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PART 1
Cautionary Statement Regarding Forward-Looking Statements

This annual report on Form 10-KSB and the materials incorporated herein by reference contain forward-looking statements that involve risks

and uncertainties. We use words such as may, assumes, forecasts, positions, predicts, strategy, will, expects, estimates, anticip:
projects, intends, plans, budgets, potential, continue and variations thereof, and other statements contained in quarterly report, and the ex}

hereto, regarding matters that are not historical facts and are forward-looking statements. Because these statements involve risks and

uncertainties, as well as certain assumptions, actual results may differ materially from those expressed or implied by such forward-looking

statements. Factors that could cause actual results to differ materially include, but are not limited to risks inherent in: our early stage of

development, including a lack of operating history, lack of profitable operations and the need for additional capital; the development and

commercialization of largely novel and unproven technologies and products; our ability to protect, maintain, and defend our intellectual property

rights; uncertainties regarding our ability to obtain the capital resources needed to continue research and development operations and to conduct

research, preclinical development and clinical trials necessary for regulatory approvals; uncertainty regarding the outcome of clinical trials and

our overall ability to compete effectively in a highly complex, rapidly developing, capital intensive and competitive industry. See RISK

FACTORS THAT MAY AFFECT FUTURE RESULTS set forth on page 19 herein for a more complete discussion of these factors. Readers are

cautioned not to place undue reliance on these forward-looking statements, which speak only as of the date that they are made. We undertake no

obligation to publicly update or revise any forward-looking statements, whether as a result of new information, future events or otherwise.

ITEM 1. DESCRIPTION OF BUSINESS

Overview. We are a biotechnology company focused on developing and commercializing human stem cell technology
in the emerging field of regenerative medicine.

We have developed and maintain a portfolio of patents and patent applications that form the proprietary base for our research and development
efforts in the area of embryonic stem cell research. We believe that our intellectual property represents one of the strongest portfolios in the
field. We employ a team including some of the world s leading scientists in the field of stem cell research and development. We believe our
technology base, in combination with our know-how, provides a competitive advantage and will facilitate the successful development and
commercialization of products for use in treatment of a wide array of chronic degenerative diseases and in regenerative repair of acute disease,
such as trauma, infarction and burns.

Our belief that our intellectual property represents one of the strongest portfolios in the field is supported by:
e the size, date and pace of filing, and focus of the portfolio,
e the relative immaturity of this field of study, and

e the limited number of truly competitive portfolios of intellectual property.

Regenerative medicine is a new and emerging field of study involving development of medical therapies based on advances in stem cell and
nuclear transfer technology. We have developed and maintain a broad portfolio with ownership or exclusive licensing of over 30 issued patents
and over 280 patent applications in the field of regenerative medicine and related technologies. This significant volume of patents and patent
licenses has been developed in the short span of approximately the past seven years.
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Although we have strong competitors in this field, there are a limited number of companies operating in this field. We believe our intellectual
property portfolio compares favorably with those of our competition based upon its size, focus and filing dates.

With respect to the focus of our portfolio, we believe that somatic cell nuclear transfer and chromatin transfer are, and will prove to be, one of
the technological keys to successful development of stem cell therapies. See Cellular Reprogramming below. Our patent rights include one of
only two core patent estates supporting somatic cell nuclear transfer technology and chromatin transfer technology. We believe that only one
other known patent estate, held by Roslin Institute, derived from the cloning of Dolly, the first cloned sheep, is comparable to ours. However, in
contrast with Roslin, we own or have license to numerous other technologies for dealing with transplant rejection, including means of activating
oocytes during nuclear transfer, parthenogenesis, transdifferentiation, and dedifferentiation. Our intellectual property also includes patent rights
and applications for specific applications of stem cell technology in producing retinal pigment epithelium, hemangioblasts, and dermal cells, and
numerous methods and compositions for the use of these technologies and derived cells in heart disease, immunodeficiency estates and cancer.

This is a young and emerging field. There can be no assurances that our intellectual property portfolio will ultimately produce viable
commercialized products and processes; however, at this early stage of development, our intellectual property and science team are
well-recognized leaders in the field. See RISK FACTORS THAT MAY AFFECT FUTURE RESULTS Risks Relating to Our Technology on
page 21 of this annual report on Form 10-KSB.

All of our research efforts to date are at the level of basic research or in the pre-clinical stage of development. We are focused on leveraging our
key assets, including our intellectual property, our scientific team, our facilities and our capital, to accelerate the advancement of our stem cell
technologies. In addition, we are pursuing strategic collaborations with members of academia, industry and foundations to further accelerate the
pace of our research efforts. We are currently headquartered in Alameda, California, with additional research and development offices in
Worcester, Massachusetts. We recently established a research facility in California, where voters passed Proposition 71 in November 2004,
which is described more fully under the heading California Proposition 71 below.

The Field of Regenerative Medicine. 'The emerging field of treatment called regenerative medicine or cell therapy refers to
treatments that are founded on the concept of producing new cells to replace malfunctioning or damaged cells as a

vehicle to treat disease and injury. Our focus is the development of effective methods to generate replacement cells

from stem cells. Many significant and currently untreatable human diseases arise from the loss or malfunction of

specific cell types in the body. This is especially true of diseases associated with aging such as Alzheimer s disease,
Parkinson s disease, type Il diabetes, heart failure, osteoarthritis, and aging of the immune system, known as
immunosenescence. This is also true for medical conditions resulting from damage to cells due to acute disease, such

as trauma, infarction and burns. We believe that replacing damaged or malfunctioning cells with fully functional ones

may be a useful therapeutic strategy in treating many of these diseases and conditions.

A stem cell is a cell that has the ability to branch out and change, or differentiate, into two or more different cell types. Stem cells are
self-renewing primitive cells that have the ability to develop into functional, differentiated cells. In general, there are two broad categories of
stem cells: adult stem cells and embryonic stem cells. Adult stem cells are derived from various tissues in the human body. Because they can
branch out into many different cell types, they are referred to as multipotent. Multipotent means these cells develop into multiple, but not all,
types of cells in the body. Embryonic stem cells, referred to as ES cells, which are derived from pre-implantation embryos, are unique because
they are pluripotent, which means that they can develop into all cells and tissues in the body, and they self-renew indefinitely in their
undifferentiated state. The ability of ES cells to divide indefinitely in the undifferentiated state
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without losing pluripotency is a unique characteristic that distinguishes them from all other stem cells discovered to date in humans. Because of
the potential of ES cells, one of our primary efforts is the development and commercialization of ES cell based technologies.

Since the discovery of the human ES cell, medical researchers worldwide have generally recognized the significance of this new technology and
have begun to focus research on the translation of this discovery into important new therapies. Specifically, researchers have focused on several
key challenges including:

e isolating and purifying cell lines,

e growing stable cell lines in culture for long periods without mutations,

e manufacturing cell lines in numbers sufficient for therapy,

o differentiating ES cells into all of the cell types desired for therapies, and

e solving the potential rejection of ES cells used in therapies due to immuno-incompatibility with the patient.

We believe that solving the potential rejection of ES cells in patients is the greatest scientific obstacle to developing successful therapeutics. Our
research and technologies are focused on solving this obstacle by creating stem cell therapeutics with compatible tissues. Compatible tissues are
referred to as being histocompatible.

We believe the potential markets for regenerative medicine and stem cell therapy are large. The table below summarizes the potential United
States patient populations which we believe may be amenable to cell or organ transplantation and represent target markets for products generated
through our regenerative medicine technology.

