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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

(Mark One)
& ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 20(

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 (-32501

CYTORI THERAPEUTICS, INC.

(Exact name of Registrant as Specified in Its Grart

DELAWARE 33-082759:<
(State or Other Jurisdiction (I.LR.S. Employer
of Incorporation or Organizatiol Identification No.)
3020 CALLAN ROAD, SAN DIEGO, CALIFORNIA 92121
(Address of principal executive office (Zip Code)

Registrant’s telephone number, including area c(&k8) 458-0900

Securities registered pursuant to Section 12(bhefAct:
Common stock, par value $0.001

Securities registered pursuant to Section 12(ghefAct:
None

Indicate by check mark if the registrant is a welbwn seasoned issuer as defined in Rule 405 d3¢loerities Act. Yedd  No X

Indicate by check mark if the registrant is notuiegd to file reports pursuant to Section 13 orti®ecl5(d) of the Exchange Act.
YesO No

Indicate by check mark whether the registranth@s filed all reports required to be filed by Sexctl3 or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for sslobrter period that the registrant was requirefilésuch reports), and (2) has been subject
to such filing requirements for the past 90 days.
Yes ® No O

Indicate by check mark if disclosure of delinquigletrs pursuant to Item 405 of Regulation S-K i¢ oontained herein, and will not be
contained, to the best of the registrant’s knowéedlg definitive proxy or information statementsanporated by reference in
Part Il of this Form 10-K or any amendment to theam 10-K.

Indicate by check mark whether the registrantleage accelerated filer, an accelerated filer, @accelerated filer, or a smaller reporting
company. See definition of “large accelerated filtaccelerated filer” and “smaller reporting coany” in Rule 12b-2 of the Exchange Act
(Check one).

Large Accelerated FilerO Accelerated Filex Non-Accelerated FilerCd Smaller reporting compand
(Do not check if a smaller reporting compa

Indicate by check mark whether the registrantsbell company (as defined in Rule 12b-2 of the Bxgje Act).
Yes O No

The aggregate market value of the common stockeofegistrant held by non-affiliates of the registron June 30, 2007, the last business day
of the registrant’s most recently completed sediswél quarter, was $96,238,365 based on the dasitfes price of the registrant's common
stock on June 30, 2007 as reported on the Nasdawp@Warket, of $5.75 per share.



As of February 29, 2008, there were 25,103,898eshai the registrant’s common stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE
Portions of the registrant’s definitive proxy staent for the 2008 Annual Meeting of Stockholderkjol will be filed with the Securities and
Exchange Commission within 120 days after the dritleyear ended December 31, 2007, are incorpbiateeference in Part I, Items 10,
11,12, 13 and 14 of this Form 10-K.
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PART |
Iltem 1 . Business
General

Cytori Therapeutics, Inc., develops, manufactuaes, sells medical technologies to enable the mecti regenerative medicine.
Regenerative medicine describes the emerging theltlaims to repair or restore lost or damagedroggal cell function. Our commercial
activities are currently focused on reconstructivegery in Europe and Asia-Pacific and stem andmerative cell banking (cell preservation)
in Japan. In addition, we are seeking to bringgroducts to market in the United States as wetithsr countries. Our product pipeline
includes the development of potential new treatsémt cardiovascular disease, orthopedic damagayatestinal disorders, and pelvic hei
conditions.

The foundation of our business is the Celution™t&y family of products (600, 700, 800, 900/MB &mngeneration Celution™ device),
which processes patients' cells at the bedsidealtime. Each member of the Celution™ System faofilproducts consists of a central dev
a related single-use consumable used for eachnpatiecedure, and supportive procedural componénscommercialization model is based
on the sale of Celution™ Systems and on generagiagrring revenues from the single-use consumadite s

Our Celution™ 800/CRS System was introduced du2id@g into the European reconstructive surgery mdhkeugh a network of
medical distributors. The Celution™ 900/MB is bemgrketed in Japan through our commercializatiotnea, Green Hospital Supply, Inc.
(Green Hospital Supply) as part of the comprehenSiemSource™ Cell Bank, which prepares cellsrgopreservation in the event they may
be used in the future.

The most advanced therapeutic application in codyect development pipeline is cardiovascular dise@sirrently, two clinical trials are

being conducted on adipose-derived stem and reggvecells, processed with the Celution™ 600 Systen earlier version of the Celutio¥
800/CV. One is in patients suffering from chronigaoardial ischemia, a severe form of chronic hdegase, and the other in heart attack
patients. Future cardiovascular disease studiesiiope will use the Celution™ 800 or next genera@@lution™ device.

