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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q
(Mark One)
| QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(D) OF THE SECURITIES
EXCHANGE ACT OF 1934
FOR THE QUARTERLY PERIOD ENDED MARCH 31, 2010, OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(D) OF THE SECURITIES
EXCHANGE ACT OF 1934
FOR THE TRANSITION PERIOD FROM TO
Commission file number 322025
AASTROM BIOSCIENCES, INC.
(Exact name of registrant as specified in its @rart
Michigan 94-3096597
(State or other jurisdiction of (I.LR.S. employer
incorporation or organizatiol identification no.)
24 Frank Lloyd Wright Dr.
P.O. Box 376
Ann Arbor, Michigan 48106
(Address of principal executive office (Zip code)

(734) 930-5555
(Registrant’s telephone number, including area rode

(Former name, former address and former fiscal, yeelhanged since last report)

Indicate by check mark whether the regist(aphhas filed all reports required to be filed bgcBon 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (orsfiech shorter period that the registrant was redquodile such reports), and (2) has been
subject to such filing requirements for the pastiags. Yes ¥ No —0O

Indicate by check mark whether the registhast submitted electronically and posted on its@@te Web site, if any, every Interactive
Data File required to be submitted and posted untsio Rule 405 of Regulation S-T during the préwgd2 months (or for such shorter
period that the registrant was required to submit gost such files). Yes-H No —0O0

Indicate by check mark whether the registiqatlarge accelerated filer, an accelerated faton-accelerated filer, or smaller reporting

company. See the definitions of “large acceleréited” “accelerated filer” and “smaller reportir@mpany” in Rule 12b-2 of the Exchange
Act.

Large accelerated filer —|E1 Accelerated filer —O Non-accelerated filer —£1 Smaller reporting company —4
(Do not check if a smaller reporting company)

Indicate by check mark whether the registimat shell company (as defined in Rule 12b-2 offtkehange Act). Yes-E1 No —M

Indicate the number of shares outstandingaohef the issuer’s classes of common stock aseofatest practicable date.

COMMON STOCK, NO PAR VALUE 28,255,88¢
(Class) Outstanding at May 4, 20!
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PART | — FINANCIAL INFORMATION

Iltem 1. Financial Statemen

AASTROM BIOSCIENCES, INC.
(a clinical development stage company)

CONSOLIDATED CONDENSED BALANCE SHEETS
(Unaudited)
(In thousands)

June 30 March 31,
2009 2010
Assets
CURRENT ASSETS
Cash and cash equivalel $ 17,00( $ 17,84«
Shor-term investment — 5,00(
Receivables, n¢ 58 —
Inventory 1 —
Other current asse 732 591
Total current asse 17,79 23,43t
PROPERTY AND EQUIPMENT, NE’ 1,48¢ 1,134
Total asset $ 19,27¢ $ 24,56¢
Liabilities and Shareholders Equity
CURRENT LIABILITIES:
Accounts payable and accrued expet $ 852 $ 1,161
Accrued employee benefi 35E 35¢
Current portion of lon-term debt 47¢ 291
Total current liabilities 1,68i 1,81(
LONG-TERM DEBT 30t 137
SHAREHOLDER¢ EQUITY:
Common stock, no par value; shares authorized 2581000 and 62,500,000, respectively; shares
issued and outstandi— 20,027,830 and 28,255,889, respecti\ 213,10° 231,05¢
Deficit accumulated during the development si (195,82) (208,43)
Total shareholde’ equity 17,28¢ 22,62
Total liabilities and sharehold¢ equity $ 19,27¢ $ 24,56¢

The accompanying notes are an integral part oktfirancial statements.
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AASTROM BIOSCIENCES, INC.
(a clinical development stage company)

CONSOLIDATED CONDENSED STATEMENTS OF OPERATIONS

(Unaudited)

(In thousands, except per share amounts)

Quarter ende

Nine months ende

March 31, March 31,
2009 2010 2009 2010
REVENUES:
Product sales and rent: $ 58 $ — $ 11c $ 89
Research and development agreem — — — —
Grants — — — —
Total revenue 58 — 112 89
COSTS AND EXPENSES
Cost of product sales and rent 25 — 47 34
Cost of product sales and rentals — provision for
obsolete and excess inventt — — — —
Research and developmt 2,78t 2,84t 8,34( 9,03¢
Selling, general and administrati 1,26( 1,41¢ 3,90¢ 3,68(
Total costs and expens 4,07( 4,26: 12,29¢ 12,75
LOSS FROM OPERATION! (4,017) (4,267) (12,187 (12,664
OTHER INCOME (EXPENSE)
Other income — — — —
Interest incom 57 34 252 83
Interest expens (17 (9 (58) (33
Other income 40 25 19t 50
NET LOSS $(3,97- $(4,239) $(11,989) $(12,619)
COMPUTATION OF NET LOSS PER SHARE
APPLICABLE TO COMMON SHARES
NET LOSS $(3,979) $(4,239) $(11,989) $(12,619
NET LOSS PER SHARE (Basic and Dilute $ (29 $ (.16 $ (72 $ (59
Weighted average number of shares outstandingg¢Basi
and Diluted) 16,82: 26,73% 16,71: 23,01¢

The accompanying notes are an integral part oktfirancial statements.

N

March 24, 198
(Inception) to
March 31,
2010

$ 1,85C
2,10t

9,651
13,61:

79€

2,23¢
157,14°
72,33¢
232,52(

(218,90
1,24¢
10,64’

(457)
11,43¢

$ (207,469
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AASTROM BIOSCIENCES, INC.
(a clinical development stage company)

CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS

OPERATING ACTIVITIES:
Net loss

(Unaudited)
(In thousands)

Adjustments to reconcile net loss to net cash fmedperating activities

Depreciation and amortizatic
Loss on property held for rese

Amortization of discounts and premiums on investts

Stock compensation exper
Inventory write downs and reserv

Stock issued pursuant to license agreer
Provision for losses on accounts receiv

Changes in assets and liabiliti
Receivable:
Inventories
Other current asse

Accounts payable and accrued expel

Accrued employee benefi
Net cash (used for) operating activit

INVESTING ACTIVITIES:
Organizational cost
Purchase of shc-term investment
Maturities of sho-term investment
Property and equipment purcha

Proceeds from sale of property held for re:

Net cash provided by (used for) investing actigi

FINANCING ACTIVITIES:

Net proceeds from issuance of preferred s

Net proceeds from issuance of common stock andawes

Repurchase of common sta

Payments received for stock purchase ri
Payments received under shareholder r
Restricted cash used as compensating ba

Proceeds from lor-term debr
Net cash provided by financing activiti

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENT

CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOI

CASH AND CASH EQUIVALENTS AT END OF PERIOI

March 24, 198

Nine months ende (Inception) to
March 31, March 31,
2009 2010 2010

$(11,989) $(12,619) $ (207,469

527 454 6,45¢
— — 11C
(30) — (1,704
1,12¢ 42€ 8,81¢
— — 2,23¢
— — 3,30(
— — 204
(23€) 58 (249)
— 1 (2,33%)
43z (66) (500)
(23) 30¢ 1,10¢
(392) 3 35¢
(10,58¢) (11,43() (189,67
— — (73
— (5,000) (217,04
6,00( — 213,74
(34) (109) (5,864)
— — 40C
5,96¢ (5,109 (8,839
— — 51,64’
7,345 17,52¢ 162,87:
— — (49)
— — 3,50(
— — 31
192 207 (70)
— — 751
7,204 17,37: 216,35(
2,58¢ 844 17,84:
16,49: 17,00( —

$ 19,07¢ $ 17,84« $ 17,84«

The accompanying notes are an integral part ottfinancial statements.
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AASTROM BIOSCIENCES, INC.
(a clinical development stage company)

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
(Unaudited)

1. Organization

Aastrom Biosciences, Inc. (the “Compaay~Aastrom”) was incorporated in March 1989 (Intiep), began employee-based
operations in 1991, and is in the development stélge Company operates its business in one repgersalyment — research and product
development focused on innovative therapies toirepaegenerate damaged or diseased tissues an@rgastrom is developing autologous
cellular therapies for the treatment of severeguiercardiovascular diseases.