POTENTIAL U.S. PATIENT POPULATIONS FOR CELL-BASED THERAPIES

Medical Condition Number of Patients*
Cardiovascular disease 70 million
Autoimmune disease 50 million
Diabetes 18 million
Osteoporosis 10 million
Cancer 10 million
Alzheimer s disease 4.5 million
Parkinson s disease 1 million

Burns (severe) 1.1 million
Spinal-cord injuries 0.25 million
Birth defects 0.15 million/year
* These estimates are based on the most current patient estimates published by the following organizations as

of April 2005: the American Heart Association, the American Autoimmune Related Diseases Association, SEER
(Surveillance, Epidemiology and End Result), American Burn Association, March of Dimes, the Alzheimer s
Association, the Alzheimer s Disease Education & Referral Center (National Institute on Aging), the National
Institutes of Health s National Institute on Neurological Disorders and Stroke, the Foundation for Spinal Cord Injury
Prevention, Care & Cure, the Centers for Disease Control and Prevention, the American Association of Diabetes
Educators, the Northwest Parkinson s Foundation and the Parkinson s Action Network.
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Our Technology. The ability to produce embryonic stem cells that are immunologically compatible with the patient is
the hallmark and the strength of our technology platform. We believe our technology platform will enable the
transformation of a patient s cells into an embryonic state where those cells can be differentiated into specific
therapeutically relevant cell types that are genetically identical to the patient. We believe our technology may also
enable the production of stem cell lines, from sources external to the patient, that have a sufficiently high level of
histocompatibility to be useful in making cell therapies readily accessible to a large segment of the patient population,
without the need for exact genetic matching of tissues. As a result, our technology avoids reliance on more limited
approaches that involve use of cell lines that are not histocompatible with the recipient, or therapies based upon use of
adult stem cells.

In August 2001, the President of the United States set guidelines for federal funding of research on embryonic stem cells from human embryos
created by in-vitro fertilization, referred to as IVF. IVF-ES cells have the drawback that they are not genetically matched to the recipient patient.
These ES cells are allogeneic. The word allogeneic literally means other DNA type. Therapies using allogeneic cell lines can result in immune
system incompatibilities where the host immune system attacks and rejects the transplanted cells or the transplanted cells attack the host. These
incompatibilities may be partially suppressed with powerful immunosuppressive drugs, but the side effects can be severe and result in
life-threatening complications. As a result, these incompatibilities will generate significant inefficiencies in the application of cell therapies.

Our approach also differs from that of technologies limited to the use of adult stem cells. The principal drawbacks to therapies based exclusively
on the use of adult stem cells are that these cells are neither pluripotent, nor youthful. Adult stem cells are multipotent, which means that, unlike
pluripotent stem cells, they cannot be differentiated into all cell types of the human body. Their usefulness is inherently limited in this regard.
With respect to their lack of youthful characteristics, adult stem cells are intrinsically mortal. Cellular aging is caused by shortening telomeres,
which are the ends of chromosomes. ES cells are immortal, telomerase positive cells. Through nuclear transfer, we have been successful in
regenerating cell lifespan through the reactivation of telomerase, an enzyme concerned with the formation, maintenance and renovation of
telomeres.

The strategic focus of our technology is to produce cell lines that are both histocompatible with the patient and pluripotent. We have numerous
proprietary technologies that we believe will generate histocompatible, pluripotent stem cells for patient-specific application. These cells
maximize the potential for effective use as transplants to replace diseased or destroyed cells in human patients. If successfully developed, our
cellular reprogramming technologies will make it possible to produce cells that have the proliferative capacity of young cells, have specific
therapeutic application, and are immunologically compatible with the patient.

All of our technologies are at the level of basic research or in the pre-clinical stage of development.

Our Research Programs. Our research programs are divided into three core categories: cellular reprogramming, our
reduced complexity program, and stem cell differentiation. Each of these core areas of focus are discussed below.

Cellular Reprogramming. This research program involves development of therapies based on the use of genetically
identical pluripotent stem cells generated by our cellular reprogramming technologies. These technologies can be used
to generate patient-specific pluripotent cells and tissues for transplantation. We believe our technology platform will
enable the transformation of a patient s cell into pluripotent ES cells that are histocompatible with the patient and have
the potential to be differentiated into any of the over 200 different human cell types that may be therapeutically
relevant in treating diseased or destroyed tissues in human patients. We expect that our cellular reprogramming
technologies will offer a new avenue for the introduction of targeted genetic modifications in cells and for the
regeneration of cell lifespan, thereby making youthful cells available for aging patients. The combination of these
advances, the
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ability to produce young cells of certain kinds that are histocompatible with the patient, is a core potential application of our technology. We
believe these cellular reprogramming technologies will be effective therapies where there is time to prepare customized therapy through
reprogramming of the patient s own cells.

Some of the technologies that support our cellular reprogramming program are somatic cell nuclear transfer, chromatin transfer, and fusion
technologies.

Somatic cell nuclear transfer, referred to as SCNT, refers to the process wherein a body cell is transferred to an egg cell from which the nuclear
DNA has been removed. This results in the body cell being reprogrammed by the egg cell. This reprogramming transforms the cell from the type
of cell it was, for instance a skin cell, into an embryonic cell with the power to become any cell type in the body. A related technology is called
chromatin transfer. Through this technology, the DNA and attached proteins, or chromatin, of the somatic cell is reprogrammed prior to transfer
into an egg cell. Chromatin transfer has the potential to improve the efficiencies and therefore reduce the cost of nuclear transfer. We believe

that one critical advantage of our proprietary SCNT and chromatin transfer technologies is that the cells are rejuvenated by returning the cell to a
youthful state. This is important because these youthful cells will have the proliferative capacity of young cells. These healthy replacement cells,
which would be genetically identical to the patient s own cells, would then be used for cell transplantation.

Our fusion technologies involve the fusion of the cytoplasm of one cell into another. In the same manner that the cytoplasm of an egg cell is
capable of transforming any cell back to an embryonic state, the fusion of the cytoplasm of other cell types, including differentiated cell types
(such as blood cells) is capable of reprogramming another cell type, such as a skin cell. These technologies have the potential of transforming a
cell from a patient into another medically-useful cell type also identical to the patient. They also have the potential to fuse the cytoplasm of
undifferentiated cells, such as embryonic stem cells, with somatic cells to transport the somatic cell DNA back to pluripotency. We believe that
the fusion technology we are developing can be developed into as broad and powerful a technique as SCNT, producing histocompatible,
youthful stem cells that are multi and potentially even pluripotent. If successfully developed, this technology may also provide a pathway that
does not utilize human egg cells which would reduce the cost of the procedure and increase the number of patients that could benefit from its
implementation.

Reduced Complexity Program. We believe our proprietary technology may be applied to generate readily available cell
therapy products for patients with acute medical needs that do not allow time for patient-specific reprogramming of
cells. We believe several of our proprietary technologies may be used to generate a wide array of readily available
stem cell therapies for rapid deployment across a broad patient population without the need for time-consuming
patient-specific reprogramming of cells. Current organ and tissue transplantation technology requires that there be a
high degree of compatibility between the donated organ or tissue and the recipient. Genes for histocompatibility
antigens, or HLA genes, play a critical role in achieving donor/recipient compatibility and resulting transplant success.
We are developing our reduced complexity technology with the goal of assembling a bank of stem cell lines that are
homozygous in the HLA genes.

We believe the result of this technology will be that a bank of at most a few hundred cell lines will provide a close enough match that, together
with immunosuppressive drugs, stem cell therapies for certain common applications will be achievable in most patients. One example of a
potential application is introduction of stem cell therapy on a time-sensitive basis in the case of heart attack to repair damaged heart tissue.
Timely, cost-effective introduction of cell therapies will be critical to commercial application. Without reduced complexity technology,
producing a readily-available, off-the-shelf supply may require many hundreds of thousands of cell lines.
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We also believe that reduced complexity applications resulting from our research will offer an important research tool in the field of regenerative
medicine by offering readily available cell lines for researchers produced at a level of quality and quantity appropriate for clinical applications.
We believe our ability to genetically modify cells, while assuring quality control of the cell lines, will give us a decided advantage over our
competition in providing readily available, closely matched cell lines at lower cost.

