leverage our leading proprietary cell manufactupragform and expertise to provide manufacturingises and capabilities to other
development and commercial-stage biopharmacewtizapanies.

Prepare to commercialize ixmyelocel-T through ammd development of our internal commercializatiapabilities and/or strategic
partnerships for North America, Europe and Asia.

Clinical Development Programs

Our clinical development programs are focused ahiessbing areas of high unmet medical need in sggkrenic ischemic cardiovascular
diseases. We have completed our Phase 1/2 clinigislin DCM, and we are currently enrolling drimase 2b ixCELL-DCM study, which is a
randomized, double-blind, placebo-controlled clhitial for patients with advanced heart failureedo ischemic DCM. Ixmyelocel-T has
been granted a U.S. Orphan Drug designation b¥ih% for the treatment of DCM. We also have ongakrgyelocel-T clinical programs for
the treatment of CLI and craniofacial reconstruttitiowever, on March 27, 2013, we announced gegfi@change in our research and
development programs to focus on the clinical degwelent of ixmyelocel-T for the treatment of advahbeart failure due to ischemic dilated
cardiomyopathy. As a result of the strategic cleamge stopped enrollment of the Phase 3 REVIVHddirtrial in patients with critical limb
ischemia.

The following summarizes the status of our clinjpadgrams:
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Ixmyelocel-T
INDICATIONS PRECLINICAL PHASE 1 PHASE 2 PHASE 3
Heart Failure - 3
Dilated Cardiomyopathy (DCM) GCELLJ DCM  FDA ORPHAN DESIGNATION }
J i

Peripheral Arterial Disease

Crtical Limb lschemia (CL)" |y RevIvE |

Other Indications

Craniofacial Reconal o

Atherosclercsis

Results to date in our clinical trials may not bdicative of results obtained from subsequent ptienrolled in those trials or from future
clinical trials. Further, our future clinical tflamay not be successful or we may not be abldtaimthe required Biologic License Application
(BLA) approval to commercialize our products in theited States in a timely fashion, or at all. SRisk Factors.”

Heart Failure Due to Dilated Cardiomyopathy

Heart failure represents a significant unmet mediead and a growing public health problem. Theefipan Heart Association reports that
there are approximately 6 million patients curngstiffering from heart failure in the United Statexl an estimated 650,000 new cases in the
U.S. each year. Current medical costs to treaetipatients exceed $25 billion and this is expetctedore than triple to nearly $80 billion by
2030 as a result of a growing patient populatiodh thie high cost of the limited treatment alternadivor advanced heart failure patients, as
described below.

DCM is a leading cause of heart failure and of tigansplantation in the United States. DCM issedse characterized by weakening of th
heart muscle, thinning of the heart walls, enlargenof the heart chambers, and the inability tdicehtly pump blood throughout the body.
Patients with DCM typically present with symptoniscongestive heart failure, including limitatiomsphysical activity and shortness of
breath. Ischemic DCM is associated with atherostitecardiovascular disease and prior heart astackl is the most common form of dilated
cardiomyopathy, representing an estimated 60%l @@M patients. Patient prognosis depends ontdogesand cause of the disease, but is
typically characterized by a very poor quality iéé land a high mortality rate.

Current treatments for ischemic DCM patients thatrafractory to further medical therapy such a&seription drugs, devices, and/or
further revascularization procedures including tsgsurgery and angioplasty, are limited to heartsplantation and placement of left
ventricular assist devices (LVADs). There are tbss 2,500 heart transplantations in the UnitedeSteach year. Many refractory DCM
patients are not eligible for heart transplantatiod transplants are extremely expensive at amat&d cost of approximately $1 million.
LVADs are also expensive at an estimated cost ef $¢75,000 and have a mortality rate of 50% atyears.

A majority of advanced heart failure patients thiat refractory to medical therapy have DCM, andeléeve that the refractory ischemic
DCM market represents a substantial market oppitytéor ixmyelocel-T. These refractory ischemic Bi(patients are currently the target
patient population for our clinical developmentxahiyelocel-T, with approximately 175,000 patiemghe United States alone. Ixmyelocel-T
has been granted a U.S. Orphan Drug designatiaheblyDA for the treatment of DCM, which we beligu@vides an efficient and cost-
effective path to approval for ixmyelocel-T in tiisart failure indication.

We have conducted two Phase 2a multicenter, rarmmmopen-label clinical studies in patients witthemic DCM and nonischemic
DCM investigating surgical (IMPACT-DCM) and cathetzased (Catheter-DCM) delivery of ixmyelocel-T.eWéported 12nonth data for th
surgical IMPACT-DCM study at the Heart Failure Sdgiof America meeting in September 2011 and fi2amonth results from the
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Catheter-DCM study at the Society for CardiovascAlagiography and Interventions (SCAI) 2012 Sciinitsessions. Results from these
studies demonstrated that ixmyelocel-T was web+gtled in patients with DCM. In the Catheter-DQMdy and post-surgery in the IMPACT-
DCM study, the incidence of adverse events was aoafybe between the ixmyelocel-T groups and therobgtoups. Cardiac failure was
reported more frequently in the control group iigtato ixmyelocel-T in both studies.

While these exploratory Phase 2a studies wereaweped for determining differences in efficacy beéw treatment groups, there were
consistent trends of clinically meaningful improvamhin clinical endpoints observed in the ischeB@M (IDCM) groups in both studies. In
the combined IDCM groups across both studies, mejuerse cardiovascular events (MACE) were expeei@y a lower percentage of
ixmyelocel T-treated patients compared to contedlgmts, representing greater than 50% reductidhamumber of patients having a MACE
event. Likewise, patients in the combined ischeD@M groups that were treated with ixmyelocel-T lsagduction in the average number of
MACE events per patient. MACE is the recommendeatpemt (mortality and cardiovascular hospitalizaspin Phase 3 heart failure studie
stated in the FDA 2009 Somatic Cell Therapy fordiar Diseases Draft Guidance. Consistent positamds also were observed in several
secondary efficacy measures in the IDCM groups. mbprity of ixmyelocel T-treated patients with IIMC but not control patients, had
improvement in NYHA Class that was sustained olieri2 months following treatment. Improvement inHWY Class is considered clinically
meaningful. Additionally, a higher percentage ohipelocel T-treated IDCM patients showed a clinicafleaningful improvement in self-
reported quality of life and increased 6 minutekndistance compared to the IDCM control patients.

We are currently enrolling patients in the Phas&@ELL-DCM clinical study, which is a multicentaigandomized, double-blind, placebo-
controlled study evaluating the efficacy and safdtixmyelocel-T in patients with advanced heaituf@ due to ischemic DCM. The study is
designed to treat 108 patients at approximatelgites in the U.S. and Canada. Patients will beviad for 12 months for the primary efficacy
endpoint of MACE events, defined as all-cause deatl-cause hospitalizations, and unplanned oigtpiadr emergency department visits for
IV treatment of acute worsening heart failure. @elary endpoints include clinical, functional, stiral, symptomatic, quality of life, and
biomarker measures at 3, 6 and 9 months. Paiiélise followed for an additional 12 months forfey. We expect to complete enrolimen
the ixCELL-DCM study in 2014, and have top-lineigdtcy results approximately 12 months later.

Critical Limb Ischemia

CLI is the most serious and advanced stage of Iperdb arterial disease (PAD) resulting from chranflammation and lipid accumulatiol
PAD is a chronic atherosclerotic disease that mssjvely restricts blood flow in the limbs and ¢aad to serious medical complications. This
disease is often associated with other seriougalisonditions including hypertension, cardiovdacuisease, dyslipidemia, diabetes, obesity
and stroke. CLlI is used to describe patients walittonic ischemia-induced pain (even at rest) sugdoss (ulcers or gangrene) in the limbs,
often leading to amputation and death. Many Cltigoés are considered unsuitable for revasculaozats they have exhausted all other
reasonable treatment options and will likely requ@mputation. The one-year and four-year morteditgs for CLI patients that are unsuitable
for revascularization that progress to amputatienagproximately 25% and 70%, respectively. Culyethere are an estimated 250,000 CLI
patients that are unsuitable for revascularizatiahe United States.

Ixmyelocel-T has shown significant promise in treatment of CLI patients with existing tissue |tdsst are unsuitable for
revascularization. Our U.S. Phase 2b RESTORE-Ghgnam was a multi-center, randomized, double-blpidcebo-controlled clinical trial
designed to evaluate the safety and efficacy of/edotel-T in the treatment of patients with CLIthae unsuitable for revascularization. It
was the largest multi-center, randomized, doubiledblplacebocontrolled cellular therapy study ever conducte€in patients. We complete
enrollment of this trial in February 2010 with datioof 86 patients at 18 sites across the UnitetkeSt

Final results of the Phase 2b RESTORE-CLI clintoal were presented at the American Heart Assmigcientific Sessions in
November 2011 and published in the |-reviewed journal Molecular Therapy in April 201Patients in the treatment arm showed a 62%
reduction in risk relative to placebo in the prinafficacy endpoint of time to first occurrencetafatment failure (p=0.0032). While the study
was not powered to show statistical significancthamsecondary endpoint of amputation free suryiesults from a subgroup of 45 patients
with wounds at baseline (the approximate profil¢hef Phase 3 patient population) showed a 61% tiedua risk (21% ixmyelocel-T treated
versus 44% control event rate; p=0.0802). Theystlsb met the primary safety endpoint with no niegfial differences between the treated
and control groups.

We initiated the Phase 3 REVIVE-CLI clinical studymulticenter, randomized, double-blind, placebotmlled study to evaluate the
efficacy and safety of ixmyelocel-T in patientshELI, in 2012. We had previously received FastckrDesignation from the FDA for use of
ixmyelocelT for the treatment of CLI and reached agreemetit thie FDA on a Special Protocol Assessment (SHrtients were randomiz
1:1 and were to be followed for 12 months for thienary efficacy endpoint of amputatidree survival. On March 27, 2013 we announced
we were stopping enrollment in the study for sgetéusiness reasons. This study has been amamnded ongoing for the 41 patients that are
enrolled in the study, and we plan to continuecfelhg these patients for 12 months to evaluatetypaied certain efficacy measures. We
expect to have results from this study in the sda@prarter of 2014.
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Cell Manufacturing and Cell Production Components

We operate a centralized cell manufacturing facititAnn Arbor, Michigan. The facility supportsatturrent United States clinical trial &
has sufficient capacity, with minor modifications,supply our early commercialization requiremenige may establish and operate larger
commercial-scale cell manufacturing facilities floe United States market in the future to accomreopatential market growth. We have
reached agreement with the FDA on Chemistry, Mastufang and Control (CMC) which was completed ag pathe SPA process with the
FDA for the Phase 3 REVIVE clinical trial.

We have established relationships with manufacsuteat are registered with the FDA as suppliemmedical products to produce various
components of our patented cell manufacturing syste

We have established relationships with variousdtharties who manufacture and/or supply certainpmmnts, equipment, disposable
devices and other materials used in our cell manurfilng process to develop our cell products, dsageour final assemblies, component pi
subassemblies and associated spare parts usediirsttumentation platform of our cell productigrstem.

There can be no assurance that we will be ablerttraie our present arrangements with our manufaxtand/or suppliers, supplement
existing relationships or establish new relatiopshor that we will be able to identify and obte@rtain components, equipment, disposable
devices, other materials, including ancillary matlsrthat are necessary to develop our productidates or that are used in our cell
manufacturing and cell production components preees Our dependence upon third parties for thplg@md manufacture of such items
could adversely affect our ability to develop amdivier commercially feasible cell products on adiynand competitive basis. See “Risk
Factors.”

Our Arrangement with Vention Medical

In October 2010, we entered into a contract manufag and supply agreement (Supply Agreement) WilliEK Medical, LLC (ATEK)
for the manufacture of our proprietary cell cagsédt use in our manufacturing process. In Novar2bd 1, ATEK was purchased by Vention
Medical (Vention) and currently operates as a tvi®f Vention. There have been no changes teettmas of the Supply Agreement as a re
of this purchase.

Pursuant to the terms of the Supply Agreement, ave lyranted VVention the exclusive right to manuwfiacbur proprietary cell cassette,
which includes assembily, labeling, packaging aadlgtation. Vention will be responsible for obtaig all of our approved components
pertaining to the cassettes and we are obligateddr and purchase the cassettes from Ventiom@ygieed upon schedule and in agreed upc
guantities. In addition, we will provide Ventiorittvreasonable engineering support to initiate m@mdp up manufacturing of the cassettes anc
will supply all manufacturing equipment.

The Supply Agreement has an initial term of fouangeand will terminate automatically without notiggless prior to that time the term is
extended by mutual written consent delivered aitlsex months prior to the termination date. Thrimum term extension is generally to be
no less than two years.

The Supply Agreement provides that we may discaomtitne manufacture of the cassettes at our sateetisn. In such event, we agree to
use commercially best efforts to notify Ventiorestst 120 days prior to our intention to discongimuanufacture of the cassettes. Failure to
provide such notice will not be a breach of the @yp\greement, but without such notice, we agrepurchase from Vention (i) certain
finished goods that are in usable condition andccéitain components or raw materials inventorwork in process in each case to the extent
convertible into finished cassettes.

We or Vention may terminate the Supply Agreemettief other party materially defaults in the perfanoe of any provision of the Supply
Agreement and, should any such default occur, themon-defaulting party may give written noticetie defaulting party that if the default is
not cured within 45 days, the Supply Agreement hallterminated. If the non-defaulting party givastsnotice and the default is not cured
during the 45 day period, then the Supply Agreemsbatl automatically terminate at the end of suetiqal unless an extension is mutually
agreed to by Vention and us. In addition to otieenedies, either party may terminate the SupplyeAgrent at any time if either of us breache
our respective confidentiality obligations undez Bupply Agreement, in which case termination dhalkffective immediately upon receipt of
notice from the non-breaching party of the breaut @f termination. Either party may immediatelymérate the Supply Agreement by written
notice if the other party is or becomes insolvappoints or has appointed a receiver for all ostaritially all of its assets, or makes an
assignment for the benefit of its creditors. ldi&idn, either party may terminate the Supply Agneat by written notice if the other party files
a voluntary petition, or has filed against it amaluntary petition for bankruptcy and such petitismot dismissed within 90 days.
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Upon termination of the Supply Agreement, Ventigness to provide reasonable technical support atidfEs published engineering rates
for the transfer of manufacturing technology toatternative manufacturer chosen by us to condoet fnanufacture, package and test of the
cassettes in the event that Vention, for a perfdtb0 days from the date of receipt of the assediaurchase order, is unable to manufactul
of our orders for any reason, or if Vention faitsrefuses to meet our orders for cassettes pursodné terms of the Supply Agreement.

There can be no assurance that we will be ablertbraie our present arrangement with Vention. Guoeshdence upon our arrangement
with Vention for the supply and manufacture of puoprietary cell cassette could adversely affectanility to develop and deliver
commercially feasible cell products on a timely aodhpetitive basis. See “Risk Factors.”

Research & Development

Our therapy is produced from the patient’s boneravaiusing Aastrom’s proprietary manufacturing systeThe product is composed of a
mixture of cell types normally found in bone marrbut at different quantities. For example, the emetiymal stromal cells, identified with t
CD90+ cell surface marker, as well as monocytesaatigated macrophages, identified with CD14 markez expanded approximately 50 and
200 fold, respectively, while other CD45+ mononacleells from the bone marrow remain during the uf@acturing process. We have
demonstrated in the laboratory that the cells intberapy are capable of multiple biological a¢idés thought to play a critical role in repairing
diseased and damaged tissues. These activitiesliénhaspects of tissue remodeling, promotion of@yenesis and resolution of inflammation.
In addition to these properties demonstrateditro , we have also shown that the therapy increaseslitgerfusion in both rat and mouse
models of critical limb ischemia. In addition twese initial preclinical observations, we have ongreclinical studies designed to further
characterize the mechanism of action of our produtie treatment of cardiovascular diseases. ddta supports our current clinical-stage
research where we are exploring the use of ouaflyeto regenerate tissue in patients with DCM aht C

In addition, our proprietary cell manufacturingtgys has demonstrated the capability to producer types of cells. In the future, we may
continue to explore the application of our manufeog technology for the production of other cgppeés where there are potential opportunitie
to collaborate in the development of new cell th@s.

Patents and Proprietary Rights

Our success depends in part on our ability, analtiléy of our licensors, to obtain patent protewctfor our products and processes. We
have exclusive rights to approximately 17 unexpissded United States patents. Eleven of thesm{saare material patents that protect our
cellular therapy. We own ten of these patentsaralhas been licensed exclusively from the UnitserdiMichigan. These patents present
various claims relating to (i) the composition of @ellular therapy, (ii) methods to manufactur@dminister the cellular therapy, and (iii) the
bioreactor device (the Aastrom Replicell Systena} th used to make our product. The number ofddnBtates patents of each type with
expiration range is listed in the table below.

Patent Type Number Expiry (Years)
Composition of Matte 2 1 and 1t
Methods 2 13
Bioreactor Device 7 1-2

Certain patent equivalents to the United Statesmsthave also been issued in other jurisdictiodsiding Australia, United Kingdom, and
Canada, and under the European Patent Converitiaddition, we have filed applications for pateintshe United States and equivalent
applications in certain other countries claiminigestaspects of our cell products and manufactyringesses. Our most significant patent tha
protects the composition of the cellular therappctily, “Mixed cell populations for tissue repaircaseparation technique for cell
processing” S Patent 7,871,605), was issued in January 20d Wakhexpire in 2029. A divisional application {871,605 for administratic
of this composition to patients was allowed by tH&PTO in January 2012 and was issued in the ApfiP2and will expire in 2027. A second
divisional application of 7,871,605 directed to thethods of manufacture of our cell compositions igaued in March 2013 and will expire in
2027. Patents that protect our automated bioredetzice and culture system expire in 2015, butm¥econtinue to rely on trade secrets and
un-patentable know-how.

The validity and breadth of claims in medical tealogy patents involve complex legal and factualsjioas and, therefore, may be highly
uncertain. No assurance can be given that anytsabased on pending patent applications or anydytatent applications by us, or our
licensors, will be issued, that the scope of artgigprotection will exclude competitors or provitlEmpetitive advantages to us, that any of th
patents that have been or may be issued to us dicensors will be held valid if subsequently deabed or that others will not claim rights in
or ownership of the patents and other proprietiafyts held or licensed by us. Furthermore, therelmano assurance that others have not
developed or will not develop similar products, litgge any of our products or design around angmatthat have been or
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may be issued to us or our licensors. Since paggpitcations in the United States are maintaineskeicrecy until they are published 18 months
after filing, we also cannot be certain that ottdicsnot first file applications for inventions cened by our and our licensors’ pending patent
applications, nor can we be certain that we witlinfringe any patents that may be issued to otbersuch applications.

We rely on certain licenses granted by the Uniweisi Michigan for certain patent rights. If wedlaich such agreements or otherwise fe
comply with such agreements, or if such agreemexgge or are otherwise terminated, we may loserights in such patents.

We also rely on trade secrets and un-patentable-km that we seek to protect, in part, by configdity agreements. It is our policy to
require our employees, consultants, contractorsufaaturers, outside scientific collaborators apansored researchers and other advisors tc
execute confidentiality agreements upon the comeraeat of employment or consulting relationshipsqwis. These agreements provide that
all confidential information developed or made kmotw the individual during the course of the indival’'s relationship with us is to be kept
confidential and not disclosed to third partieseptdn specific limited circumstances. We alsauiegisigned confidentiality or material
transfer agreements from any company that is eiveour confidential information. In the casesaiployees, consultants and contractors, th
agreements generally provide that all inventionscedved by the individual while rendering servitesis shall be assigned to us as the
exclusive property of Aastrom. There can be normsge, however, that these agreements will nbréached, that we would have adequate
remedies for any breach, or that our trade seorais-patentable know-how will not otherwise becdmewn or be independently developed
by competitors.

Our success will also depend in part on our ahititdevelop commercially viable products withoutiimging the proprietary rights of
others. We do not believe any of our currentlyteomplated products or processes infringe any exgjstalid issued patent. However, the
results of patent litigation are unpredictable, andassurance can be given that patents do natadsuld not be filed which would have an
adverse effect on our ability to market our produmt maintain our competitive position with respcour products. If our technology
components, designs, products, processes or athjgcs matter are claimed under other existing éthBtates or foreign patents, or are
otherwise protected by thingiarty proprietary rights, we may be subject toilmfement actions. In such event, we may challéhgealidity of
such patents or other proprietary rights or we bayequired to obtain licenses from such companiesder to develop, manufacture or
market our products. There can be no assuranatséhwould be able to obtain such licenses ordhah licenses, if available, could be
obtained on commercially reasonable terms. Fumibeg, the failure either to develop a commerciaiible alternative or obtain such licenses
could result in delays in marketing our proposeatipcts or the inability to proceed with the deveh@mt, manufacture or sale of products
requiring such licenses, which could have a mdtadaerse effect on our business, financial cooditind results of operations. If we are
required to defend ourselves against charges ehpatfringement or to protect our proprietary tghgainst third parties, substantial costs wil
be incurred regardless of whether we are succesSiuth proceedings are typically protracted wiglcartainty of success. An adverse
outcome could subject us to significant liabilitteghird parties and force us to curtail or ceasedevelopment and sale of our products and
processes.

Certain of our and our licensors’ research has loeénbeing funded in part by the Department off@Gterce and by a Small Business
Innovation Research Grant obtained from the Depantrof Health and Human Services. As a resultiohdunding, the United States
government has certain rights in the technologyetiged with such funding. These rights includ®a-axclusive, fully paid-up, worldwide
license under such inventions for any governmenigbose. In addition, the United States governrhastthe right to require us to grant an
exclusive license under any of such inventionsttura party if the United States government deteas that: (i) adequate steps have not beer
taken to commercialize such inventions; (ii) suctica is necessary to meet public health or saiesds; or (iii) such action is necessary to
meet requirements for public use under federallegigms. Additionally, under the federal Bayh Ddlet, a party which acquires an exclusive
license for an invention that was partially fundgda federal research grant is subject to theviollg government rights: (i) products using the
invention which are sold in the United States arbe manufactured substantially in the United Staialess a waiver is obtained; (ii) the
government may force the granting of a licensetturd party who will make and sell the needed piaidf the licensee does not pursue
reasonable commercialization of a needed produetjike invention; and (iii) the United States gowaent may use the invention for its own
needs.

Sales and Marketing

We currently do not have the sales or marketinguess required to fully commercialize our therajmeproducts. We intend to advance
our programs to a point where we can evaluate ptierts to seek a development and/or commerciatiagiartnership, or to make the
investment to complete development and commereialiproduct alone. We may also choose to undestke pilot level of sales and
marketing activity while seeking a commercial parship.
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Government Regulation

Our research and development activities and theufaaturing and marketing of our products are sutjethe laws and regulations of
governmental authorities in the United States ahdracountries in which our products will be maddet Specifically, in the United States, the
FDA, among other activities, regulates new prodyrovals to establish safety and efficacy of theeeucts. Governments in other countries
have similar requirements for testing and marketihgthe United States, in addition to meeting Fi2gulations, we are also subject to other
federal laws, such as the Occupational Safety azadthl Act and the Environmental Protection Actwadl as certain state laws.

Our cell products will be regulated as somatic ttedkapies/biologics/pharmaceuticals. With thasslfication, commercial production of
our products will need to occur in registered/lmed facilities in compliance with Good Manufactgrifractice (GMP) for biologics (cellular
products) or drugs.

Requlatory Process

Our products are subject to regulation as bioldgicaducts under the Public Health Service Act tiredFood, Drug and Cosmetic Act.
Different regulatory requirements may apply to ptoducts depending on how they are categorizetidy¥DA under these laws. The FDA
has indicated that it intends to regulate prodbetsed on our technology as licensed biologics titrdbe Center for Biologics Evaluation and
Research. As current regulations exist, the FDI\rejuire regulatory approval for certain humaliudar- or tissue-based products, including
our cell products, through a BLA submission.

Approval of new biological products is a lengthppedure leading from development of a new produciugh preclinical and clinical
testing. This process takes a number of yearghandxpenditure of significant resources. Therelmano assurance that our product
candidates will ultimately receive regulatory apmb

Regardless of how our product candidates are ragllthe Federal Food, Drug, and Cosmetic Act dhdrd-ederal and State statutes and
regulations govern or influence the research,ngstnanufacture, safety, labeling, storage, rekeapbing, approval, distribution, use, product
reporting, advertising and promotion of such pradudNoncompliance with applicable requirementsregult in civil penalties, recall,
injunction or seizure of products, refusal of tliwegrnment to approve or clear product approvaliegiibns or to allow us to enter into
government supply contracts, withdrawal of previgapproved applications and criminal prosecution.

Product Approval

In order to obtain FDA approval of a new medicaldarct, sponsors must submit proof of safety andady. In most cases, such proof
entails extensive preclinical studies and clintdals. The testing, preparation of necessaryiagibns and processing of those applications b
the FDA is expensive and may take several yeazertplete. There can be no assurance that the FDAawfavorably or in a timely manner
in reviewing submitted applications, and we mayoemter significant difficulties or costs in our effs to obtain FDA approvals, in turn, whi
could delay or preclude us from marketing any potsiwe may develop. The FDA may also require pustketing testing and surveillance of
approved products, or place other conditions orafipgrovals. These requirements could cause i todre difficult or expensive to sell the
products, and could therefore restrict the comrakgegplications of such products. Product appowady be withdrawn if compliance with
applicable regulations is not maintained or if peots occur following commercialization. For patshtechnologies, delays imposed by the
governmental approval process may materially redvegeriod during which we will have the exclusiight to exploit such technologies.