Successful future operations are suligeseveral technical hurdles and risk factors udirlg satisfactory product development, timely
initiation and completion of clinical trials, regibry approval and market acceptance of the Compangducts and the Company’s
continued ability to obtain future funding.

The Company is subject to certain rigkated to the operation of its business and dewedop of its products and product candidates.
While management believes available cash, casivaguis and short-term investments are adequditestace its operations at least through
March 31, 2011, in part due to the fact that mainihe Companys expenditures are discretionary in nature anddgduhecessary, be delay
the Company will need to raise a substantial amofiatiditional funds in order to complete its proddevelopment programs, complete
clinical trials needed to market its products, aathmercialize these products. The Company cannoeftain that such funding will be
available on favorable terms, if at all. Some @& thctors that will impact the Company’s abilityreose additional capital and its overall
success include: the rate and degree of prograssmiduct development, the rate of regulatoryrapal to proceed with clinical trial
programs, the level of success achieved in clirtitals, the requirements for marketing authormatirom regulatory bodies in the U.S., E.U.
and other countries, the liquidity and market \ititatof the Company’s equity securities, regulat@nd manufacturing requirements and
uncertainties, technological developments by coitgret and other factors. If the Company cannateaiuch funds, it may not be able to
develop or enhance products, take advantage akfofpportunities, or respond to competitive pressar unanticipated requirements, which
would likely have a material adverse impact onGleenpany’s business, financial condition and resfligperations.

2. Basis of Presentation

The consolidated condensed financiakstants included herein have been prepared by tsuwtiaudit according to the rules and
regulations of the Securities and Exchange Comons$SEC). Certain information and footnote disctestnormally included in financial
statements prepared in accordance with generadlgpaed accounting principles in the United StafeSmoerica have been omitted pursuar
such rules and regulations. The financial statesnegitect,
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in the opinion of management, all adjustments (ising) only of normal, recurring adjustments) neseey to state fairly the financial position
and results of operations as of and for the perilndisated. The results of operations for the mmanths ended March 31, 2010, are not
necessarily indicative of the results to be expkte the full year or for any other period.

These financial statements should be ireadnjunction with the audited financial statertseaind the notes thereto included in our 2009
Annual Report on Form 10-K for the year ended B3e2009, as filed with the SEC on September 18920

The consolidated financial statementhuithe the accounts of the Company and its wholly-@sdveubsidiaries, Aastrom Biosciences
GmbH, located in Berlin, Germany, Aastrom Biosces)d_td., located in Dublin, Ireland and Aastrono®iiences, S.L., located in Barcelc
Spain (collectively, the “Company”). All significaimter-company transactions and accounts have d@amated in consolidation. These
subsidiaries have limited operations and are mptifitant to the consolidated financial statements.

On February 18, 2010, the Company’s bo&irectors by unamious written consent authatizeone for eight reverse split.
Accordingly, all references to numbers of commartktand per share data in the accompanying finbsteilements have been adjusted to
reflect the reverse stock split on a retroactiveida

3. Fair Value Measurements

The Company measures certain assets &afae on a recurring basis. Fair value represtrd amount that would be received upor
sale of an asset or paid to transfer a liabilitaimnorderly transaction between market participakgssuch, fair value is determined based L
assumptions that market participants would useiting an asset or liability. As a basis for corsidg such assumptions, a three-tier fair
value hierarchy, which prioritizes the inputs ugedheasuring fair value as follows:

. Level 1 inputs: Quoted prices (unadjusted) for taeh assets or liabilities in active marke
. Level 2 inputs: Inputs, other than quoted priceduided in Level 1 that are observable either diyemt indirectly; anc

. Level 3 inputs: Unobservable inputs for whichréhis little or no market data, which require thparting entity to develop its own
assumptions

In many cases, a valuation technique trs@deasure fair value includes inputs from muttilglvels of the fair value hierarchy described
above. The lowest level of significant input deteres the placement of the entire fair value measard in the hierarchy.

At March 31, 2010, the Company had $7il8on invested in three money market funds and$8illion invested in certificates of
deposit, that are included within the “Cash andhaguivalents” and “Short-term investments” linestioe balance sheet, respectively.
Because there is an active market for shares séthwney market funds and the certificates of depbe

7




Table of Contents

Company considers its fair value measure of thisstment to be based on Level 1 inputs. No otheata®r liabilities on the Balance Shee
of March 31, 2010 are measured at fair value.

Share-Based Compensation

The Company has various stock incentlaegpand agreements (Option Plans) that providéheissuance of nonqualified and
incentive stock options as well as other equityra@aSuch awards may be granted by the CompanyistBaf Directors to certain of the
Company’s employees, directors and consultants.

Service-Based Options

During the nine months ended March 31,02@he Company granted 1,268,525 service-baséohggb purchase common stock. These
options were granted with exercise prices equ#ieaclosing price of the Company’s stock on thengdate, vest over four years (other than
non-employee director options which vest over anthtee years) and expire ten years from the glatet. The weighted average grant-date
fair value of service-based options granted undeiGompany’s Option Plans during the nine montliedrMarch 31, 2009 and 2010 was
$2.08 and $1.54, respectively.

The net compensation costs recordechfosérvice-based stock options related to emplogegslirectors were approximately $75,000
and $415,000 for the quarter and nine months eidadh 31, 2010, respectively, compared to $3524@D$1,060,000 for the
corresponding periods in fiscal year 2009.

The fair value of each service-basedkstgtion grant for the reported periods is estimate the date of the grant using the Black-
Scholes option-pricing model using the assumptiwisd in the following table.

Nine months ended

March 31,
2009 2010
Stock Option Plans
Expected dividend raf 0% 0%
Expected stock price volatilil 73% 70.2%- 72.8%
Risk free interest raf 2.1% 2.49%- 3.0%
Estimated forfeiture rat 10% 10%
Expected life (years 6.€ 5.5-6.2¢
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The following table summarizes the atjivor service-based stock options for the indidgteriods:

Weighted Average

Weighted Average Remaining Aggregate Intrinsic
Options Exercise Price Contractual Term Value

Outstanding at June 30, 20 1,365,35. $ 7.7€
Granted 1,268,52! $ 2.3¢
Exercisec — — $ —
Forfeited or expiret (855,93) $ 9.5¢
Outstanding at March 31, 20: 227794 $ 4.4E 84 $ 58,00(
Exercisable at March 31, 20. 715,04t $ 7.8¢ 6. $ —

As of March 31, 2010, there was approxetya$1,391,000 of total unrecognized compensatist related to non-vested service-based
stock options granted under the Option Plan. Tosat is expected to be recognized over a weightedage period of 1.7 years.
Performance-Based Stock Options

There were no grants of performance-basstk options during the nine months ended Madgt2810. There have been no changes to
the terms of the performance-based stock optiam those disclosed in our Annual Report on FornKI0f the year ended June 30, 2009.

For the nine months ended March 31, 26idnagement reviewed the progress toward the pesfoce conditions necessary for these
options to vest and concluded that it was not yelb@ble that the performance conditions of anyhefttanches of options would be met and,
accordingly, no compensation expense has beendestor

The following table summarizes the atyiVor performance-based stock options for thedat#d period:

Weighted Average

Weighted Average Remaining Aggregate Intrinsic
Options Shares Exercise Price Contractual Term Value
Outstanding at June 30, 20 110,16: $ 11.7¢
Granted — —
Exercisec — —
Forfeited or expiret (49,999 $ 11.2¢
Outstanding at December 31, 2( 60,16: $ 12.1¢ 6.6 $ 0

The aggregate estimated fair value odehevards that are outstanding as of March 31, B0odPproximately $493,000.

Restricted Stock Awards
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Restricted stock awards generally vest a/four year period and entitle the recipiemeteive common stock upon vesting. The
compensation costs charged as operating expensesfocted stock were approximately $1,000 ant,&10 for the quarter and nine months
ended March 31, 2010, respectively, compared t08®land $69,000 for the same periods in fiscat 2689.