In the United States, we will seek regulatory arathating approval on the Celution™ 700 System feardety of applications, starting
with reconstructive surgery to enhance autologofistissue transplantations. U.S. approval is estiitl to be achieved at the earliest in 2009,
pending positive outcome of planned regulatory sebimns and/or clinical trials. In the future, wepect to begin clinical studies around the
world on our own or through potential corporatetpers in the areas of spinal disc repair, gastesiintal disorders, and pelvic health
conditions.

Summary of Celution ™ System Family Regulatory Status

Celution™ Region  Clinical Applications Regulatory Comments
Series Status
900/MB Japar  Cell Banking Approved
Europe Cell Processini CE Mark Pos-marketing studies plann
800/CRS for reconstructive surge!
SingaporeCell Processini Approved In registratior

800/CV  Europe Will seek cardiovascular None
disease claim

800/GP Europe Will seek multiple generalNone
surgical claim:

700/CRS USA Will seek reconstructive None
surgery claim:

700/CV  USA Will seek cardiovascular None
disease claim

700/GP USA Will seek multiple generalNone
surgical claims




Summary of Celution ™ System Family Regulatory Status (continued)

Celution™ Region  Clinical Applications Regulatory Comments
Series Status
600 Europe Cell Concentratiol CE Mark Two cardiac clinical trial:

underway: chronic and acL

300 USA Blood Processin None

Our MacroPore Biosurgery operating segment manggeshinFilm biomaterial product line in Japan. ¥é¢d our non-Japan Thin Film
business in 2004. Pending regulatory approval radathis product line would be distributed exchey through Senko Medical Trading Co.
(“Senko”) for anti-adhesion applications, soft tissupport, and minimization of the attachmentodif tissues throughout the body.

Reconstructive Surge

The Celution™ 800/CRS System is approved in Euaspa bedside device for separating and concergratpatient's stem and
regenerative cells, which reside naturally withieit adipose (fat) tissue, so that these cells beare-injected back into that same patient in the
same surgical procedure. Scientific evidence sugdkat adipose-derived stem and regenerative sigtiport tissue and graft survival when
redistributed from one part of the body to anofheheir unaltered state.

The Celution™ 800/CRS System was introduced intoBtiropean and Asia-Pacific reconstructive surgeayket in the first quarter of
2008. This year, we will initially target selectrgeons and hospitals in these regions for gensealn cosmetic and reconstructive surgery.
distribution network currently covers Belgium, CajrGreece, Israel, Italy, Korea, Luxembourg, MakayBortugal, Singapore, Spain, Taiwan,
and The Netherlands. We anticipate expanding theark in 2008 to include Germany, the United Kingdand other countries.

We expect to begin commercializing the Celution™/8RS System for more specific applications suchraast reconstruction for partial
mastectomy defects as early as 2009 pending supgatinical data. To support this goal, we planrtitiate two European clinical trials in
2008. One will be a 70-patient, multi-center staayg the other a 20-patient, single center stughatients with more severe radiation damage.
The results from these studies will also be useslifiport reimbursement for such a procedure.

There are an estimated 370,000 patients in Euri@gmadsed each year with breast cancer, of whichoappately 75% are eligible to
undergo partial mastectomy. Based on this figucktha survival rate for breast cancer patientsethee already millions of women in Europe
who have been treated for breast cancer, for wéislrcentage could be eligible for partial mastagtdefect reconstruction.

StemSource™ Celi ank

The Celution™ 900/MB System is the foundation aof StemSource™ Cell Bank for cryopreserving patieadult stem and regenerative
cells. The StemSource™ Cell Bank will be marketetidspitals in Japan exclusively by Green Hos@@taply, Inc., starting in 2008. With a
StemSource™ Cell Bank on site, hospitals will ble ab offer their patients the option of storingithadipose tissue-derived stem and
regenerative cells and accessing them as clinp@ications are approved.

The value of a StemSource™ Cell Bank is thatiitiended to provide hospitals recurring revenuenfgrocessing, freezing, and the
annual storage fees. It starts with a tissue ditle@rocedure, which may be performed during aeaaly planned surgery or a separate elective
procedure. The cells are prepared for storage ubmg@elution™ 900/MB System, which automates tpasation and concentration of stem
and regenerative cells from adipose tissue aneélblyeallows hospitals to more affordably offer ssehvice to patients.