We have several different technologies we believe may be used to create a bank of stem cells with reduced complexity in the HLA genes. One of
several such technologies is called parthenogenesis. Parthenogenesis is similar to somatic cell nuclear transfer; however there is no somatic cell
being transferred. We use our proprietary technology to take one egg cell and stimulate it to begin cell division as though it has been fertilized.
This results in a parthenote or a blastocyst with a duplicate set of the egg s chromosomes from which we can harvest ES cells. This duplication
gives a parthenote a full complement of genes. We believe parthenogenesis and certain of our other technologies could be used to generate a
master cell bank of clean homozygous stem cell lines that could provide matches for a majority of the U.S. patient population.

Stem Cell Differentiation. Regenerative medicine requires that stem cells, from whatever source derived, be
differentiated, or re-differentiated, into specific body cell types and then physically transplanted into a patient.
Differentiation into tissues such as cardiac muscle, blood, and other tissues occurs spontaneously in ES cells being
cultured in a dish. Successful application of stem cell technology will require control over the specific kinds of cells
into which stem cells differentiate. Control of differentiation and the culture and growth of stem and differentiated
cells are important current areas of research for us. Also, some chemicals, such as retinoic acid, can be used to trigger
differentiation into specific cell types such as nerve cells. We intend to pursue differentiation approaches both
in-house and through collaborations with other researchers who have particular interests in, and skills related to,
cellular differentiation. These efforts include using both animal and human stem cell lines. Our research in this area
includes projects focusing on developing many different cell types that may be used in the future to treat a wide range
of diseases. Currently our researchers are working on projects to generate stable cell lines including retinal pigment
epithelium, or RPE, cells, skin cells, and hemangioblast cells. In the future, our researchers may also focus on various
projects to generate other cell types, including neuronal, lung, heart, liver and pancreatic beta cells.

Our researchers were the first to report the successful generation of several stable lines of retinal pigment epithelium cells from human ES cells.
Our scientific team has refined our ability to purify and establish banks of these cell lines. We are currently conducting pre-clinical research in
the restoration of visual loss in small animal models to determine if these cells may be used to treat disorders such as macular degeneration and
retinitis pigmentosa.

Our researchers are also focusing on development of technology and know-how to consistently isolate, purify and develop skin cells with
patterns of gene expression that are analogous to early embryonic skin. Early embryonic skin is capable of regenerating after wounding without
scar formation. We believe that these types of cells may provide a means of improving wound repair in surgery, burns, and chronic skin ulcers.

Additionally, our research is also focused on an important cell type called the hemangioblast. Hemangioblasts are a newly-characterized stem
cell capable of differentiating into both hematopoietic, meaning blood cell forming, and angiogenic, meaning blood vessel endothelium forming,
cells. We believe it will be possible to utilize hemangioblast cells in engraftment to repair age-related endothelial dysfunction associated with
numerous significant age-related diseases, including cardiovascular disease, stroke, and even perhaps cancer. We have demonstrated in a mouse
model that nuclear transfer-derived hemangioblast cells were able to regenerate myocardium in an infarcted mouse heart. In addition, we have
recently completed a project using nuclear transfer technology to produce hemangioblasts in a bovine
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model. The nuclear transfer-derived hemangioblasts were transplanted into the original adult animals and persisted and multiplied in the blood
and lymph supply of those cows, demonstrating a significant competitive advantage over adult stem cells. We believe that demonstrating
long-term success of these techniques in animal models may translate into future applications in humans. Results from our on-going pre-clinical
research programs will ultimately determine what clinical applications we choose to initially pursue in human clinical trials.

Potential Commercial Applications of our Technologies. We believe that, if successfully developed, stem cell-based therapy
has the potential to provide treatment for a broad range of acute and chronic degenerative diseases. We believe the
potential applications of cell-based therapeutics include

e hematopoietic cells for blood diseases and cancer,

e myocardial and endothelial vascular tissue for cardiovascular disease,

e skin cells for dermatological conditions,

e retinal pigment epithelium cells as treatment for macular degeneration and retinal pigmentosis,
e neural cells for spinal cord injury, Parkinson s disease and other neuro-degenerative diseases,
e pancreatic islet cells for diabetes,

e liver cells for hepatitis and cirrhosis,

e cartilage cells for arthritis, and

e lung cells for a variety of pulmonary diseases.

While we expect that any future products will take the form of medical procedures, tangible therapeutics, or combinations thereof, we currently
have no products, and the identity of our future products, if any, is dependent upon the results of our ongoing research efforts, and, therefore
cannot be determined at this time.

Our Intellectual Property.

Our research and development is supported by a broad intellectual property portfolio. We currently own or have exclusive licenses to over 30
patents and have over 280 patent applications pending worldwide in the field of regenerative medicine and stem cell therapy. We also have
non-exclusive rights to a portfolio of patents and patent applications that support our core intellectual property.

Our success will likely depend upon our ability to preserve our proprietary technologies and operate without infringing the proprietary rights of
other parties. However, we may rely on certain proprietary technologies and know-how that are not patentable. We protect our proprietary
information, in part, by the use of confidentiality agreements with our employees, consultants and certain of our contractors.

‘We maintain a disciplined patent policy and, when appropriate, seek patent protection for inventions in our core technologies and in ancillary
technologies that support our core technologies or which we otherwise believe will provide us with a competitive advantage. We pursue this
strategy by filing patent applications for discoveries we make, either alone or in collaboration with scientific collaborators and strategic partners.
Typically, although not always, we file patent applications both in the United States and in select international markets. In addition, we plan to
obtain licenses or options to acquire licenses to patent filings from other individuals and organizations that we anticipate could be useful in
advancing our research, development and commercialization initiatives and our strategic business interests.
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The following table identifies the issued patents we own or license that we believe currently support our technology platform.

Owned by Advanced Cell Technology, Inc.
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Expiration
Number Patent Country Filing Date Issue Date Date* Title
6,808,704 United States 09/06/00 10/26/04 02/18/2021  Method for Generating
as) Immune-Compatible Cells and Tissues
Using Nuclear Transfer Techniques
518191 New Zealand 10/13/00 05/10/04 10/13/2020  Method of Differentiation of Morula or
(NZ) Inner Cell Mass Cells and Method of
Making Lineage-Defective Embryonic
Stem Cells
516236 NZ 06/30/00 08/07/05 06/30/2020  Cytoplasmic Transfer to
De-Differentiate Recipient Cells
782286 Australia (AU) 6/30/00 10/27/05 6/30/2020 Cytoplasmic Transfer to
De-Differentiate Recipient Cells
783162 AU 09/06/2000 01/12/06 09/6/2020  Method for Generating

Immune-Compatible Cells and Tissues
Using Nuclear Transfer Techniques

782385 AU 10/13/00 11/3/05 10/13/2020  Method of Differentiation of Morula or
Inner Cell Mass Cells and Method of
Making Lineage-Defective Embryonic
Stem Cells

531844 NZ 09/06/2000 02/08/05 09/06/2020  Telomere Restoration and Extension of
Cell Life-Span in Animals Cloned from
Senescent Somatic Cells

521711 NZ 04/16/2001 07/07/05 04/16/2021  Pluripotent Cells Comprising Allogenic
Nucleus and Mitochondra

6,603,059 usS 10/16/2000 08/05/2003 10/16/2020  Method of Cloning Animals

510930 NZ 03/05/1998 08/07/2003 08/05/2018  Method of Producing a Polypeptide in
an Ungulate

337495 NZ 03/05/1998 10/09/2001 03/05/2018  Method of Cloning Animals

782358 AU Method of Cloning Animals

745334 AU Method of Cloning Animals

5,453,366 UsS 03/15/1993 09/26/1995 03/15/2013  Method of Cloning Bovine Embryos

6,011,197 usS 01/28/1999 01/04/2000 01/28/2019  Method of Cloning Bovines Using
Reprogrammed Non-Embryonic Bovine
Cells

6,395,958 usS 07/15/1999 05/28/2002 07/15/2019  Method of Producing a Polypeptide in
an Ungulate