A summary of the Company’s restrictectktactivity for the nine months ended March 31,204 presented below:

Weighted Average

Non-vested Restricted Shares Shares Grant Date Fair Value
Non-vested at June 30, 20 12,51t $ 5.92
Granted —
Vested (12,359 $ 5.8¢
Forfeited — —
Non-vested at March 31, 20: 15€ $10.5:

As of March 31, 2010, there was approxetya$800 of total unrecognized compensation oglstted to non-vested restricted stock
awards granted under the Option Plan. That castpected to be recognized over a weighted-averagedrof 0.4 years.

4. Shareholders’ Equity

On June 12, 2009, the Company enteredar#30.0 million common stock purchase agreeméhtRrusion Capital Fund Il, LLC,
(“Fusion Capital”) an lllinois limited liability cmpany. The terms of the arrangement with Fusiont@lagre disclosed in the Company’s
Annual Report on Form 10-K for the year ended BM:e2009 and there have been no changes to the tdriinis arrangement during the
quarter ended March 31, 2010.

During the nine months ended March 31,02@,718,538 shares of the Company’s common gtockiding 51,432 shares related to its
commitment fee) were issued to Fusion Capital &rproceeds of $5,100,000.

On January 21, 2010, the Company alsqbeted the sale of 6,509,637 units (including 78@,8nits sold to the underwriter pursuant
to the exercise of its over-allotment option) giudlic offering price of $2.08 per unit. Each uriinsisted of (i) one share of common stock,
(i) a Class A warrant to purchase 0.75 of a slsfi@mmon stock at an exercise price of $2.97 paresand (iii) a Class B warrant to
purchase 0.50 of a share of common stock at arcisequrice of $2.08 per share. The Company receppdoximately $12.4 million in net
proceeds from the sale of the units (includinggasially exercised option of the over-allotmerafffer underwriting discounts and
commissions and other offering expenses. The faitamarket value of the warrants at the date siiasmce was approximately $4,375,000.
This total fair market value was determined asogpprtional amount of the gross proceeds receiveth®sale of the common stock, class A
and class B warrants. The proportional amounttferntarrants was determined through the use of the
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Black-Scholes option-pricing model and the commoglswas determined using the market price of comstock on the sale date.

The 6,509,637 units consist of an aggregat&5i19,637 shares of the Company’s common sto@ssCA Warrants to purchase an
aggregate of 4,882,228 shares of common stock &ss ® Warrants to purchase an aggregate of 3,284/8ares of common stock. The
Class A Warrants are exercisable for a five yesiodecommencing on July 21, 2010. The Class B Wasrare exercisable at any time from
January 21, 2010 through July 21, 2010.

5. Net Loss Per Common Share

Net loss per common share is computathusie weighted-average number of common sharssamating during the period. Common
equivalent shares, consisting of options, warréortthe purchase of common stock and unvestedatstrshares of common stock are not
included in the per share calculation where theatidf their inclusion would be anti-dilutive. Thggregate number of common equivalent
shares that have been excluded from the compusabibnet loss per common share for the quarterscehhrch 31, 2009 and 2010 is
approximately 2,555,000 and 11,215,000, respegtivel

11
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Item 2. Manageme’s Discussion and Analysis of Financial ConditiamdaResults of Operations
Overview of Aastrom

We focus on the development of innovatherapies to repair or regenerate damaged orsdiddessues or organs. We are developing
autologous cellular therapies for the treatmerseniere, chronic cardiovascular diseases. Usingrayrietary Tissue Repair Cell
(TRC) technology, we are able to expand the nurobstem and early progenitor cells from a small aniqgapproximately 50 ml) of bone
marrow collected from the patient. Early stage eimcal research show that these cells may hafieael in the repair of cardiac and other
tissue.

With the use of our proprietary TRC teclogy, we produce personalized cell products depaaddor site-specific delivery to repair or
regenerate diseased or damaged tissue in patieursly 400 patients have been treated in clinigalstbased on this therapeutic approach
over the past 10 years with no reported incideriggaduct safety problems or tissue rejection.

Cardiac Regeneration

Our lead product is based on the apjdinaif autologous stem cells used to repair damagediac tissue. The U.S. Food and Drug
Administration (FDA) has granted Orphan Drug Deatipn to our investigational therapy involving thee of TRCs in the treatment of
dilated cardiomyopathy (DCM). DCM is a severe, ciicacardiac disease that leads to enlargemenedf¢iart and is associated with reduced
heart pumping function to the point that blood wiation is impaired. We have advanced this develgrprogram with two U.S. Phase |l
trials investigating both a surgical and a cathbtesed delivery pathway for the use of CRCs intisatment of DCM.

The first U.S. patient was treated witRGs in our Phase Il IMPACT-DCM surgical clinicalefrin November 2008. The trial was fully
enrolled in January 2010 with 40 patients and &isé patient was treated in March 2010. The studhgilsg conducted at five cardiovascular
treatment centers in the U.S., including: MethoBisBakey Heart & Vascular Center in Houston, TXyBa University Medical Center in
Dallas, TX; The University of Utah School of Medieiin Salt Lake City, UT; Cleveland Clinic Heart\M&ascular Institute in Cleveland, OH;
and Emory University Hospital Midtown in Atlanta AGWe anticipate collecting 6-month interim datarfr this trial upon completion of the
6-month follow-up visits for all patients duringetihird quarter of calendar year 2010. We are ptegnto report interim analysis results in the
fourth quarter of calendar year 2010.

Our second cardiac trial, a U.S. Phasaidliac catheter clinical trial has been desigoeskplore a catheter-based delivery of TRCs to
treat DCM patients. Clinical site training for thigal was initiated during the fourth quarter efendar year 2009, and we enrolled our first
patient in April 2010.

Vascular Regeneration

Our TRC technology has also shown pronmghe treatment of an advanced stage of peripheterial disease (PAD) called critical
limb ischemia (CLI). Patients with CLI generallyMeapainful wounds on their feet (or hands) thahdbheal due to poor blood circulation,
often leading to amputation. More than 160,000 aatmns per year are associated with CLI. Our Pl&ase IIb RESTORE-CLI clinical trial
is investigating the safety and efficacy of TRC#he treatment of patients with this severe, cludisease compared with placebo; neither
patients nor physicians know the treatment recedtegthg the study.

12
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In February 2010 a planned interim arialysas performed for this study on 46 patients gngompleted at least 6 months of the sti
According to the interim analysis, the safety geofias similar between the treatment and placeberga. Based on a composite efficacy
endpoint assessing time to treatment failure (iclg major amputations, doubling of wound size aad gangrene), our autologous TRCs
were more effective than placebo (p<0.05). Othimicdlly meaningful endpoints (e.g., major ampwatiate, complete wound healing)
individually showed encouraging trends, but haveyet reached statistical significance at the imeanalysis.

The interim analysis was planned to aspesformance of TRCs and to help plan furtheriessiBased on the interim findings, we
concluded enrollment of new patients in order tmplete the study as soon as possible, and to Ipdgyiming and discussions with the FDA
for pivotal clinical trials in CLI. The last patieenrolled in this trial was treated on March 231@, for a total of 86 patients who will be
followed for 12 months per protocol.

The TRC Technology Platform

TRCs are a cellular therapy developedgisur proprietary TRC technology, an automatedgssing system utilizing “single-pass
perfusion” to manufacture human cell products fmical use. The system meets all Good ManufactuRractices (GMP) guidelines. TRC-
based therapies begin with a small amount of thieqtzs own bone marrow to produce large numberst@h and early progenitor cells. This
mixture of cell types is capable of developing intwdiac, vascular and other tissues.

Our cell products have three featureswleabelieve are critical for success in regeneeatiedicine. Cellular therapies based on our
TRC technology are:

. autologous,which means we start with the patient’s own cellsich are accepted by the patient's immune syst@wiag the cells to
differentiate and integrate into existing functibtissues and organs, and provide |-term engraftment and repa

. expanded,resulting in significantly higher concentrationsstém and progenitor cells than occur naturallgeemlly for older patients;
and,

. a mixed population of cellswhich includes all of the most important cell typequired for tissue regeneration and found in natu
bone marrow and are required for tissue regener:

All TRC-based products are manufactutezkatralized facilities. We have our primary q@ibcessing facility in the U.S. located at our
headquarters in Ann Arbor, Ml, and two contracilfées in the E.U. located in Stuttgart, Germaiygunhofer Institute for Interfacial
Engineering and Biotechnology) and Bad OeynhauSennany (Institute of Laboratory and TransfusiondMime at the Heart Center).