If clinical trials of a proposed medical product aequired, the manufacturer or distributor of agdor biologic will have to submit an IND
application with the FDA prior to commencing hunwinical trials. The submission must be suppotigdiata, typically including the results
of preclinical and laboratory testing. Followingpsnission of the IND, the FDA has 30 days to revieeapplication and raise safety and o
clinical trial issues. If we are not notified dfjections within that period, clinical trials mag itiated, and human clinical trials may
commence at a specified number of investigatioit@d svith the number of patients approved by théFBVe have submitted several INDs
our cell products, and we have conducted clinidalst under these INDs.

Our products will be regulated by the FDA as arl&ed biologic, although there can be no assurdmatette FDA will not choose to
regulate this product in a different manner infiltere. The FDA categorizes human cell- or tiskased products as either minimally
manipulated or more than minimally manipulated, had determined that more than minimally manipdla@®ducts require clinical trials to
demonstrate product safety and efficacy and thenfasion of a BLA for marketing authorization. Fooducts that may be regulated as
biologics, the FDA requires: (i) preclinical labtyey and animal testing; (ii) submission to the FDfan IND application, which must be
approved prior to the initiation of human clini¢abls; (iii) adequate and well-controlled clinidailals to establish the safety and efficacy of the
product for its intended use; (iv) submission t® BDA of a BLA; and (v) review and approval of tBBeA as well as inspections of the
manufacturing facility by the FDA prior to commeaktmarketing of the product.
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We conduct preclinical testing for internal use asdsupport for submissions to the FDA. Precliniesting generally includes various
types of in-vitro laboratory evaluations of our gucts as well as animal studies to assess they safdtthe functionality of the product.
Clinical trials are identified by phasegd ., Phase 1, Phase 2, Phase 3, etc.). Dependiting type of preclinical and/or clinical data avhi
the trial sponsor will submit a request to the FiDAnitiate a specific phase studg.g., a Phase 1 trial represents an initial studysmall
group of patients to test for safety and othervaaié factors; a Phase 2 trial represents a studylanger number of patients to assess the safet
and efficacy of a product; and, Phase 3 trialdratiated to establish safety and efficacy in apanded patient population at multiple clinical
trial sites).

The results of the preclinical tests and clinic&l$ are submitted to the FDA in the form of a Bfgk marketing approval. The testing,
clinical trials and approval process are likelyaquire substantial time and effort, and therelmano assurance that any approval will be
granted on a timely basis, if at all. Additionairaal studies or clinical trials may be requestadrdy the FDA review period that may delay
marketing approval. After FDA approval for thetial indications, further clinical trials may beaessary to gain approval for the use of the
product for additional indications. The FDA reasrthat adverse effects be reported to the FDAr@dalso require post-marketing testing to
monitor for adverse events, which can involve digant expense.

Under current requirements, facilities manufactytiological products for commercial distributiorust be licensed. To accomplish this,
an establishment registration must be filed with FDA. In addition to the preclinical studies atidical trials, the BLA includes a description
of the facilities, equipment and personnel involuethe manufacturing process. An establishmegisteation/license is granted on the basis o
inspections of the applicant’s facilities in whittte primary focus is on compliance with GMPs areldbility to consistently manufacture the
product in the facility in accordance with the BLA.the FDA finds the results of the inspectiorsatisfactory, it may decline to approve the
BLA, resulting in a delay in production of products

As part of the approval process for human bioldgicaducts, each manufacturing facility must beistsged and inspected by the FDA
prior to marketing approval. In addition, statemagy inspections and approvals may also be reqtoreal biological product to be shipped out
of state.

Commercial Strategy

We are currently focused on utilizing our technglog produce expanded, patient specific multicalyroducts for use in severe, chronic
ischemic cardiovascular indications. At such tmseve satisfy applicable regulatory approval resyngnts, we expect the sales of our cell-
based products to constitute nearly all of our pobdales revenues.

We do not expect to generate positive cash floass four consolidated operations for at least the sexeral years and then only if we
achieve significant product sales. Until that tjimve expect that our revenue sources from our otiaetivities will consist of only minor sales
of our cell products and manufacturing suppliesupacademic collaborators, grant revenue, resdantting and potential licensing fees or
other financial support from potential future cargte collaborators.

We expect that we will need to raise significarditidnal funds or pursue strategic transactionstber strategic alternatives in order to
complete our product development programs, completeal trials needed to market our products, aochmercialize our products. To date,
we have financed our operations primarily throughljg and private sales of our equity securitieg] &e expect to continue to seek to obtain
the required capital in a similar manner. As aadiegment stage company, we have never been pirefitatol do not anticipate having net
income unless and until significant product sa@amence. With respect to our current activitibs is not likely to occur until we obtain
significant additional funding, complete the readirclinical trials for regulatory approvals, andewe the necessary approvals to market our
products. If we cannot raise such funds, we vatllme able to develop or enhance products, takarddge of future opportunities, or respond
to competitive pressures or unanticipated requirgspevhich would have a material adverse impaawrbusiness, financial condition and
results of operations. As a result of the neemitte additional capital and a net capital deficigrthere is uncertainty regarding our ability to
maintain liquidity sufficient to operate our busiseeffectively over at least the next twelve moni¥tsich raises substantial doubt as to our
ability to continue as a going concern. Througle@eber 31, 2013, we have accumulated a defici287 F65,000. We cannot provide any
assurance that we will be able to achieve profitglon a sustained basis, if at all, obtain thguieed funding, obtain the required regulatory
approvals, or complete additional corporate paitigenr acquisition transactions.

Competitive Environment

The biotechnology and medical device industriecheracterized by rapidly evolving technology ameinse competition. Our competit
include major multinational medical device companjgharmaceutical companies, biotechnology compaarid stem cell companies operating
in the fields of tissue engineering, regeneratieglitine, cardiac, vascular, orthopedics and neuneglicine. Many of these companies are wel
established and possess technical, research aetbpgment, financial, and sales and marketing ressusignificantly greater than ours. In
addition, many of our smaller potential competitbase formed strategic collaborations, partnersaipsother types of joint ventures with
larger, well established industry competitors tiffdrd these companies potential research and
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development and commercialization advantages iteittenology and therapeutic areas currently beurgyed by us. Academic institutions,
governmental agencies and other public and priestearch organizations are also conducting andding research activities which may
produce products directly competitive to those geiommercialized by us. Moreover, many of thesapetitors may be able to obtain patent
protection, obtain FDA and other regulatory appteead begin commercial sales of their productsigefis.

Our potential commercial products address a braade of existing and emerging therapeutic marketshich cell-based therapy is a new
and as of yet, unproven, commercial strategy. large part, we face primary competition from drigtmedical devices and drug products.
Some of our competitors have longer operating histand substantially greater resources. Thedede companies such as Baxter
International, Inc. (Baxter), Biomet, Inc., John#bdohnson, Inc., Medtronic, Inc. (Medtronic), avtthers.

In the general area of cdlased therapies, we potentially compete with eetyanf companies, most of whom are specialty mégicaducts
or biotechnology companies. Some of these, su&@aater, Johnson & Johnson, Medtronic and MilteBigitec are well-established and have
substantial technical and financial resources coatpt ours. However, as cell-based products r@lsejost emerging as viable medical
therapies, many of our most direct competitorssanaller biotechnology and specialty medical prosleompanies. These include Advanced
Cell Technology, Inc., Cytomedix, Inc. (formerlydslgen, Inc.), Arteriocyte Medical Systems, Inchéxsys, Inc., Bioheart, Inc., Cytori
Therapeutics, Inc., International Stem Cell Corgorg Neostem, Inc., Terumo Medical Corporatiorrifierly Harvest Technologies
Corporation), Mesoblast, Osiris Therapeutics, IRturistem, Inc. Stem Cells, Inc., Tengion, Inad athers.

Employees
As of December 31, 2013, we employed approximat8ljndividuals on a full-time equivalent basis.si§nificant number of our
management and professional employees have hadepperience with pharmaceutical, biotechnologynedical product companies. None

our employees are covered by collective bargaiagmgements, and management considers relation®witbtmployees to be good.

Executive Officers

Executive
Name Position Age Officer Since
Dominick C. Colangel President and Chief Executive Offic 50 2013
Daniel R. Orlandc Chief Operating Office 49 2012
Ronnda L. Bartel, Ph.L Chief Scientific Officel 55 2010
Michael W. Elliston Controller 34 2013

Dominick C. Colangelo —Mr. Colangelo joined Aastrom in 2013 with more thiesenty years of executive management and corporate
development experience in the biopharmaceuticalstrgl, including nearly a decade with Eli Lilly a@@dmpany. Most recently, he was
President and Chief Executive Officer of Promedinc, During his career, he has held a varietgxafcutive positions of increasing
responsibility in product development, pharmacaltperations, sales and marketing, and corpoeateldpment. He has extensive experii
in the acquisition, development and commercialaratf therapies to treat fibrovascular, metabatid eardiovascular diseases. During his
tenure at Eli Lilly and Company, he held positi@ssDirector of Strategy and Business Developmaritifly’s Diabetes Product Group and
also served as a founding Managing Director ofylMentures. Mr. Colangelo received his B.S.B.AAttounting, Magna Cum Laude, from
the State University of New York at Buffalo and.B.Jdegree, with Honors, from the Duke Universigh8ol of Law.

Daniel R. Orlando —Mr. Orlando joined Aastrom as Chief Commercial &dfiin August of 2012. Mr. Orlando served as inteChief
Executive Officer of Aastrom from December 2012arch 2013. He has more than 20 years of commgm@duct preparation and launch
experience including leadership roles in saleskatarg and most recently as a vice president oifless development for North and South
America at Takeda Pharmaceuticals. As an early@rap at Takeda North America, he served as thggnadi brand director for Actos, which
became the #1 branded anti-diabetic agent in theetdStates. Mr. Orlando’s initial pharmaceutiegperience came in progressively
expanding roles in sales and marketing at Abbadtiotatories. He holds an MBA from Florida Atlantioiversity and a BA in Economics wi
Honors from the University of Florida.

Ronnda L. Bartel, Ph.D. —Pbr. Bartel joined Aastrom in 2006 and is resporesior research, development, quality, IT, manufactuand
engineering operations. Dr. Bartel has more thapears of research and product development exmeriend most recently was Executive
Director, Biological Research at Microlslet and &ieresident, Scientific Development at StemCaells, Earlier in her career, she was Senior
Principal Scientist, Cell Biology at Advanced TiesBiciences and was involved in the developmentapdoval of two of the first three cell
based products approved by the FDA. She has algked as Senior Director, Science and Technolo@R& Capital, LLC evaluating life
science investments and has also held positiooknical development, drug delivery, business depeient and manufacturing. Dr. Bartel
holds a Ph.D. in Biochemistry from the Universifyjk@nsas, completed postdoctoral work at the Usitgiof Michigan and received a B.A. in
Chemistry and Biology from Tabor College.
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Michael W. Elliston —Mr. Elliston joined Aastrom in December 2011 anthis Controller. He brings more than 12 yearsrafrfce and
accounting experience to Aastrom. Prior to joinkastrom, Mr. Elliston was a manager at PricewateseCoopers, with broad experience in
multiple industries, including life sciences andliecare. Mr. Elliston holds a B.A. in Accountifrgm Clemson University and is a certified
public accountant.

Our former Vice President of Finance, Brian D. @Gibb¢eft the Company in August 2013 and our form&e\President Clinical
Development, Sharon M. Watling, left the Companpril 2013.

Available Information

Additional information about Aastrom is containddar website, www.aastrom.com. Information on website is not incorporated by
reference into this report. We make available enveebsite free of charge our Annual Reports omTb®-K, Quarterly Reports on Form {®-
and Current Reports on Form 8-K as soon as realopidzticable after those reports are filed with Securities and Exchange Commission.
Our reports filed with the Securities and Excha@genmission are also made available to read and abfhye SEG Public Reference Room
100 F Street, NE, Washington, D.C. 20549. You wiatain information about the Public Reference Rdynealling the SEC at 1-800-SEC-
0330. Reports filed with the SEC are also maddaia on its website at www.sec.gov. The followi@orporate Governance documents are
also posted on our website: Code of Business CarahecEthics, Code of Ethics for Senior Financiffld@rs, Board Member Attendance at
Annual Meetings Policy, Director Nominations Poli§hareholder Communications with Directors Potiog the Charters for each of the
Committees of the Board of Directors.
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Item 1A. Risk Factors

Our operations and financial results are subjecvéwious risks and uncertainties, including thossatibed below, that could adversely
affect our business, financial condition, result®perations, cash flows, and trading price of ctommon stock. The risks and uncertainties
described below are not the only ones we facereTimay be additional risks and uncertainties thiag aot known to us or that we do not
consider to be material at this time. If the egathdscribed in these risks occur, our businesantiral condition, and results of operations
would likely suffer.

Risks Related to our Business
Our past losses and expected future losses cast Bbon our ability to continue as a going concern athoperate profitably.

As of December 31, 2013, we had $8,059,000 of cd@slis is not sufficient to sustain our operatiémsone year. In light of our financial
position, we are evaluating strategic and finangggortunities in the short-term in order to maimtadequate liquidity through December 31,
2014 and beyond. Additionally, we could sell conmshares through an At-the-Market Sales Agreen#eni) in order to raise additional
capital, though there are certain factors, suckohsme of trading in our common stock, our stocik@iand the ability to terminate the
agreement with notice, which could limit the amowetcould raise in a short period of time. Onragler term basis, we will need to raise
additional funds in order to complete product depeient programs and complete clinical trials ned¢dedarket and commercialize our
products. We cannot be certain that such fundiigoer available on favorable terms, if at all. f8® of the factors that will impact our ability
to raise additional capital and our overall sucdéeskaide: the rate and degree of progress for canlyct development, the rate of regulatory
approval to proceed with clinical trial prograntse fevel of success achieved in clinical trialg, thquirements for marketing authorization
from regulatory bodies in the United States an@otountries, the liquidity and market volatilit @ur equity securities, regulatory and
manufacturing requirements and uncertainties, t@dgical developments by competitors, and othetofac If we cannot raise such funds, we
will not be able to develop or enhance products &dvantage of future opportunities, or respontbtapetitive pressures or unanticipated
requirements, which would have a material advergmct on our business, financial condition andItesif operations. As a result of the neec
to raise additional capital and a net capital deficy, there is uncertainty regarding our abildynaintain liquidity sufficient to operate our
business effectively over at least the next twehamths, which raises substantial doubt as to ollityatw continue as a going concern. The
consolidated financial statements do not includeadjustments that might result from the outcomthif uncertainty.

We were incorporated in 1989 and have experienabstantial operating losses since inception. ABexfember 31, 2013, we had
accumulated a deficit of $287,765,000 and we hawtitued to incur losses since that date. Thessebhave resulted principally from costs
incurred in the research and development (includlimgcal trials) of our cell culture technologiasd our cell manufacturing system, general
and administrative expenses, and the prosecutipateht applications. We expect to continue tairsignificant operating losses over the |
several years and at least until, and probably,afteduct sales increase, primarily owing to @gearch and development programs, includin
preclinical studies and clinical trials, and theabishment of marketing and distribution capalgi$itnecessary to support commercialization
efforts for our products. We cannot predict witty @ertainty the amount of future losses. Ourighiib achieve profitability will depend,
among other things, on successfully completingdéieelopment of our product candidates, timely atitin and completion of clinical trials,
obtaining regulatory approvals, establishing mactufiéng, sales and marketing arrangements witll thérties, maintaining supplies of key
manufacturing components, acquisition and developmEecomplementary activities and raising suffitieash to fund our operating activitit
Therefore, we may not be able to achieve or susgtaifitability.

We may not be able to raise the required capital toonduct our operations and develop and commerciaé our products.

We will require substantial additional capital reszes in order to conduct our operations, compiateproduct development programs,
complete our clinical trials needed to market awdpicts (including a Phase 2b clinical trial for {; and commercialize these products and
cell manufacturing facilities. In order to growda@xpand our business, to introduce our new protiundidates into the marketplace and to
acquire or develop complementary business actiyitie will need to raise a significant amount aditidnal funds. We will also need
significant additional funds or a collaborative tpar, or both, to finance the research and devedopmactivities of our cell product candidates
for additional indications. Accordingly, we arentimuing to pursue additional sources of financing.

Our future capital requirements will depend upomyntactors, including:

e continued scientific progress in our researchjadinand development programs;

e costs and timing of conducting clinical trials as&kking regulatory approvals;

»  competing technological and market developments;

» avoiding infringement and misappropriation of thparty intellectual property;
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»  obtaining valid and enforceable patents that giva sompetitive advantage;
e our ability to establish additional collaborativdationships;
e our ability to effectively launch a commercial pomt;
« the effect of commercialization activities and faigiexpansions, if and as required; and
« complementary business acquisition or developmppbrunities.

We entered into an At Market Sales Agreement ore Jin 2011 (as amended to date, the “ATM”) with MR\Co. LLC (“MLV")
(formerly McNicoll, Lewis & Vlak), which allows ut raise approximately $20,000,000 through salesiotommon stock from time to time.
However, there are certain factors, such as voloitiading in our common stock, our stock price #mlability to terminate the agreement
with notice, which limit the amount that can beseal in a short period of time through the ATM. Relless of the usage of the ATM, we will
need to raise additional capital in order to fumel ¢linical trials of ixmyelocel-T for DCM, compkebur product development programs,
complete clinical trials needed to market our padd@nd commercialize these products.

We will need to raise additional funds in ordectamplete our product development programs, compléteal trials needed to market our
products (including clinical trials for our DCM myram), and commercialize these products. Becauserdong-term funding requirements,
we may try to access the public or private equitykets if conditions are favorable to completenarficing, even if we do not have an
immediate need for additional capital at that timewhenever we require additional operating capita addition, we may seek collaborative
relationships, incur debt and access other availabiding sources. This additional funding may mtvailable to us on reasonable terms, or
at all. Some of the factors that will impact obiligy to raise additional capital and our oversliccess include:

« the rate and degree of progress for our productidpment;

» the rate of regulatory approval to proceed withichl trial programs;

. the level of success achieved in clinical trials;

» the requirements for marketing authorization fraguatory bodies in the United States and othentrims;

« the liquidity and market volatility of our equitgeurities; and

. regulatory and manufacturing requirements and daicgies, and technological developments by cortgrsti

If adequate funds are not available in the futwemay not be able to develop or enhance our ptediake advantage of future
opportunities, or respond to competitive pressaramanticipated requirements and we may be redjireelay or terminate research and
development programs, curtail capital expenditumes, reduce business development and other opgwattivities. Should the financing we
require to sustain our working capital needs bevaitable or prohibitively expensive when we requir¢he consequences could have a
material adverse effect on our business, operagisigits, financial condition and prospects.

Failure to obtain and maintain required regulatory approvals would severely limit our ability to sellour products.

We must obtain the approval of the FDA before comumaésales of our cell product candidates may cema in the United States, which
we believe will ultimately be the largest market émr products. We will also be required to obtadtulitional approvals from various foreign
regulatory authorities to initiate sales activitdell products in those jurisdictions. If wenoat demonstrate the safety, purity and potency c
our product candidates, including our cell prodtanididates, produced in our production systemi-ihv or other regulatory authorities could
delay or withhold regulatory approval of our proticandidates.

Finally, even if we obtain regulatory approval giraduct, that approval may be subject to limitagion the indicated uses for which it may
be marketed. Even after granting regulatory apglrdiie FDA and regulatory agencies in other caestrontinue to review and inspect
marketed products, manufacturers and manufacttaicitities, which may create additional regulatbryrdens. Later discovery of previously
unknown problems with a product, manufacturer oilitg may result in restrictions on the productranufacturer, including a withdrawal of
the product from the market. Further, regulataygrecies may establish additional regulations tbatccprevent or delay regulatory approva
our products.
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We currently depend heavily on the success of ixmlgeel-T, our sole product candidate. Any failure 6 commercialize ixmyelocel-T, or
significant delays in doing so, will have a materieadverse effect on our business, operating resulénd financial condition.

We have invested a significant portion of our éB@nd financial resources in the developmentmfyidocel-T. Our ability to generate
future product revenue depends heavily on the sséaledevelopment and commercialization of ixmyeleE. The successful
commercialization of ixmyelocel-T will depend orveeal factors, including the following:

»  obtaining marketing approvals from the FDA and ofoecign regulatory authorities;

»  successful enrollment of patients in our ongoingicl studies of ixmyelocel-T;

»  successful completion of our ongoing clinical sasdof ixmyelocel-T;

»  the successful audit of our facilities by additibregulatory authorities;

. maintaining the cGMP and cGTP compliance of our uf@cturing facility;

. maintaining current manufacturing arrangements thiitd parties and establishing new manufacturimgragements;

*  our development of a successful sales and marketanization for ixmyelocel-T;

* an acceptable safety and efficacy profile of owdpict candidates following approval,

» the availability of reimbursement to patients frogalthcare payers for our drug products, if appioead

»  other risks described in this “Risk Factors” settio

Any failure to commercialize ixmyelocel-T or sigigéint delays in doing so will have a material adeegffect on our business, results of
operations and financial condition.

Our sole product candidate, ixmyelocel-T, is stilin clinical development. If we do not successfullgontinue or complete the clinical
development of ixmyelocel-T, our likelihood of suaess as a company and our ability to finance our opations will be substantially
harmed.

Our near-term prospects substantially depend upolality to successfully continue and completfaichl trials of our lead product
candidate, ixmyelocel-T, and to demonstrate itstgedind efficacy, as well as its superiority oveistng therapies and standards of care, if
any. We are currently enrolling and treating patewvith ischemic DCM for the Phase 2b ixCEDIGM clinical trial. All of our other potenti
product candidates are in preclinical researctady elinical development. Our ability to finanoar company and to generate revenues will
depend heavily on our ability to obtain favoratdsuits in the ongoing and planned clinical tridlsxmyelocel-T, including the ongoing
iXCELL-DCM Phase 2b clinical trial, and to succesisfdevelop and commercialize ixmyelocel-T. Ixrngeel-T could be unsuccessful if it:

« does not demonstrate acceptable safety and effinadinical trials, or otherwise does not meetlaggble regulatory standards for
approval;

« does not offer sufficient, clinically meaningfukttapeutic or other improvements over existing turiidrugs used to treat the DCM
indications for which it is being tested,;

* is not capable of being produced in commercial tjtias at acceptable costs; or

* is not accepted as safe, efficacious, cost-effectess costly and preferable to current therapiéise medical community and by third-
party payers.

If we are not successful in developing and comnadizing ixmyelocel-T or are significantly delayeddoing so, our financial condition
and future prospects may be adversely affectedrenchay experience difficulties in raising the sabsial additional capital required to fund
our business.

15




Table of Contents
Our product development programs are based on novaéchnologies and are inherently risky.

We are subject to the risks of failure inhererthia development of products based on new techresogihe novel nature of our
therapeutics creates significant challenges inrcetgaproduct development and optimization, manuwfi@cg, government regulation, thiggharty
reimbursement and market acceptance. For exarhpdgulatory agencies have limited experiencegpraving cellular therapies for
commercialization, the development and commercitibn pathway for our therapies may be subjeab¢osiased uncertainty, as compared to
the pathway for new conventional drugs.

Any changes in the governmental regulatory classifations of our products could prevent, limit or deay our ability to market or
develop our products.

The FDA establishes regulatory requirements basdtie®classification of a product. Because oudpob development programs are
designed to satisfy the standards applicable todical licensure for our cellular products, anynpe in the regulatory classification or
designation would affect our ability to obtain FAproval of our products. Each of these cell petslis, under current regulations, regulated
as a biologic, which requires a BLA.

Our inability to complete our product development ativities successfully would severely limit our ablity to operate or finance
operations.

In order to commercialize our cell product candédah the United States, we must complete subatattitiical trials and obtain sufficient
safety, purity and potency results to support nexliregistration approval and market acceptanoaio€ell product candidates. We may no
able to successfully complete the development opoaduct candidates, or successfully market othirielogies or product candidates. We,
and any of our potential collaborators, may enceuptoblems and delays relating to research andloement, regulatory approval and
intellectual property rights of our technologiesigmmoduct candidates. Our research and developpnegtams may not be successful, and ou
cell culture technologies and product candidateg nod facilitate the production of cells outside tuman body with the expected results.
technologies and cell product candidates may rmtepto be safe and efficacious in clinical tri@sd we may not obtain the requisite
regulatory approvals for our technologies or pradiandidates and the cells produced in such predutany of these events occur, we may
not have adequate resources to continue operdtiotise period required to resolve any issues diegpgommercialization and we may not be
able to raise capital to finance our continued afi@n during the period required for resolutioraafy such issues.

We must successfully complete our clinical trialsat be able to market certain of our products.