4,994,384 usS 10/27/1987 02/19/1991 02/19/2008  Multiplying Bovine Embryos

5,374,544 usS 01/15/1992 12/20/1994 01/15/2012  Mutated Skeletal Actin Promoter
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5,496,720
5,843,754

6,194,202
6,077,710
6,680,199

6,306,591

5,346,990

University of Massachusetts Exclusive License to Advanced Cell Technology, Inc.
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02/10/1993
06/06/1995

03/04/1996
10/21/1998
05/22/2000

06/18/1998

03/12/1991

03/05/1996
12/01/1998

02/27/2001
06/20/2000
01/20/2004

10/23/2001

09/13/1994

03/05/2013
12/01/2015

03/04/2016
10/21/2018
05/22/2020

06/18/2018

09/13/2011

Parthenogenic Oocyte Activation
Parthenogenic Bovine Oocyte
Activation

Parthenogenic Oocyte Activation
Parthenogenic Oocyte Activation

In Vitro Activation of Mammalian
Oocytes

Screening for the Molecular Defect
Causing Spider Lamb Syndrome in
Sheep

Sex-Associated Membrane Proteins and
Methods for Increasing the Probability
that Offspring will be of a Desired Sex
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Expiration

Number Patent Country Filing Date Issue Date Date* Title

6,235,969 UsS 07/03/97 05/22/01 01/10/2017  Cloning Pigs Using Donor Nuclei
from Non-Quiescent Differentiated
Cells

6,215,041 usS 01/08/98 04/10/01 01/10/2017  Cloning Using Donor Nuclei from a
Non-Quiescent Somatic Cells

6,156,569 usS 08/04/97 12/05/00 08/04/2017  Prolonged Culturing of Avian
Primordial Germ Cells (PGCs) Using
Specific Growth Factors, Use Thereof
to Produce Chimeric Avians

5,994,619 uUsS 12/16/96 11/30/99 04/01/2016  Production of Chimeric Bovine or
Porcine Animals Using Cultured Inner
Cell Mass Cells

5,905,042 UsS 04/01/96 05/18/99 04/01/2016  Cultured Inner Cell Mass Cell Lines
Derived from Bovine or Porcine
Embryos

521426 NZ 03/26/01 11/11/04 03/26/2021  Prion-Free Transgenic Ungulates

521026 NZ 02/26/01 01/13/05 02/26/2021  Production of Mammals which
Produce Progeny of a Single Sex

2001241720 AU 2/26/01 11/23/06 2/26/2021 Production of Mammals which

Produce Progeny of a Single Sex

9

14



518365

517609

519346

759322

506808

502713

502712

781128
71.00815685.9
742840

502124
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NZ

NZ

NZ

AU

NZ

NZ

NZ

AU

China

AU

NZ

10/27/00

09/14/00

05/10/00

03/02/99

03/02/99

08/04/98

08/04/98

10/13/00

10/13/00

07/01/98

07/01/98

08/12/04

06/08/04

06/08/04

07/24/03

03/29/04

01/05/04

05/12/03

5/5/05

7/6/05

08/01/02

05/12/03

10/27/2020

09/14/2020

05/10/2020

03/02/2019

03/02/2019

08/04/2018

08/04/2018

10/13/2020

10/13/2020

07/01/2018

07/01/2018

Gynogenetic or Androgenetic
Production of Pluripotent Cells and
Cell Lines, and Use Thereof to
Produce Differentiated Cells and
Tissues

Embryonic or Stem-Like Cell Lines
Produced by Cross Species Nuclear
Transplantation and Method for
Enhancing Embryonic Development
by Genetic Alteration of Donor Cells
or by Tissue Culture Conditions
Embryonic or Stem-Like Cell Lines
Produced by Cross Species Nuclear
Transplantation

Embryonic or Stem-Like Cell Lines
Produced by Cross Species Nuclear
Transplantation

Embryonic or Stem-Like Cell Lines
Produced by Cross Species Nuclear
Transplantation

Production of Avian Embryonic
Germ (EG) and Embryonic Stem (ES)
Cell Lines by Prolonged Culturing of
PGCs Use Thereof of Cloning and
Chime

Avian Primordial Germ Cell (PGC)
Cell Line and a Method for Long
Term Culturing Thereof
Preparation and Selection of Donor
Cells for Nuclear Transplantation
Preparation and Selection of Donor
Cells for Nuclear Transplantation
Cloning Pigs Using Donor Nuclei
from Differentiated Cells

Cloning Pigs Using Donor Nuclei
from Differentiated Cells
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742363

334016

784731

Z1.98809874.1

717529
519347

723457

126416
332159
502129

782846

1,007,633

1,019,491

938550
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AU 01/05/98
NZ 07/28/97
AU 5/10/00
China 8/4/98
AU 03/24/97
NZ 12/20/00
AU 1/2/98
Israel 03/24/97
NZ 03/24/97
NZ 06/24/98
AU 10/27/2000
Europe 08/04/98
Europe 08/04/98
Europe 03/24/97

01/03/02

12/07/00

9/21/06

4/6/05

07/13/00

11/11/04

12/7/00

09/21/04

06/08/00

06/09/05

12/15/05

10/19/05

12/07/05

02/22/06

01/05/2018

07/28/2017

5/10/2020

8/4/2018

03/24/2017

12/20/2020

1/2/2018

03/24/2017

03/24/2017

03/24/2017

10/27/2020

08/04/2018

08/04/2018

02/24/2017

Cloning Using Donor Nuclei from
Differentiated Fetal and Adult Cells
Embryonic or Stem-Like Cell Lines
Produced by Cross Species Nuclear
Transplantation

Embryonic or Stem-Like Cell Lines
Produced by Cross Species Nuclear
Transplantation

Avian Primordial Germ Cell (PCG)
Cell Line and Method of Producing
Chimeric Avians

Cultured Inner Cell Mass Cell Lines
Derived from Ungulate Embryos
Method to Produce Cloned Embryos
and Adults from Cultured Cells

Z Chromosomal Markers Derived
from Chicken and Use in
Chromosomal Mapping

Cultured Inner Cell Mass Cell Lines
Derived from Ungulate Embryos
Cultured Inner Cell Mass Cell Lines
Derived from Ungulate Embryos
Cloning using donor nuclei from
non-serum starved differentiated cells
Gynogenetic or Androgenetic
Production of Pluripotent Cells and
Cell Lines, and Use Thereof to
Produce Differentiated Cells and
Tissues

Avian Primordial Germ Cell (PGC)
Cell Line and a Method for Long
Term Culturing Thereof

Production of Avian Embryonic Germ
(EG) Cell Lines by Prolonged
Culturing of PGPS, Use Thereof For
Cloing and Chimerization

Cultured Inner Cell Mass Cell Lines
Derived from Ungulate Embryos

16



Edgar Filing: ADVANCED CELL TECHNOLOGY, INC. - Form 10KSB

Genzyme Transgenics Corp. Exclusive License to Advanced Cell Technology, Inc.

Expiration
Number Patent Country Filing Date Issue Date Date* Title
6,580,017 UsS 04/23/99 06/17/03 04/23/2019 Methods of Reconstructed Goat
Embryo Transfer
6,528,699 UsS 02/24/98 03/04/03 02/24/2018 Transgenically Produced
Non-Secreted Proteins
517930 NZ 09/27/00 05/10/04 09/27/2020 Methods of Producing Cloned
and Transgenic Mammals
88117 Singapore 10/16/00 03/31/04 10/16/2020 Methods of Producing a Target
Molecule in a Transgenic
Animal and Purification of the
Target Molecule
518263 NZ 10/16/00 07/05/04 10/16/2020 Methods of Producing a Target
Molecule in a Transgenic
Animal and Purification of the
Target Molecule
TranXenoGen, Inc. Exclusive License to Advanced Cell Technology, Inc.
Expiration
Number Patent Country Filing Date Issue Date Date* Title
5,480,772 UsS 02/03/93 01/02/96 02/03/2013 In vitro activation of a nucleus
5,651,992 US 02/01/94 07/29/97 07/29/2017 In vitro activation of human fetal cells
5,773,217 US 05/31/95 06/30/98 06/30/2018 Activation of sperm nuclei and
activation assays
6,245,567 UsS 03/30/98 06/12/01 03/30/2018 Activating egg extracts and method of
preparation
6,753,457 [N 01/06/99 06/22/04 01/06/2019 Nuclear reprogramming using
cytoplasmic extract
6,878,546 [N 03/14/02 04/12/05 03/29/2023 Product and method for swelling a cell
nucleus without DNA replication
* Actual patent expiration dates may differ from the dates listed herein due to patent term adjustments

pursuant to 35 U.S.C. §154(b) and 37 C.F.R. §§1.702-1.705.