Since our inception, we have been a dgweéntstage company engaged in research and productogeveht conducted principally «
our own behalf. We are focused the developmentadyxts based on our TRC technology platform ferinscardiovascular indications. We
currently generate minimal product sales involvied-therapy based products to physicians in thigddrStates. At such time as we satisfy
applicable regulatory approval requirements, wesekthe sales of therapies based on our TRC teasy@latform to constitute nearly all of
our revenue from product sales.

13
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We do not expect to generate positivé ¢iasvs from our consolidated operations for astedae next several years and then only if we
achieve significant TR®ased cell product sales. Until that time, we ekpeat revenue sources from our current activitidsconsist of only
minor sales of our cell products to our academilaborators, grant revenue, research funding atenpial licensing fees or other financial
support from potential future corporate collaborsito

We expect that we will need to raise Bigant additional funds or pursue strategic allies or other operational strategies to advance
our product development programs including compietf our clinical research programs and commaereitibn of our products. To date, we
have financed our operations primarily through puahd private sales of our equity securities, wacexpect to continue to seek to obtain
required capital in a similar manner. As a develeptyrstage company, we have never been profitaldl@lamot anticipate having net income
unless and until significant product sales areeactd. With respect to our current activities, pedfility is not likely to occur until we obtain
significant additional funding, complete the regdirclinical trials for regulatory approvals andeiwe the necessary approvals to market our
products. Through March 31, 2010, we have accumdlatnet loss of approximately $207 million. Wergatrprovide any assurance that we
will achieve profitability or obtain the requiredrfding, regulatory approvals or complete additiamaporate partnering or acquisition
transactions to advance our products to commestige development.

Clinical Development

Our clinical development programs areufmx on the utilization of our TRCs for cardiac andcular regeneration. Our TRased cel
therapies have a 72-hour shelf-life which we baiprovides additional flexibility in transport ardheduling treatment for patients.

The mixture of cell types in TR@&sed therapies is capable of developing into aardiascular and other tissues. We have demord
in the laboratory that cells in TRC-based therapas differentiate into endothelial (blood ves$ieBages. In addition, TRC treatment in both
rat and mouse models of critical limb ischemia hsivewn evidence of angiogenesis and increasectssdusion, respectively. These
preclinical observations support our current chiistage research at treatment centers where wexplaring the use of TRC-based therapies
to regenerate cardiac tissue in patients withefilaardiomyopathy and vascular tissue in patieftts eritical limb ischemia.

Results to date in our current clinicals may not be indicative of results obtainedvfreubsequent patients in those trials or from
future clinical trials. Further, our future clinidaials may not be successful and we may not be tabobtain the required Biologic License
Application (BLA) registration in the U.S. or reged foreign regulatory approvals for our TRC-bageatucts in a timely fashion, or at all.

14




Table of Contents

Clinical Trials Summary

Cardiac Regeneration

Dilated Cardiomyopathy — Background

DCM is a severe, chronic cardiac dise¢hatleads to enlargement of the heart and is &gsdowith reduced heart pumping function to
the point that blood circulation is impaired. Pats&ewith DCM typically present with symptoms of gastive heart failure, including
limitations in physical activity and shortness oé&th. DCM generally occurs in patients who hagheésnic heart failure due to multiple heart
attacks, though it can also be found in patienth won-ischemic heart failure caused by hypertensiwal infection, metabolic abnormalities
and other causes. Patient prognosis depends atape of the disease but is typically characterimed high mortality rate. Other than heart
transplantation, there are currently no curatieatinent options for enstage patients with this disease. The New Englanchal of Medicin
estimates that in the U.S. alone 120,000 peopletly suffer from this disease; other sourcesresté that the patient population with DCM
may be as high as 150,000.

Early clinical data in the treatment dM with TRCs was obtained from two DCM patientsatezl in 2007 at the University Hospital
in Dusseldorf, Germany. These two patients shoviie®dQP6 improvement in their left ventricular ejectivaction approximately 2 months
after treatment with TRCs. One patient maintairnésl improvement after 7 months of followp; however, the other died due to natural ca
after declining further medical treatment. Thesegaovided supportive information critical to theccess of the U.S. Phase Il IMPACT-
DCM IND application.

Dilated Cardiomyopathy — Surgical Trial

In November 2008, the first patient wasted in the 40-patient U.S. IMPACT-DCM surgig#ltto evaluate TRCs in the treatment of
DCM. This randomized, controlled, prospective, ofsel, Phase Il study was designed using twoastminclude 20 patients with ischemic
DCM and 20 patients with non-ischemic DCM. TRCsnaofactured using our TRC technology, received Ongdbeug Designation from the
FDA for the treatment of DCM in February 2007. THRA activated our Investigational New Drug (IND)pdipation for this clinical trial in
May 2008.

Full IMPACT-DCM enrollment of 40 patientsas completed in January 2010 with the final paitieeated in March 2010 and with
patients enrolled at five U.S. clinical sites (Madist DeBakey Heart & Vascular Center, Houston, B&ylor University Medical Center,
Dallas, TX, The University of Utah School of Mediej Salt Lake City, UT, Cleveland Clinic Heart & 8¢alar Institute, Cleveland, OH, and
Emory University Hospital Midtown, Atlanta, GA). Wanticipate collecting 6-month interim data fronsttrial upon completion of 6-month
follow-up visits for all patients during the thicpiarter of calendar year 2010; the interim analgessilts are planned to be reported in the
fourth quarter of calendar year 2010.

Participants in the IMPACT-DCM clinicalal have to be in New York Heart Association (NYH#unctional class Ill or IV heart
failure, must have an LVEF of less than or equaé@% (6075% is typical for a healthy person), and meetaterther eligibility criteria. Th
IMPACT-DCM trial is a controlled trial and patierdse randomized in an approximate 3:1 ratio tdith@&ment versus the control group
within each stratum. All patients receive optimadital therapy and patients in the treatment geoegreated with CRCs through direct
injection into the heart muscle during minimallyasive open heart surgery (involving an incisiompproximately 2 inches). While the
primary objective of this study is to assess tHetgaf TRCs in patients with DCM (including thecidence of ectopy and arrhythmia as well
as major adverse cardiac events),
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efficacy measures including cardiac dimensionst@sde mass, cardiac function (e.g. cardiac outpdigF, cardiopulmonary exercise testing
parameters), cardiac perfusion and viability ad a®bther efficacy endpoints will be monitored. NA functional class and quality of life ¢
also assessed. Patients will be followed for 12 thmpost-treatment.

Dilated Cardiomyopathy — Catheter Trial

We have expanded our ongoing clinicagpam to evaluate TRCs in the treatment of seveaet ffi@lure patients with a second U.S.
Phase Il cardiac regeneration trial designed tdoeea catheter-based delivery of TRCs to treat D@atlents. The first patient was enrolled
into the trial in April 2010.

This randomized, controlled, prospectgen-label, Phase Il study seeks to enroll 12pttiwith ischemic DCM and 12 patients with
non-ischemic DCM at four clinical sites in the UR&rticipants must be in NYHA functional classdtllV heart failure, must have an LVEF
of less than or equal to 30% (60-75% is typicalddrealthy person) and meet certain additionaltelity criteria. All 24 patients will receive
optimal medical therapy and 16 of the patients@&mic and 8 non-ischemic) will also be treateth WRCs via catheter injection. The
catheter trial will randomize patients in an appmoate 2:1 ratio to the treatment versus controugraithin each ischemic/non-ischemic
stratum. While the primary objective of this studyo assess the safety of TRCs delivered by aatlivgection in patients with DCM, effica
measures including heart failure stage and cafdization parameters will also be assessed. Patrmlitise followed for 12 months post-
treatment.

Vascular Tissue Regeneration

Critical Limb Ischemia — Background

Peripheral Arterial Disease (PAD) is actfic disease that progressively restricts blood/fin the limbs and can lead to serious mec
complications. This disease is often associateld ather clinical conditions, including hypertensicardiovascular disease, hyperlipidemia,
diabetes, obesity and stroke. CLI is used to desgatients with the most severe forms of PAD: ¢heih chronic ischemia-induced pain
(even at rest), ulcers, tissue loss or gangretieeitimbs. CLI is typically the end stage of PABahse. Patients suffering from this condition
are critically ill, with a high risk of amputatiohese patients are extremely limited in their alatouy capacity, experience constant and
chronic ischemia-induced pain, ulcers, tissue tmggangrene to the limbs, which lead to approxityat60,000 amputations per year.