As part of our agreement with Green Hospital Supply equally split revenues in Japan from the sateospitals of StemSource™ Cell
Banks and single-use, per-procedure consumablegnGtospital Supply is responsible for all sale$ marketing while Cytori is responsible
for manufacturing the Celution™ 900/MB System aadrsing all necessary equipment, including butlimoited to cryopreservation chambe
cooling and thawing devices, cell banking proto@sid the proprietary software and database apiolicat




We have retained rights to commercialize the Cehlt! 900-based StemSource™ Cell Bank in other cmsn#éis our relationship with
Green Hospital Supply is exclusively for Japan. &k making plans to offer the StemSource™ Cell Banl the U.S. starting in 2008. For
the U.S. market, the storage of cells will likelycar in a more centralized manner, rather thahetdcal level in hospitals, and will be targeted
primarily toward patients undergoing elective lipogon.

Cardiovascular Disease

We currently have two clinical trials underway #atipose-derived stem and regenerative cells, psedesith the Celution™ 600 System,
for the treatment of cardiovascular disease. lludan2007, we initiated a 36-patient clinical tfiat chronic myocardial ischemia, a severe
form of coronary artery disease. In late 2007, mittsited a 48-patient study for acute heart attadksth are double-blind, placebo controlled
safety and feasibility studies, which will evaluateariety of primary and secondary safety anataffy endpoints at six months.

We believe there is significant need for new foohtreatment for cardiovascular disease, whichesgnts one of the largest healthcare
market opportunities. The American Heart Associatistimates that in the United States of America@khere are approximately 865,000
heart attacks each year and more than 13,000,@fif)epsuffer from coronary heart disease.

Celution™ System Pipeline

Other applications of the Celution™ System familypmducts under investigation include gastrointesgtdisorders, vascular disease,
pelvic health conditions, and orthopedic and spépgdlications. Our scientists are, to a varyingrdeginvestigating these applications in pre-
clinical models. The full pipeline and the relatstages of progress for all the targeted therapangias are detailed below:

Therapeutic Application Preclinical Clinical Testing Notes
Reconstructive Surgel

EU post-marketing studies to begin

Breast reconstructio X in 2008
Cardiovascular Disea
Chronic Myocardial X Safety and feasibility trial
Ischemis underway
Heart Attack X Safety and feasibility trie
underway
Gastrointestinal Disorde
Crohr’s Diseas:t X
Intestinal Repai X
Vascular Repai
Peripheral Vascule X
Disease
Orthopedics
Spinal Disc Disease X Report 12-month preclinical data in
2008
Bone Repai X
Pelvic Healtt X

Manufacturing

The Celution™ 800/CRS, Celutiod™ 900/MB, and related single-use consumables argyreanufactured at Cytori’s headquarters in
San Diego, CA. In 2007, we completed the buildafudur internal manufacturing capabilities so twatwill be able to meet anticipated
demand in 2008 and 2009.

In the future, the next generation Celution™ devgcexpected to be manufactured through a jointwrerarrangement between Cytori and
Olympus Corporation (“Olympus”), a global opticaddife science company. Olympus-Cytori Inc. (tBeiht Venture”), enables Cytori to
access Olympus’ expertise in engineering, manufagfuand servicing of sophisticated medical devicEse Joint Venture will supply the
Celution™ System for all therapeutic applicationkely to Cytori at a formula-based transfer priCgtori owns Celution™ System marketing
rights for all therapeutic applications.

Competition

We compete with multiple pharmaceutical, biotecbggland medical device companies involved in theetigpment and
commercialization of medical technologies and thers

Regenerative medicine is rapidly progressing, igdgart through the development of cell-basedaties or devices designed to isolate
cells from human tissues. Most efforts involve sellirces, such as bone marrow, embryonic andtfesale, umbilical cord and peripheral
blood, and skeletal muscle. We work exclusivelyjhvéitiult stem and regenerative cells from adipeseié.






Companies working in this area include, among ath&astrom Biosciences, Inc., Baxter Internatioirad,, BioHeart, Inc., Cellerix SA,
Genzyme, Inc., Geron Corporation, Isolagen, In&g Biotherapeutics (a joint venture between GenzgméMedtronic), Osiris Therapeutics,
Inc., and Stem Cells, Inc. Many of our competitansl potential competitors have substantially grefatancial, technological, research and
development, marketing, and personnel resourceswieado. We cannot with any accuracy forecast wdréhthese companies are likely to
bring cell therapies to market for indications that are also pursuing.