The fundamental consequence of patent expiration is that the invention covered by that patent will enter the public domain. However, the
expiration of patent protection, or anticipated patent protection, for the bulk of our portfolio is not scheduled to begin for approximately fifteen
years. Due to the rapid pace of technology development in this field, and the volume of intellectual property we anticipate will be generated over
the next decade, it is unlikely that the expiration of any existing patents or patent rights would have an adverse affect on our business. Due to our
current stage of development, as described under the heading MANAGEMENT S DISCUSSION AND ANALYSIS OR PLAN OF
OPERATION appearing elsewhere in this annual report on Form 10-KSB, our existing patent portfolio is not currently supporting a marketed
product, so we will not suffer from any reduction in product revenue from patent expiration. Any actual products that we develop are expected to
be supported by intellectual property
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covered by current patent applications that, if granted, would not expire for 20 years from the date first filed. For example, our patent rights
under the University of Massachusetts license listed in the patent table, above, do not begin to expire until 2016. Due to the early stage of our
business, we differ from, for example, the pharmaceutical industry where the loss of a key significant patent can result in contemporaneous loss
of products, programs or revenues. As our table demonstrates, our business is at the front end of the patent protection spectrum and is not
expected to be significantly impacted by expiration of existing patents or patents issued in response to existing applications.

Research and License Agreements.
Licenses of Intellectual Property to Us

The following summarizes technology licensed to us.

UMass License. On February 1, 2002 and April 16, 1996, we entered into exclusive license agreements with the
University of Massachusetts. The 1996 agreement has been amended by amendments dated September 1, 1997,

May 31, 2000 and September 19, 2002. Pursuant to these agreements, the University of Massachusetts, referred to as
UMass, exclusively licensed to us certain biological materials, patent rights and related technology for
commercialization in specified fields. The license agreements require us to use diligent efforts to develop licensed
products and licensed services and require us to pay certain royalties, minimum annual royalties, milestone payments
and sublicense income to UMass. UMass received 73,263 shares of common stock of ACT as partial consideration of
the license granted.

2002 License. Under the 2002 license, UMass licenses to us certain patent rights relating to the cloning of non-human
animals for use in connection with the development, manufacture and sale of products and services in the field of
non-human animals for agriculture, companion animals, research and diagnostic products, non-human and human
therapeutics, and neutraceuticals, except production of immunoglobulin in the blood of Bos taurus and Bos indicus.
We are required to pay royalties to UMass ranging from 1.5% to 2.0% based on the covered product or service. We
agreed to pay minimum royalty payments of $15,000 on the first and second anniversary of the agreement, $20,000 on
the third anniversary, $25,000 on the fourth anniversary, and increasing to $45,000 on the fifth anniversary and for
each year thereafter. We also agreed to make milestone payments to UMass of up to $1,630,000 upon the achievement
of various development and commercialization milestones. Finally, we have agreed to pay UMass 18% of all
sublicense income.

1996 License. The 1996 license covers certain patent rights, biological materials and know-how related to the cloning
of non-human animals and cells for use in cell fields except the production of immunoglobulin in the blood of Bos
taurus and Bos indicus. We are required to pay royalties ranging from 2.5% to 4.5% on net sales of products and
services covered by the license, and minimum royalty payments in the amount of $15,000 per year (beginning on the
later of the fourth year after the effective date of the agreement or the completion of certain clinical trials) for net sales
on products and services for use in human therapeutics, and $30,000 per year (beginning in the third year after the
effective date of the agreement) for net sales on products and services for all uses other than in human therapeutics.
UMass agreed to waive minimum royalty payments during any calendar year in which we fund research at UMass in
the aggregate amount of $300,000. There are no milestone payments. We agreed to pay UMass 18% of all sublicense
income except for equity. With respect to equity, we are required to pay UMass an amount equal to 10% of the total
equity we receive for any transfer of rights under the 1996 license.

Both the 2002 agreement and the 1996 agreement remain in effect until all issued patents within the patent rights licensed under the agreement
have expired, or for a period ten years after the effective date of the agreement if no patents have issued within that ten-year period. Each party
has the right to terminate the agreement upon the occurrence of a material uncured breach. We also have the right to terminate at any time for
any reason with ninety days written notice.

13

18



Edgar Filing: ADVANCED CELL TECHNOLOGY, INC. - Form 10KSB

19



Edgar Filing: ADVANCED CELL TECHNOLOGY, INC. - Form 10KSB

GTC License. On September 25, 1997, we entered into a development and commercialization agreement with GTC
Biotherapeutics, formerly known as Genzyme Transgenics Corporation, which was superseded by an exclusive
development and license agreement dated June 8, 1999, pursuant to which each party exclusively licensed to the other
certain patent rights and technology for use in defined fields and pursuant to which we agreed to provide certain
related services. The agreement also requires each party to disclose to the other on a periodic basis a written report of
developments relevant to the other party s field.

Under the agreement, GTC licenses certain patent rights to us that are useful to:
e human somatic cell nuclear transfer applications for therapeutic purposes and

e the cloning of animals for agricultural purposes, for the production of recombinant proteins, peptides and
polypeptides for human transplantation, cells for human transplantation and tissues from human transplantation, but
excluding the GTC field.

In addition, under the agreement we license to GTC certain patent rights and know-how useful to the cloning of animals for all purposes for the
production of biopharmaceutical agents in milk, including, but not limited, proteins, peptides and polypeptides for pharmaceutical,
neutraceutical or other use.

Under the agreement, we agreed by September 1, 2000, to produce at least 20 cloned hSA cows (cows produced with our technology that are
transfected with a GTC recombinant DNA construct and contain the hSA transgene and express hSA in their milk for the purpose of transgenic
production of milk products.)

We are required to pay GTC a royalty in the amount of 3% of net sales of products covered by the GTC license, which is reduced to 2% in the
event net sales of such products exceed $25 million per calendar quarter for two consecutive calendar quarters. GTC is required to pay royalties
to us in the amount of 2% of net sales of products consisting of hSA produced in the milk of hSA cows, which is reduced to 1% in the event net
sales exceed $12,500,000 per calendar quarter for two consecutive calendar quarters, and 3% of net sales of products consisting of proteins other
than hSA in the milk of transgenic animals, which is reduced to 2% in the event sales exceed $25 million per calendar quarter for two
consecutive quarters. GTC agreed to pay us an annual fee of $100,000 to maintain exclusivity rights granted to GTC, which may be increased to
$1 million if GTC does not enter into agreements with third parties to develop two additional products covered by the patent rights licensed to
GTC under the agreement every two years. Each party also agrees to pay to the other 25% of any and all fees obtained in connection with the
sublicensing of the other party s intellectual property. There are no milestone payments under the agreement. The licenses granted in the
agreement continue in force until the expiration of all patent rights included in the licenses. The agreement may be terminated by either party in
the event of an uncured breach.