Laboratory observations have shown tf€Ibased products have the ability to form smalbdlvessel-like structuras vitro . TRC
treatment in both rat and mouse models of critioah ischemia have shown evidence of angiogenesgidrecreased tissue perfusion,
respectively. These preclinical observations suppar current clinical-stage research where weeaptoring the use of TRC therapies to
regenerate vascular tissue in patients with CLI.
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Initial results from the first clinicaial of TRCs in CLI were reported in October 2001e trial examined the safety of TRCs and
unexpanded bone marrow cells relative to standbedre in treatment of chronic diabetic foot wounldgial results from 13 patients after
12 month follow-up indicated similar safety pro§iJevith no cell-related adverse events reportedmdjor amputations were reported in the
TRC group (N=4), one in the unexpanded bone maosli\group (N=7), and one in the standard of caoaig (N=2). Patients in the TRC
group and in the unexpanded bone marrow group tegdealing of all open wounds; this was not obeein the standard of care group.

Critical Limb Ischemia Trial

Following the interim clinical resultofn Germany, we initiated the RESTORE-CLI trial, &UPhase b prospective, controlled,
randomized, double-blind, multi-center clinicabtrio treat patients suffering from CLI. This trialdesigned to evaluate the safety and
efficacy of TRCs in the treatment of CLI. Patieate being followed for a period of 12 months post&tment. In addition to assessing the
safety of TRCs, secondary endpoints include thesoreanent of time to treatment failure, major ampaorerates, level of amputation,
complete wound healing, blood flow in affected Ienpatient quality of life, pain scores and analtgase.

In February 2010 a planned interim arialyss performed for this study on 46 patients iguciompleted at least 6 months of the sti
We reported the safety profile was similar betwintreatment and control patients. Importantly regorted that our autologous TRCs were
more effective than placebo (p.6090), based on a composite efficacy endpointsagsgtime to treatment failure (including major
amputations, doubling of wound size or new gangreDther clinically meaningful endpoints (e.g., oraamputation rate, complete wound
healing) individually showed encouraging trendg, mawve not yet reached statistical significancatnterim analysis.

The interim analysis was planned to aspesformance of TRCs in the CLI patient populaaow to help plan further studies. Based on
the interim findings, we concluded enroliment oivgatients in February 2010 in order to complegedtudy as rapidly as possible, and to
begin
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planning and discussions with the FDA for pivotaical trials in CLI. The last patient enrolled tinis trial was treated on March 23, 2010.

Results of Operations

Total revenues, consisting of producesalor the quarter and nine months ended MarcB®10 were $0 and $89,000, respectively,
compared to $58,000 and $113,000, respectivelythfosame periods in fiscal year 2009. The flubnatin product sales is due to the
changes in volume of cell production sales for stigator-sponsored clinical trials in Spain anditéd cell manufacturing supplies to a
research institute in the U.S. At such time as atisfy applicable regulatory approval requirements,expect the sales of our TRC cell-based
products will constitute nearly all of our prodgetles revenues.

Total costs and expenses increased 863400 for the quarter ended March 31, 2010, coetbt $4,070,000 for the quarter ended
March 31, 2009.

Costs and expenses include an increass@arch and development expenses to $2,845,0@tefquarter ended March 31, 2010 from
$2,785,000 for the quarter ended March 31, 200% ifierease reflects continued expansion of omicdi development activities including
the costs associated with recruitment and treatofgpatients in our IMPACT-DCM clinical trial. Resech and development expenses also
included a non-cash charge relating to share-bem®gensation expense of $146,000 for the quartsegdeMarch 31, 2010 compared to
$100,000 for the quarter ended March 31, 2009.v&nsal of $171,000 was recorded for the quarteeémdarch 31, 2010, in share-based
compensation expense for certain stock option®ngdr expected to vest related to employee termnimatnd forfeitures.

Selling, general and administrative exggsnincreased for the quarter ended March 31, 20%0,418,000 from $1,260,000 for the
quarter ended March 31, 2009. This increase isgiiynthe result of increased legal fees and censarvices. Selling, general and
administrative expenses for the quarter ended Mat¢l2010, included a non-cash charge relatingpanesbased compensation expense of
$225,000 compared to $273,000 for the quarter eMigdh 31, 2009. A reversal of $125,000 was reabfde the quarter ended March 31,
2010, in share-based compensation expense foircsttek options no longer expected to vest reladesmployee terminations and
forfeitures.

Total costs and expenses increased t@$3D00 for the nine months ended March 31, 26d@pared to $12,296,000 for the nine
months ended March 31, 2009.

Research and development expenses irctéasthe nine months ended March 31, 2010 to3800D0 from $8,340,000 for the nine
months ended March 31, 2009. This increase refemtinued expansion of our clinical developmerttivéties including the costs associated
with recruitment and treatment of patients in d/dPACT-DCM clinical trial. Research and developmerpenses also included a non-cash
charge relating to stock-based compensation expEr®®&06,000 for the nine months ended March 3102tbmpared to $435,000 for the
nine months ended March 31, 2009. A reversal o6I00 was recorded for the nine months ended M2it¢R010, in share-based
compensation expense for certain stock option®ngdr expected to vest related to employee termimatnd forfeitures.
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Selling, general and administrative exggsndecreased for the nine months ended MarcH)30,t? $3,680,000 from $3,909,000 for
nine months ended March 31, 2009. This decregseénerily due to an offset of $404,000 in sharedshsompensation expense recorded for
certain stock options no longer expected to vdatad to employee terminations and forfeituresliigglgeneral and administrative expenses
for the nine months ended March 31, 2010, incllaledn-cash charge relating to share-based compamsapense of $494,000 compared to
$694,000 for the nine months ended March 31, 2009.

Interest income was $34,000 and $83,6&pectively, for the quarter and nine months eldarth 31, 2010 compared to $57,000 and
$253,000, respectively, for the same periods tefi2009. The fluctuations in interest income are drimarily to corresponding changes in
the level of cash, cash equivalents and short-tevestments during the periods and lower interat&s:

Interest expense was $9,000 and $33r@8pectively, for the quarter and nine months edacth 31, 2010 compared to $17,000 and
$58,000, respectively, for the same periods irefi2009. Interest expense is related to the sedaeedwith Key Equipment Finance Inc.

Our net loss was $4,238,000, or $.16cpemmon share for the quarter ended March 31, 26ffpared to $3,972,000, or $.24 per
common share for the quarter ended March 31, 26@9the nine months ended March 31, 2010, ourasstincreased to $12,614,000, or
$.55 per common share compared to a net loss g883,000, or $.72 per common share for the ninetihsoended March 31, 2009.

On April 27, 2010, Moll Industries, a glipr of the cell culture cassettes used in thelpetion of TRC-based products, filed for
bankruptcy protection in a Delaware court. Althowghbelieve we have adequate supplies of theseialator our anticipated uses, there
can be no assurance that we will be able to coatinur present arrangements with Moll or, if necassstablish new relationships on the
same or similar terms as we have with Moll. Althbwge anticipate that the cell culture cassettekhgilable to be manufactured for us on the
same or similar terms as Moll is currently provgliany increase in the cost of these cassetted amrkease our research and development
expense which may have a material adverse affestipbusiness, financial condition and resultspdrations. See Part I, Item 1A, “Risk
Factors” in our Annual Report on Form 10-K for §remar ended June 30, 2009.

Our major ongoing research and developimpergrams are focused on the clinical developmé&fRC-based products, bone marrow-
derived adult stem and early progenitor cells,use in cardiac regeneration, as well as vasculgmeration. We have reprioritized our
clinical development programs to focus on cardiouss applications including our Phase Il IMPACT-MQdilated cardiomyopathy) trial
and our Phase llb RESTORE-CLI (critical limb ischia)ririal. These potential product applications G&EC technology, our proprietary cells
and platform manufacturing technologies. We are atsmpleting other research and development aesvitsing our TR@ased products tt
are intended to improve the functionality for certelinical indications and to decrease the coshahufacturing our TRC-based products.