In addition to our own sponsored clinical trialss are aware of a clinical trial and ongoing clih®aries using cells derived from adipose
tissue. The clinical trial is sponsored by Celleviich is performing a study in Spain where cudtladipose-derived stem cells are being used
to treat fistulas associated with Crohn’s dise@be. clinical series is sponsored by the Universftyokyo, where a researcher is examining the
potential of adipose-derived regenerative cellsaft tissue repair and breast tissue augmentatimoontrast to Cytori, neither study uses an
automated system to remove cells from adiposedijdsut rather rely upon a manual laboratory prooedé&or Cellerix, the patient adipose
tissue is sent to a central processing facility igtibe cells are cultured over a period of daysiretg the patient to return for a separate
procedure to receive their own cells.

Companies researching and developing cell-basedptes for cardiovascular disease include, amohegrst Baxter, BioHeart, MG
Biotherapeutics, and Osiris. Baxter is sponsorifthase Il study in the United States using steis egtracted from peripheral blood for
chronic myocardial ischemia. BioHeart is conductingltiple ongoing clinical trials in the United $a and Europe for its investigational
product MyoCell™, which are cultured autologouslsta myoblasts. We are aware that BioHeart haslaled its intentions to develop heart
attack treatments using adipose-derived stem ayehezative cells following completion of precliniealidation, but we are not aware of any
ongoing activities in this area. Osiris Therapesjtinc. completed a Phase | clinical trial usiigggeneic (donor), mesenchymal stem cells, for
acute myocardial infarction and is planning a besdéhase Il study.

Our competitive advantage among all companies dpired stem celbased therapies is the commercialization modelaBse we will rel
on selling a device and per-procedure consumatblegprocedure costs will be much less than trawificosts for biologics, yet we anticipate
we will be able to realize attractive margins. tidiéion, because adipose tissue is so rich in oslisbelieve that the device will allow patients
to receive a prescribed dose at the bedside irtireal eliminating the need for patients to undeaguarvest procedure and return for a second
injection or delivery procedure. Lastly, we beliglie ideal approach to cell-based therapy is tcaysatient’s own cells, as this eliminates any
risk of disease transmission or tissue rejection.

While we are not aware of any company that is eulyeeommercializing any approved treatments, devjor therapies based on adipose-
derived stem and/or regenerative cells, there eamobassurances that such approval and related ematization will not be forthcoming in
the near future.

Research and Development

Research and development expenses were $20,026200,/7,000 and $15,450,000 for the years endedrleer 31, 2007, 2006 and
2005, respectively. For 2007, $19,827,000 of thal twas related to our regenerative cell technolgy $193,000 was related to our
bioresorbable technology.

Our research and development efforts in 2007 fatpsedominantly on the following areas:

» Optimization of the design, functionality and maatfiring process for the Celution™ System familypodducts, sing-use
consumables and related instrumentation so we maodiice the device in Europe into the reconstvactiurgery market a
provide it as part of the StemSource™ Cell Bankdpod being launched in Jape

« Development of the infrastructure and logisticspertnership with Green Hospital Supply for the caencial launch of tr
StemSource™ Cell Bank product in Japan, includinigding out a proprietary database and softwardieggpon and optimizin
proprietary protocols

« Design and implementation for two randomized, deutlind, placebo controlled, cardiovascular disedisécal trials in Spain ar
The Netherlands for chronic myocardial ischemia (&ients) and heart attacks (48 patients). Thidudes working wit
regulatory bodies in the respective countries aiadl tenters where the studies will be conductéwlizing trial protocols, ar
preparing the trial centers for patient enrollm:




« Preparation and submission of multiple regulatdigds in the United States, Europe, and Japariaéle various cell process
systems under development, which notably resulteédeipt of a CE Mark on the Celution™ 800 Sysgerd 510(K) clearance
the United States for various medical technologreduding a cell saver devic

« Conducting extensive g-clinical safety and efficacy studies investigatithg use of adipo-derived stem and regenerative ¢
for reconstructive surgery, spinal disc repair.tigastestinal disorders and other therapeutic @gfitbns to optimize the design
future clinical trials and to further our understarg of how these cells may perform clinical

« Investigating the cellular and molecular proper@esl characteristics of stem and regenerative cedigling in adipose tiss
towards improving our intellectual property positiand towards understanding how to improve androbmnhe therapeut
products

Customers

Medtronic was our primary distributor and our pipat customer for our bioresorbable implant produdirectly accounting for $792,000
or 100% of our product revenues in 2007, $1,451@0000% of our product revenues in 2006, and $5@3) or 100% of our product
revenues in 2005. In May 2007, we sold all of @maining rights to this product line to Kensey N&sirporation and thus we will no longer
recognize bioresorbable implant product revenuas filedtronic in the future. In our primary businésgenerative cell technology), we did
not have any commercial customers in 2007. Dur®@g2we intend to sell the Celution™ 800/CRS towarous distribution partners
throughout Europe and Asia. In addition, we expedell Celution™ 900-based StemSource™ Cell Banksreen Hospital Supply, who is
commercializing this product offering to hospitadslapan.