Wake Forest License. On January 26, 2001, we entered into a materials and research data license agreement with Wake
Forest University, pursuant to which WFU granted to us a worldwide, exclusive, royalty-free, perpetual and
irrevocable right and license to use certain data and stem cells and stem cell cultures created by us from biological
materials provided by WFU to us for specified purposes only. The agreement allows us to utilize certain primate skin
cells and ovary materials produced by WFU and transferred to us pursuant to an agreement relating to the transfer of
biological materials. There are no milestone payments. There are no royalty requirements unless we desire to
negotiate a commercial license for use of the biological materials provided to us by WFU. WFU received 60,000
shares of common stock of ACT Group, Inc., a now dissolved Delaware corporation referred to hereinafter as ACT
Group. We have agreed to provide WFU samples of stem cells for WFU s research, education and teaching purposes
and we have a first option to obtain an exclusive license to any intellectual property rights claimed by WFU in
connection with the use of such stem cells. The term of the license granted is perpetual and irrevocable absent a
breach by us.
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WiCell License. In March 2002, we entered into an industry research license and material transfer agreement with
WiCell Research Institute, Inc., referred to as WiCell, pursuant to which WiCell granted to us a non-exclusive license,
with no right to sublicense, to make, use and sell or otherwise transfer certain primate embryonic stem cells and
derivatives thereof for internal research purposes and to receive such primate embryonic stem cells or derivatives from
third parties for internal research purposes. In consideration of the license granted to us by WiCell, we agreed to pay a
license fee of $100,000 and an annual maintenance fee of $25,000. The license includes a grant from us to WiCell of a
non-exclusive, royalty-free, irrevocable, paid-up research license under any inventions made by or for us to the extent
that such inventions are a modification of an invention described in the licensed patent rights.

Kirin License. Effective May 9, 2006, we entered into an exclusive license agreement with Kirin Beer Kabushiki
Kaisha, and its subsidiaries Aurox, LLC, Hematech, LLC and Kirin SD, Inc. (which we collectively refer to as Kirin),
pursuant to which Kirin exclusively licensed to us certain patent rights, with the right to sublicense, for use in
connection with the research, development, manufacture and sale of therapeutic and diagnostic human cell products.
The agreement also requires Kirin to disclose to us on a periodic basis a written report of improvements to the patent
rights.

In consideration of the rights and licenses granted to us, we paid Kirin an initial license fee and we have agreed to pay royalties representing a
percentage of the net sales of all royalty-bearing products and services covered by the license. We are also required to pay a minimum annual
royalty payment under the license. We also agreed to pay Kirin a percentage of any and all fees obtained in connection with the sublicensing of
the patent rights. There are no milestone payments under the agreement. The license granted in the agreement continues in force until the
expiration of all patent rights included in the license or for a period of 10 years from the effective date of the agreement if no patents have issued
within that 10-year period. The agreement may be terminated by either party in the event of an uncured breach, and the agreement may also be
terminated by us at any time by giving written notice to Kirin.

TranXenoGen License. On March 24, 2006, we entered into an exclusive sublicense agreement with TranXenoGen, Inc.,
pursuant to which TranXenoGen exclusively sublicensed to us certain patent rights owned by Brandeis University and
technology, with the right to sublicense, for use in defined fields. The agreement also provides us with a right of first
negotiation for any improvement patents controlled by TranXenoGen. The agreement is subject to certain terms and
conditions included in an exclusive license agreement between TranXenoGen and Brandeis University.

The field includes:
e non-human cells, embryos, organs, organisms;
e any non-human cells, embryos, organs, organisms as cloned, transgenic, or cloned transgenic forms;

e any protein products and other biological molecules produced by, or prepared from non-human cells, embryos,
organs, organisms or non-human cells, embryos, organs, organisms as cloned, transgenic, or cloned transgenic forms;

e any methods, technologies, or processes for the creation of any of the above;

e therapeutic and diagnostics (including products, devices, or processes) from the items covered in the first three
bullets above;

e cloned, transgenic, or cloned transgenic human cells, tissues and organs not derived by human cloning (as defined
in the agreement).

The field does not include the use of human reproductive cells, embryos or tissues (as defined in the agreement) or human cloning, but we are
exploring the possibility of expanding the field to allow use of the licensed patent rights and technology in the human field.
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In consideration of the rights and licenses granted to us, we paid TranXenoGen an initial license fee of 163,399 shares of common stock and
$150,000 in cash, and we have agreed to pay royalties of 2% or 3% (depending on the nature of the product or service) of the net sales of all
royalty-bearing products and services covered by the license. Under the agreement we are also required to pay an annual license maintenance fee
of $25,000, which is creditable against royalty and sublicense income payments. We also agreed to pay TranXenoGen sublicense income of 10%
or 50% of sublicense income received by us; the amount of sublicense income payable to TranXenoGen in a particular instance will depend on
the nature of the sublicense income. We also agreed to pay TranXenoGen a milestone payment of $100,000 if TranXenoGen obtains certain
patent claims in a U.S. issued patent.

The license granted in the agreement continues in force until the expiration of all patent rights. The agreement may be terminated by either party
in the event of an uncured breach, and the agreement may also be terminated by us at any time by giving 90 days prior written notice to
TranXenoGen. We may also terminate the agreement if the agreement between TranXenoGen and Brandeis University is terminated.

Start Licensing License. On August 30, 2006, we entered into a Settlement and License Agreement with UMass and Start
Licensing, Inc. Pursuant to this agreement Start Licensing licenses to us, on a nonexclusive, royalty-free and paid-up
basis, certain patent rights for use with non-human animal research or studies, including preclinical trials, in
connection with the research, development and sale of therapeutic and diagnostic human cell products.

Exclusive Licenses of Intellectual Property by Us

The following summarizes licenses from us to third parties.

GTC License. On June 8, 1999, we entered into an exclusive development and license agreement with GTC
Biotherapeutics. See description of this agreement above.

Exeter Life Sciences License. On October 22, 2003, we entered into an exclusive license with Exeter Life Sciences, Inc.,
pursuant to which we exclusively licensed to Exeter certain technology and patent rights for use in the fields of
agriculture, endangered species, companion animals and equine animals. The license also grants Exeter a right of first
negotiation to any improvement patents that are obtained by us that relate to the licensed intellectual property or
which are useful, necessary or required to develop or manufacture certain animals, cells or tissues within the defined
fields of use.

Under the agreement, we license rights to certain patent rights and technology useful for the fields of use of non-human animals for agriculture,
endangered animals and companion animals; excluding production of such animals for the primary purpose of producing human and non-human
animal therapeutics and human healthcare products, including without limitation the production of biopharmaceutical agents in milk, such as
proteins, peptides and polypeptides for pharmaceutical, neutraceutical or other use, and excluding the production of immunoglobulin in the
blood of Bos taurus and Bos indicus. The field includes:

e the cloning, development, manufacture and sale of cloned non-human animals, including without limitation,
bovine, hircine, ovine, porcine, equine animals and ungulates (as well as any transgenic variance or enhancements
thereto) or products that are composed of, made in or derived, extracted or isolated from cells or tissues of such
animals for the production of food or fiber, and the rendering of services or uses that relate to the production of such
products;

e the cloning, development, manufacture and sale of endangered species for purposes of researching, aiding,
reproducing or assisting in the reproduction of such endangered species;
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e the cloning, development, and sale of hircine, ovine, feline, canine and equine animals (as well as any transgenic
variance or enhancements thereto) for personal, business or commercial purposes, specifically excluding the sale of
these animals as scientific research laboratory subjects; and

e the cloning, development, manufacture and sale of cloned equine animals (as well as any transgenic variance or
enhancements thereto) or products that are composed of, made in or derived, extracted or isolated from cells or tissues
of such animals for non-therapeutic purposes, including but not limited to, for use in agriculture, for use as food, for
use as companion, service, work or recreational animals, or for use as racing or other equine event animals, and the
rendering of services or uses that relate to the production of such products.