Because of the uncertainties of clintcals and the evolving regulatory requirementsligpple to TRC-based products, estimating the
completion dates or cost to complete our majorareteand development program would be highly sl and subjective. The risks and
uncertainties associated with developing our prtgjucluding significant and changing governmengglulation and the uncertainty of fut
clinical study results, are discussed in greattaidia the “Any changes in the governmental retpria classifications of our products could
prevent, limit or delay our ability to market orvédop our products,” “Our inability to complete genoduct development activities
successfully would severely limit our ability toeyate or finance operations,” and/& must successfully complete our clinical trimde abls
to market certain of our products” in Part I, Itéd, “Risk Factors” in our Annual Report on Form Kder the year ended June 30, 2009. "
potentially lengthy process of seeking regulatqgravals for our
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product candidates, and the subsequent compliaitkeapplicable regulations, will require the expitaie of substantial resources. Any
failure by us to obtain, or any delay in obtaininegulatory approvals could cause our researcldauelopment expenditures to increase and,
in turn, have a material adverse effect on ourltesid operations. We cannot be certain when amygash inflow from products validated
under our major research and development profeanyi, will commence.

Liquidity and Capital Resources

We have financed our operations sinception primarily through public and private salé®or equity securities, which, from
inception through March 31, 2010, have totaled appnately $231 million and, to a lesser degreeyulgh grant funding, payments received
under research agreements and collaborationsegttearned on cash, cash equivalents, and shorifigestments, and funding under
equipment leasing agreements. These financing estnrave generally allowed us to maintain adeqeatdd of cash and other liquid
investments.

Our combined cash and cash equivalerdshart-term investments totaled $22,844,000 achad, 2010, an increase of $5,844,000
from June 30, 2009. During the nine months endertMal, 2010, the primary source of cash and cgslvalents was from equity
transactions, of which net proceeds of $17,5000& raised through sales of our equity securnitiesuant to the June 2009 agreement with
Fusion Capital and an underwritten public offeraigoublic offering of our common stock and warrarise primary uses of cash and cash
equivalents during the nine months ended Marct2810 included $11,430,000 to finance our operatamsworking capital requirements,
and $103,000 in capital equipment additions. Ounlwoed cash and cash equivalents at April 30, 2@9approximately $21,556,000.

In our underwriting agreement with Oppeinter & Co. Inc., we have agreed not to issue lbasg securities under our existing
financing agreement with Fusion Capital or otheenggter into any similar equity financing prograithvany third party for a period of
180 days from the date of the prospectus supplefdanuary 15, 2010) without the prior written caortsef Oppenheimer & Co. Inc. Pursuant
to our financing agreement with Fusion Capital wergot able to put shares to Fusion Capital foclpase so long as our stock price is below
$2.88.

Our monthly cash utilization has averagproximately $1.3 million for the nine months edidiéarch 31, 2010. We expect our monthly
cash utilization for the remainder of fiscal ye@1@ to average approximately $1.4 million per matb to increased expenses to conduc
IMPACT-DCM clinical trial.

Our future cash requirements will dependnany factors, including continued scientificgmess in our research and development
programs, the scope and results of clinical trigis,time and costs involved in obtaining regukatpprovals, the costs involved in filing,
prosecuting and enforcing patents, competing tdolgical and market developments, costs of possibtgiisition or development of
complementary business activities and the costadyct commercialization. We do not expect to gateea positive cash flow from
operations for at least the next several yeardaltiee expected spending for research and developonegrams and the cost of
commercializing our product candidates. We intengeek additional funding through research andldpueent
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agreements or grants, distribution and marketimgexgents and through public or private debt ortgdinancing transactions. Successful
future operations are subject to several techmicdlrisk factors, including our continued abilibydbtain future funding, satisfactory product
development, obtaining regulatory approval and miaakceptance for our products. We expect thahweaitable cash and expected interest
income will be sufficient to finance current pladretivities at least through March 31, 2011, irt pae to the fact that many of our
expenditures are discretionary in nature and caficessary, be delayed. These estimates ard baseertain assumptions. See “Results of
Operations” above. In order to grow and expandbmsiness, to introduce our product candidatestir@anarketplace and to possibly acquire
or develop complementary business activities, weneed to raise additional funds. We will also deglditional funds or a collaborative
partner, or both, to finance the research and dpwatnt activities of our product candidates foraRpansion of additional cell types. We
expect that our primary sources of capital forfdreseeable future will be through collaborativeaagements and through the public or
private sale of our equity or debt securities. hman be no assurance that such collaborativegemaents, or any public or private financing,
will be available on acceptable terms, if at atlcan be sustained. Several factors will affectahility to raise additional funding, including,
but not limited to, market volatility of our commatock, continued stock market listing and econaroiaditions affecting the public markets
generally or some portion or the entire technolsggtor. If our common stock is delisted from theNDMQ Stock Market, the liquidity of

our common stock could be impaired, and prices pgithvestors to purchase our shares of our conmstak could be lower than might
otherwise prevail.

On January 21, 2010, we completed the &b,509,637 units (including 740,387 units doldthe underwriter pursuant to the exercise
of its over-allotment option) at a public offeripgce of $2.08 per unit. Each unit consisted ob(ig share of common stock, (ii) a Class A
warrant to purchase 0.75 of a share of common stbek exercise price of $2.9744 per share and({ilass B warrant to purchase 0.50 of a
share of common stock at an exercise price of §2e0&hare. We received approximately $12.4 miliionet proceeds from the sale of the
units (including the partially exercised optiontlbé over-allotment), after underwriting discourntsl @ommissions and other offering
expenses.

The 6,509,637 units consist of an aggegh6,509,637 shares of our common stock, Clagga#rants to purchase an aggregate of
4,882,228 shares of common stock and Class B Wartampurchase an aggregate of 3,254,818 shamswhon stock. The Class A
Warrants are exercisable for a five year periodroemcing on July 21, 2010. The Class B Warrant&reecisable at any time from
January 21, 2010 through July 21, 2010.

If adequate funds are not available, veg ime required to delay, reduce the scope of,imirgte one or more of our research and
development programs, which may have a materiadadévaffect on our business. See Part |, Itemibaffeial Statements — Notes to
Consolidated Financial Statements” in this QuaytB¢port on Form 10-Q and “Notes to Consolidatewhcial Statements” in our Annual
Report on Form 10-K for the year ended June 309200
Off-Balance Sheet Arrangements

At March 31, 2010, we were not party ny aff-balance sheet arrangements.
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Forward-Looking Statements

This report, including the documents thatincorporate by reference, contain forward-logkstatements within the meaning of
Section 27A of the Securities Act of 1933, as ameenénd Section 21E of the Securities Exchangeoft934, as amended. Any statements
about our expectations, beliefs, plans, objectimesymptions or future events or performance aréistrical facts and may be forward-
looking. These statements are often, but are matyed, made through the use of words or phrasesasitdnticipates,” “estimates,” “plans,”
“projects,” “trends,” “opportunity,” “comfortable,"current,” “intention,” “position,” “assume,” “p@ntial,” “outlook,” “remain,” “continue,”
“maintain,” “sustain,” “seek,” “achieve,” “continog,” “ongoing,” “expects,” “management believesyi¢ believe,” “we intend” and similar
words or phrases, or future or conditional verlihsas “will,” “would,” “should,” “could,” “may,” orsimilar expressions. Accordingly, these
statements involve estimates, assumptions and tairaigs which could cause actual results to diffiaterially from those expressed in them.
The factors described in Part I, Item 1A, “Risk t6as,” in our Annual Report on Form 10-K for theayeended June 30, 2009 Such factors,
among others, could have a material adverse affem our business, results of operations and finhnonditions.