To be able to market therapeutic cell producth@nWnited States, we must demonstrate, througmeixte preclinical studies and clinical
trials, the safety and efficacy of our processabmoduct candidates. If our clinical trials am# successful, our products may not be
marketable. The results of early stage clinidal¢rdo not ensure success in later clinical triafsl interim results are not necessarily predi
of final results.

Our ability to complete our clinical trials in ately manner depends on many factors, includingdtesof patient enrollment. Patient
enrollment can vary with the size of the patienpyation, the proximity of suitable patients tonatial sites, perceptions of the utility of cell
therapy for the treatment of certain diseases tlameligibility criteria for the study. For exarmeplpatients enrolling in our studies need to
provide an adequate amount of bone marrow to psoaed expand for injection and some patients map@able to provide sufficient starting
material despite our study inclusion and exclusioteria designed to prevent this. Bone marroanisnherently variable starting material. We
have experienced delays in patient accrual in egwipus clinical trials. On March 27, 2013, we annced that we were stopping enrollment ir
the Phase 3 REVIVE clinical trial due to the sloatipnt accrual rate for the study and to optimieeuse of our financial resources. If we
experience similar delays in patient enrollmentdirer clinical trials, we could experience inceghsosts and delays associated with these
trials, which would impair our product developmendgrams and our ability to market our products.

Furthermore, the FDA monitors the progress of céhirials and it may suspend or terminate clinidals at any time due to patient safety
or other considerations.

Our research programs are currently directed atamipg product functionality for certain clinicaldications, improving product shelf life,
and decreasing the cost of manufacturing our pitsduthese production process changes may altéutietionality of our cells and require
various additional levels of experimental and clatitesting and evaluation. Any such testing céerfdjthen the time before these products
would be commercially available.

Even if successful clinical results are reportedafproduct from a completed clinical trial, thized not mean that the results will be
sustained over time, or will be sufficient for anketable or regulatory approvable product.
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We may rely on third parties to conduct some of ouclinical trials, and their failure to perform their obligations in a timely or
competent manner may delay development and commeatization of our product candidates.

We may use clinical research organizations (CR@s}psist in conduct of our clinical trials. Thare numerous alternative sources to
provide these services. However, we may face dadayside of our control if these parties do natqren their obligations in a timely or
competent fashion, or if we are forced to changeice providers. Any third party that we hire wndluct clinical trials may also provide
services to our competitors, which could comprortigeperformance of their obligations to us. If egerience significant delays in the
progress of our clinical trials, the commercialgpects for product candidates could be harmed andhility to generate product revenue
would be delayed or prevented. In addition, we amgprovider that we retain will be subject to @dlinical Practice, (GCP) requirements.
If GCP and other regulatory requirements are nbeeetl to by us or our third-party providers, theadlepment and commercialization of our
product candidates could be delayed.

Any failure of such CRO to successfully accomptitihical trial monitoring, data collection, safatyonitoring and data management and
the other services it provides for us in a timelgrmer and in compliance with regulatory requirerm@ould have a material adverse effect on
our ability to complete clinical development of quroducts and obtain regulatory approval. Probleritis the timeliness or quality of the work
of a CRO may lead us to seek to terminate theioalsttip and use an alternate service provider. é¥@ny making such changes may be costly
and may delay our trials, and contractual restnitimay make such a change difficult or impossildditionally, it may be difficult to find a
replacement organization that can conduct ourstirahn acceptable manner and at an acceptable cost

Failure of third parties, including Vention Medical, to manufacture or supply certain components, eqpment, disposable devices and
other materials used in our cell manufacturing proess would impair our cell product development.

We rely on third parties, including Vention Medi¢slention), to manufacture and/or supply certaimaf devices/manufacturing equipm
and to manufacture and/or supply certain componenqisipment, disposable devices and other matersad in our cell manufacturing process
to develop our cell products. Vention is our saleplier of cell cassettes for which it would bidlilt to obtain alternate sources of supply on
a short-term basis. If any of our manufacturersumpliers fails to perform its respective obligas, or if our supply of certain components,
equipment, disposable devices and other matesditsited or interrupted, it could impair our abjlto manufacture our products, which would
delay our ability to conduct our clinical trials wrarket our product candidates on a timely and-costpetitive basis, if at all.

In addition, we may not be able to continue ouspnt arrangements with our suppliers, supplemestireg relationships, establish new
relationships or be able to identify and obtainaheillary materials that are necessary to developroduct candidates in the future. Our
dependence upon third parties for the supply andufiaature of these items could adversely affectadnility to develop and deliver
commercially feasible products on a timely and cetitpe basis.

Manufacturing of our cell products in centralized facilities may increase the risk that we will not hee adequate quantities of our cell
products for clinical programs.

We are subject to regulatory compliance and quaburance requirements at our production sitenim Arbor, Michigan. This site could
be subject to ongoing, periodic, unannounced irtggeby regulatory agencies to ensure strict coamaée with GMP regulations and other
governmental regulations. We do not have redundelhimanufacturing sites. In the event our cediduction facility is damaged or destroyed
or is subject to regulatory restrictions, our daditrial programs and other business prospectddamiadversely affected.

Even if we obtain regulatory approvals to sell ouproducts, lack of commercial acceptance could impabur business.

We will be seeking to obtain regulatory approvalsnarket our cell products for tissue repair treatta. Even if we obtain all required
regulatory approvals, we cannot be certain thapooducts and processes will be accepted in th&etpace at a level that would allow us to
operate profitably. Our products may be unablactieve commercial acceptance for a number of rsasoich as the availability of
alternatives that are less expensive, more eftectiveasier to use; the perception of a low cesefit ratio for the product amongst physicians
and hospitals; or an inadequate level of produgpstt from ourselves or a commercial partner. t2ahnologies or product candidates may
not be employed in all potential applications bdaimgestigated, and any reduction in applicationsilddimit the market acceptance of our
technologies and product candidates, and our pateatvenues.

The market for our products will be heavily dependat on third-party reimbursement policies.
Our ability to successfully commercialize our prodcandidates will depend on the extent to whichegoment healthcare programs, such
as Medicare and Medicaid, as well as private headtrers, health maintenance organizations anef ¢tiird-party payers will pay for our

products and related treatments.

Reimbursement by third-party payers depends omeeuof factors, including the payer’s determinatilbat use of the product is safe and
effective, not experimental or investigational, necatly necessary, appropriate for the specificgratand cost-effective.
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Reimbursement in the United States or foreign aiestmay not be available or maintained for anguwfproduct candidates. If we do not
obtain approvals for adequate third-party reimbuesets, we may not be able to establish or maiqage levels sufficient to realize an
appropriate return on our investment in productettgyment. Any limits on reimbursement from thirarfy payers may reduce the demand for
or negatively affect the price of, our productsr Example, in the past, published studies sugdéktd stem cell transplantation for breast
cancer, which constituted a significant portiorihaf overall stem cell therapy market at the timay fmave limited clinical benefit. The lack of
reimbursement for these procedures by insurancerpdmas negatively affected the market for our petglin this indication in the past.

Managing and reducing health care costs has bgenexal concern of federal and state governmeritgitnited States and of foreign
governments. In addition, third-party payers ameasingly challenging the price and cost-effertass of medical products and services, an
many limit reimbursement for newly approved healine products. In particular, third-party payees/rimit the indications for which they
will reimburse patients who use any products thainmay develop. Cost control initiatives could @éase the price for products that we may
develop, which would result in lower product revestio us.

Use of animal-derived materials could harm our prodict development and commercialization efforts.

Some of the manufacturing materials and/or comptsnat we use in, and which are critical to, impéatation of our technology involve
the use of animal-derived products, including fealine serum. Suppliers or regulatory changes lim@t/or restrict the availability of such
materials for clinical and commercial use. We ently purchase all of our fetal bovine sera fromtected herds in Australia and New
Zealand. These sources are considered to beftst aad raise the least amount of concern fronglblgal regulatory agencies. If, for
example, the so-called “mad cow disease” occuMew Zealand or in Australia, it may lead to a rietgd supply of the serum currently
required for our product manufacturing procesd&sy restrictions on these materials would impog®tential competitive disadvantage for
our products or prevent our ability to manufactowe cell products. The FDA has issued draft reijuia for controls over bovine materials.
These proposed regulations do not appear to aftecability to purchase the manufacturing matemadscurrently use. However, the FDA n
issue final regulations that could affect our ogieres. Our inability to develop or obtain alteimatcompounds would harm our product
development and commercialization efforts. Theeecartain limitations in the supply of certainraal-derived materials, which may lead to
delays in our ability to complete clinical trials @ventually to meet the anticipated market denfandur cell products.

Given our limited internal manufacturing, sales, maketing and distribution capabilities, we need to @&velop increased internal
capability or collaborative relationships to manufeacture, sell, market and distribute our products.

We have only limited internal manufacturing, salesrketing and distribution capabilities. As mankeeds develop, we intend to establisk
and operate commercial-scale manufacturing faeslitwhich will need to comply with all applicabkgulatory requirements. We will also
need to develop new configurations of our cell nfacturing system for these facilities to enablecpsses and cost efficiencies associated wi
large-scale manufacturing. Establishing thesdifi@si will require significant capital and expedi We may need to make such expenditures
when there are significant uncertainties as tanheket opportunity. Any delay in establishingddficulties in operating, these facilities will
limit our ability to meet the anticipated marketnd for our cell products. We intend to get aanise to market some of our future cell
products through collaborative relationships withnpanies with established sales, marketing andlisibn capabilities. Our inability to
develop and maintain those relationships wouldtloar ability to market, sell and distribute ouogucts. Our inability to enter into succes:
longterm relationships could require us to developrattte arrangements at a time when we need saleketing or distribution capabilities
meet existing demand. We may market one or mooaioproducts through our own sales force. Oubilitg to develop and retain a qualified
sales force could limit our ability to market, s@fid distribute our cell products.

If we do not keep pace with our competitors and wit technological and market changes, our products Wibecome obsolete and our
business may suffer.

The markets for our products are very competittudject to rapid technological changes, and varyliffterent candidates and processes
that directly compete with our products. Our cotitpes may have developed, or could in the futwreadop, new technologies that compete
with our products or even render our products aiisol As an example, in the past, published studigs suggested that hematopoietic stem
cell therapy use for bone marrow transplantatiobgdving marrow ablation due to chemotherapy, mayehlimited clinical benefit in the
treatment of breast cancer, which was a signifipantion of the overall hematopoietic stem celhsiplant market. This resulted in the prac
elimination of this market for our cell-based protfor this application.

Our cell manufacturing system is designed to imprand automate the processes for producing cealtsingherapeutic procedures. Even
if we are able to demonstrate improved or equivailesults, the cost or process of treatment aner défttors may cause researchers and
practitioners to not use our products and we ceufter a competitive disadvantage. Finally, toekeent that others develop new technologie
that address the targeted application for our prtsjwur business will suffer.
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The current credit and financial market conditions may exacerbate certain risks affecting our business

We rely upon third parties for certain aspectswflmusiness, including collaboration partners, whale distributors, contract clinical trial
providers, contract manufacturers and third-panpypdiers. Because of the recent tightening of glabedit and the volatility in the financial
markets, there may be a delay or disruption irpréormance or satisfaction of commitments to ughiege third parties, which could adver:
affect our business.

If we cannot attract and retain key personnel, outbusiness may suffer.

Our success depends in large part upon our abiliftract and retain highly qualified scientificdamanagement personnel. We face
competition for such personnel from other companiesearch and academic institutions and othetiesitiFurther, in an effort to conserve
financial resources, we have implemented reduciioesir work force on four previous occasions, nresently in the first quarter of 2013.
a result of these and other factors, we may nalseessful in hiring or retaining key personnelr @ability to replace any key employee
could harm our operations.

Risks Related to Intellectual Property
If our patents and proprietary rights do not provide substantial protection, then our business and capetitive position will suffer.

Our success depends in large part on our abilitdetelop or license intellectual property rightgtotect our proprietary products and
technologies. This involves complex legal, sciemtand factual questions and uncertainties. @i upon patent, trade secret, copyright and
contract laws to protect proprietary technology tlademark law to protect brand identities. Howewes cannot assure you that any patent
applications filed by, assigned to, or licensedsavill be granted, and that the scope of any ofigsued or licensed patents will be sufficiently
broad to offer meaningful protection. In additionyr issued patents or patents licensed to us dcmukliccessfully challenged, invalidated, helc
to be unenforceable, or circumvented so that oterpaights would not create an effective compegitbarrier. We also cannot assure you tha
the inventors of the patents and applicationsweabwn or license were the first to invent or thistfto file on the inventions, or that a third
party will not claim ownership in one of our pateor patent applications. We cannot assure yduathadrd party does not have or will not
obtain patents that dominate the patents we oviicerse now or in the future. Furthermore, we mtyexclusive, world-wide licenses relating
to the production of human cells granted to usheyWniversity of Michigan. If we materially breasbich agreements or otherwise fail to
materially comply with such agreements, or if sagheements expire or are otherwise terminated pwesnay lose our rights under the
patents held by the University of Michigan. At theest, each of these licenses will terminate wherpatent underlying the license expires,
with the last to expire during the third quarte26fl4. Once the patents expire, third parties beagible to practice the inventions covered by
those patents and thus compete with us.

Patent law relating to the scope of claims in timedzhnology field is evolving and our patent right this country and abroad are subject t«
this uncertainty.

We also rely on trade secrets and un-patentable-kmav that we seek to protect, in part, by confidaityi agreements with our employe
consultants, suppliers and licensees. These agrésmay be breached, and we might not have adergraedies for any breach. Our
competitors may also independently develop teclgietosubstantially equivalent or superior to oufghis were to occur, our business and
competitive position would suffer.

Intellectual property litigation could harm our business.

Our success will also depend in part on our abititdevelop commercially viable products withoutimging the proprietary rights of
others. Our cell processing system and cell coitipps utilize a wide variety of technologies and van give no assurance that we have
identified or can identify all inventions and patethat may be infringed by development and manufamf our cell compositions. Although
we have not been subject to any filed infringenodsims, patents could exist or could be filed whiatuld prohibit or limit our ability to
market our products or maintain our competitiveitims. In the event of an intellectual propertgplite, we may be forced to litigate. Such
litigation is typically protracted and the resudt® unpredictable. Intellectual property litigatiwould divert management’s attention from
developing our products and would force us to irstbystantial costs regardless of whether we amesstul. An adverse outcome could
subject us to significant liabilities to third pias including treble damages and the opposing jgaatiorney fees, and force us to pay significan
license fees and royalties or cease the developamehsale of our products and processes.

We have hired and will continue to hire individualso have experience in cell culture and cell baketapeutics and may have
confidential trade secret or proprietary informataf third parties. We caution these individuad$ to use or reveal this thingarty informatior
but we cannot assure you that these individuallsnetiuse or reveal this third-party informatiofhus, we could be sued for misappropriation
of proprietary information and trade secrets. Stlaims are expensive to defend and could diverattention and could
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result in substantial damage awards and injunctioatscould have a material adverse effect on asimess, financial condition or results of
operations.

We may need to initiate lawsuits to protect or enfice our patents or other proprietary rights, which would be expensive and, if
unsuccessful, may cause us to lose some of our lieetual property rights.

To protect or enforce our patent rights, it maynbeessary for us to initiate patent litigation gredings against third parties, such as
infringement suits or interference proceedingsesehlawsuits would be expensive, take significam and would divert management’s
attention from other business concerns. Theseuiégsvsould put our patents at risk of being invat&tl, held unenforceable, or interpreted
narrowly, and our patent applications at risk of Im@ing issued. Further, these lawsuits may prevbk defendants to assert claims against u
The patent position of biotechnology firms is highhcertain, involves complex legal and factualsgioeis and recently has been the subject «
much litigation. We cannot assure you that we pridlvail in any of such suits or proceedings ot tha damages or other remedies awarded t
us, if any, will be commercially valuable.

The government maintains certain rights in technolgy that we develop using government grant money angte may lose the revenues
from such technology if we do not commercialize andtilize the technology pursuant to established g@rnment guidelines.

Certain of our and our licensors’ research hava loeare being funded in part by government graAsa result of such funding, the
United States government has established guidedinésas certain rights in the technology develapé the grant. These rights include a
non-exclusive, fully paid-up, worldwide license @nduch inventions for any governmental purposeaddition, the United States governmen
has the right to require us to grant an excludgaoenke under any of such inventions to a thirdyp&the United States government determines
that: (i) adequate steps have not been taken tonewaialize such inventions; (ii) such action ise®sary to meet public health or safety needs
or (iii) such action is necessary to meet requirgiér public use under federal regulations. Aiddally, under the federal Bayh Dole Act, a
party which acquires an exclusive license for areittion that was partially funded by a federal aesle grant is subject to the following
government rights: (x) products using the inventidrich are sold in the United States are to be fzamwred substantially in the United States
unless a waiver is obtained; (y) the government foege the granting of a license to a third parhowvill make and sell the needed product if
the licensee does not pursue reasonable commeatiati of a needed product using the invention;@hthe United States government may
use the invention for its own needs. If we faihteet these guidelines, we would lose our exclusghgs to these products, and we would lose
potential revenue derived from the sale of theselywts.

Potential product liability claims could affect our earnings and financial condition.

We face an inherent business risk of exposuredduyat liability claims in the event that the maratfae and/or use of our products during
clinical trials, or after commercialization, resuih adverse events. As a result, we may incunifsignt product liability exposure, which could
exceed existing insurance coverage. We may nableeto maintain adequate levels of insuranceasomeable cost and/or on reasonable te
Excessive insurance costs or uninsured claims wiaolgase our operating loss and adversely affectioancial condition.

Risks Related to an Investment in our Common Stock

We may be unable to continue as a going concernyvhich case our securities will have little or no viae.

We have incurred substantial losses since incepfidris raises substantial doubt about our akiitgontinue as a going concern. In the
event we are not able to continue operations ydidikeély suffer a complete loss of your investmémbur securities.

Our common stock price has been volatile and futursales of shares of common stock could have an atseeeffect on the market price
of such shares.

The market price of shares of our common stockdeas volatile, ranging in closing price betweer2$3and $28.20 during the year ended
December 31, 2013, which has been retroactivelysaell for our twenty-to-one reverse stock spliCmtober 16, 2013. The price of our
common stock may continue to fluctuate in respaasenumber of events and factors, such as:

o clinical trial results;

« the amount of our cash resources and our abilipbtain additional funding;

* announcements of research activities, businesdatevents, technological innovations or new prodibgtsis or our competitors;
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*  entering into or terminating strategic relationship
e regulatory developments in both the United Statekabroad;
» disputes concerning patents or proprietary rights;
e changes in our revenues or expense levels;
»  public concern regarding the safety, efficacy treotaspects of the products or methodologies wdareloping;
* news or reports from other stem cell, cell therapyegenerative medicine companies;
*  reports by securities analysts;
o status of the investment markets;
e concerns related to management transitions; and
e delisting from The NASDAQ Capital Market.

Any of these events may cause the price of ouresharfall, which may adversely affect our busiress financing opportunities. In
addition, the stock market in general and the nigokiees for biotechnology companies in particilave experienced significant volatility
recently that often has been unrelated to the tipgrperformance or financial conditions of sucln@anies. These broad market and industry
fluctuations may adversely affect the trading pu€eur common stock, regardless of our operatigrgpmance or prospects.

The sale of our common stock through future equityfferings may cause dilution and could cause the e of our common stock to
decline.

During 2013, we sold (i) an aggregate of approxélya$5,226,000 of shares of common stock purswaatt ATM through
December 31, 2013, and (ii) in August 2013, we 40500,000 shares of common stock and warrantarithpse up to 1,500,000 shares of
common stock under a Form S-1 registration statémngh pursuant to a prospectus supplement firseramdilable on August 14, 2013. The
ATM, which as of December 31, 2013 had remainirgac#ty of approximately $15,074,000, permits useth our common stock from time to
time under a registration statement on Form Se8lfih July 2011, pursuant to which we registere@0f100,000 of our securities for public
sale. However, there are certain factors, sualolsne of trading in our common stock, our stodk@and the ability to terminate the
agreement with notice, which limit the amount tbat be raised in a short period of time throughAh.

Sales of our common stock offered through futungitggpfferings may result in substantial dilutianthe interests of other holders of our
common stock. The sale of a substantial numbshafes of our common stock to investors, or argtm@p of such sales, could make it more
difficult for us to sell equity or equity-relatedcurities in the future at a time and at a prie the might otherwise wish to effect sales.

Eastern Capital Limited holds a large percentage obur outstanding capital stock and has significaninfluence over the outcome of
corporate actions requiring shareholder approval; aad such shareholder’s priorities for our business ray be different from other
shareholders’.

All of the accumulated dividends in Series B-1 nating preferred stock and outstanding Serie ®ting preferred stock, representin
significant amount of our outstanding capital stocka fully-converted basis, are held by Easterpit&8BLimited (Eastern Capital). The
accumulated dividends in our Series B-1 non-vogirgferred stock are exchangeable for shares cé$SBr2 voting preferred stock and, in
March 2017, are convertible into shares of our comistock. Based solely on the number of shar&eaés B-2 preferred stock that Eastern
Capital held as of December 31, 2013, Eastern @lapis beneficial ownership of approximately twebeecent (12%) (calculated on an as
converted to common stock basis and excluding hayes that will accrue as a dividend on the shafr&gries B-2 preferred) of our voting
securities based on the approximately 5,339,006esha common stock and Series B-2 preferred statstanding as of December 31, 2013.
Furthermore, in connection with the March 2012 ficiag, we amended our Shareholder Rights Plan ibescbelow under “Description of
Capital Stock” to allow Eastern Capital to acquiemeficial ownership of up to 49.9% of the Compamyutstanding securities without being
deemed an “Acquiring Person” for purposes of owar8holder Rights Plan. As a result of their curemnership and their ability to acquire
more of our securities, they will be able to sigraihtly influence the outcome of any financing saction or other matter submitted to our
shareholders for approval, including the electibdigectors, any merger, consolidation or salelbbasubstantially all of our assets or any
other significant corporate transaction. The ie$é&s of Eastern Capital may differ from the inteses our other shareholders. For example,
Eastern Capital could delay or prevent a chang®ofrol of the Company even if such a
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change of control would benefit our other sharebrdd The significant concentration of stock owhgrsnay adversely affect the trading price
of our common stock due to our investors’ perceptitat conflicts of interest may exist or arise.

In addition, the shares of Series B-1 preferredistmd the shares of Series B-2 preferred stockiwimay be issued upon exchange of the
shares of Series B-1 preferred stock have ceriglins; preferences and privileges that rank senitine shares of our common stock. For
example, the shares of Series B-1 preferred stodkSaries B-2 preferred stock are entitled to kecailiquidation preference prior to any
payment being made to holders of common stock @pasluntary or involuntary liquidation, dissolution winding up of the Company, or, in
certain cases, if we experience a change of conEeithermore, if the shares of Series B-1 prefstock are never exchanged for shares of
Series B-2 preferred stock and/or converted intmeshof our common stock, at any time after Maf@h72 we may be required to redeem the
then outstanding shares of Series B-1 preferrazkstod any dividend shares accrued thereon ata pgual to the greater of (A) $3,250
(subject to adjustments for stock splits and simglgents) plus all accrued dividends and (B) tlemtfair market value of a share of common
stock multiplied by the number of shares of commstmtk into which such share of Series B-1 prefestedk is then convertible. Such
redemption would be completed in three annual linséamts beginning not more than 120 days afteraeeive a request for redemption. The
requirement for us to redeem Eastern Capital'seshaf Series B- preferred stock in cash could diminish our wogkiapital, the consequent
of which could have a material adverse effect anbmisiness, operating results, financial condiiod prospects.

Our corporate documents and Michigan law contain povisions that may make it more difficult for us tobe acquired.

Our Board of Directors (Board) has the authoritithaut shareholder approval, to issue additionates of preferred stock and to fix the
rights, preferences, privileges and restrictionthee shares without any further vote or actiondryshareholders. Michigan law contains a
provision that makes it more difficult for a 10%aséholder, or its officers, to acquire a compaiiiis authority, together with certain
provisions of our charter documents, may have tfeeteof making it more difficult for a third party acquire, or of discouraging a third-party
from attempting to acquire, control of our comparis effect could occur even if our shareholdenssider the change in control to be in t
best interest. We have adopted a shareholdesnan, the purpose of which is, among other thitmenhance our Board’s ability to protect
shareholder interests and to ensure that shargbalgieeive fair treatment in the event any coertakeover attempt of our company is made ir
the future. The shareholder rights plan could makere difficult for a third party to acquire, oould discourage a third party from acquiring,
our company or a large block of our company’s comrstock.

Forward-looking statements
This report, including the documents that we inooape by reference, contains forward-looking statets within the meaning of

Section 27A of the Securities Act and Section 2.the Securities Exchange Act. Any statements ibouexpectations, beliefs, plans,
objectives, assumptions or future events or perdoee are not historical facts and may be forwaatiltg. These statements are often, but are

not always, made through the use of words or pbkraiseh as “anticipates,” “estimates,” “plans,” ‘j@ais,” “trends,” “opportunity,”
“comfortable,” “current,” “intention,” “position,"assume,” “potential,” “outlook,” “remain,” “contime,” “maintain,” “sustain,” “seek,”
“achieve,” “continuing,” “ongoing,” “expects,” “magement believes,” “we believe,” “we intend” anch#ar words or phrases, or future or

” o ” w

conditional verbs such as “will,” “would,” “should;could,” “may,” or similar expressions. Accordihg these statements involve estimates,
assumptions and uncertainties which could causmbsults to differ materially from those expegbin them. Any forward-looking
statements are qualified in their entirety by refee to the factors discussed throughout this teaod in particular those factors listed under
the section “Risk Factors.”