In consideration of the rights and licenses granted to Exeter, Exeter paid to us an initial license fee of $1,000,000, and has agreed to pay royalties
equal to 5% of the net sales of all products and services covered by the license; provided that, sublicense income for license products that are the
progeny of cloned animals covered by the license or products obtained from such progeny, the royalty is 3%. Exeter is required to pay an annual
maintenance fee for the license, equal to $100,000 in 2003, increasing annually by $50,000 up to $500,000. Exeter s obligation to pay the annual
maintenance fee is suspended unless and until certain intellectual property that is the subject of litigation, namely the matter styled University of
Massachusetts v. James M. Robl and Phillipe Collas, Massachusetts Superior Court, Suffolk County, Docket No. 04-0445-BLS, is recovered

and licensed to us and included in the license to Exeter. The license also provides that we will refund certain amounts to Exeter if certain
conditions concerning the referenced litigation are not met and that we will extend to Exeter rights associated with improvement patents that are
obtained by us or the University in connection with the referenced litigation or any patent interference or opposition proceedings involving us
that relate to the licensed intellectual property or which are useful, necessary or required to develop or manufacture cloned and/or transgenic
non-human animals and cloned and/or transgenic cells and tissues from non-human animals within the field of use. The license grants Exeter a
right of first negotiation to any improvement patents. There are no milestone payments. Exeter agrees to pay us a total of 25% of all sublicense
income under the license. Either party may terminate the agreement in the event of an uncured breach. Exeter may terminate without cause on

60 days prior written notice to us, or may terminate immediately in the event of a change in law that materially affects Exeter s ability to
commercialize the licensed intellectual property under the license.

We expect that the Exeter Life Science License will be amended as a result of the Start Settlement and the settlement of the University of
Massachusetts and Advanced Cell Technology, Inc. v. Roslin Institute (Edinburgh), Geron Corporation and Exeter Life Sciences, Inc., U.S.
District Court for the District of Columbia (Case No. 1:05-cv-00706 RMU), and University of Massachusetts and Advanced Cell
Technology, Inc. v. Roslin Institute (Edinburgh), Geron Corporation and Exeter Life Sciences, Inc., U.S. District Court for the District of
Columbia (Case No. 1:05-cv-00353 RMU).

Lifeline License. On May 14, 2004, we entered into three license agreements with Lifeline Cell Technology, formerly
known as PacGen Cellco, LLC; the licenses were subsequently amended in August 2005. Pursuant to the license
agreements, as amended, we licensed to Lifeline, on an exclusive or non-exclusive basis, as applicable, certain
know-how and patent rights for, among other things, the research, development, manufacture and sale of human cells
for cell therapy in the treatment of human diabetes and liver diseases, and retinal diseases and retinal degenerative
diseases. The license agreements require milestone payments up to $1.75 million in the aggregate. The agreement
requires Lifeline to meet minimum research and development requirements. The licenses continue until expiration of
the last valid claim within the licensed patent rights. Either party may terminate the agreements for an uncured breach,
and Lifeline may terminate the agreement at any time with 30 days notice.

17

24



Edgar Filing: ADVANCED CELL TECHNOLOGY, INC. - Form 10KSB

Exclusive License Agreement Number 1, as amended, covers patent rights and technology developed by us that are relevant to:

e the research, development, manufacture and sale of human and non-human animal cells for commercial research
and

e the manufacture and selling of human cells for therapeutic and diagnostic use in the treatment of human diabetes
and liver diseases, and retinal diseases and retinal degenerative diseases.

Lifeline has agreed to pay us royalties ranging from 3% to 10% on net sales of products and services covered by the license, and a minimum
royalty fee of $175,000 in the first year, plus, commencing 12 months after the effective date of the agreement, additional minimum royalty fees
in the amount of $15,000 at 12 months, $37,500 at 24 months, $60,625 at 36 months, and $75,000 annually thereafter. Lifeline also agreed to
pay a license fee in the amount of $225,000 in the form of a Convertible Promissory Note due and payable June 1, 2007, which may be repaid in
cash or stock at our election.

Exclusive License Agreement Number 2, as amended, covers patent rights and technology developed by UMass relevant to:

e the research, development, manufacture and sale of human and non-human animal cells and defined animal cell
lines for commercial research,

e the manufacture and selling of human cells for therapeutic and diagnostic use in the treatment of human diabetes
and liver diseases and retinal diseases and retinal degenerative diseases, and

e the use of defined animal cell lines in the process of manufacturing and selling human cells for therapeutic and
diagnostic use in the treatment of human diabetes and liver diseases.

Lifeline is required to pay us royalties ranging from 3% to 12% on net sales of products and services covered by the license, and a minimum
royalty fee of $100,000 in the first year, plus, commencing 12 months after the effective date of the agreement, additional minimum royalty fees
in the amount of $15,000 at 12 months, $30,000 at 24 months, $45,000 at 36 months, and $60,000 annually thereafter. Lifeline also agreed to
pay a license fee in the amount of $150,000 in the form of a Convertible Promissory Note due and payable June 1, 2007, which may be repaid in
cash or stock at our election.

Exclusive License Agreement Number 3, as amended, covers patent rights and technology developed by Infigen relevant to the
research, development, manufacture and sale of human cells for cell therapy in the treatment of therapeutic and
diagnostic use in the treatment of human diabetes and liver diseases, and retinal diseases and retinal degenerative
diseases. Lifeline is required to pay us royalties equal to 6% of net sales of products and services covered by the
license, and a minimum royalty fee of $25,000 in the first year, plus, commencing 12 months after the effective date
of the agreement, additional minimum royalty fees in the amount of $7,500 at 12 months, $7,500 at 24 months, $6,875
at 36 months, and $15,000 annually thereafter. Lifeline also agreed to pay a license fee in the amount of $225,000 in
the form of a convertible promissory note due and payable June 1, 2007, which may be repaid in cash or stock at our
election.

Start Licensing License. On August 30, 2006, we entered into a Settlement and License Agreement with UMass and Start
Licensing, Inc. See description of this agreement above. Pursuant to this agreement, we granted Start Licensing a
worldwide, exclusive, fully paid-up and royalty-free license, with the right to grant sublicenses, to certain patent rights
for use in connection with all uses and applications in non-human animals. The agreement was reached in connection
with the settlement of the patent interference actions described in Item 8 of our Quarterly Report on Form 10-QSB

filed on August 11, 2006 ( Geron-Related Proceedings ). The terms of the agreement also includes an initial payment to
us, which has been made, and certain milestone payments. In addition, under the agreement, Start, Geron Corporation
and Roslin Institute ( Roslin ) each agree not to sue us under certain patent applications owned by Roslin.
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Nonexclusive Licenses of Intellectual Property by Us

We have entered into numerous nonexclusive license agreements pursuant to which we have granted non-exclusive rights to various parties to
use certain patent rights in defined fields. These licenses generally provide for commercialization of our intellectual property and typically
contain minimum royalties, milestones and continuing royalties based upon percentages of revenue.

California Proposition 71. In November 2004, California State Proposition 71, referred to as Prop. 71, the California
Stem Cell Research and Cures Initiative, was adopted by state-wide referendum. Prop. 71 provides for a
state-sponsored program designed to encourage stem cell research in the State of California, and to finance such
research with State funds totaling approximately $295 million annually for 10 years beginning in 2005. This initiative
creates the California Institute for Regenerative Medicine, which will provide grants, primarily but not exclusively, to
academic institutions to advance both ES cell research and adult stem cell research. The implementation of Prop. 71 is
being challenged in several lawsuits filed in 2005. ES cell research is one of our primary areas of focus. It is unclear
whether we are eligible to directly receive Prop. 71 generated funds. However, we intend to apply for any funding that
becomes available. We also expect to benefit from collaborations with academic and other institutions eligible for
Prop. 71 funding for research in the use of ES cells for various diseases and conditions. ES cell research does not
generally qualify for federal funding due to restrictions on embryonic stem cell research. Prop. 71 is specifically
targeting research in the embryonic stem cell field. We consider government support to be important confirmation of
the quality of our technology, but do not rely on government programs as a significant source of financial support.