”ou ” LLNTH ” ”u ” o

Because the factors referred to in tleeg@ding paragraph could cause actual results oomds to differ materially from those
expressed in any forward-looking statements we make should not place undue reliance on any sockard-looking statements. Further,
any forward-looking statement speaks only as ofitite on which it is made, and we undertake na@abtn, unless required by law, to
update any forward-looking statement or statementsflect events or circumstances after the daterlich such statement is made or to
reflect the occurrence of unanticipated events. Rmiors emerge from time to time, and it is naggible for us to predict which factors will
arise. In addition, we cannot assess the impagaolfi factor on our business or the extent to wéighfactor, or combination of factors, may
cause actual results to differ materially from #hgsntained in any forward-looking statements.

Among the factors about which we have enassumptions are:
. potential strategic collaborations with othe
. future capital needs and expected cash flc
. adequacy of existing capital to support operations: specified time
. the rate and degree of progress on our producta@went and marketing plar
. the rate of regulatory approval to proceed withichl trial programs and the success achievediiical trials;
. enrollment in and results of our clinical tria
. the requirements for marketing authorization fre@gulatory bodies in the U.S., E.U.and other coas
. the liquidity and market volatility of our equitgeurities;
. the continued listing of our securities on the NASDCapital Market
. regulatory and manufacturing requirements and uaicgies;
. technological developments by competitc

. anticipation of future losse
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. replacement of manufacturing sourc
. our products and commercialization plans;
. revenue expectations and operating res
For further information on factors whicbuld impact us and the statements contained hexenPart I, Item 1A, “Risk Factors” in our
Annual Report on Form 10-K for the fiscal year esthdane 30, 2009.
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Item 3. Quantitative and Qualitative DisclosuresoAbMarket Risl

Not applicable.

Item 4. Controls and Procedur
Disclosure Controls and Procedures

The Company conducted an evaluation, utigesupervision and with the participation of mg@ment, including the Chief Executive
Officer/Chief Financial Officer (“CEO")/(“CFQ"), wh currently is the same individual, of the effeetiess of the design and operation of the
Company’s disclosure controls and procedures asatéfn Rules 13a-15(e) and 15d-15(e) of the S8earand Exchange Act of 1934, as
amended (the “Exchange Act”). Based on that evalnathe CEO/CFO has concluded that the Comparnig@a$ure controls and procedures
were effective as of March 31, 2010 to ensureitifatmation related to the Company required to iseldsed in reports the Company files or
submits under the Exchange Act is (i) recordedcg@ssed, summarized and reported within the timegespecified in the SEC's rules and
forms, and (ii) accumulated and communicated tddbmpany’s management, including the CEO/CFO,lawatimely decisions regarding
required disclosure. Because of the inherent lioras in all control systems, no evaluation of colst can provide absolute assurance that the
Company’s disclosure controls and procedures \etieéct or uncover every situation involving theded of persons within the Company to
disclose material information otherwise requiredbécset forth in the Company’s periodic reportsyéeer, the Compang’disclosure contro
are designed to provide reasonable assurancehthawill achieve their objective of timely alertitige CEO/CFO to the information relating
to the Company required to be disclosed in the Gowig periodic reports required to be filed witle tAREC.
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Changes in Internal Control over Financial Repaortin

During our third quarter of fiscal 201bere were no changes made in our internal cootr@i financial reporting (as such term is
defined in Rules 13a-15(f) and 15d-15(f) of the liaw@ge Act) that have materially affected, or assomably likely to materially affect, the
Company’s internal control over financial reporting
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PART Il — OTHER INFORMATION
Item 1. Legal Proceedin¢
From time to time we receive threats ayrhe subject to litigation matters incidental tw business. However, we are not currently a
party to any material pending legal proceedings.
Item 2. Unregistered Sales of Equity Securities ldad of Proceed

On June 12, 2009, the Company enteredar#30.0 million common stock purchase agreeméhtRkusion Capital, an Illinois limited
liability company. The terms of the arrangementwitision Capital are disclosed in the Company’suahiReport on Form 10-K for the year
ended June 30, 2009 and there have been no chanthesterms of this arrangement during the quamneled March 31, 2010.

The Company did not issue any unregidtseeurities during the three months ended Mar¢l2@10. During the nine months ended
March 31, 2010, 1,769,970 shares of the Compamyimeon stock, including 51,432 shares issued as ealaf the Compang’commitmen
fee were issued to Fusion Capital for net proceé®$,100,000. The Company has an effective registr statement covering the resale by
Fusion Capital of all of these shares under then®tézs Act of 1933, as amended.

Item 6. Exhibits
The Exhibits listed in the Exhibit Indemmediately following the Signatures, are filedaggart of this Quarterly Report on Form 10-Q.
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SIGNATURES

Pursuant to the requirements of the S@esiExchange Act of 1934, the registrant has dalysed this report to be signed on its behalf
by the undersigned thereunto duly authorized.

AASTROM BIOSCIENCES, INC.

Date: May 10, 2010 /s/ Timothy M. Mayleben
Timothy M. Mayleben
President and Chief Executive Officer
(Principal Executive Officer)
Chief Financial Officer
(Principal Financial and Accounting Office
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EXHIBIT INDEX

Exhibit Numbe Description

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

4.2 Class B Warrant Agreement dated as of January®, by and between the Registrant and Contin&ttedk Transfer &
Trust Company (incorporated herein by referendexuaibit 4.2 to the Company’s Current Report on F@&i filed with the
SEC on January 27, 201

10.1 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, 20:

31.1 Rule 13i-14(a)/15¢14(a) Certification (furnished herewit

32.1 Certification pursuant to 18 U.S.C. Section 13%0adopted pursuant to Section 906 of the Sarbarks+@ct of 2002

(furnished herewith
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TERM
Adult Stem Cell

Adverse Event

AEMPS — Agencia Espafiola de
Medicamentos y Productos Sanitar

Allogeneic

ATMP — Advanced Therapy Medicinal
Product

Autologous

BLA — Biologics License Application
CBER — Center for Biologics Evaluation
and Researc

CLI — Critical Limb Ischemia

Controlled Clinical Trial

GLOSSARY

DEFINITION
A cell present in adults that can generate a lanitmge of cell types as well as renew its

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

Spanish Drug Agency

Originating from a human donor other than the patieceiving treatment (Aastrom does

NOT use allogeneic cells

New medicinal products in the European Union basedenes (gene therapy), cells (i
therapy) and tissues (tissue engineeri

Originating from the patient receiving treatmertagtrom uses only autologous ce

An application containing product safety, efficaryd manufacturing information required
by the FDA to market biologics products in the (e§uivalent to NDA

Branch of the FDA that regulates biological product disease prevention and treatment
that are inherently more complex than chemicallytlsgsized pharmaceutica

A vascular disease characterized by insufficieabdlflow in the extremities that causes
severe pain, tissue loss or bc

A clinical study that compares patients receivirgpacific treatment to patients receiving an

alternate treatment for the condition of inter@ste alternate treatment may be another
active treatment, standard of care for the conligind/or a placebo (inactive) treatme
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CRC — Cardiac Repair Cell

DCM — Dilated Cardiomyopathy

Double-Blind Clinical Trial

EMEA — European Medicines Agency

E.U. — European Union

Ex vivo

FDA — Food and Drug Administration

DEFINITION
Aastrom’s proprietary Tissue Repair Cells for caedindications. (Also see TRC — Tissue
Repair Cell)

A chronic cardiac disease where dilation of thegpdi's heart reduces its function to a point
that the normal circulation of blood cannot be rteiimed.

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

European Union body responsible for coordinatiregekisting scientific resources put at its
disposal by Member States for the evaluation, siigien and pharmacovigilance of
medicinal products. The Agency provides the Men$tates and the institutions of the E.U.
scientific advice on any question relating to tkialeation of the quality, safety and efficacy
of medicinal products for human or veterinary usfenred to it in accordance with the
provisions of E.U.legislation relating to medicimpabducts. EMEA is similar in function to
the US FDA (see FDA below

The economic and political union of 27 member stadtecated primarily in Europe, for
which the EMEA holds the medical regulatory pov

Outside the bod
The U.S. FDA ensures that medicines, medical deyied radiation-emitting consumer
products are safe and effective. Authorized by Cesgto enforce the Federal Food, Drug,

and Cosmetic Act and several other public healtls Jahe agency monitors the manufact
import, transport, storage, and sale of $1 trilkeorth of goods annuall
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GCP — Good Clinical Practice

GMP — Good Manufacturing Practice

GTP — Good Tissue Practice

DEFINITION
GCP is an international ethical and scientific gyaitandard for designing, conducting,
recording and reporting trials that involve thetgpation of human subjects. Compliance
with this standard provides public assurance tmatights, safety and well-being of trial
subjects are protected, consistent with the priesiphat have their origin in the Declaration
of Helsinki, and that the clinical trial data aredible.