In July 2004, we entered into a Distribution Agresrwith Senko under which we granted to Senkoxafusive license to sell and
distribute Thin Film products in Japan. The salpraiducts through Senko commences upon “commezatéin,” which requires regulatory
clearance from the Japanese regulatory authoritiesexpect to gain the required regulatory clesgan@008, but we cannot make any
guarantees. Following commercialization, the Disttion Agreement has a five-year duration andngweable for an additional five years after
reaching mutually agreed minimum purchase guarantbe2004, we sold all of our non-Japan Thin Hilosiness.

Sales by Geographic Region

For the year ended December 31, 2007, our onlyyatashles came from our bioresorbable surgicalamigl As these are no longer core
to our business focus, we sold our remaining istarethis line of business to Kensey Nash in M@92(excluding our Thin Film products in
Japan) and we no longer receive any revenue fremsdles of those products. Prior to May 2007, ele sur products predominantly in the
United States and to a lesser extent internatipmiatbugh Medtronic. Our bioresorbable surgicgbliamts distribution agreements all provided
for payment in U.S. dollars. Fluctuations in caag exchange rates affected the demand for thashipts by increasing the price of our
products relative to the currency of the countiiewhich the products were sold.

Regenerative Cell Technolo

Our consolidated balance sheet includes a line éetitled deferred revenues, related party. Tbi®ant primarily consists of the
consideration we have received in exchange fordudbligations that we have agreed to perform drali®of Olympus and the Joint
Venture. We recognize deferred revenues, relaaety pas development revenue when certain perfocmahbligations are met. Such revenue
recognition results from completion of certain ratlnes, such as completion of product developnféts regulatory filings and related pre-
clinical and clinical studies. In 2007 and 200@, recognized $5,158,000 and $5,905,000 of revessmcated with our arrangements with
Olympus, respectively. There was no similar rexeim2005.

For the years ended December 31, 2006 and 200&scoeded $310,000 and $312,000 in grant revenageeto our agreement with the
National Institutes of Healtt*NIH"), respectively. Under this agreement, theH\leimbursed us for “qualifying expenditures” relato
research on Adipose-Derived Cell Therapy for Mydarinfarction. There was no similar revenue fO02.




For the year ended December 31, 2007 and 2006 eeeded revenue of $85,000 and $102,000, respbgtredated to cell processing
equipment, and adipose derived stem cell reseaottupts sold to various research facilities. Wsoakcorded stem cell banking revenue of
$4,000, $7,000 and $8,000 for the years ended Diseedl, 2007, 2006, and 2005, respectively, relatedir U.S. StemSource™ Cell Bank
offering for the processing and preservation opadeé-derived stem and regenerative cells at our &ACalifornia state-licensed tissue bank
facility.

MacroPore Biosurger

In 2007, 2006, and 2005 our product sales were $092$1,451,000 and $5,634,000, respectivehgfaithich relate to the MacroPore
Biosurgery segment. These revenues were primaigyed to orders for our radiographically idematifie Spine System products, marketed
under the name MYSTIQUE™. As noted above, we wereerned about the level of commitment to thesdymts from Medtronic, our
exclusive distributor, and we have sold our intglial property rights and tangible assets relatezlit spine and orthopedic bioresorbable
implant product line to Kensey Nash in May 2007.

Under a distribution agreement with Senko, we asponsible for the completion of the initial redalst application to the MHLW (the
Japanese equivalent of the U.S. Food and Drug Adtration). We recognized development revenuedasanilestones defined within this
agreement of $10,000, $152,000, and $51,000 foye¢hes ended December 31, 2007, 2006, and 20@ieatdeely. We have not received any
Thin Film product revenue in Japan yet, and we aflldur non-Japan Thin Film business in 2004.