Because the factors referred to in the precedinggpaph could cause actual results or outcome#fer thaterially from those expressed in
any forward-looking statements we make, you shaolthlace undue reliance on any such forward-lapktatements. Further, any forward-
looking statement speaks only as of the date oriwihis made, and we undertake no obligation thatg any forward-looking statement or
statements to reflect events or circumstances thigetdate on which such statement is made or kectehe occurrence of unanticipated events
New factors emerge from time to time, and it is pogsible for us to predict which factors will &isln addition, we cannot assess the impe
each factor on our business or the extent to whighfactor, or combination of factors, may caudeaaesults to differ materially from those
contained in any forward-looking statements. THes&ard-looking statements include statementsndigg:

» potential strategic collaborations with others;

» future capital needs;

» adequacy of existing capital to support operatfons specified time;

e product development and marketing plans;

» features and successes of our cellular therapies;
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» manufacturing and facility capabilities;

« clinical trial plans and anticipated results, irdthg the publication thereof;

e anticipation of future losses;

» replacement of manufacturing sources;

e commercialization plans; or

* revenue expectations and operating results.
Item 1B. Unresolved Staff Comments

Not applicable.
Item 2. Properties

We lease approximately 30,000 square feet of offitenufacturing and research and development spafen Arbor, Michigan under a
lease agreement. This lease was extended in 2¢itB and covers a period of five years, beginnimd/lay 1, 2013. This lease also includes
two five-year options to extend the term to 2028 2628, respectively. We believe that our faeititare adequate for our current needs.
Additional facilities may be required to supporpersion for research and development activitiée assume manufacturing operations that
are currently fulfilled through contract manufaébgy relationships.

Item 3. Legal Proceedings

We are currently not party to any material legalgeedings, although from time to time we may becomelved in disputes in connection
with the operation of our business.

Item 4. Mine Safety Disclosures
Not applicable.
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PART Il
Item 5. Market for Registrant's Common Equity, Related Stednolder Matters and Issuer Purchase of Equity Seitigrs
Our common stock is currently quoted on the NASDB&pital Market under the symbol “ASTM". The follawg table sets forth the high
and low closing prices per share of common stoalepsrted on the NASDAQ Stock Market. Prices pers of our common stock have been

adjusted for the twenty-for-one reverse stock gpliDctober 16, 2013 on a retroactive basis.

Price Range of Common Stock

High Low
Year ended December 31, 2C
First Quarte! $ 4400 $ 35.6(
Second Quarte 52.8( 38.8(
Third Quartel 43.6( 31.4(C
Fourth Quarte 32.6( 23.0C
Year ended December 31, 2C
First Quarte! $ 28.2( % 14.0C
Second Quarte 16.0( 8.0z
Third Quartel 15.4¢ 5.4C
Fourth Quarte 5.7C 3.21

As of February 28, 2014 there were approximately A@ders of record of the common stock. We haxgenpaid any cash dividends on
our common stock and we do not anticipate paying ®ash dividends in the foreseeable future. Weently anticipate that we will retain all
future earnings, if any, for use in the developrmardur business.

Equity Compensation Plan Information as of DecembeB1, 2013

The following table sets forth information as ofd@enber 31, 2013 with respect to compensation glankiding individual compensation
arrangements) under which equity securities areoaized for issuances:

Weighted Average Number of Securities
Number of Securities Exercise Price of Remaining Available
to be Issued upon Exercise Outstanding for Future Issuance
of Outstanding Options, Options, Warrants Under Equity
Warrants and Rights and Rights Compensation Plans
Equity compensation plans approved by securit
holders (employees and directors) 297,860 $ 39.5¢ 369,34.(2)

(1) The material features of these securities are iestim Note 3 of the Consolidated Financial Statets.
(2) Shares issuable under the 2009 Omnibus Incentare PI
Recent Sales of Unregistered Securities

The following is a summary of all securities tha have sold within the past three years withoustegfion under the Securities Act of
1933, as amended.

On March 9, 2012, the Company entered into a SiesifPurchase Agreement with Eastern Capital LishigeCayman exempted company
(“ECL™), to sell 12,308 shares of Series B-1 Nontivig Preferred Stock in a private placement to E&lL;accredited investor” (as defined in
Regulation D) under the Securities Act, at a pat83,250.00 per share. The Series B-1 Shares exeteanged on a one-for-one basis for
shares of the Series B-2 Voting Preferred Stodk®iCompany. The sales of the shares of SerigefBrped stock were made only to a select
number of accredited investors in reliance uporettamptions from registration afforded by Rule 8®®&egulation D as promulgated by the
SEC under the Securities Act and/or Section 4(2hefSecurities Act.

On June 27, 2012, the Company entered into sepaeatant exchange agreements with each of certddels of the Company’s
outstanding warrants to purchase the Company’s aamstock, issued in connection with the Companyésénber 2010 public offering, with
an exercise price of $64.40 and an expiration daRecember 15, 2015. Pursuant to such warrartange agreements, on June 27, 2012, th
Company issued an aggregate of 191,667 sharesiohoa stock to Great Point Partners and its afildahvestment funds,
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Heights Capital Management and its affiliated itment funds, Deerfield Capital and its affiliated@éstment funds, and Millenium
Management and its affiliated investment fundsxchange for the surrender of an aggregate of 383)&8rants.

On July 30, 2012, the Company announced the resilits previously announced offer to exchange {Ewchange Offer”) any warrant to
purchase shares of common stock, no par valuehpee sof the Company issued in connection withGbmpany’s December 2010 public
offering, that was tendered and accepted, for shafrthe Company’s common stock. Such Exchanger®fas made upon the terms and
subject to the conditions set forth in the Comparffer to exchange, dated June 28, 2012, anceinelated Exchange Offer materials filed as
exhibits to the Tender Offer Statement on Sche@@eoriginally filed with the Securities and Excha@ommission on June 28, 2012, as
amended. The Exchange Offer expired at 5:00 feastern Standard Time, on Friday, July 27, 2012.

The issuance of shares of Common Stock in the waerechanges was made pursuant to the exemptiontfre registration requirements
the Securities Act of 1933, as amended, provide8dztion 3(a)(9) of the Securities Act. No proceegre received and no commissions wer
paid by the Company in connection with the Excha@ger.

On January 21, 2014, we completed a private plaoetod.incoln Park Capital Fund, LLC pursuant toiegthwe have the right to sell to
Lincoln Park up to $15,000,000 in shares of comstonk, subject to certain limitations, from timetime over the 30-month period
commencing on the date that a registration statenwering the resale of the shares is declaregt@fe by the SEC. The issuance and sale
was made without registration under the Securhigtsin reliance on the exemptions provided by Ssc#(2) of the Act and Regulation D
promulgated thereunder based on the offering di securities to one investor, the lack of any galnsslicitation or advertising in connection
with such issuance, the representation of suctstovehat it was an accredited investor and thati purchasing the shares for its own acc
and without a view to distribute them.

Issuer Purchases of Equity Securities
There were no repurchases of shares of common stadk during the year ended December 31, 2013.
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Item 6. Selected Financial Data
Not applicable.
Item 7. Management’s Discussion and Analysis of Financiab@dition and Results of Operations
Overview

We are a clinicaktage biotechnology company focused on developingvative cell therapies that repair and regenetateaged tissue fi
use in the treatment of severe, chronic ischemidioaascular diseases. We are developing patgetific (autologous) multicellular therapies
utilizing our proprietary, highly automated andlatée manufacturing system. Our manufacturingnettgy platform, the Aastrom Replicell
System (ARS), enables the expansion of a varietebtypes, including the production of multicdflutherapies expanded from an adult
patient’s own bone marrow, which can be delivereeady to damaged tissues using conventional ggs$nand cell injection catheter systems.

Our lead product, ixmyelocel-T, has demonstratettipie biological activities that promote tissugadr and regeneration by reducing
inflammation, promoting angiogenesis and remoddbebemic tissue. Preclinical and clinical datggest that ixmyelocel-T is safe and
effective in treating patients with severe, chrasahemic cardiovascular diseases such as advéeeetfailure due to dilated cardiomyopathy
(DCM), the third leading cause of heart failureg anitical limb ischemia (CLI), the most severenfoof peripheral arterial disease (PAD).

Our lead ixmyelocel-T clinical development progranfior the treatment of advanced heart failure wuschemic DCM. Ixmyelocel-T has
been granted a U.S. Orphan Drug designation bytBe Food and Drug Administration (FDA) for theate@ent of DCM, which we believe
provides an efficient and cost-effective path tprapal for ixmyelocel-T in this heart failure inditton. We are currently enrolling our Phase
2b ixCELL-DCM study, which is a randomized, doubl&d, placebo-controlled clinical trial for patisnwith advanced heart failure due to
ischemic DCM. The study is designed to enroll p@8ents at approximately 35 sites across the dr8tates and Canada. We also have
ongoing ixmyelocelF clinical programs for the treatment of CLI andmiofacial reconstruction, as well as precliniesearch and developm
programs for the treatment of cardiovascular desgas

On October 16, 2013, the Company completed a twirbne reverse stock split. Accordingly, all mefieces to numbers of common stock
and per share data have been adjusted to refleceterse stock split on a retroactive basis.

Our Therapy

Ixmyelocel-T is a unique multicellular product dexil from an adult patient’'s own bone marrow. Omwppietary cell manufacturing
process significantly expands the mesenchymal straglls (MSCs) and M2-like anti-inflammatory maghages in the patient’s bone marrow
mononuclear cells while retaining many of the hepatetic cells. These cell types are known to l&guthe immune response and play a key
role in tissue repair and regeneration by resolpathologic inflammation, promoting angiogenesig] eemodeling ischemic tissue.
Ixmyelocel-T is the only multicellular product knavto have expanded cell populations of both MS@sMfR like anti-inflammatory
macrophages.

MSCs and M2-like macrophages have a wide rangéotiidical activities that promote repair and regatien of damaged tissues through
the paracrine effects of their secreted factorsyelbas their direct cell activities. These cgltsduce high levels of potent anti-inflammatory
and angiogenic factors, as well as factors involmegktracellular matrix remodeling. These celiahave direct activities such as
phagocytosis of cellular debris and apoptotic ¢eltsich control the inflammatory response, uptake@L and removal of cholesterol, and
remodeling of extracellular matrix. We believetthagether, these paracrine effects and diretactVities are responsible for ixmyelocel-T's
demonstrated therapeutic effects of resolving mfteation, promoting angiogenesis, and remodelingrapdiring damaged tissue.

Ixmyelocel-T has several features that we beligegpaimarily responsible for success in treatingliagatients with severe ischemic
cardiovascular diseases such as DCM and criticdd ischemia:

Patient-specific (autologous)— we start with the patient’s own cells, which aceepted by the patient's immune system, allowliegcells
to integrate into existing functional tissues. Wédieve that this characteristic of our therapyéliates both the risk of rejection and the nee
use immunosuppressive therapy pre- or post-the@pydata also suggests that ixmyelocel-T providegotential for long-term engraftment
and tissue repair.

Expanded— we begin with a small amount of bone marrow fribve patient (up to 60 ml) and significantly expaine number of certain
cell types, primarily MSCs and M2-like anti-inflanatory macrophages, to a substantially greater nuthb@ are present in the patient’s own
bone marrow (up to 200 times the number of certalhtypes compared with the starting bone marrow).
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Multicellular — we believe the multiple cell types in ixmyelodelwhich are normally found in bone marrow busimaller quantities,
possess the key functions required for reducingribrinflammation and promoting angiogenesis assu repair. By reducing inflammation,
we believe that ixmyelocel-T provides the ideal ditions to allow for the growth of new tissue ariddal vessels.

Minimally invasive— our procedure for collecting bone marrow campedormed in an out-patient setting and takes apprately 15
minutes. Administration of ixmyelocel-T for thet&tment of DCM is performed in the cardiac catlizdéion laboratory using a cell injection
catheter system in a one-time procedure. For sésesuch as CLI, administration of ixmyelocel-pésformed with a syringe in an outpatient
setting in a one-time, approximately 20 minute prhae.

Safe — bone marrow and bone marrow-derived therapigs baen used safely and efficaciously in medicimeofer three decades.
Ixmyelocel-T leverages this body of scientific stumhd medical experience, and appears well tol@iatever 200 patients treated to date.

Our Technology Platform

Our patient-specific multicellular therapies arenmi@ctured using the Company’s proprietary AastRapicell System (ARS) cell
manufacturing system. Our manufacturing processtislucted in a highly-automated, fully-closed agdrously controlled system. Our
system is highly scalable and reproducible andtéata a 5,000-square-foot centralized manufacgui@eility in Ann Arbor, Michigan.
Production is conducted under current Good Manufawy Practices (cGMP) guidelines required by tBé\Rvith current annual capacity to
treat up to 3,000 patients.

Our Strategy

Our objective is to become the leading global lwbtemlogy company in the development, manufacturd,cmmmercialization of
autologous multicellular therapies for the treattrefrsevere ischemic cardiovascular diseases.chi@ee this objective, we intend to:

*  Complete our Phase 2b ixCELREM clinical study for the treatment of advancediidailure due to ischemic DCM and, if succes:
progress ixmyelocel-T into pivotal Phase 3 clinistidies for this orphan indication.

«  Complete patient follow-up in the REVIVE-CLI stutty evaluate safety and efficacy endpoints for teatment of critical limb
ischemia.

*  Conduct additional preclinical and clinical studggsxmyelocel-T to pursue additional high-valuelications for the treatment of
severe ischemic cardiovascular diseases.

«  Utilize our proprietary ARS cell-expansion manutagtg platform to expand our product portfolio @fldherapies for the treatment of
immune/inflammatory, cardiovascular and fibrovaacudiseases.

e Leverage our leading proprietary cell manufactuptagform and expertise to provide manufacturinyises and capabilities to other
development and commercial-stage biopharmacewtizapanies.

e Prepare to commercialize ixmyelocel-T through amntid development of our internal commercializatiapabilities and/or strategic
partnerships for North America, Europe and Asia.

Clinical Development Programs

Our clinical development programs are focused alrembing areas of high unmet medical need in segkrenic ischemic cardiovascular
diseases. We have completed our Phase 1/2 clinigislin DCM, and we are currently enrolling drinase 2b ixCELL-DCM study, which is a
randomized, double-blind, placebo-controlled clitial for patients with advanced heart failureedo ischemic DCM. Ixmyelocel-T has
been granted a U.S. Orphan Drug designation b¥ % for the treatment of DCM. We also have ongadirgyelocel-T clinical programs for
the treatment of CLI and craniofacial reconstruttitiowever, on March 27, 2013, we announced gegfiachange in our research and
development programs to focus on the clinical dgwalent of ixmyelocel-T for the treatment of advahbeart failure due to ischemic dilated
cardiomyopathy. As a result of the strategic cleamge stopped enrollment of the Phase 3 REVIVHddirtrial in patients with critical limb
ischemia.

Results to date in our clinical trials may not bdicative of results obtained from subsequent ptienrolled in those trials or from future
clinical trials. Further, our future clinical tflamay not be successful or we may not be abldtaim the required Biologic License Application
(BLA) approval to commercialize our products in theited States in a timely fashion, or at all. SRisk Factors.”
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Heart Failure Due to Dilated Cardiomyopathy

Heart failure represents a significant unmet mddiead and a growing public health problem. Theefioan Heart Association reports that
there are approximately 6 million patients currgstiffering from heart failure in the United Statewl an estimated 650,000 new cases in the
U.S. each year. Current medical costs to treaetipatients exceed $25 billion and this is expeitedore than triple to nearly $80 billion by
2030 as a result of a growing patient populatiodh e high cost of the limited treatment alternadifor advanced heart failure patients, as
described below.

DCM is a leading cause of heart failure and of tigansplantation in the United States. DCM issedse characterized by weakening of th
heart muscle, thinning of the heart walls, enlargenof the heart chambers, and the inability téicgehtly pump blood throughout the body.
Patients with DCM typically present with symptonisongestive heart failure, including limitationsphysical activity and shortness of
breath. Ischemic DCM is associated with atherostilecardiovascular disease and prior heart astackl is the most common form of dilated
cardiomyopathy, representing an estimated 60%l @@M patients. Patient prognosis depends ontidgesand cause of the disease, but is
typically characterized by a very poor quality it land a high mortality rate.

Current treatments for ischemic DCM patients thatrafractory to further medical therapy such &sgription drugs, devices, and/or
further revascularization procedures including Bgmsurgery and angioplasty, are limited to heartsplantation and placement of left
ventricular assist devices (LVADs). There are thss 2,500 heart transplantations in the UnitedeSteach year. Many refractory DCM
patients are not eligible for heart transplantatiod transplants are extremely expensive at amatstd cost of approximately $1 million.
LVADs are also expensive at an estimated cost ef §¢75,000 and have a mortality rate of 50% atytears.

A majority of advanced heart failure patients thi refractory to medical therapy have DCM, andbeleeve that the refractory ischemic
DCM market represents a substantial market oppitytéor ixmyelocel-T. These refractory ischemic Bi(patients are currently the target
patient population for our clinical developmenixsfiyelocel-T, with approximately 175,000 patiemghe United States alone. Ixmyelocel-T
has been granted a U.S. Orphan Drug designatidheblyDA for the treatment of DCM, which we beligu®vides an efficient and cost-
effective path to approval for ixmyelocel-T in thisart failure indication.

We have conducted two Phase 2a multicenter, rarmmmopen-label clinical studies in patients witthemic DCM and nonischemic
DCM investigating surgical (IMPACT-DCM) and catheteased (Catheter-DCM) delivery of ixmyelocel-T.eMéported 12nonth data for th
surgical IMPACT-DCM study at the Heart Failure Szgiof America meeting in September 2011 and fi2amonth results from the Catheter-
DCM study at the Society for Cardiovascular Angaggry and Interventions (SCAI) 2012 Scientific Sessi Results from these studies
demonstrated that ixmyelocel-T was well-tolerategatients with DCM. In the Catheter-DCM study grodt-surgery in the IMPACT-DCM
study, the incidence of adverse events was comiedbabwveen the ixmyelocel-T groups and the comrolps. Cardiac failure was reported
more frequently in the control group relative tmigelocel-T in both studies.

While these exploratory Phase 2a studies wereaweped for determining differences in efficacy beén treatment groups, there were
consistent trends of clinically meaningful improvamhin clinical endpoints observed in the ischeB@M (IDCM) groups in both studies. In
the combined IDCM groups across both studies, nmejuerse cardiovascular events (MACE) were expeei@y a lower percentage of
ixmyelocel T-treated patients compared to contaedigmts, representing greater than 50% reductidhamumber of patients having a MACE
event. Likewise, patients in the combined ischeD@M groups that were treated with ixmyelocel-T laagduction in the average number of
MACE events per patient. MACE is the recommendeatpemt (mortality and cardiovascular hospitalizaspin Phase 3 heart failure studie
stated in the FDA 2009 Somatic Cell Therapy fordiar Diseases Draft Guidance. Consistent positamds also were observed in several
secondary efficacy measures in the IDCM groups. mh@rity of ixmyelocel T-treated patients with IIMC but not control patients, had
improvement in NYHA Class that was sustained okierli2 months following treatment. Improvement inH¥Y Class is considered clinically
meaningful. Additionally, a higher percentage ohipelocel T-treated IDCM patients showed a clinicaleaningful improvement in self-
reported quality of life and increased 6 minutekndistance compared to the IDCM control patients.

We are currently enrolling patients in the Phas&@ELL-DCM clinical study, which is a multicenteiandomized, double-blind, placebo-
controlled study evaluating the efficacy and safd#tixmyelocel-T in patients with advanced heaituf@ due to ischemic DCM. The study is
designed to enroll 108 patients at approximatelgi8s in the U.S. and Canada. Patients will Heved for 12 months for the primary
efficacy endpoint of MACE events, defined as alllsmadeaths, all-cause hospitalizations, and unpthontpatient or emergency department
visits for IV treatment of acute worsening heaituf@. Secondary endpoints include clinical, fumeal, structural, symptomatic, quality of I
and biomarker measures at 3, 6 and 9 months. natigll be followed for an additional 12 monthg &afety. We expect to complete
enrolliment of the ixCELL-DCM study in 2014, and kaep-line efficacy results approximately 12 moritier.
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Critical Limb Ischemia

CLI is the most serious and advanced stage of R&SDIting from chronic inflammation and lipid accuation. PAD is a chronic
atherosclerotic disease that progressively resthlctod flow in the limbs and can lead to seriowslival complications. This disease is often
associated with other serious clinical conditiamduding hypertension, cardiovascular disease jggsimia, diabetes, obesity and stroke. CLI
is used to describe patients with chronic ischemiarced pain (even at rest) or tissue loss (ulsegangrene) in the limbs, often leading to
amputation and death. Many CLI patients are cemsidl unsuitable for revascularization as they leedrusted all other reasonable treatment
options and will likely require amputation. Theeayear and four-year mortality rates for CLI pat#etihat are unsuitable for revascularization
that progress to amputation are approximately 268678%, respectively. Currently, there are amested 250,000 CLI patients that are
unsuitable for revascularization in the United &sat

Ixmyelocel-T has shown significant promise in theatment of CLI patients with existing tissue ltdsst are unsuitable for
revascularization. Our U.S. Phase 2b RESTORE-@Ghgniam was a multi-center, randomized, double-blpidcebo-controlled clinical trial
designed to evaluate the safety and efficacy of/edotel-T in the treatment of patients with CLItlhae unsuitable for revascularization. It
was the largest multi-center, randomized, doubiledblplacebocontrolled cellular therapy study ever conducte€iin patients. We complete
enrollment of this trial in February 2010 with aaioof 86 patients at 18 sites across the UnitedeSt

Final results of the Phase 2b RESTORE-CLI clintdal were presented at the American Heart Assmrigcientific Sessions in
November 2011 and published in the |-reviewed journal Molecular Therapy in April 201Patients in the treatment arm showed a 62%
reduction in risk relative to placebo in the primafficacy endpoint of time to first occurrencetafatment failure (p=0.0032). While the study
was not powered to show statistical significancthensecondary endpoint of amputation free suryiesults from a subgroup of 45 patients
with wounds at baseline (the approximate profil¢hef Phase 3 patient population) showed a 61% tiedua risk (21% ixmyelocel-T treated
versus 44% control event rate; p=0.0802). Theystlsb met the primary safety endpoint with no niegfial differences between the treated
and control groups.

We initiated the Phase 3 REVIVE-CLI clinical studymulticenter, randomized, double-blind, placebotilled study to evaluate the
efficacy and safety of ixmyelocel-T in patientshELI, in 2012. We had previously received FastckrDesignation from the FDA for use of
ixmyelocel-T for the treatment of CLI and reachgdezement with the FDA on a SPA. Patients wereaarized 1:1 and were to be followed
for 12 months for the primary efficacy endpointaofiputation-free survival. On March 27, 2013 weamted that we were stopping
enrollment in the study for strategic businessaras This study has been amended and is ongairigdall patients that are enrolled in the
study, and we plan to continue following theseey#ts for 12 months to evaluate safety and cerffitaey measures. We expect to have
results from this study in the second quarter df420

Critical Accounting Estimates

The preparation of our consolidated financial stegets in accordance with U.S. generally accepteduating principles (GAAP) requires
management to make estimates and assumptiondfenztttae reported amounts of assets, liabilitiet,revenues and expenses, and related
disclosures. We believe our estimates and assungpdie reasonable; however, actual results antihtivey of the recognition of such amounts
could differ from these estimates.

Stock-Based Compensatien Calculating stocksased compensation expense requires the inpugblijtsubjective assumptions. We ap
the Black-Scholes option-pricing model to deterntme fair value of our stock options. Inherenthis model are assumptions related to
expected stock-price volatility, option life, rifee interest rate and dividend yield. We estintlagevolatility of our common stock at the date
of grant based on historical volatility. We esttenthe expected life of options that vest solelyservice using the “simplified method”
provided for in the Securities and Exchange ComiansStaff Accounting Bulletin No. 110. The “simiiid method” is permitted for
estimating the expected term of “plain-vanilla” dt@ptions for which the historical stock optioreesise experience is likely not indicative of
future exercise patterns. The risk-free interat is based on the U.S. Treasury zero-coupon giglke on the grant date for a maturity similal
to the expected life of the options. The divideatd is based on our historical rate, which wecgpdie to remain at zero. The assumptions
used in calculating the fair value of stock optioggresent our best estimates, however; theseaessrmvolve inherent uncertainties and the
application of management judgment. As a redulactors change and different assumptions are,ubedstock-based compensation expense
could be materially different in the future. Ind#ibn, we are required to estimate the expecte@itore rate and only recognize expense for
those stock options and restricted stock awardsuaiig expected to vest over the service perio@ edtimate the forfeiture rate considering
historical experience of our stock-based awaréithel actual forfeiture rate is different from thgtimate, we adjust the expense accordingly.