GMP regulations require that manufacturers, praosssind packagers of drugs, medical
devices, some food, and blood take proactive gtepasure that their products are safe,
pure, and effective. GMP regulations require aitypapproach to manufacturing, enabling
companies to minimize or eliminate instances otamination, mi-ups, and error

GTP regulations help ensure that donors of humbml@eand tissudsased products are fr
of communicable diseases and that the cells asdetssare not contaminated during
manufacturing and maintain their integrity and fiime. Key elements of the proposed rule
are: Establishment of a quality program, which wloeNaluate all aspects of the firm’s
operations, to ensure compliance with GTP; Mainteraf an adequate organizational
structure and sufficient personnel; Establishméistandard operating procedures for all
significant steps in manufacturing; Maintenancéagflities, equipment and the
environment; Control and validation of manufactgrprocesses; Provisions for adequate
and appropriate storage; Record keeping and marageMaintenance of a complaint file;
Procedures for tracking the product from donoretipient, and from recipient to don:
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Hematopoietic Stem Cells

IMPACT-DCM
IMPD — Investigational Medicinal

Product Dossier

In vitro

IND — Investigational New Drug

IRB — Institutional Review Board

LVEF — Left Ventricular Ejection
Fraction

Open-label Clinical Trial

DEFINITION
Stem cells that give rise to all blood cell typesluding myeloid (monocytes and
macrophages, neutrophils, basophils, eosinopriithm®cytes, megakaryocytes/platelets,
dendritic cells), and lymphoid lineages-cells, E-cells, NK-cells).

Aastrom’s U.S. Phase Il surgical clinical trial exating the use of CRCs in the treatment of
dilated cardiomyopathy

An IMPD is now required to accompany an applicatmperform clinical trials in any
European Member State. It provides a summary ofinétion on the quality of the product
being evaluated in a clinical trial planned to adcua European Member State, including
reference products and placebos. It also providés flom norelinical studies and availab
previous clinical experience with the use of theestigational medicinal produc

In a laboratory dish or test tube; in an artifi@alironmen

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

A committee designated to formally approve, monigord review biomedical research at an
institution involving humans. Institutional RevidBoards aim to protect the rights and
welfare of the research subjects. For Aastspuonsored clinical trials, IRB approval mus:
obtained at each individual clinical site in ordi@r patient recruitment and treatment to
commence at that sit

The fraction of blood pumped out of the left verigriwith each heart beat.

A trial in which both the treating physician ane thatient know whether they are receiving
the experimental treatment or control treatm
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Orphan Drug Designation

Phase | Clinical Trial

Phase Il Clinical Trial

Phase lIb Clinical Trial

Phase Il Clinical Trial

Progenitor Cell

Prospective Clinical Trial

Randomized Clinical Trial

Somatic Cell

DEFINITION
“Orphan drug” refers to a drug or biologic thatrikended for use in the treatment of a rare
disease or condition. Orphan drug designation fiteenU.S. Food and Drug Association
(FDA) qualifies the sponsor to receive certain igné&om the Government in exchange for
developing the drug for a rare disease or condifidve drug must then go through the FDA
marketing approval process like any other drugioloic which evaluates for safety and
efficacy. Usually a sponsor receives a quickeraenime and lower application fees for an
orphan product

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

A Phase Il trial represents a study in a small nemal patients to assess the safety and
efficacy of a produc

A Phase lIb trial is a moderately-sized Phaseudgthat is more specifically designed
assess the efficacy of a product than a Phasgdl:

Phase Il studies are initiated to establish sadety efficacy in an expanded patient
population at multiple clinical study sites and gemerally larger than trials in earlier phases
of development

A “paren” cell that gives rise to a distinct cell lineageébgeries of cell division:

A clinical trial in which participants are idengfil and then followed for the duration of the
clinical trial.

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

Any of the cells responsible for forming the bodyaa organism such as internal organs,
bones, skin, connective tissues and bl
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SPP — Single-Pass Perfusion

Standard of care treatment

Stem Cell

TRC — Tissue Repair Cell

VRC — Vascular Repair Cell

DEFINITION
SPP is Aastrong proprietary technology that controls gas andaéture media exchange
enable the replication of early-stage stem andeqitgr cells while preventing their
differentiation into mature cell:

The treatment normally prescribed in medical pcactor a particular illness, injury or
procedure

Unspecialized (undifferentiated) cells that retidie ability to divide throughout a lifetime
and give rise to more specialized (differentiategl)s which take the place of cells that di
are lost.

In culture, these undifferentiated cells possesstiility to divide for indefinite periods in
culture and may give rise to highly specializedsc

Aastrom’s cell manufacturing process begins with¢bllection of a small aspirate
(approximately 50 ml) of bone marrow from the pattie hip in an outpatient procedure. 1
sample of bone marrow is shipped to a manufactdenijty, and transferred into Aastrom’
cell manufacturing system. In this fully automatsiggrile process, the stem and progenitor
cell populations present in the bone marrow arattyexpanded to yield cellular products
based on Aastrom’s Tissue Repair Cell (TRC) teabgal The finished TRC-based product
is shipped back to the physician who administets fhe original patient as an autologous
cell therapy

Aastrom’s proprietary Tissue Repair Cells for Vdacindications. (Also see TRC -Fssue
Repair Cell)
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Exhibit 31.1

CERTIFICATION
I, Timothy M. Mayleben, certify that:
1. | have reviewed this Quarterly Report on Forr-Q of Aastrom Biosciences, Int

2.  Based on my knowledge, this report doesantain any untrue statement of a material factnoit to state a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmislieading with respect to the
period covered by this repo

3. Based on my knowledge, the financial statésjeand other financial information included irstreport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

4. | am responsible for establishing and maiirig disclosure controls and procedures (as ddfindexchange Act Rules 13a-15(e) and
15d-15(e)) and internal control over financial repw (as defined in Exchange Act Rules 13a-15¢f) 45d-15(f)) for the registrant
and have

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedaoitee designed under my
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pregzh

(b) Designed such internal control over financegarting, or caused such internal control overrfaial reporting to be designed
under my supervision, to provide reasonable asseregarding the reliability of financial reportingd the preparation of
financial statements for external purposes in at@oce with generally accepted accounting principles

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presenttisi report my conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougyelis report based on such
evaluation; and

(d) Disclosed in this report any change in thegegnt’s internal control over financial reportititat occurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an ameport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant’s internal control over finaiceporting; and

5. I have disclosed, based on my most recatation of internal control over financial repadi to the registrant’s auditors and the
audit committee of the registri's board of directors (or persons performing thewedent functions)

(a) All significant deficiencies and material weakses in the design or operation of internal coptrer financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial 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.

Date: May 10, 2010

/sl Timothy M. Mayleben

Timothy M. Mayleben

President and Chief Executive Officer
(Principal Executive Officer)

Chief Financial Officer

(Principal Financial and Accounting Office




Exhibit 32.1

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

In connection with the Quarterly Report of &am Biosciences, Inc. (the “Company”) on Form 1@eQthe quarter ended March 31,
2010, as filed with the Securities and Exchange @@sion on the date hereof (the “Report”), I, TimoM. Mayleben, President, Chief
Executive Officer and Chief Financial Officer oet&ompany, certify, pursuant to 18 U.S.C. Secti®b0] as adopted pursuant to Section 906
of the Sarbanes-Oxley Act of 2002 (“Section 90€igt to my knowledge:

(1) The Report fully complies with the requirents of section 13(a) or 15(d) of the Securitirshange Act of 1934; and

(2) The information contained in the Repoitlfgoresents, in all material respects, the finahcondition and results of operations of the
Company.

May 10, 2010

/sl Timothy M. Mayleben

Timothy M. Mayleben

President and Chief Executive Officer
(Principal Executive Officer)

Chief Financial Officer

(Principal Financial and Accounting Office

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