Competition. The biotechnology industries are characterized by rapidly evolving technology and intense competition.
Our competitors include major multinational pharmaceutical companies, specialty biotechnology companies and
chemical and medical products companies operating in the fields of regenerative medicine, cell therapy, tissue
engineering and tissue regeneration. Many of these companies are well-established and possess technical, research and
development, financial and sales and marketing resources significantly greater than ours. In addition, certain smaller
biotech companies have formed strategic collaborations, partnerships and other types of joint ventures with larger,
well established industry competitors that afford these companies potential research and development and
commercialization advantages. Academic institutions, governmental agencies and other public and private research
organizations are also conducting and financing research activities which may produce products directly competitive
to those we are developing. Moreover, many of these competitors may be able to obtain patent protection, obtain FDA
and other regulatory approvals and begin commercial sales of their products before we do.

In the general area of cell-based therapies, we compete with a variety of companies, most of whom are specialty biotechnology companies.
Some of these, such as Geron Corporation, Genzyme Corporation, StemCells, Inc., Aastrom Biosciences, Inc. and Viacell, Inc., are
well-established and have substantial technical and financial resources compared to us. However, as cell-based products are only just emerging
as medical therapies, many of our direct competitors are smaller biotechnology and specialty medical products companies. These smaller
companies may become significant competitors through rapid evolution of new technologies. Any of these companies could substantially
strengthen their competitive position through strategic alliances or collaborative arrangements with large pharmaceutical or biotechnology
companies.

The diseases and medical conditions we are targeting have no effective long-term therapies. Nevertheless, we expect that our technologies and
products will compete with a variety of therapeutic products and procedures offered by major pharmaceutical companies. Many pharmaceutical
and biotechnology companies are investigating new drugs and therapeutic approaches for the same purposes, which may achieve new efficacy
profiles, extend the therapeutic window for such products, alter the
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prognosis of these diseases, or prevent their onset. We believe that our products, when and if successfully developed, will compete with these
products principally on the basis of improved and extended efficacy and safety and their overall economic benefit to the health care system.

Competition for any stem cell products that we may develop may be in the form of existing and new drugs, other forms of cell transplantation,
ablative and simulative procedures, and gene therapy. We believe that some of our competitors are also trying to develop stem and progenitor
cell-based technologies. We expect that all of these products will compete with our potential stem cell products based on efficacy, safety, cost
and intellectual property positions. We may also face competition from companies that have filed patent applications relating to the use of
genetically modified cells to treat disease, disorder or injury. In the event our therapies should require the use of such genetically modified cells,
we may be required to seek licenses from these competitors in order to commercialize certain of our proposed products, and such licenses may
not be granted.

If we develop products that receive regulatory approval, they would then have to compete for market acceptance and market share. For certain of
our potential products, an important success factor will be the timing of market introduction of competitive products. This timing will be a
function of the relative speed with which we and our competitors can develop products, complete the clinical testing and approval processes, and
supply commercial quantities of a product to market. These competitive products may also impact the timing of clinical testing and approval
processes by limiting the number of clinical investigators and patients available to test our potential products.

Government Regulation. Regulation by governmental authorities in the United States and other countries is a significant
factor in our research and development and will be a significant factor in the manufacture and marketing of our
proposed products. The nature and extent to which such regulation applies to us will vary depending on the nature of
any products we may develop. We anticipate that many, if not all, of our products will require regulatory approval by
governmental agencies prior to commercialization. In particular, human therapeutic products are subject to rigorous
preclinical and clinical testing and other approval procedures of the U.S. Food and Drug Administration, referred to as
the FDA, and similar regulatory authorities in European and other countries. Various governmental statutes and
regulations also govern or influence testing, manufacturing, safety, labeling, storage and recordkeeping related to such
products and their marketing. The process of obtaining these approvals and the subsequent compliance with
appropriate statutes and regulations require the expenditure of substantial time and money, and there can be no
guarantee that approvals will be granted.

FDA Approval. The FDA requirements for our potential products to be marketed in the United States include the
following five steps:

Preclinical laboratory and animal tests must be conducted. Preclinical tests include laboratory evaluation of the cells and the formulation
intended for use in humans for quality and consistency. In vivo studies are performed in normal animals and specific disease models to assess
the potential safety and efficacy of the cell therapy product.

An investigational new drug application, or IND, must be submitted to the FDA, and the IND must become effective before human clinical trials
in the United States may commence. The IND is submitted to the FDA with the preclinical data, a proposed development plan and a proposed
protocol for a study in humans. The IND becomes effective 30 days following receipt by the FDA, provided there are no questions, requests for
delay or objections from the FDA. If the FDA has questions or concerns, it notifies the sponsor, and the IND will then be on clinical hold until a
satisfactory response is made by the sponsor.

Adequate and well-controlled human clinical trials must be conducted to establish the safety and efficacy of the product. Clinical trials involve
the evaluation of a potential product under the supervision of a qualified physician, in accordance with a protocol that details the objectives of
the study, the parameters
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to be used to monitor safety and the efficacy criteria to be evaluated. Each protocol is submitted to the FDA as part of the IND. The protocol for
each clinical study must be approved by an independent institutional review board, or IRB, of the institution at which the study is conducted, and
the informed consent of all participants must be obtained. The IRB reviews the existing information on the product, considers ethical factors, the
safety of human subjects, the potential benefits of the therapy and the possible liability of the institution. The IRB is responsible for ongoing
safety assessment of the subjects during the clinical investigation. Clinical development is traditionally conducted in three sequential phases.

e Phase 1 studies for a cell therapy product are designed to evaluate safety in a small number of subjects in a
selected patient population by assessing adverse effects, and may include multiple dose levels. This study may also
gather preliminary evidence of a beneficial effect on the disease.

e Phase 2 may involve studies in a limited patient population to determine biological and clinical effects of the
product and to identify possible adverse effects and safety risks of the product in the selected patient population.

e Phase 3 trials would be undertaken to conclusively demonstrate clinical benefit or effect and to test further for
safety within a broader patient population, generally at multiple study sites. The FDA continually reviews the clinical
trial plans and results and may suggest changes or may require discontinuance of the trials at any time if significant
safety issues arise.

Marketing authorization applications must be submitted to the FDA. The results of the preclinical studies and clinical studies are submitted to
the FDA in the form of marketing approval authorization applications.

The FDA must approve the applications prior to any commercial sale or practice of the technology or product. Biologic product manufacturing
establishments located in certain states also may be subject to separate regulatory and licensing requirements. The testing and approval process
will require substantial time, effort and expense. The time for approval is affected by a number of factors, including relative risks and benefits
demonstrated in clinical trials, the availability of alternative treatments and the severity of the disease. Additional animal studies or clinical trials
that may be requested during the FDA review period.

Our research and development is based largely on the use of human stem and progenitor cells. The FDA has initiated a risk-based approach to
regulating human cell, tissue and cellular and tissue-based products and has published current Good Tissue Practice regulations. As part of this
approach, the FDA has published final rules for registration of establishments that engage in the recovery, screening, testing, processing, storage
or distribution of human cells, tissues, and cellular and tissue-based products, and for the listing of such products. In addition, the FDA has
published rules for making suitability and eligibility determinations for donors of cells and tissue and for current good tissue practice for
manufacturers using them, which have recently taken effect. We cannot now determine the full effects of this regulatory initiative, including
precisely how it may affect the clarity of regulatory obligations and the extent of regulatory burdens associated with our stem cell research and
the manufacture and marketing of stem cell products.

European and Other Regulatory Approval. Approval of a product by regulatory authorities comparable to the FDA in
Europe and other countries will likely be necessary prior to commencement of marketing a product in any of these
countries. The regulatory authorities in each country may impose their own requirements and may refuse to grant
approval, or may require additional data before granting approval, even though the relevant product has been approved
by the FDA or another authority. The regulatory authorities in the European Union, or EU, and other developed
countries have lengthy approval processes for pharmaceutical products. The process for gaining