Warrants —Warrants that could require cash settlement or hatiedilution price protection provisions are reged as liabilities at their
estimated fair value at the date of issuance, stithsequent changes in estimated fair value recandettier income (expense) in our statemen
of operations in each subsequent period. In géneaarants with antdilution provisions are measured using the Montdd3zaluation model
while the others are measured using the Black-8shaluation model. Both of the methodologiesta®ed, in part, upon inputs for which
there is little or no observable market data, neqgithe Company to develop its own assumptiomtietent in both of these models are
assumptions related to expected stock-price vibjatdxpected life, risk-free interest rate andidiénd yield. We estimate the volatility of our
common stock at the date of issuance, and at edoseguent reporting period, based on historicatility that matches
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the expected remaining life of the warrants. TiBk-free interest rate is based on the U.S. Trgazemo-coupon yield curve on the grant date
for a maturity similar to the expected remainirfg bf the warrants. The expected life of the watsas assumed to be equivalent to their
remaining contractual term. The dividend rateasda on our historical rate, which we anticipateetoain at zero. For those warrants valued
using a Monte Carlo model, we estimate the proliglaihd timing of potential future financings anchflamental transactions, as applicable.
The assumptions used in calculating the estimatiedélue of the warrants represent our best etisniowever, these estimates involve
inherent uncertainties and the application of manant judgment. As a result, if factors changedifidrent assumptions are used, the
warrant liability and the change in estimated Yailue could be materially different.

The summary of significant accounting policies dddae read in conjunction with our consolidatedafinial statements and related notes
and this discussion of our results of operations.

Results of Operations

Total revenues were $19,000 for the year endedbleee31, 2013 compared to $21,000 for the year&eBdeember 31, 2012. Total
revenues were $21,000 for the year ended Decenih@032 compared to $18,000 for the year endedibeer31, 2011. The revenues in all
periods relate to cell production sales for invgr sponsored clinical trials and fluctuations dwe to clinical enrollment. At such time as
satisfy applicable regulatory approval requiremeants expect the sales of our cell-based produdisarstitute nearly all of our product sales
revenues.

Total costs and expenses decreased to $20,9830atkefyear ended December 31, 2013 from $33,78X@Che year ended
December 31, 2012 primarily due to a reductionlimaal trial expenses due to stopping of enrollinierthe Phase 3 REVIVE clinical trial, the
execution of a corporate restructuring that we aneed on March 27, 2013 that reduced staff andabipgrexpenses and the reversal of non-
cash stock compensation expense of due to theicasting. These costs reductions were partiallyetfby the increased activity due to
enrollment in our Phase 2b ixCELDEM study. Total costs and expenses increased83(y81,000 for the year ended December 31, 2012
$29,058,000 for the year ended December 31, 20&Xalincreased CRO and consulting costs relatétet®hase 3 REVIVE clinical trial, as
well as increased cash compensation associatecawiticrease in headcount.

Research and development expenses decreased 104,000 for the year ended December 31, 2013 frd®)025,000 for the year ended
December 31, 2012 due to a reduction in clinidal &xpenses due to stopping of enroliment in thaseé 3 REVIVE clinical trial, the executi
of a corporate restructuring that we announced arcM27, 2013 that reduced staff and operatingresgeeand the reversal of non-cash stock
compensation expense due to the restructuringserbests reductions were partially offset by tloeeased activity due to enrollment in our
Phase 2b ixCELL-DCM study. Research and developegrenses increased to $26,025,000 for the yeldebecember 31, 2012 from
$21,330,000 for the year ended December 31, 20&1alincreased CRO and consulting costs relatétet®hase 3 REVIVE clinical trial, as
well as increased cash compensation and non-oash Isased compensation associated with an incnedmadcount.

Our major ongoing research and development progeamfocused on the clinical development of ountetogy platform for the treatme
of severe, chronic cardiovascular diseases. Tlkening table summarizes the allocation of costdar research and development projedts (
thousands)

Years Ended December 31

2011 2012 2013
Critical Limb Ischemic $ 15,84: $ 21,65( $ 7,22:
Dilated Cardiomyopath 5,45: 4,36¢ 7,861
Other 36 9 14
Total research and development expel $ 2133( 26,02t $ 15,10/

Selling, general and administrative expenses dsete $5,875,000 for the year ended December®B om $7,750,000 for the year
ended December 31, 2012 due to the execution ofprate restructuring that reduced staff and dpey@xpenses, decreases in consulting
expenses and the reversal of non-cash stock comjiamexpense due to the restructuring. Selliegegal and administrative expenses
increased slightly to $7,750,000 for the year eridedember 31, 2012 from $7,724,000 for the yeaeérzecember 31, 2011 due to an
increase in legal and consulting expenses, offgetdecrease in non-cash stock-based compensation.

Non-cash income from the change in fair value ofrarsts was $5,337,000 for the year ended Decenthet@ 3 compared to $4,248,000
for the year ended December 31, 2012. The decmeasdue was primarily due to the decline in ootk price, the reduction in the number of
December 2010 and August 2013 warrants outstaradidghe reduction in the time to maturity. Neash income from the change in fair ve
of warrants was $4,248,000 for the year ended Dbeeil, 2012 compared to $9,329,000 for the yede@December 31, 2011 due to
changes in the fair value of our stock price ad ag&the exchange of the December
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2010 warrants for common stock which reduced tha tearrants outstanding. Fluctuations in the Yaiue of warrants in future periods could
result in significant non-cash adjustments to thesolidated financial statements, however any ircomexpense recorded will not impact our
cash, operating expenses or cash flows.

Interest income was $16,000 in the year ended DieeeB1, 2013 compared to $50,000 for the year eBaeember 31, 2012. Interest
income was $50,000 in the year ended December@@P, @mpared to $53,000 for the year ended DeceBiher011. The fluctuations in
interest income are due primarily to correspondingnges in the levels of cash, cash equivalentslamd-term investments combined with
interest rate changes during the periods.

Our net loss $15,622,000, $6.95 per share for ¢ae gnded December 31, 2013 compared to $29,4740806.25 per share for the year
ended December 31, 2012. Our net loss $29,474¢00(K1,6.25 per share for the year ended Decemb&(3P, compared to $19,668,000, or
$10.18 per share for the year ended December 31, ZDhe changes in net loss are primarily dué¢onbn-cash fluctuations in the fair value
of warrants, in addition to the changes in researzhdevelopment expenses and selling, generadmidhistrative expense as described in
more detail above. The change in net loss peeshattributable to the change in net loss andstheance of additional shares during the yea
ended December 31, 2013.

Non-cash stock-based compensation expense inclndedearch and development expenses and gergdlialg @nd administrative
expenses is summarized in the following takilethousands)

Years Ended December 31

2011 2012 2013
Research and development $ 2,12¢ $ 2,50¢ $ 75
General, selling and administrative 1,615 1,102 851
Total non-cash stock-based compensation expense $ 3,74 $ 3,61C $ 92€

Non-cash stock-based compensation expense wadX$826r the year ended December 31, 2013 compar$8,610,000 for the year
ended December 31, 2012. The decrease in stoedlcasnpensation expense is due primarily to thieuetsiring that was announced on
March 27, 2013, and the forfeiture adjustment teatilted from the related reduction in workfordée forfeiture adjustments for the year
ended December 31, 2013 for research and develd@ndrgeneral, selling and administrative for tmsouncement were $968,000 and
$157,000, respectively. In addition to the fodedt adjustment, there was no annual stock optiantgn 2013 and a reduction of expense for
previous years grants due to the utilization ofgheded-vesting methodology. Non-cash stbaked compensation expense was $3,610,01
the year ended December 31, 2012 compared to $3J@I&or the year ended December 31, 2011. Noh-s@ek-based compensation for the
year ended December 31, 2012 decreased by thesadeépreviously recognized expense for optioms tere forfeited in excess of ¢
estimated rate of forfeiture. Approximately $970QM®f this reversal was for certain options heldlbypothy Mayleben that were forfeited
when he stepped down as Chief Executive OfficerRumedident in December 2012.

Because of the uncertainties of clinical trials #melevolving regulatory requirements applicabledo products, estimating the completion
dates or cost to complete our major research anelaiement programs would be highly speculative sufgjective. The risks and uncertainties
associated with developing our products, includiiggificant and changing governmental regulatiod #re uncertainty of future clinical study
results, are discussed in greater detail in they“étmanges in the governmental regulatory classifina of our products could prevent, limit or
delay our ability to market and develop our prodiictOur inability to complete our product developmectivaties successfully would severt
limit our ability to operate or finance operatidnsnd “We must successfully complete our clinie#ls to be able to market certain of our
products,” sections under the heading “Risk Fattiorgem 1A of this report. The lengthy processsetking regulatory approvals for our
product candidates, and the subsequent compliaitke@pplicable regulations, will require the expitagk of substantial resources. Any failure
by us to obtain, or any delay in obtaining, reguiatapprovals could cause our research and developexpenditures to increase and, in turn,
have a material adverse effect on our results efatppns. We cannot be certain when any net cdkdwifirom products validated under our
major research and development project, if anyl,a@inmence.

We have not generated any net taxable income suncmception and therefore have not paid any fddecome taxes since inception. We
issued shares of common stock during the curreartged in prior years, which could have resultenhiritiple ownership changes under
relevant taxation rules (Section 382 of the InteRevenue Code). Consequently, pursuant to tleesgion rules, the utilization of net
operating loss and tax credit loss and tax cardiods may be significantly limited in future perip@ven if we generate taxable income. Suct
limitations may result in our carryforwards expgibefore we can utilize them. At December 31, 20@8had generated cumulative U.S.
federal and state tax net operating loss and &ditacarryforwards of $202,105,000, $50,133,000 $h&00,000, respectively, which will
expire in various periods through 2033 if not aglil. Our ability to utilize our net operating l@s® tax credit carryforwards may become
subject to further annual limitation in the evehfuiure changes in ownership under the taxatidestu
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Liquidity and Capital Resources

We are currently focused on utilizing our technglég produce patient specific cell-based produstsibe in regenerative medicine
applications. At such time as we satisfy applicablgulatory approval requirements, we expect thessa our cell-based products to constitute
nearly all of our product sales revenues.

We do not expect to generate positive cash floas four consolidated operations for at least the seweral years and then only if we
achieve significant product sales. Until that timve expect that our revenue sources from our oueetivities will consist of only minor sales
of our cell products and manufacturing suppliesupacademic collaborators, grant revenue, resdantting and potential licensing fees or
other financial support from potential future cargte collaborators.

We expect that we will need to raise significandiidnal funds or pursue strategic transactionstber strategic alternatives in order to
complete our product development programs, completial trials needed to market our products, aochmercialize our products. To date,
we have financed our operations primarily throughljg and private sales of our equity securitieg] ae expect to continue to seek to obtain
the required capital in a similar manner. As aaliegment stage company, we have never been prefital do not anticipate having net
income unless and until significant product sal@mmence. With respect to our current activitibss s not likely to occur until we obtain
significant additional funding, complete the readirclinical trials for regulatory approvals, andewe the necessary approvals to market our
products. Through December 31, 2013, we had acletetua deficit of $287,765,000. As a result & tieed to raise additional capital, there
is uncertainty regarding our ability to maintaiguidity sufficient to operate our business effeglivover at least the next twelve months, whict
raises substantial doubt as to our ability to cargias a going concern. We cannot provide anyassel that we will be able to achieve
profitability on a sustained basis, if at all, dbhtthe required funding, obtain the required retpriaapprovals, or complete additional corporate
partnering or acquisition transactions.

We have financed our operations since inceptiomgily through public and private sales of our géggecurities, which, from inception
through December 31, 2013, have totaled approxign&253,270,000 and, to a lesser degree, througiht gunding, payments received under
research agreements and collaborations, interest@an cash, cash equivalents, and short-ternsiments, and funding under equipment
leasing agreements. These financing sources fenerglly allowed us to maintain adequate levelsash and other liquid investments.

Our cash totaled $8,059,000 at December 31, 20d8¢crease of $5,579,000 from December 31, 2012. pfimary source of cash was
from the sale of our equity securities in our palffering in August 2013 with net proceeds of $,000 and the utilization of our ATM with
net proceeds of $4,799,000. The primary usessif daring the year ended December 31, 2013 werauooperations and working capital
requirements for the Phase 2 and Phase 3 cliniogkgms for ixmyelocel-T. As of December 31, 20&3had $7,639,000 of cash deposited
into an Insured Cash Sweep (ICS) program whichlisinistered by Bank of New York Mellon. This pragr maximizes our Federal Deposit
Insurance Company (FDIC) coverage by dividing @ funds into amounts under the standard FDIC maxirand places these amounts \
other ICS Network member banks (each an FDIC-imsumstitute). These funds are placed in savingsaats at the member banks earning
interest while still maintaining insurance coverage

Our cash totaled $13,638,000 at December 31, 201R\crease of $8,108,000 from December 31, 20tk primary source of cash was
due to the issuance of Series B Preferred Stodkmét proceeds of $37,620,000. The primary useasi during the year ended Decembe
2012 were for employee related expenses and expegiséed to our Phase 3 CLI program. As of Deearth, 2012 we had $13,349,000 of
cash deposited into our ICS program.

Our cash totaled $5,530,000 at December 31, 20décrease of $25,718,000 from December 31, 201® primary uses of cash during
year ended December 31, 2011 were for employetedeéxpenses and preparations for the Phase 3rGgtgm.

Our future cash requirements will depend on mantofa, including continued scientific progress ur cesearch and development
programs, the scope and results of clinical trits,time and costs involved in obtaining regukatpprovals, the costs involved in filing,
prosecuting and enforcing patents, competing tdolgical and market developments, costs of possibigiisition or development of
complementary business activities and the costadfyct commercialization. We do not expect to gateepositive cash flows from operations
for at least the next several years due to thea®gespending for research and development progaachshe cost of commercializing our
product candidates. We intend to seek additionadifig through research and development agreemegtsuets, distribution and marketing
agreements and through public or private debt aitgdjinancing transactions. Successful futurerafiens are subject to several technical anc
risk factors, including our continued ability totatm future funding, satisfactory product developimebtaining regulatory approval and mai
acceptance for our products.

In order to complete our Phase 2 DCM trial, grow arpand our business, introduce our product catelidnto the marketplace and
possibly acquire or develop complementary busiaessities, we will need to raise additional fundale will also need additional funds or a
collaborative partner, or both, to finance the agsle and development activities of our product aatteés for the expansion of additional cell
types. We expect that our primary sources of abfot the foreseeable future will be through dotieative arrangements and through the pi
or private sale of our equity or debt securitigbere can be no assurance that such collaborati@egements, or any public or
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private financing, will be available on acceptateliams, if at all, or can be sustained. Severdbfaowill affect our ability to raise additional
funding, including, but not limited to, market volay of our common stock, continued stock marksting and economic conditions affecting
the public markets generally or some portion orghtre technology sector.

On March 9, 2012, we completed the sale of 12,8@8es of Series B-1 Non-Voting Convertible Preféigock (Series B-1 Preferred
Stock) at an offering price of $3,250 per sharee Mteived approximately $37,620,000 in net proséeun the sale of the shares, after
offering expenses. In addition to the Series Beffd?red Stock, which was issued at the closingvem@lso authorized Series B-2 Voting
Convertible Preferred Stock (Series B-2 Preferretl§. The Series B-1 Preferred Stock and Seri@gdBeferred Stock collectively are
referred to as the Series B Preferred Stock. Eme$B-1 Preferred Stock is not entitled to vaienaatters on which the common shareholder:
are generally entitled to vote. The Series B-ZéPred Stock are entitled to vote with the hold#rthe common stock as a single class, with
each share of SeriesBPreferred Stock having the number of votes euiile number of shares of common stock issualde gpnversion ¢
such Series B-2 Preferred Stock. On May 3, 20M&reholder approval was obtained in accordance Madaq Marketplace Rule 5635(b),
which allowed the holder of Series B-1 PreferreacBtto exchange all of the then outstanding shiareshares of Series B-Preferred Stock ¢
a one-for-one basis. The Series B Preferred Staltlkwith respect to dividend rights and rights liguidation, winding-up and dissolution,
rank on parity with any other class or series o$th@m capital stock that we may issue in the futunéch is designated as being on parity with
the Series B Preferred Stock, and rank senior t@onmmon stock and Series A Preferred Stock. TreSB Preferred Stock is convertible, a
the option of the holder thereof at any time affter five year anniversary of the closing of theedfig, into shares of our common stock at a
conversion price of $65 per share of common stdkkany time after the five year anniversary olissce, Aastrom may elect to convert an
all outstanding shares of Series B Preferred Sttokshares of our common stock, subject to cefiaiitations. Dividends on the Series B
Preferred Stock will be cumulative and compoundydat a rate of 11.5% per annum, payable upon exsien, liquidation, redemption or
other similar events, and payable in cash or S&qiBseferred Stock until the five year anniversairjssuance. Following the five year
anniversary of issuance and until the earlier efténth anniversary of the issuance and the da&eries B Preferred Stock remain outstanc
dividends will accrue at a rate of 8% per annum\aiticbe payable in cash or Series B-1 PreferremtiStat our option. Unless prohibited by
Michigan law governing distributions to sharehokjehe Series B-1 Preferred Stock shall be redelenaaithe option of holder of the Series B-
1 Preferred Stock commencing at any time aftefitteeyear anniversary of issuance, liquidation, diug up, dissolution or other similar
events, subject to certain terms and limitations.

On August 12, 2013, the Company amended the SBnesferred stock agreement to remove the cashmegiilen provision, modify the
liquidation preferences for the Series B-2 preféstck and to increase the redemption price ®iSéries B-1 preferred stock. The
redemption price, prior to the five year anniveysé now equal to $7,430 multiplied by the numbgSeries B-1 preferred shares redeemed
minus the Company’s closing stock price multiplsdthe number of common shares into which the antihg Series B-2 preferred stock are
convertible. The redemption price, after the fjear anniversary, is the amount equal to the gredtine Series B offering price plus accrued
dividends or the conversion value in common stock.

Going Concern

As of December 31, 2013, we have $8,059,000 of.cas$iis is not sufficient to sustain our operatiémsone year. In light of our financial
position, we are evaluating strategic and finangggortunities in the short-term in order to maimtadequate liquidity through December 31,
2014 and beyond. Additionally, we could sell skafeough an ATM in order to raise additional capithough there are certain factors, such
as volume of trading in our stock, our stock paoe the ability to terminate the agreement withasotwhich could limit the amount we could
raise in a short period of time. On a longer tbasis, we will need to raise additional funds idesrto complete product development progt
and complete clinical trials needed to market asrdroercialize our products. We cannot be certaah sbhch funding will be available on
favorable terms, if at all. Some of the factomt thill impact our ability to raise additional cégdiand our overall success include: the rate anc
degree of progress for our product developmentrateeof regulatory approval to proceed with claitrial programs, the level of success
achieved in clinical trials, the requirements farketing authorization from regulatory bodies ia thnited States and other countries, the
liquidity and market volatility of our equity sedties, regulatory and manufacturing requirement$ amcertainties, technological developme
by competitors, and other factors. If we cannierauch funds, we will not be able to developrdramce products, take advantage of future
opportunities, or respond to competitive pressaramanticipated requirements, which would haveatenial adverse impact on our business,
financial condition and results of operations. aA®sult of the need to raise additional capitedré is uncertainty regarding our ability to
maintain liquidity sufficient to operate our busisesffectively over at least the next twelve moni¥tsch raises substantial doubt as to our
ability to continue as a going concern. The cadstéd financial statements do not include anystdjents that might result from the outcome
of this uncertainty. These estimates are basesdain assumptions which could be negatively ingmhby the matters discussed under this
heading and under the caption “Risk Factors,” émitLA of this report.

If we cannot raise necessary funding in the futmemay not be able to continue as a going commedevelop or enhance products, take
advantage of future opportunities, or respond tapetitive pressures or unanticipated requiremeviigsh would have a material adverse
impact on our business, financial condition andiiteof operations. See “Risk Factors” and “Ndte€onsolidated Financial Statements”
included herein.

33




Table of Contents
Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangememg&dationships with unconsolidated entities oafigial partnerships, such as entities
often referred to as structured finance or spexigbose entities.

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

As of December 31, 2013, we would not expect o@rajing results or cash flows to be affected tosggificant degree by the effect of a
sudden change in market interest rates or crediditions on our securities portfolio.

Our vendors in countries outside the U.S. are difyipaid in Euros. However, such expendituresehaat been significant to date.
Accordingly, we are not directly exposed to sigrafit market risks from currency exchange rate dlatdns. We believe that the interest rate
risk related to our accounts receivable is notifigant. We manage the risk associated with ttees®unts through periodic reviews of the
carrying value for non-collectability and establisnt of appropriate allowances. We do not entertiedging transactions and do not
purchase derivative instruments.
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Report of Independent Registered Public Accountingrirm

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

In our opinion, the accompanying consolidated bzdasheets and the related consolidated statemfeopgi@tions, of shareholders’ equity
(deficit) and of cash flow present fairly, in allterial respects, the financial position of AastiBimsciences, Inc. and its subsidiaries (a
development stage company) at December 31, 201Baoeimber 31, 2012 and the results of their operatand their cash flows for the years
then ended and, cumulatively, for the period fromrth 24, 1989 (date of inception) to December 8132in conformity with accounting
principles generally accepted in the United Stafedmerica. These financial statements are thpaesibility of the Company’s management.
Our responsibility is to express an opinion on ¢h@sancial statements based on our audits. Wewsatad our audits of these statements in
accordance with the standards of the Public Compaepunting Oversight Board (United States), whietuire that we plan and perform the
audit to obtain reasonable assurance about whigtthdinancial statements are free of material ratsstent. An audit includes examining, ¢
test basis, evidence supporting the amounts awctbdiges in the financial statements, assessingdbeunting principles used and significant
estimates made by management, and evaluating #ralbfinancial statement presentation. We beliées our audits provide a reasonable
basis for our opinion.

The accompanying consolidated financial statemieane been prepared assuming that the Companyamilintie as a going concern. As
discussed in Note 1 to the consolidated finan¢&kments, the Company has suffered recurring ddssm operations and has insufficient
liquidity to fund its future operations which rasssubstantial doubt about their ability to contimigea going concern. Management’s plan in
regard to this matter is also described in Noféhk consolidated financial statements do not irelay adjustments that might result from the
outcome of this uncertainty.

/sl PricewaterhouseCoopers LLP
Detroit, Michigan
March 13, 2014
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AASTROM BIOSCIENCES, INC.
(a development stage company)

CONSOLIDATED BALANCE SHEETS
(in thousands)

ASSETS
CURRENT ASSETS
Cash
Other current asse
Total current asse
PROPERTY AND EQUIPMENT, NE’
Total asset

LIABILITIES, CONVERTIBLE PREFERRED STOCK AND SHAREH OLDERS’' EQUITY
(DEFICIT)
CURRENT LIABILITIES:
Accounts payable and accrued expet
Accrued employee benefi
Current portion of lon-term debt
Warrant liabilities
Total current liabilities
LONG-TERM DEBT
Total liabilities
COMMITMENTS AND CONTINGENCIES (Notes 8 and
Series B-1 non-voting convertible preferred staukpar value; shares authorized and reserved —
shares issued and outstand- zero
Series B-2 voting convertible preferred stock, aoyalue; shares authorized and reserve89:+share
issued and outstandi— 12 and zero, respective
Total convertible preferred stor
SHAREHOLDERY EQUITY (DEFICIT):
Series B-2 voting convertible preferred stock, ao\mlue; shares authorized and reserve89:-share
issued and outstandi— zero and 12, respective
Common Stock, no par value; shares authorized —-87a5@ 15,000, respectively; shares issued and
outstandin¢—2,189 and 4,723, respective
Deficit accumulated during the development si
Total shareholde’ equity (deficit)

Total liabilities, convertible preferred stock astthreholder equity (deficit)

December 31

2012 2013
13,63t $ 8,05¢
352 417
13,99( 8,47¢
1,18¢ 73¢
1517¢ $ 9,21t
3247 $ 2,67¢
38: 62C
34 6
1,99t 2,01¢
5,65¢ 5,321
6 J—
5.66¢ 5,321
3,92: —
37,69( —
41,61 —
— 38,38¢
243,21 253,27
(275,31} (287,76))
(32,100) 3,89¢
1517t $ 9,21t

The accompanying Notes to Consolidated Financetk8tents are an integral part of these statements.
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AASTROM BIOSCIENCES, INC.
(a development stage company)

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

March 24, 1989

Year Ended Year Ended Year Ended (Inception) to
December 31 December 31 December 31 December 31
2011 2012 2013 2013
REVENUES:
Product sales and rent: $ 18 $ 21 % 19 $ 1,915
Research and development agreem — — — 2,10¢
Grants — — — 9,901
Total revenues 18 21 19 13,92!
COSTS AND EXPENSES
Cost of product sales and rent 4 6 4 3,051
Research and developme 21,33( 26,02t 15,10¢ 231,83:
Selling, general and administrative 7,724 7,75( 5,87¢ 98,47
Total costs and expenses 29,05¢ 33,78: 20,98: 333,35¢
LOSS FROM OPERATIONS (29,040 (33,760 (20,969 (319,43
OTHER INCOME (EXPENSE)
Decrease in fair value of warrar 9,32¢ 4,24¢ 5,331 21,87
Other income — — — 1,24¢
Interest incom 53 50 16 10,83¢
Interest expense (10 (12 (112) (502)
Total other income (expense) 9,372 4,28¢ 5,34z 33,45¢
NET LOSS $ (19,669 $ (29,479 $ (15,627 $ (285,976
NET LOSS PER SHARE ATTRIBUTABLE TO COMMOI
SHAREHOLDERS (Basic and Diluted) (see note $ (10.1¢) $ (16.25) $ (6.95)
Weighted average number of common shares outsigndin
(Basic and Diluted 1,931 2,06( 3,01¢

The accompanying Notes to Consolidated Financetke8tents are an integral part of these statements.
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AASTROM BIOSCIENCES, INC.
(a development stage company)

CONSOLIDATED STATEMENTS OF SHAREHOLDERS'’ EQUITY (DE FICIT)
(In thousands, except per share data)

BALANCE, MARCH 24, 1989 (Inceptior

Net loss

Issuance of common stock for cash, services apddie
rights

Issuance of Series A through Series E PreferreckSto
cash, net of issuance costs of $.

Issuance of Series E Preferred Stock at $17.08Ipare

Exercise of stock options and stock purchase wegyran

and issuance of stock under Employee Stock Purchase

Plan

Issuance of Stock Purchase Rights for cash in
September 1995 and March 1¢

Principal payment received under shareholder note
receivable

Initial public offering of common stock at $1,126rp
share, net of issuance costs of $2,

Conversion of preferred stor

Compensation expense related to stock options and
warrants grante

Issuance of 5.5% Convertible Preferred Stock &1G%pe
share, net of issuance costs of $1,

Issuance of 1998 Series | Convertible PreferredkSab
$1,000 per share, net of issuance costs of :

Issuance of 1999 Series Ill Convertible PreferrextiSat
$1,000 per share, net of issuance costs of .

Issuance of common stock, net of issuance costs of
$13,424

Issuance of restricted stock, net of cancellat

Issuance of stock under Direct Stock Purchase

Dividends and yields on preferred stc

Repurchase and retirement of common shares outsty

BALANCE, DECEMBER 31, 201(

Net loss

Exercise of stock optior

Compensation expense related to stock options and
restricted stock awards and units grar

BALANCE, DECEMBER 31, 201:

Net loss

Exercise of stock optior

Compensation expense related to stock options et

Issuance of common stock, net of issuance costé 4t

BALANCE, DECEMBER 31, 201:

Net loss

Compensation expense related to stock optionsept

Reclassification of Series-2 Preferred Stock to equi

Reverse stock split common stock in lieu of fractib
shares

Exercise of stock purchase warra

Issuance of common stock, net of issuance cost9&0

BALANCE, DECEMBER 31, 201:

Deficit
Accumulated
During the Total
Preferred Stock Common Stock Development Shareholder¢
Shares Amount Shares Amount Stage Equity (Deficit)
— 5 — — 3 — 5 — —
(221,217 (221,215
7 2,33¢ 2,33¢
9,452 34,21¢ 34,21¢
20€ 3,50( (3,500) —
72 8,791 8,791
3,50( 3,50(
31 31
2C 19,88t 19,88t
(11,866 (55,379 13€ 55,37+
10,13: 10,13:
2,20( 9,93( 9,93(
5 4,54( 1 14¢ 4,68¢
3 2,72( 1 9C 2,81(
1,68t 126,94 126,94
3 — —
5 943 94:
46€ 1 502 (96€) —
— (73) (73)
— — 1,931 225,10: (222,18() 2,922
(19,66¢) (19,66¢)
1 32 32
— 3,74% 3,74
— — 1,93: 228,87 (241,84)) (12,97)
(33,46)) (33,46))
7 214 214
3,61( 3,61(
25( 10,51« 10,51«
— — 2,18¢ 243,21 (275,31) (32,100
(15,627 (15,627
92¢ 92¢
12 38,38¢ 3,22¢ 41,61
14 52 (52) —
367 1,98: 1,98:
2,158 7,094 7,094
12 $ 38,38¢ 4,72: $ 25327( $ (287,76 $ 3,89¢

The accompanying Notes to Consolidated Financetk8tents are an integral part of these statements.
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AASTROM BIOSCIENCES, INC.
(a development stage company)

CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

OPERATING ACTIVITIES:
Net loss
Adjustments to reconcile net loss to net cash ésed
operating activities
Depreciation and amortizatic
Loss on property held for rese
Amortization of discounts and premiums on investts
Stock compensation exper
Decrease in fair value of warrant liabiliti
Inventory write down:
Stock issued pursuant to license agreer
Provision for losses on accounts receivs
Changes in operating assets and liabilit
Inventories
Other current asse
Accounts payable and accrued expei
Accrued employee benefi
Net cash used for operating activit

INVESTING ACTIVITIES:
Organizational cosl
Purchase of she-term investment
Maturities of shor-term investment
Property and equipment purcha
Proceeds from sale of property held for re:
Net cash provided used for investing activi

FINANCING ACTIVITIES:
Net proceeds from issuance of preferred s
Net proceeds from issuance of common stock ancdawes
Payments received for stock purchase ri
Proceeds from lor-term debt
Payments on lor-term debt
Other, ne
Net cash provided by (used for) financing actig

NET INCREASE (DECREASE) IN CASI
CASH AT BEGINNING OF PERIOL
CASH AT END OF PERIOL

SUPPLEMENTAL CASH FLOW INFORMATION
Interest paic
Equipment acquired under capital lease obligat
Accretion of convertible preferred sto
Warrants exchanged for common st

March 24, 1989

Year Ended Year Ended Year Ended (Inception) to
December 31 December 31 December 31 December 31
2011 2012 2013 2013
$ (19,669 $ (29,47 $ (15,627 $ (285,97¢)

647 64¢ 48¢ 8,63¢

— — — 11C

— — — (1,704

3,745 3,61( 92€ 18,42:

(9,329 (4,24 (5,337) (21,879

— — — 2,24(

— — — 3,30(

— — — 204

— — — (2,33%)

(194 292 (65) (64€)

63 284 (571) 2,441

24€ (65€) 237 62C

(24,49)) (29,54 (19,949 (276,56()

— — — (73)

— — — (217,04)

— — — 218,74t

(1,037 (279 (40) (7,530

— — — 40C

(1,03)) (279 (40) (5,499

— 37,62( — 89,26

32 34¢€ 14,43¢ 199,49:

— — — 3,50(

— — — 751

(227) (40) (34) (2,874

— — — (18)

(195) 37,92¢ 14,40¢ 290,11¢

(25,719 8,10¢ (5,579 8,05¢

31,24¢ 5,53( 13,63¢ —

$ 553C $ 13,63¢ $ 8,05¢ $ 8,05¢
$ 16 $ 13 $ 11 $ 51t
$ 52 $ — 3 — 3 1,29t
$ — $ 3,99 $ 1.26: $ 6,22¢
$ — 10,38: $ — 3 10,38:

The accompanying Notes to Consolidated Financetk8tents are an integral part of these statements.
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AASTROM BIOSCIENCES, INC.
(a development stage company)

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

Aastrom Biosciences, Inc. was incorporated in Mar@89 (Inception), began employbased operations in 1991, and is in the develop
stage. The Company operates its business in poetable segment — research and product developimesiting the development of patient-
specific cell products for use in regenerative roied.

Successful future operations are subject to setechhical hurdles and risk factors, includingsfatitory product development, timely
initiation and completion of clinical trials, reguibry approval and market acceptance of the Compangducts and the Company’s continued
ability to obtain future funding.

The Company is subject to certain risks relatetthéooperation of its business and developmensgiribducts and product candidates. As C
December 31, 2013 the Company had $8,059,000 bf cHsis is not sufficient to sustain operationsdoe year. In light of its financial
position, the Company is evaluating strategic foiahopportunities in the short-term in order toimtain adequate liquidity through
December 31, 2013 and beyond. The Company collldesemon shares through an At Market Sales Agregr®&eTM) in order to raise
additional capital, though there are certain fagteuch as volume of trading in the stock, theksprice and the ability to terminate the
agreement with notice, which could limit the amotlrd Company could raise in a short period of tir®® a longer-term basis, the Company
will need to raise additional funds in order to gete product development programs and completéalitrials needed to market and
commercialize its products. The Company cannatdstain that such funding will be available on fealde terms, if at all. Some of the fact
that will impact the Company’s ability to raise #@duhal capital and its overall success include: thte and degree of progress for product
development, the rate of regulatory approval t@weeal with clinical trial programs, the level of sass achieved in clinical trials, the
requirements for marketing authorization from regoily bodies in the United States and other coemtthe liquidity and market volatility of
the Company’s equity securities, regulatory and ufecturing requirements and uncertainties, techyioéd developments by competitors, and
other factors. If the Company cannot raise suddd$ythe Company will not be able to develop oraecle products, take advantage of future
opportunities, or respond to competitive pressaramanticipated requirements, which would haveatenial adverse impact on the business,
financial condition and results of operations. aA®sult of the need to raise additional capiterée is uncertainty regarding the Company’s
ability to maintain liquidity sufficient to operathe business effectively over at least the nertiwermonths, which raises substantial doubt
the ability to continue as a going concern. Thesotidated financial statements do not include adjustments that might result from the
outcome of this uncertainty.

Reverse Stock Split On October 16, 2013, the Company completed atywtrone reverse stock split. Accordingly, afler@nces to
numbers of common stock and per share data inct@@anying financial statements have been adjustezflect the reverse stock split on a
retroactive basis.

Principles of Consolidatior— The consolidated financial statements includeattepunts of Aastrom and its wholly-owned subsidiar
Aastrom Biosciences GmbH, located in Berlin, Gerynamd Marrow Donation, LLC located in San Diegoliféenia (collectively, the
Company). All inter-company transactions and aat®have been eliminated in consolidation.

Fair Value Measurements- Fair value is the amount that would be receiwesel|! an asset or paid to transfer a liabilitamorderly

transaction between market participants. As slaghyalue is determined based upon assumptionisriheket participants would use in pricing
an asset or liability. Fair value measurementsaterl on a three-tier hierarchy as follows:

» Level 1 inputs: Quoted prices (unadjusted) for tabah assets or liabilities in active markets;
» Level 2 inputs: Inputs, other than quoted pricetuded in Level 1, that are observable either diyesr indirectly; and

* Level 3 inputs: Unobservable inputs for which thisréttle or no market data, which require theagmg entity to develop its own
assumptions.

In many cases, a valuation technique used to medamvalue includes inputs from multiple levefdioe fair value hierarchy described
above. The lowest level of significant input deteres the placement of the entire fair value mesment in the hierarchy.
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The following table presents the Company'’s lialgititthat are measured at fair value on a recubrasis at December 31, 2012 and 2013:

December 31, 201

Level 1 Level 2 Level 3
Warrant liabilities — — % 1,995,00!
December 31, 201
Level 1 Level 2 Level 3
Warrant liabilities — 3 1,934,000 $ 85,00(

A reconciliation of beginning and ending balanaastfie Company’s fair value measurements using IL&ugputs is as follows:

Warrants (in thousands)

December 31 December 31
2012 2013
Beginning balance $ 16,628 $ 1,99¢
Warrants exchanged for common st (10,387 —
Warrant issuanc — 5,87¢
Warrant exercise — (513
Transfers to level — (2,50
Decrease in fair value (4,249 (4,766
Ending balance $ 1,998 § 85

The Company utilizes the actual date of an eveghange in circumstances to determine if a trarisfer out of a level has occurred. Af
the execution of the reverse stock split, the At@04 3 warrants no longer contain any anti-dilugpwavisions that would require Level 3
disclosure. As a result, they were reclassifiedewel 2. See Note 6 for disclosures related ¢éof#lir value of the Company’s warrants. The
Company does not have any other assets or liaildh the balance sheet as of December 31, 20tl&rthmeasured at fair value.

Diversity of Credit Risk— The Company has established guidelines relatigiviersification and maturities of its investmemtsan effort tc
limit risk. These guidelines are periodically rwied and modified to take advantage of trendseatdgiand interest rates.

Property and Equipment- Property and equipment is recorded at cost apdced@ated or amortized using the straight-line roétbver the
estimated useful life of the asset (primarily thtedive years) or the underlying lease term faskhold improvements, whichever is shorter.
When assets are disposed of, the cost and accedulapreciation are removed from the accounts.aiReepnd maintenance are charged to
expense as incurred.

Revenue Recognitiea- The Company’s revenue can be generated fromgeartt research agreements, collaborative agreenieatsing
fees and product sales. Revenue from grants aednmeh agreements is recognized on a cost reinthargédasis consistent with the
performance requirements of the related agreenfRaetenue from collaborative agreements is recognideen the scientific or clinical results
stipulated in the agreement have been met and énengo ongoing obligations on the Company’s pRevenue from product sales is
recognized when title to the product transfersthiede are no remaining obligations that will affd customer’s final acceptance of the sale.
Revenue from licensing fees under licensing agre¢srie recognized when there are no future perfoo@@bligations remaining with respect
to such revenues. Payments received before adjadlains are fulfilled are classified as deferredanue.

Research and Development CostResearch and development costs are expenseduseith These costs include direct research and
development costs such as salaries, clinicaléwipenses, consulting fees and other expensesréhgpecific to the Company’s research and
development programs, as well as an allocationdiféct costs such as facility expenses, humarnureee and information technology
expenses.

Stock-Based Compensatien Calculating stocksased compensation expense requires the inpugblitsubjective assumptions. We ap
the Black-Scholes option-pricing model to deterntime fair value of our stock options. Inherenthis model are assumptions related to
expected stock-price volatility, option life, risiee interest rate and dividend yield. We estintlagevolatility of our common stock at the date
of grant based on historical volatility. We esttmthe expected life of options that vest solelyservice using the “simplified method”
provided for in the Securities and Exchange ComiansStaff Accounting Bulletin No. 110. The “simiiid method” is permitted for
estimating the expected term of “plain-vanilla” gtaptions for which the historical stock optioreesise experience is likely not indicative of
future exercise patterns. The risk-free interat is based on the U.S. Treasury zero-coupon gighkk on the grant date for a maturity similal
to the expected life of the options. The divideatris based on our historical rate, which we gdte to remain at zero. The assumptions
in calculating the fair value of stock options regent our best estimates; however, these estimnatdse inherent uncertainties and the
application of management judgment. As a reduidctors change and different assumptions are,ubedstock-based compensation expense
could be materially different in the future. Inditibn, we are required to estimate the expecte@itore rate and only recognize expense for
those stock options expected to vest over thesepariod. We estimate the forfeiture rate considethe historical experience of our stock-
based awards. If the actual forfeiture rate isedént from the estimate, we adjust the expenserdogly.
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Income Taxes -Beferred tax assets are recognized for deducginigporary differences and tax credit carryforwanis deferred tax
liabilities are recognized for taxable temporarffedtences. Deferred tax assets are reduced biuatian allowance when, in the opinion of
management, it is more likely than not that sonwiquo or all of the deferred tax assets will notrbalized.

Net Loss Per Share Attributable to Common Sharestd-Basic earnings (loss) per share is calculated ubimgwo-class method, which
is an earnings allocation formula that determiregsiags (loss) per share for the holders of the gm’'s common shares and holders of the
Series B preferred stock. The Series B prefert@cksshares contain participation rights in undisited earnings, but do not share in the losse
of the Company. The accumulated but undeclareidetinds on the Series B preferred stock of $9,2756e06 treated as a reduction of earning:
attributable to common shareholders.

Use of Estimates- The preparation of financial statements in acanocg with accounting principles generally acceptdtie United States
of America requires management to make estimatsssumptions that affect the reported amountssata and liabilities and disclosures of
contingent assets and liabilities at the date effithancial statements and the reported amourggpmgnses during the reported period. Actual
results could differ from those estimates.

Financial Instruments —Fhe Company’s financial instruments include reckliga for which the current carrying amounts apprate
market value based upon their short-term nature.

Warrants— Warrants that could be cash settled or havedilutiion price protection provisions are recordediabilities at their estimated
fair value at the date of issuance, with subseqciesaiges in estimated fair value recorded in atimme (expense) in our statement of
operations in each subsequent period. In gengaaiants with anti-dilution provisions are measuusihg the Monte Carlo valuation model,
while the others are measured using the Black-®shadluation model. Both of the methodologiesbased, in part, upon inputs for which
there is little or no observable market data, reggithe Company to develop its own assumptionse dssumptions used in calculating the
estimated fair value of the warrants represenbest estimates; however, these estimates invoherémt uncertainties and the application of
management judgment. As a result, if factors changl different assumptions are used, the waiiahility and the change in estimated fair
value could be materially different.

Long-Lived Assets- The Company reviews its loriyed assets for impairment whenever an event angh in circumstances indicates
the carrying values of an asset may not be recbieerdf such an event or change in circumstancesrs and potential impairment is indicatec
because the carrying values exceed the estimatigie fundiscounted cash flows of the asset, the @osmnprould measure the impairment loss
as the amount by which the carrying value of theetexceeds its fair value. No significant evemtshanges in circumstances were identified
by the Company that would indicate that the cagwialue of an asset was not recoverable for anlgeoperiods presented in the accompan
consolidated financial statements.

2. Selected Balance Sheet Information

Property and Equipmergtin thousands)

December 31

December 31

2012 2013

Machinery and equipment $ 2,507 2,54
Furniture and fixture 70€ 70€
Computer softwar 19¢ 19z
Computer equipmet 307 307
Office equipmen 55 55
Leasehold improvements 1,01¢ 101¢
4,78¢ 4,82¢

Less accumulated depreciation (3,599 (4,089
$ 1,18 $ 73¢

Accounts Payable and Accrued Expenses (in thouyands

December 31

December 31

2012 2013
Accounts payable $ 2,84: 2,35¢
Accrued expenses 404 321
$ 3,247 2,67¢
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Accrued Employee Benefits (in thousands)

December 31 December 31
2012 2013
Vacation pay and other $ 38: % 238
Bonus — 387
$ 382 % 62C

3. Stock-Based Compensation
Stock Option and Equity Incentive Plans

The Company has historically had various stockritige plans and agreements that provide for thesisse of nonqualified and incentive
stock options as well as other equity awards. Swedrds may be granted by the Company’s Board @fdiirs to certain of the Company’s
employees, directors and consultants. Optionstgdaimder these plans expire no later than tersyfe@m the date of grant, and other than
those granted to non-employee directors, genebaltlpme exercisable over a four-year period, undgaded-vesting methodology, following
the date of grant. The Company generally issuasstares upon the exercise of stock options.

In December 2009, the shareholders approved thg@ @dtnibus Incentive Plan (the 2009 Plan). The 22i@@ provides incentives through
the grant of stock options, stock appreciationtdgtestricted stock awards and restricted stods.uffhe exercise price of stock options
granted under the 2009 Plan shall not be lessttieafair market value of the Company’s common stacithe date of grant. The 2009 Plan
replaced the 1992 Stock Option Plan, the 2001 S@ytion Plan and the Amended and Restated 2004yElgientive Plan (the Prior Plans),
and no new awards will be granted under the Plem$® However, the expiration or forfeiture ofiops previously granted under the Prior
Plans will increase the awards available for isseamder the 2009 Plan.

As of December 31, 2013, there were 369,342 slaatable for future grant under the 2009 Plan.
Service-Based Stock Options

During the period ended December 31, 2013, the @osngranted 75,751 service-based options to puect@®mmon stock. These were
granted with exercise prices equal to the fair @afithe Company’s stock at the grant date, gelyarast over four years (other than 15,750
non-employee options which generally vest overyw®) and have a term of ten years. The weightethge grant-date fair value of service-
based options granted during the year ended Dege3ih@011 was $30.80, $24.00 for the year endezDber 31, 2012 and $14.07 for the
year ended December 31, 20

The net compensation costs recorded for the sebadsed stock options related to employees, conssiléana directors (including the imp
of the forfeitures) were $3,743,000 for the yeadtezhDecember 31, 2011, $3,610,000 for the yearceBgeember 31, 2012 and $926,000 for
the year ended December 31, 2013.

The fair value of each service-based stock optramtgfor the reported periods is estimated on #te df the grant using the Black-Scholes
option-pricing model using the weighted averageiaggions noted in the following table.

Year Ended Year Ended Year Ended

December 31 December 31 December 31
Service-Based Stock Options 2011 2012 2013
Expected dividend raf 0% 0% 0%
Expected stock price volatilil 72.1%— 78.9% 73.9%—79.1% 74.0%— 87.9%
Risk-free interest rat 1.4%-2.7% 0.9%- 1.5% 0.1%-2.1%
Expected life (years 6.0-6.3 5.5-6.3 5.0-6.3

The following table summarizes the activity forngee-based stock options for the indicated periods:

Weighted Average Aggregate

Weighted Average Remaining Intrinsic
Service-Based Stock Options Options Exercise Price Contractual Term Value
Outstanding at December 31, 2( 214,86( $ 48.6( 8¢ $ 3,159,00
Grantec 21552¢ $ 46.2(
Exercisec (984 $ 32.8( $ 21,00(
Forfeited or expired (25,420 $ 46.6(
Outstanding at December 31, 2011 403,98: $ 47.6( 84 $ 674,00(
Grantec 273,37. % 44.2(
Exercisec (7,20¢) $ 29.6( $ 52,00(
Cancellec (52,887 $ 40.6(
Forfeited or expired (117,889 $ 43.6(
Outstanding at December 31, 2012 499,37: % 47.6( 75 % —
Grantec 75,75.  $ 21.3Z
Exercisec — % — $ —



Expired
Forfeited
Outstanding at December 31, 2013

Exercisable at December 31, 2013

(164,18) $ 51.7¢
(113,070 $ 45.3¢
297,86( $ 39.5:
146,000 $ 45.3
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As of December 31, 2013, there was approximate)§2i1,000, of total unrecognized compensation @ated to non-vested service-basec
stock options granted under the 2009 Plan andrilbe Plans. That cost is expected to be recognized a weighted-average period of 2.7
years.

The total fair value of stock options vested far $fears ended December 31, 2011, 2012 and 20182yE82,000, $2,987,000 and
$2,280,000, respectively.

4. Shareholders’ Equity

On June 16, 2011, the Company entered into an Ak&l&ales Agreement (as amended to date, the “ATith MLV & CO. LLC
(MLV) (formerly McNicoll, Lewis & Vlak LLC), pursuat to which the Company may sell shares of its comstock through MLV, as a sales
agent, in registered transactions from its shejisteation statement filed in July 2011, for aggregproceeds of up to $20,300,000. Shares of
common stock sold under the ATM are to be soldatket prices. The Company will pay up to 3% ofghess proceeds to MLV as a
commission. From inception of the agreement thihdDgcember 31, 2013, the Company has raised taias gproceeds of $5,226,000, with
gross proceeds of $4,947,000 raised during 201®s&juent to December 31, 2013 through March &,286& Company has raised gross
proceeds of $5,403,000 utilizing the ATM.

On August 16, 2013, the Company completed theafalés00,000 shares of common stock and warramsitchase up to an aggregate of
1,500,000 shares of common stock (including 504G es of common stock and warrants sold to thenwrider pursuant to the exercise of
over-allotment option). Each share of common stoud its associated warrant was sold at a pubfieriof price of $6.00 per share. The
Company received $8,169,000 in net proceeds frensdfe of the shares of common stock and warrardsiding the partial exercise of the
over-allotment option), after underwriting discountspuaissions and other offering expenses. The tatahfiarket value of the warrants at
date of issuance was $5,874,000. The sales proeesm first allocated to the warrants based ornats fair market value and the residual
amount of the sales proceeds were allocated to amstock.

Dividends
No cash dividends have been declared or paid bgtmepany since its inception.
5. Net Loss Per Common Share

The following reflects the net loss attributablectomnmon shareholders and share data used in theedvasdiluted earnings per share
computations using the two class method:

Year Ended Year Ended Year Ended
December 31 December 31 December 31
(Amounts in thousands, except per share amount 2011 2012 2013
Numerator:
Net loss $ (19,669 $ (29,474 $ (15,627)
Less: earnings attributable to convertible prefitg®ck — 3,99: 5,352
Numerator of basic and diluted EPS $ (19,668 $ (33,467 $ (20,97¢)
Denominator:
Denominator for basic and diluted EPS: weighted-aye
common shares outstandi 1,931 2,06( 3,01¢
Net loss per share attributable to common sharehsld
(basic and dilutec $ (10.19 $ (16.29 $ (6.99
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Common equivalent shares are not included in thieedi per share calculation where the effect off tinelusion would be anti-dilutive.
The aggregate number of common equivalent shagkddd to options, warrants and preferred stock) liave been excluded from the
computations of diluted net loss per common sha® y169,000 for the year ended December 31, 20434,000 for the year ended
December 31, 2012 and 2,431,000 for the year ebdeémber 31, 2013.

6. Stock Purchase Warrants

The Company has historically issued warrants telpase shares of the Company’s common stock in ctionewith certain of its common
stock offerings. The following warrants were oatsting during the years ended December 31, 201P, @6d 2013, and include provisions
that could require cash settlement of the warrantsave anti-dilution price protection provisiomgjuiring each to be recorded as liabilities of
the Company at the estimated fair value at the afaissuance, with changes in estimated fair vadwerded as non-cash income or expense ir
the Company’s statement of operations in each suiese period:

January 21, 2010 Class / December 15, 201! August 16, 201z
Warrants Warrants Warrants
Exercise price $ 23.4¢ % 3.3C $ 4.8
Expiration date July 21, 201 December 15, 20: August 16, 201
Total shares issuable on exerc 226,29¢ 15,40¢ 1,133,35!

The 37,007 warrants issued on October 17, 200@nnection with the Company'’s registered directrixfig at an exercise price of $254.40
per share expired unexercised as of April 17, 2003 exercise price per share for the Januar@B) and December 15, 2010 warrants wer
adjusted for the anti-dilution provisions trigget@dthe August 16, 2013 public offering and usafjtne Company’s ATM. The exercise price
per share for the August 16, 2013 warrants wasséetjufor the anti-dilution provision triggered ettwenty-to-one reverse stock split on
October 16, 2013.

On September 24, 2013, the Company entered intoaMaExercise Agreements with two holders of thenfany’s warrants, which were
issued on August 16, 2013. These agreements alltveewarrant holders to exercise their warrant86®6,650 shares of the Company’s
common stock at an exercise price of $7.50 perslm@exchange for 366,650 shares of the Compamytemon stock and $1,209,945 of cash.
Proceeds from this arrangement net of $1,209,945 paid and issuance costs were approximately §,0aa.

All of the warrants listed above could require c&sh settlement in the event that registered slaaeasot available at the time of exercisi
such warrant. The Class A warrants and the Dece#0 warrants also contain anti-dilution provisidhat adjust the exercise price of the
warrant if the Company issues or sells, or is dektmdave issued or sold, any shares of its conmstaek or securities exercisable or
convertible into shares of common stock for no @sration or for a consideration per share less tha applicable exercise price in effect
immediately prior to the time of such issue or sdlethe event of such a subsequent issuancenofnom stock of the Company, (i) the exer
price of the Class A warrants would be adjustea point between the current exercise price perestiasuch Class A warrant and the price pe
share at which the new shares of common stockeo€thmpany are being issued based on a weightedgevealculation as outlined in the
Class A warrant agreement, and (ii) the exercige@f the December 2010 warrants would be adjustéde price per share at which the new
shares of common stock of the Company are beingdssNotwithstanding the foregoing, there areagelissuances of the Company that
would not trigger the anti-dilution provisions diet Class A warrants or the December 2010 warrartsiding but not limited to, issuances
under any duly authorized Company stock optiortricted stock plan or stock purchase plan whetl&r existing or hereafter approved by
Company and its stockholders in the future, orramducement grant to employees, consultants, tdireor officers. The December 2010
warrants also contain a feature that allows theamaholder to put the warrants back to the Comat/receive cash in the event of a
fundamental transaction, such as a change in dafttbe Company or a sale of all or substantiallyof its assets. The value received by the
warrant holder upon exercise of the put right isdsbon a Black-Scholes model using a defined sepats outlined in the December 2010
warrant agreement.

The Class A warrants and the December 2010 warsaetsieasured using the Monte Carlo valuation meddle the other warrants listed
above are measured using the Black-Scholes vatuatarlel. Both of the methodologies are basedaity ppon inputs for which there is little
or no observable market data, requiring the Compaualevelop its own assumptions. The assumptisad in calculating the estimated fair
value of the warrants represent the Company’sdsghates; however, these estimates involve inherarertainties and the application of
management judgment. As a result, if factors chanyl different assumptions are used, the waiiailiies and the change in estimated fair
value of the warrants could be materially different

Inherent in both the Monte Carlo and Black-Schetgsation models are assumptions related to exgetoek-price volatility, expected
life, risk-free interest rate and dividend yielhe Company estimates the volatility of its comnstock based on historical volatility that
matches the expected remaining life of the warraiitse risk-free interest rate is based on the Ur&asury zero-coupon yield curve on the
grant date for a maturity similar to the expectemhaining life of the warrants. The expected lif¢he warrants is assumed to be equivalent to
their remaining contractual term. The dividencatriatbased on the historical rate, which the Compamicipates to remain at zero.
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The Monte Carlo model is used for the Class A wdsand the December 2010 warrants to appropriasdle the potential future exercise
price adjustments triggered by the anti-dilutionypsions as well as the value of the put featurthefDecember 2010 warrants. These both
require Level 3 inputs which are based on the Cayipaestimates of the probability and timing of @atial future financings and fundamental
transactions. The other assumptions used by thg@oy are summarized in the following tables forramts that were outstanding as of any
of the balance sheet dates presented on our cdatali balance sheets:

January 2010 Class A Warrants December 31, 201, December 31, 201.
Closing stock prici $ 252 % 3.2¢
Expected dividend raf 0% 0%
Expected stock price volatilil 74.(% 84.6%
Risk-free interest rat 0.4% 0.2%
Expected life (years 2.5C 1.5C
December 2010 Warrants December 31, 201. December 31, 201.
Closing stock prici $ 252 % 3.2¢
Expected dividend raf 0% 0%
Expected stock price volatilil 70.1% 80.4%
Risk-free interest rat 0.4% 0.4%
Expected life (years 2.9¢ 1.9¢
August 2013 Warrants December 31, 201, December 31, 201.
Closing stock prici $ — % 3.2¢
Expected dividend raf — 0%
Expected stock price volatilil — 77.5%
Risk-free interest rat — 1.€%
Expected life (years — 4.6:

The following table summarizes the change in thieneged fair value of the Company’s warrant liai®k (in thousands)

Warrant Liabilities

Balance at December 31, 20 $ 16,62¢
Warrants exchanged for common st (10,387
Decrease in fair value (4,249
Balance at December 31, 2012 1,99¢
Warrant issuanc 5,87¢
Warrant exercise (513
Decrease in fair value (5,33)
Balance at December 31, 2013 $ 2,01¢

7. Income Taxes

A reconciliation of income taxes computed usingfederal statutory rate to the taxes reported inconsolidated statements of operations

is as follows(in thousands)

Year Ended Year Ended Year Ended
December 31 December 31 December 31
2011 2012 2013

Loss before income taxes $ 19,66¢ $ 29,47: % 15,62:
Federal statutory ra 34% 34% 34%
Taxes computed at federal statutory | (6,687) (10,02) (5,31))
Warrants (3,172 (1,445 (1,819
Nondeductible stock compensati 1,55¢ 872 81
Michigan business tax repe 1,21¢4 — —
Michigan NOL benefi — (1,229 (791)
Net operating loss expiratiol — 612 612
Other 33¢€ 30C 27)
Change in valuation allowance 6,75( 10,91: 7,251
Reported income taxes $ —  $ — 3 —
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Deferred tax assets consist of the follow{imgthousands)

Year Ended Year Ended
December 31 December 31
2012 2013

Net operating loss carryforwar $ 63,95¢ $ 70,73¢
Research and development credit carryforw. 1,60( 1,60(C
Employee benefits and stock compensa 1,31« 1,65¢
Other, net 393 524
Total deferred tax assets 67,26¢ 74,51
Valuation allowance (67,26¢6) (74,51°)
Net deferred tax asse $ —  $ —

As of December 31, 2013, the Company’s U.S. federbbperating loss, state tax net operating lndsax credit carryforwards are
$202,105,000, $50,133,000 and $1,600,000, respdgtiihese net operating loss carryforwards wifliee between 2014 and 2033. The tax
credit carryforwards will expire between 2019 a®@?2. Effective January 1, 2012, the Michigan BasTax (MBT) has been repealed. As
result of this repeal, the MBT net operating lo6$&5,520,000 will not carry forward and has beeredognized in 2011.

The Company'’s net operating losses are subjetitdirhitations imposed under section 382 of thermil Revenue Code. These limits are
triggered when a change in control occurs, anc¢@nmgputed based upon several variable factors iimgjutie share price of the Company’s
common stock on the date of the change in corraghange in control is generally defined as a cating change of 50% or more in the
ownership positions of certain stockholders dudnglling three year period. Based on common stemkances over the Company'’s history
and the likelihood of additional issuances, itdsgible that the use of the Compangkisting net operating losses will be limiteda limitation
occurs, it is likely that a significant portion thie net operating losses will expire unutilizedaretiess of the amount of future profitability.

Due to the historical losses incurred by the Comparfull valuation allowance for deferred tax dssancluding the deferred tax assets for
the aforementioned net operating losses and crédissbeen provided since they are not more litelp not to be realized. If the Company
achieves profitability, these deferred tax assetg be available to offset future income taxes. iflseease in the valuation allowance was
$10,911,000 and $7,251,000 for the years endedrbteme31, 2012 and 2013, respectively. Errors ud@ntified in the December 31, 2012
income tax disclosure with respect to the amourdnged for warrants and the state NOL benefit withie effective rate reconciliation that
resulted in the net operating loss carryforward @uedassociated valuation allowance being undestay $2,785,000. In addition, the amot
of federal and state net operating loss carryfodwavere understated by $2,890,000 and overstat&d @fy,000, respectively. In accordance
with the SEC’s Staff Accounting Bulletin Nos. 99dah08 (SAB 99 and SAB 108), the Company evaluatecktrors and, based on an analysis
of quantitative and qualitative factors determitigat they were immaterial to the prior reportingipés affected. As the errors have no impac
on any amounts presented in the previously issathbe sheets, statement of operations or statesheash flows for any prior periods, the
Company has determined that it is appropriatetseethe 2012 prior year amounts presented aboreflert the corrected disclosure.

The Company assesses uncertain tax positions ardanece with the provisions of Financial AccountBtgndards Board Accounting
Standards Codification (ASC) 740-10-5Atcounting for Uncertain Tax Positioris.This pronouncement prescribes a recognitionstnoéd
and measurement methodology for recording withinfiliancial statements uncertain tax positionsrake expected to be taken, in the
Company’s income tax returns. As of December 8122and 2013, the Company had an unrecognizedetaafib associated with research anc
development tax credits of $2,100,000 and $900,@8Mectively. The uncertain tax position has beenced due to the expiration of the
statute. Income tax expense would be reduced floyizthe gross unrecognized tax benefits weregeized due to the valuation allowance. It
is not anticipated that the unrecognized tax b&nefill significantly increase or decrease witHire next twelve months.

The Company files U.S. federal Michigan and Cafifarincome tax returns. Due to the Company’s petating loss carryforwards,
Federal income tax returns from incorporation #itessibject to examination. Michigan tax returfos the year ended December 31, 2011 and
forward are subject to examination. California teturns for the year ended December 31, 2012 améhfd are subject to examination.

8. Licenses, Royalties and Collaborative Agreements drCommitments

University of Michigarn— In August 1989, the Company entered into a reseagreement with the University of Michigan (the
University). In March 1992, and as provided fodanthe research agreement, the Company also ériteoea license agreement for the
technology developed under the research agreeriiémtlicense agreement, as amended, providesrfyadty to be paid to the University
equal to 2% of net sales of products containindittemsed technology sold by the Company. Suchltiag have been nominal since
Inception. This license agreement will expire @12.

Corning Incorporated— In December 2002, the Company entered into apesgent with Corning Incorporated (Corning) thainged
Corning an exclusive sublicense relating to the gamy’s cell transfection technology. Under thengof the agreement, the Company
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retains exclusive rights to the applications oftéehnologies involving cells for therapeutic apations. In addition, the agreement provides
for future royalty payments on net sales of licehgmducts sold under the sublicense amountingd@bsuch sales up to $50,000,000.
However, the Company does not expect to receivenmaatevenue from this source for several ye&esyér.

RealBio Technologies 4/ May 2009, the Company entered into an agreemihtRealBio Technologies, Inc. (RealBio) that gexh
RealBio an exclusive license to utilize our teclogyl outside of the Company’s core area of focusmadin regenerative medicine. In return for
this license, the Company received a minority gguiterest in RealBio, which was not material abetember 31, 2013.

Manufacture, Supply and Other Agreement3he Company has entered into various agreemestingko the manufacture of its products
and the supply of certain components. If the mactufing or supply agreements expire or are ottsertérminated, the Company may not be
able to identify and obtain ancillary materialstthee necessary to develop its product and sucinaddqm and termination could have a materia
effect on the Company’s business.

9. Commitments, Contingencies and Debt

During 2013, the Company amended its operatingeledth Domino’s Farms Office Park, LLC to extene tierm of the lease for an
additional five years, which began on May 1, 20TBe Company now has a right to terminate on thid tnniversary of the renewal, and has
two five-year market value renewal options. ThenPany’s leased facility includes a Class 100,000 uter manufacturing clean room,
laboratories and office space. The lease alsageevhe Company the right of first refusal on @eradditional space.

As of December 31, 2013, future minimum paymeritged to our operating and capital leases arelmsv®(in thousands)

Payments Due by Perioc

Contractual Obligations Total 2014 2015 2016 2017 2018

Operating lease $ 3,85¢ $ 88¢ $ 891 $ 89z $ 89: $ 294
Capital leases 6 6 — — — —
Total $ 3,865 $ 89t $ 891 $ 892 $ 89 $ 294

Rent expense for the years ended December 31, 2012,and 2013, and for the period from March 2891(Inception) to December 31,
2013, was $1,099,000, $1,127,000, $986,000 an@83400 respectively.

10. Employee Savings Plan

The Company has a 401(k) savings plan that allawsqipating employees to contribute a portiontedit salary, subject to annual limits
and minimum qualifications. The Board may, asitée discretion, approve Company matching contidbgtto the plan. The Company made
contributions of $159,000, $202,000 and $144,00@He years ended December 31, 2011, 2012 and 2éd#ectively, and $2,050,000 for the
period from March 24, 1989 (Inception) to Decem®&r2013.

11. Preferred Stock
Shareholder Rights Plan - Series A Junior Participiag Cumulative Preferred Stock

On August 11, 2011, the Board of Directors of tleerpany adopted a Shareholder Rights Plan, asretificthe Shareholder Rights
Agreement between the Company and the rights atienpurpose of which is, among other things, ttaece the Board'’s ability to protect
shareholder interests and to ensure that sharehalgeeive fair treatment in the event any coertakeover attempt of the Company is made i
the future. The Shareholder Rights Plan could niakwre difficult for a third party to acquire, oould discourage a third party from
acquiring, the Company or a large block of the Canyls common stock. In March 2012, the Board apgdoan amendment to the
Shareholder Rights Plan to enable Eastern Cagpitaitéd and its affiliates to purchase up to 49.9Rhe shares of common stock of the
Company without becoming an “acquiring person” trateby triggering the stockholder rights, with linéitations under the Shareholder
Rights Plan remaining in effect for all other stbolders of the Company. The following summary deson of the Shareholder Rights Plan
should be read in conjunction with the Comparfyhareholder Rights Plan, which was filed with$eeurities and Exchange Commission &
exhibit to a Registration Statement on Form 8-Adoigust 12, 2011, and in conjunction with Amendnidotl to Shareholder Rights
Agreement, which was filed with the Securities &xdthange Commission as an exhibit to a Current RgpoForm 8-K on March 9, 2012.

In connection with the adoption of the SharehoRlights Plan, the Board of Directors of the Compdeglared a dividend distribution of
one preferred stock purchase right (a “Right”)dach outstanding share of common stock to stockh®lf record as of the close of business
on August 15, 2011. In addition, one Right wilt@matically attach to each share of common stosmkeid between August 15, 2011 and the
distribution date. As a result of the October 28a&rse stock split, the number of Rights assediatith each share of common stock was
automatically proportionately adjusted so thatwignty rights were then associated with each oodétg share of common stock and (ii) so
long as the Rights are attached to the common staekty rights shall be deemed to be deliveredefarh share of common stock issued or
transferred by the Company in the future. The Riglurrently are not exercisable and are attachedd trade with the outstanding shares of
common stock. Each Right entitles the registeddr of common stock to purchase from the Compauagit consisting of one ten-
thousandth of a share (a “Unit”) of Series A Juriiarticipating Preferred Stock, no par value parshat a cash exercise prices of $30.00 per
Unit. There are currently 45,000 shares authora@tizero issued and outstanding. Under the StlaestRights Plan, the Rights become
exercisable if a person or group becomes an “aicgurerson” by acquiring 15% or more of the outdtag shares of common stock or if a
person or group commences a tender offer that weagldlt in that person owning 15% or more of theagmn stock. If a person or gro



becomes an
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“acquiring person,” each holder of a Right (otHwart the acquiring person and its affiliates, asgesiand transferees) would be entitled to
purchase, at the then-current exercise price, sustber of shares of the Company’s preferred stduktware equivalent to shares of common
stock having a value of twice the exercise pricthefRight. If the Company is acquired in a meesther business combination transaction
after any such event, each holder of a Right wthae be entitled to purchase, at the then-curresricése price, shares of the acquiring
company’s common stock having a value of twiceekercise price of the Right.

The Rights may be redeemed in whole, but not ity paa price of $0.001 per Right (payable in casimmon stock or other consideration
deemed appropriate by the Board of Directors) leyBbard of Directors only until the earlier of {lije time at which any person becomes an
“acquiring person” or (ii) the expiration date betRights Agreement. Immediately upon the actioih® Board of Directors ordering
redemption of the Rights, the Right will terminated thereafter the only right of the holders oftRegwill be to receive the redemption price.
The Rights will expire at the close of businessdoigust 15, 2021, unless previously redeemed orangid by the Company as described
above.

Series B Convertible Preferred Stock

On March 9, 2012, the Company completed the sal® @08 shares of Series B-1 Non-Voting Convertitrieferred Stock (Series B-1
preferred stock) at an offering price of $3,250 gfeare. In addition to the Series B-1 preferredistwhich was issued at the closing, the
Company also authorized Series B-2 Voting Conviertilneferred Stock (Series B-2 preferred stock)e $Beries B-1 preferred stock and
Series B2 preferred stock collectively are referred tolas $eries B preferred stock. The Series B prafestack is convertible, at the optior
the holder thereof at any time after the five yaamiversary of the closing of the offering, int@sts of common stock at a conversion price of
$3.25 per share of common stock, at a conversikim aione share of preferred stock for fifty steaof common stock. At any time after the
five year anniversary of issuance, the Company etegt to convert any or all outstanding sharesenieS B preferred stock into shares of
common stock, subject to certain limitations. Damds on the Series B preferred stock will be cativéd and compound daily, at a rate of
11.5% per annum, payable upon conversion, liqudatiedemption or other similar events, and payebtash or Series B-1 preferred stock
until the five year anniversary of issuance. A®etember 31, 2013, there are 142,700 accumulatieghnioleclared Series B-1 dividends.
Unless prohibited by Michigan law governing distitions to shareholders, the Series B-1 prefermcksthall be redeemable at the option of
holder of the Series B-1 preferred stock commenairany time after the five year anniversary ofigsgce, liquidation, winding up, dissolution
or other similar events, subject to certain term lamitations.

The Series B preferred stock does not, in itgetyti require liability classification and was avafed for embedded features to determine if
those features require bifurcation and separassifieation as derivative liabilities. The Seri@preferred stock host contract was evaluate
equity or mezzanine classification based upon #tera of the redemption and conversion featuresne@lly, any feature that could require
cash redemption for matters not within the Compsuagntrol, irrespective of probability of the evewturring, requires classification outside
of shareholders’ equity. The Series B preferredistvas initially recorded as mezzanine in the ©bdated Balance Sheets and was accretec
to its redemption value through charges to Deéictumulated during the development stage usingftbetive interest method.

On August 12, 2013, the Company amended the Snesferred stock agreement to remove the cashmgiilen provision, modify the
liquidation preferences for the Series B-2 preféstck and to increase the redemption price ®iSéries B-1 preferred stock. The
redemption price, prior to the five year anniveysé now equal to $7,430 multiplied by the numbgSeries B-1 preferred shares redeemed
minus the Company’s closing stock price multiplsdthe number of common shares into which the antihg Series B-2 preferred stock are
convertible. The redemption price, after the fpear anniversary, is the amount equal to the gredtine Series B offering price plus accrued
dividends or the conversion value in common sto&k.a result of the amendment to the agreementpthbamount of $38,389,000 Series B
preferred stock has been reclassified from mezeanto shareholders’ equity (deficit).

The total reclassification amount includes a adioa of a classification error the Company diseederegarding its previous reporting for
the accretion of the Series B-1 preferred stockyoay value. The error resulted in an overstataméthe carrying value of the Series B-1
preferred stock in mezzanine and a correspondiegstatement of deficit accumulated during the dgwelent stage by $4,487,000 as of
September 30, 2013. The total correction asateslto the previous year is $3,224,000. In aeoarel with the SEC’s staff Accounting
Bulletin Nos. 99 and 108 (SAB 99 and SAB 108), @mmpany evaluated this error and, based on ansisalf/quantitative and qualitative
factors determined that the error was immaterigihoprior reporting periods affected, therefohe, Company corrected the error in the curren
filing.

12. Restructuring

On March 27, 2013, the Company announced a stcatéginge in its research and development prograrfieetis on the clinical
development of ixmyelocel-T for the treatment ofadced heart failure due to ischemic dilated cangiopathy (DCM). The Company, which
recently initiated the Phase 2b ixCELL-DCM clini¢ahl, previously received a U.S. orphan drug geation for the use of ixmyeloc@&lin the
treatment of DCM. As a result of the strategicrades the Company stopped enroliment of the Ph&E\3VE clinical
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trial in patients with critical limb ischemia (CLI)in addition, the Company executed a corporatueturing that reduced staff and operating
expenses. Employees directly affected by theuettring plan were provided with severance paymentsoutplacement assistance.

As a result of the ceasing of enrollment in thedeh& REVIVE clinical trial, the Company recordedree-time restructuring charge of
$408,000 in the first quarter of 2013. The redtrting accrual decreased to $21,000 as of DeceBhe2013 as a result of cash payments 1
for severance and other personnel-related expenses.

13. Subsequent Event

On January 21, 2014, the Company entered intoéhpee agreement with Lincoln Park Capital Fund, Li@coln Park) to sell to Lincoln
Park up to $15,000,000 in shares of its commorkssaject to certain limitations, from time to #mver the 30-month period. The Company
may direct Lincoln Park, at its sole discretionptochase up to 50,000 shares of common stoclgimlaepurchases, increasing to amounts of
up to 100,000 shares depending upon the closiregpside of the common stock. In addition, the Campmay direct Lincoln Park to purch
additional amounts as accelerated purchases Heddte of a regular purchase the closing sale pfithe common stock equals or exceeds
$3.00 per share. The purchase price of sharesnofon stock related to the future funding will keséd on the prevailing market prices of
such shares at the time of sales (or over a pefiog to 10 business days leading up to such tim&)in no event will shares be sold to Linc
Park on a day the common stock closing price stlean the floor price of $2.50, subject to adjusitm The Company will control the timing
and amount of any sales of common stock to Lin&alrk.
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Item 9. Changes in and Disagreements with Accountants orcéunting and Financial Disclosure
There are none to report.

Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

The Company conducted an evaluation, under thengigfmn and with the participation of managememtjuding the Company’s Chief
Executive Officer and Chief Accounting Officer (“CEand CAQ”) of the effectiveness of the design apdration of the Comparg/disclosur
controls and procedures as defined in Rules 13a}Hs(d 15d-15(e) of the Securities and ExchangefAt®34, as amended (the “Exchange
Act”). Based on that evaluation, the CEO and CA®enconcluded that the Company’s disclosure caantl procedures were effective as of
December 31, 2013, in ensuring that informatioatesl to the Company required to be disclosed iartephe Company files or submits under
the Exchange Act is (i) recorded, processed, suimpethand reported within the time periods specifiethe SEC’s rules and forms, and
(ii) accumulated and communicated to the Compamgsagement, including the CEO and CAO, to allovetindecisions regarding required
disclosure.

Managemens Report on Internal Control over Financial Repaorti

Our management is responsible for establishingnaaidtaining adequate internal control over finah@aorting (as defined in
Rule 13a-15(f) under the Exchange Act). Our irdénontrol over financial reporting is a processigeed under the supervision of our CEO
and CAO to provide reasonable assurance regard@getiability of financial reporting and the preaion of our financial statements for
external purposes in accordance with generallygiedeaccounting principles. Management evaludtecffectiveness of our internal control
over financial reporting using the criteria setffidoy the Committee of Sponsoring OrganizationthefTreadway Commission (COSO) in
Internal Control— Integrated Framework (1992)Management, under the supervision and with titiczation of the CEO and CAO,
assessed the effectiveness of our internal coote financial reporting as of December 31, 2018 eoncluded that it was effective.

Changes in Internal Control over Financial Repagrtin

During our fourth quarter of fiscal 2013, there &eao changes in our internal control over finanmglorting (as such term is defined
in Rules 13a-15(f) and 15d-15(f) of the Exchangé) Atat have materially affected, or are reasonéikéty to materially affect, the Company’s
internal control over financial reporting.

Item 9B. Other Information
Not applicable.
PART III
Certain information required by Part 11l is omittedm this Annual Report on Form 10-K, and is inmarated by reference to our definitive
Proxy Statement to be filed with the Securities Brdhange Commission pursuant to Regulation 14&oimection with our 2014 Annual
Meeting of Shareholders scheduled for May 7, 2014.

Item 10. Directors, Executive Officers and Corporate Govente

The information relating to our directors is incorated by reference to the Proxy Statement a®détdinder the caption “Election of
Directors.” Information relating to our executiw#ficers is set forth in Part | of this Report undlee caption “Executive Officers.”

Information with respect to delinquent filings puast to Item 405 of Regulation S-K is incorporalgdeference to the Proxy Statement as
set forth under the caption “Section 16(a) Benafi@wnership Reporting Compliance.”

Item 11. Executive Compensation

The information relating to executive compensat®imcorporated by reference to the Proxy Staterarder the caption “Executive
Compensation and Related Information.”
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Item 12. Security Ownership of Certain Beneficial Owners aianagement, and Related Shareholder Matters

The information relating to ownership of our equsgcurities by certain beneficial owners and mamesg is incorporated by reference to
the Proxy Statement as set forth under the caftotk Ownership of Certain Beneficial Owners andridgement.”

Item 13. Certain Relationships and Related Transactions, abitector Independence

The information relating to certain relationshipslaelated person transactions is incorporatecfarence to the Proxy Statement unde
caption “Certain Relationships and Related Pargn$actions.”

Item 14. Principal Accountant Fees and Services

The information relating to principal accountarggeand services is incorporated by reference t@they Statement under the caption
“Ratification of Appointment of Independent Regisig Public Accounting Firm.”

PART IV
Item 15. Exhibits and Financial Statement Schedules
(a) The following documents are filed as part @ thnnual Report on Form 10-K:
1. Financial Statements (see Item 8).
2. All information is included in the Financial &aents or Notes thereto.
3. Exhibits:
See Exhibit Index.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, the regigthas duly caused this report to be
signed on its behalf by the undersigned, theredatyp authorized.

Date: March 13, 201
AASTROM BIOSCIENCES, INC

/s/ DOMINICK C. COLANGELO
Dominick C. Colangelt
President and Chief Executive Offic
(Principal Executive Officer

Pursuant to the requirements of the Securities &xgh Act of 1934, this Annual Report on Form 10&s§ been signed on behalf of the
registrant on March 13, 2014 by the following p&sm the capacities indicated.

Signature Title
/s/ DOMINICK C. COLANGELO President and Chief Executive Officer, Director
Dominick C. Colangel (Principal Executive Officer)
/s MICHAEL W. ELLISTON Controller, Chief Accounting Officer and
Michael W. Elliston Treasurer

(Principal Financial and Accounting Office

/s/ ROBERT L. ZERBE, M.D Chairman of the Board of Directors
Robert L. Zerbe, M.D
/s NELSON M. SIMS Director
Nelson M. Sims
/sl RONALD M. CRESSWELL, PH.C Director
Ronald M. Cresswell, Ph.L
/s/ ALAN L. RUBINO Director
Alan L. Rubino
/s/ HEIDI HAGEN Director
Heidi Hager
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EXHIBIT INDEX
Exhibit No. Description
3.1 Restated Articles of Incorporation of Aastrom, dilas Exhibit 4.1 to Aastrom’s Current Report onrfr@&-K filed on
December 17, 2009, incorporated herein by refere
3.2 Certificate of Amendment to Restated Articles afdrporation of Aastrom dated February 9, 2010dfde Exhibit 3.2 to
Aastron’s Post Effective Amendment No. 1 to For-1 filed on March 31, 2010, incorporated herein éfgrence
3.3 Certificate of Amendment to Restated Articles afdmporation of Aastrom dated March 22, 2011, atdcds Exhibit 3.1 to
Aastron’s Current Report on Forn-K filed on March 25, 2011, incorporated herein éference
3.4 Certificate of Designation, Preferences and Righftéyastrom Biosciences, Inc. classifying and deating the Series A Junior
Participating Cumulative Preferred Stock, attacagéxhibit 3.1 to the Company’s Current Report om#8-A filed on
August 12, 2011, incorporated herein by refere
3.5 Amended and Restated Certificate of DesignatiorefeRences and Rights, of the Company classifynmydesignating the
Series B-1 Non-Voting Convertible Preferred Stool the Series B-2 Voting Convertible Preferred Btattached as
Exhibit 3.1 to the Compars Current Report on Forn-K filed on August 12, 2013, incorporated hereinréference
3.6 Bylaws, as amended, attached as Exhibit 3.1 tor&ass Current Report on Form 8-K filed on Novemt&r 2010,
incorporated herein by referen:
4.1 Form of Senior Indenture for Senior Debt Securjtidsd as Exhibit 4.1 to the Company’s Registratgtatement on Form S-3
filed on June 16, 2011 and incorporated hereirelfgrence
4.2 Form of Indenture for Subordinated Debt Securifigsg as Exhibit 4.3 to the Company’s Registratiétatement on Form S-3
filed on June 16, 2011 and incorporated hereirelfgrence
4.3 Shareholder Rights Agreement, dated as of Augus2@11, between Aastrom Biosciences, Inc. and @ental Stock
Transfer & Trust Company, as Rights Agent, attace&xhibit 4.3 to the Company’s Current ReporfForm 8-A filed on
August 12, 2011, incorporated herein by refere
4.4 Amendment to Shareholder Rights Agreement, dated skarch 9, 2012, between Aastrom Biosciences,dnd Continental
Stock Transfer & Trust Company, as Rights Agengcited as Exhibit 4.1 to the Company’s Current Rego Form 8-K filed
on March 9, 2012, incorporated herein by refere
10.1 # Form of Indemnification Agreement, attached as BitHi0.1 to Aastrom’s Registration Statement omfr&-1 (No. 333-
15415), filed on November 1, 1996, incorporateceimeby reference
10.2 # Amended and Restated 1992 Incentive and Non-QedIfitock Option Plan and forms of agreements thnelery attached as
Exhibit 10.5 to Aastrom’s Registration Statemenfanm S-1 (No. 333:5415), filed on November 1, 1996, incorporatecdehmn
by reference
10.3 # Form of Employment Agreement, attached as Exhibi8 1o Aastrom’s Registration Statement on Form(8id. 333-15415),
filed on November 1, 1996, incorporated hereindfgmence
10.4 License Agreement, dated March 13, 1992, betweetrév@ and the University of Michigan and amendmémgseto dated
March 13, 1992, October 8, 1993 and June 21, 1&®iched as Exhibit 10.17 to Aastrom’s RegistraBtatement on Form $-
(No. 33:-15415), filed on November 1, 1996, incorporatectireby reference
1054# Aastrom Biosciences 2001 Stock Option Plan, attaseExhibit 10.72 to Aastrom’s Annual Report omrd 0-K for the year
ended June 30, 2002, incorporated herein by refer
10.6 # 2004 Equity Incentive Plan, attached as Exhibi82@o Amendment No. 1 to Aastrom’s Quarterly Reporf-orm 10-Q/A for
the quarter ended September 30, 2004, incorpohetexin by referenct
10.7 # Form of Option and Restricted Stock Award Agreeradot Grants under 2004 Equity Incentive Plan,chigal as Exhibit 10.84

to Aastron’s Annual Report on Form -K for the year ended June 30, 2005, incorporate€iméy
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10.8

109 #

10.10 #

10.11

10.12

10.13

10.14 #

10.15

10.16

10.17

10.18 #

10.19

10.20*

10.21

10.22

10.23#

10.24#

reference

Amendment dated December 5, 2002 to License Agreewith the University of Michigan, attached as ixh10.87 to
Aastron’s Annual Report on Form -K for the year ended June 30, 2005, incorporateéiméy reference

2004 Equity Incentive Plan, as amended, attaché&habit 99.1 to Aastrom’s Current Report on ForfK 8led on
November 8, 2006, incorporated herein by refere

Forms of Grant Notice and Stock Option Agreementrants under 2004 Equity Incentive Plan, as arménattached as
Exhibit 99.2 to Aastrors Current Report on Forn-K filed on November 8, 2006, incorporated hereirrdfgrence

Form of Purchase Agreement, attached as Exhibit tbOAastrom’s Current Report on Form 8-K filed©@atober 16, 2007,
incorporated herein by referen:

Form of Warrant, attached as Exhibit 10.4 to AastsoCurrent Report on Form 8-K filed on October 2607, incorporated
herein by referenct

Standard Lease between Aastrom and Dorsik@rms Office Park, L.L.C. dated January 31, 20fi7ached as Exhibit 10.96
Amendment No. 1 to Aastrom’s Annual Report on FAO¥K for the year ended June 30, 2007, incorporaézdin by
reference

2009 Omnibus Incentive Plan, attached as AppendoxAastrom’s Proxy Statement filed on Octobe2@)9, incorporated
herein by referenct

Class A Warrant Agreement, dated as of Januarg@10Q, by and between the Registrant and Contin&ttak Transfer &
Trust Company (incorporated herein by referendexaibit 4.1 to the Company’s Current Report on F&i filed with the
SEC on January 27, 201!

Class B Warrant Agreement, dated as of Januar@@10), by and between the Registrant and Contin&ttak Transfer &
Trust Company (incorporated herein by referendexaibit 4.2 to the Company’s Current Report on F& filed with the
SEC on January 27, 201!

Underwriting Agreement, dated as of January 1502@mhd between the Registrant and Oppenheimer &€o(incorporated
herein by reference to Exhibit 1.1 to the Comy’'s Current Report on Forn-K filed with the SEC on January 15, 201

Form of indemnification agreement entered into leemvthe Company and each of its directors, attaakétkhibit 10.1 to
Aastron’s Current Report on Forn-K filed on August 31, 2010, incorporated hereirnréference

Amended Code of Business Conduct and Ethics, athal Exhibit 14.1 to Aastrom’s Current Report omf8-K filed on
August 31, 2010, incorporated herein by refere

Contract Manufacturing and Supply Agreement, datedf November 1, 2010, by and between Vention bédformerly
ATEK Medical, LLC) and the Compan

Warrant agreement, dated as of December 15, 2@1dhdbbetween the Registrant and Continental Stoaksfer & Trust
Company (incorporated herein by reference to ExHildi to the Company’s Current Report on Form 8kdfwith the SEC on
December 16, 2010

Underwriting Agreement, dated as of December 1@02@nd between the Registrant and Stifel, Nicokaus
Company, Incorporated, Needham & Company, LLC aathapital Partners (incorporated herein by refegdo Exhibit 1.1
to the Compar’s Current Report on Forn-K filed with the SEC on December 10, 201

Amendment to the 2009 Omnibus Incentive Plan, distacth 21, 2011 (incorporated herein by referendexhibit 10.4 to the
Compan’s current Report on Forn-K, filed on March 25, 2011

Employment Agreement with Ronnda L. Bartel, PhQiedaMarch 22, 2011 (incorporated herein by refeedndExhibit 10.1 to
the Compan’s current Report on Forn-K, filed on March 25, 2011
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10.25#

10.26#

10.27

10.28

10.29

10.30

10.31

10.32#

10.33#

10.34#

10.35

10.36#

10.37#

10.38

10.39

10.40

10.41

Employment Agreement with Sharon Watling, Pharm&ied March 22, 2011 (incorporated herein by refezdn Exhibit 10.2
to the Compar’s current Report on Forn-K, filed on March 25, 2011

Senior Executive Incentive Bonus Plan (incorpordteikin by reference to Exhibit 10.3 to the Compaouyrrent Report on
Form &K, filed on March 25, 2011

At Market Issuance Sales Agreement, dated Jun2Qllf,, by and among the Company and McNicoll, Le&iglak LLC, as
amended (incorporated herein by reference to Eixhifhito the Company’s Current Report on Form 8l&dfon November 29,
2013).

Master Services Agreement by and between the Coyrgrach PPD, made and entered into as of Septemb2023 (the
“Master Services Agreement”) (incorporated hergimdference to Exhibit 10.28 to the Company’s ArdrReport on Form 10-
K for the year ended December 31, 20:

Project Addendum to the Master Services Agreentated as of November 16, 2011 (incorporated hdrgieference to
Exhibit 10.2 to the Compa’s Current Report on Forn-K filed with the SEC November 22, 201.

Registration Rights Agreement, dated March 9, 20&Ryeen Aastrom Biosciences, Inc. and Easternt@&dpmited, attached
as Exhibit 10.2 to Aastra’s Current Report on Forn-K filed on March 9, 2012, incorporated herein bference

Securities Purchase Agreement, dated as of Mar2@12, by and between Aastrom Biosciences, Inc Easiern Capital
Limited (incorporated herein by reference to Exhilfl.1 to the Company’s Current Report on Form fdd with the SEC on
March 9, 2012)

Employment Agreement, dated as of April 3, 2013abgl between the Company and Daniel R. Orlandoi(orated herein k
reference to Exhibit 10.2 to the Comp’s Current Report on Forn-K filed on April 9, 2013)

Employment Agreement, dated as of October 26, 204 2nd between Aastrom Biosciences, Inc. and Baidason
(incorporated herein by reference to Exhibit 1@.thie Company’s Current Report on Form 8-K filedhwthe SEC on
October 26, 2012

Amendment to the 2009 Omnibus Incentive Plan, disteg 3, 2012 (incorporated herein by referencexbiliit 10.1 to the
Compan’s Quarterly Report on Form -Q, filed on August 7, 2012

Form of Warrant Exchange Agreement, dated Jun2@I2 (incorporated herein by reference to ExhibitLo the Company’s
Report on Form-K, filed on June 27, 2012

Executive Resignation Agreement, executed on Deeertd, 2012, by and between Aastrom Biosciencesaimd Tim M.
Mayleben.

Executive Employment Agreement, executed March0432and effective March 1, 2013, by and betweerrdas
Biosciences, Inc. and Dominick C. Colangelo (incogted herein by reference to Exhibit 10.1 to tekenfany’s Report on
Form &K, filed on March 9, 2013’

Form of Warrant Exercise Agreement, dated Septerbe2013 (incorporated herein by reference to BxAD to the
Compan’s Report on Form-K, filed on September 27, 201:

Consulting Services Agreement, executed Janua2@®B} and effective January 1, 2014, by and betwseCompany and
Ronnda L. Bartel (incorporated herein by refereiocexhibit 10.1 to the Company’s Report on Form &ikkd on January 14,
2014).

Underwriting Agreement, dated as of August 13, 2@/3and between the Company and Aegis Capital Gorporporated
herein by reference to Exhibit 1.1 to the Compamegjistration Statement on Form S-1 (File No. 3881B6) filed on
August 13, 2013)

Amendment No.1 to At Market Issuance Sales Agreéntated November 29, 2013, by and between the G@oynand MLV
(incorporated herein by reference to Exhibit 1.1the Compan’s Report on Form-K, filed on November 29, 2013
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10.42 Purchase Agreement, dated as of January 21, 29hdbetween the Company and Lincoln Park Capital, LLC
(incorporated herein by reference to Exhibit 1@.the Compar’s Current Report on Forn-K filed on January 27, 2014

10.43 Registration Rights Agreement, dated as of Jan2ayp014, by and between the Company and Lincatk @apital Fund, LL(
(incorporated herein by reference to Exhibit 1@.2hie Compar’s Current Report on Forn-K filed on January 27, 2014

21 Subsidiaries of Registrar

23.1 Consent of Independent Registered Public Accourfiing.

31.1 Certification of Chief Executive Officer pursuant$ection 302 of the Sarba-Oxley Act of 2002

31.2 Certification of Chief Financial Officer pursuant $ection 302 of the Sarba-Oxley Act of 2002

32.1 Certification of Chief Executive Officer and Chiginancial Officer pursuant to Section 906 of theb&ae-Oxley Act of 2002

101.INS XBRL Instance Documer

101.SCH XBRL Taxonomy Extension Schema Docum

101.CAL XBRL Taxonomy Extension Calculation Linkbase Docuntr
101.LAB XBRL Taxonomy Extension Label Linkbase Docum
101.PRE XBRL Taxonomy Extension Presentation Linkbase Doent

101.DEF XBRL Taxonomy Extension Definition Linkbase Docurt

# Management contract or compensatory plan or arraagecovering executive officers or directors ostkam.
*  Confidential treatment status has been requestaalaestain portions thereto, which portions ardtted and filed with Securities and
Exchange Commission.
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TERM

GLOSSARY

DEFINITION

Adverse Event

Autologous (Patient Specifii

BLA — Biologics License Application
CLI — Critical Limb Ischemia

CMC — Chemistry, Manufacturing, and Control

Controlled Clinical Trial

DCM — Dilated Cardiomyopathy
Double-Blind Clinical Trial

FDA — Food & Drug Administration

GMP — Good Manufacturing Practice

Hematopoietic Stem Cells

IMPACT-DCM
IND — Investigational New Drug

Ischemia

LVEF — Left Ventricular Ejection Fractio
Mesenchymal stromal cells

M2 anti-inflammatory macrophages

Open-label Clinical Trial

Any adverse change in health or “side-effect” thaturs in a person participating in a
clinical trial, from the time they consent to joigi the trial until a pre-specified period
of time after their treatment has been comple

Originating from the patient receiving treatmewtagtrom uses only autologous ce

An application containing product safety, efficayd manufacturing information
required by the FDA to market biologics productshe U.S.

A vascular disease characterized by insufficieab8Iflow in the lower extremities that
causes severe pain, tissue loss or k

The composition, manufacture, and control of thegdsubstance and the drug product.
It is information on the identification, qualityupty, and strength of the investigational
product.

A clinical study that compares patients receivirgpacific treatment to patients
receiving an alternate treatment for the conditibinterest. The alternate treatment
may be another active treatment, standard of carthé condition and/or a placebo
(inactive) treatmen

A chronic cardiac disease where expansion of ttiemi&s heart reduces the pumping
function to a point that the normal circulationbddod cannot be maintaine

Clinical trials in which neither the patient noetphysician know if the patient received
the experimental treatment or a control/plact

The U.S. FDA ensures that medicines, medical deyied radiation-emitting
consumer products are safe and effective. AuthddmeCongress to enforce the
Federal Food, Drug, and Cosmetic Act and sevehargiublic health laws, the agency
monitors the manufacture, import, transport, steramd sale of $1 trillion worth of
goods annually

GMP regulations require that manufacturers, praosssind packagers of drugs,
medical devices, some food, and blood take proastigps to ensure that their product:
are safe, pure, and effective. GMP regulationsireququality approach to
manufacturing, enabling companies to minimize onielate instances of
contamination, mi-ups, and error:

Stem cells that give rise to all the blood cellegpncluding myeloid (monocytes and
macrophages, neutrophils, basophils, eosinophifth®cytes,
megakaryocytes/platelets, dendritic cells), anddiioid lineages (T-cells, B-cells, NK-
cells).

Aastron’s U.S. Phase 2 dilated cardiomyopathy clinical.t

An application submitted to the FDA for a new dargiologic that, if allowed, will be
used in a clinical trial

A shortage or inadequate flow of blood to a bodst fmommonly an organ or tissue)
caused by a constriction or obstruction of the Bleessels supplying i

The fraction of blood pumped out of the left verigiwith each heart be:

Connective tissue cells that, in the case of boagow derived MSC, function to
support blood forming cells and secrete -inflammatory factors

Specialized blood cells that remove damaged tiasdebacteria and secrete anti-
inflammatory factors

A trial in which both the treating physician ane thatient know whether they are
receiving the experimental treatment or controt/plao treatmen
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TERM

DEFINITION

Orphan Drug Designation

Phase 1 Clinical Trial
Phase 2 Clinical Trial
Phase 2b Clinical Trial

Phase 3 Clinical Trial

Prospective Clinical Trial
Randomized Clinical Trial
Somatic Cell

Stem Cell

“Orphan drug” refers to a drug or biologic thatritended for use in the treatment of a
rare disease or condition. Orphan drug designditaon the U.S. Food and Drug
Association (FDA) qualifies the sponsor to receieetain benefits from the
Government in exchange for developing the drugfmare disease or condition. The
drug must then go through the FDA marketing apdrpuacess like any other drug or
biologic which evaluates for safety and efficacgudlly a sponsor receives a quicker
review time and lower application fees for an omppaoduct.

A Phase 1 trial represents an initial study in albgroup of patients to test for safety
and other relevant factol

A Phase 2 trial represents a study in a moderatébauof patients to assess the safety
and efficacy of a produc

A Phase 2b trial is a moderately-sized Phase 2ti@ is more specifically designed
assess the efficacy of a product than a PhaséaP¢

Phase 3 studies are initiated to establish safetyefficacy in an expanded patient
population at multiple clinical trial sites and ayenerally larger than trials in earlier
phases of developmel

A clinical trial in which participants are idengfil and then followed throughout the
study going forward in time

A clinical trial in which the participants are agséd randomly to different treatment
groups.

Any of the cells responsible for forming the bodyaa organism such as internal
organs, bones, skin, connective tissues and b

Unspecialized (undifferentiated) cells that retdi@ ability to divide throughout a
lifetime and give rise to more specialized (diffetrated) cells which take the place of
cells that die or are lost. In culture, these uredéntiated cells possess the ability to
divide for indefinite periods in culture and mayerise to highly specialized cel
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SUBSIDIARIES OF REGISTRANT

Aastrom Biosciences GmbH, Germany
Marrow Donation, LLC




EXHIBIT 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We hereby consent to the incorporation by referémt¢lee Registration Statement on Form S-1 (No1888, Form S-3 (Nos. 333-180222 and
333-174945) and Form S-8 (Nos. 333-187346, 333-484333-163832, 333-140624, 333-121006, 333-11558%,81340, 333-51556, 333-

38886 and 333-25021) of Aastrom Biosciences, ladevelopmental stage company) of our report ddi@eth 13, 2014 relating to the
financial statements, which appears in this ForaK10

/sl PricewaterhouseCoopers L
Detroit, Michigan
March 13, 201«




EXHIBIT 31.1
CERTIFICATION
I, Dominick C. Colangelo, certify that:
1. | have reviewed this Annual Report on Form 16fastrom Biosciences, Inc. for the year endeddbdger 31, 2013;

2. Based on my knowledge, this report does notador@ny untrue statement of a material fact or dn#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintainiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirag defined in Exchange Act Rules 13a-15
(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procsdorge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsibsidiaries, is made known to us by
others within those entities, particularly duriig toeriod in which this report is being prepared;

(b) Designed such internal control over financggarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assuramgading the reliability of financial reporting atfte preparation of financial statements
external purposes in accordance with generallygiedeaccounting principles;

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presenteisi report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such evaluation; and

(d) Disclosed in this report any change in thegegnt's internal control over financial reportitigat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repod) iflas materially affected, or is reasonably
likely to materially affect, the registrant’s intexl control over financial reporting; and

5. The registrant’s other certifying officer(s) alndave disclosed, based on our most recent evatuaf internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registrant’s
internal control over financial reporting.

/s/ DOMINICK C. COLANGELO
Dominick C. Colangel
President and Chief Executive Offic
(Principal Executive Officer

Date: March 13, 201




EXHIBIT 31.2
CERTIFICATION
I, Michael W. Elliston, certify that:
1. | have reviewed this Annual Report on Form 16fastrom Biosciences, Inc. for the year endeddbdger 31, 2013;

2. Based on my knowledge, this report does notador@ny untrue statement of a material fact or dn#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintainiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirag defined in Exchange Act Rules 13a-15
(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procsdorge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsibsidiaries, is made known to us by
others within those entities, particularly duriig toeriod in which this report is being prepared;

(b) Designed such internal control over financggarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assuramgading the reliability of financial reporting atfte preparation of financial statements
external purposes in accordance with generallygiedeaccounting principles;

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presenteisi report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such evaluation; and

(d) Disclosed in this report any change in thegegnt's internal control over financial reportitigat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repod) iflas materially affected, or is reasonably
likely to materially affect, the registrant’s intexl control over financial reporting; and

5. The registrant’s other certifying officer(s) alndave disclosed, based on our most recent evatuaf internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registrant’s
internal control over financial reporting.

/sl MICHAEL W. ELLISTON
Michael W. Elliston
Controller, Chief Accounting Officer and Treasut
(Principal Financial and Accounting Office

Date: March 13, 201




EXHIBIT 32.1

18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Aastrom &i@nces, Inc. (Company) on Form 10-K for the yated December 31, 2013, as
filed with the Securities and Exchange Commissiothe date hereof (Report), each of the undersigffezers of the Company, certify,
pursuant to 18 U.S.C. Section 1350, as adoptedipat$o Section 906 of the Sarbanes-Oxley Act @22(Bection 906), the following:

(1) The Report fully complies with the requiremeotsection 13(a) and 15(d) of the Securities ErgleaAct of 1934; and

(2) The information contained in the Report faplgsents, in all material respects, the finanaaldition and results of operations of
Company.

/s/ DOMINICK C. COLANGELO
Dominick C. Colangelt
President and Chief Executive Offic
(Principal Executive Officer

/sl MICHAEL W. ELLISTON
Michael W. Elliston
Controller, Chief Accounting Officer and Treasut
(Principal Financial and Accounting Office

Date: March 13, 201

A signed original of this written statement reqdif®y Section 906 has been provided to Aastrom Boses, Inc. and will be retained by
Aastrom Biosciences, Inc. and furnished to the Bees and Exchange Commission or its staff upauest.
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