We anticipate that our future international prodestenues will increase as a result of our DistitiuAgreement with Senko once our
Thin Film products reach commercialization in Japan

Planned Capital Expenditures

Although capital expenditures may vary significgrdepending on a variety of factors, we presemiigrid to spend approximately
$500,000 on capital equipment purchases in 200&sd& may be paid with our available cash, or fisdnmder our Amended Master Security
Agreement with General Electric Capital Corporation

Raw Materials

Raw materials required to manufacture the Celutidgy¥tem family of products and disposables are contyravailable from multiple
sources, and we have identified and executed swgplements with our preferred vendors. Some albgciomponents are custom made for
Cytori, and we are dependent on the ability of ¢h&sgppliers to deliver functioning parts in a tiynelanner to meet our ongoing demand fot
products. There can be no assurance that we svidbibe to obtain adequate quantities of the nepesma materials supplies within a
reasonable time or at commercially reasonable griteterruptions in supplies due to price, timiagavailability could have a negative impact
on our ability to manufacture products.

Intellectual Property

Our success depends in large part on our abilipratect our proprietary technology, including telution™ System product platform,
and information, and operate without infringingtbe proprietary rights of third parties. We rely@combination of patent, trade secret,
copyright and trademark laws, as well as confiddityiagreements, licensing agreements and othreeatents, to establish and protect our
proprietary rights. Our success also depends, iy @a our ability to avoid infringing patents igzlito others. If we were judicially determined
to be infringing any third party patent, we couklrequired to pay damages, alter our productsamgsses, obtain licenses or cease certain
activities.

To protect our proprietary medical technologies|uding the Celutior™ System platform and scientific discoveries, we hiiled
applications for 28 United States patents, as aglin additional 98 international patents. Spetlficwe are seeking patents on compositio
matter related to adipose-derived stem and regevecells, their mechanisms of action in spedifiseases, their application to specific
therapeutic areas, methods for processing thele artl on automated systems for such processihgedated equipment.

We are also the exclusive, worldwide licensee efRiegents of the University of California’s rigitsone U.S. Patent (Patent No.
6,777,231) related to isolated adipose derived steia that can differentiate into two or more ofaiety of cell types, four related issued
foreign patents, five related U.S. patent applaadj and 20 related international patent applicatio




We cannot assure that any of the pending patericapipns will be issued, that we will develop dilatial proprietary products that are
patentable, that any patents issued to us willigmus with competitive advantages or will not balkznged by any third parties or that the
patents of others will not prevent the commercéion of products incorporating our technology.tRarmore, we cannot assure that others
not independently develop similar products, dupiany of our products or design around our patéhfs. patent applications are not
immediately made public, so we might be surprisgthle grant to someone else of a patent on a téofave are actively using.

Patent law outside the United States is uncertaghid many countries is currently undergoing revawd revisions. The laws of some
countries may not protect our proprietary rightsht® same extent as the laws of the U.S. Thirdgsamay attempt to oppose the issuance of
patents to us in foreign countries by initiatingoopition proceedings. Opposition proceedings agjaimg of our patent filings in a foreign
country could have an adverse effect on our coordipng patents that are issued or pending in ti$ Wmay be necessary or useful for us to
participate in proceedings to determine the validitour patents or our competitors’ patents tteatehbeen issued in countries other than the
U.S. This could result in substantial costs, divent efforts and attention from other aspects ofbusiness, and could have a material adverse
effect on our results of operations and financtaldition. We currently have pending patent appilices in Europe, Australia, Japan, Canada,
China, Korea, and Singapore, among others.

Patent litigation results in substantial costsd@nd diversion of effort, and may be necessam time to time to enforce or confirm the
ownership of any patents issued or licensed ta tis determine the scope and validity of third pamtoprietary rights. If our competitors claim
technology also claimed by us and prepare anghéitent applications in the United States, we mas i@ participate in interference
proceedings declared by the U.S. Patent and Tratte@féice or a foreign patent office to determingopity of invention, which could result in
substantial costs to and diversion of effort, eif¢he eventual outcome is favorable to us. Inipatar, in the fourth quarter of 2004, the
University of Pittsburgh filed a lawsuit naming aflthe inventors who had not assigned their owriprisiterest in Patent 6,777,231 to the
University of Pittsburgh, seeking a determinatioattits assignors, rather than the University dff@aia’s assignors, are the true inventors of
Patent No. 6,777,231. If the University of Pittdffurvins the lawsuit, our license rights to thisguaitcould be nullified or rendered non-
exclusive with respect to any third party that niiigense rights from the University of Pittsbur@n August 9, 2007, the United States
District Court granted the University of Pittsbuigmotion for Summary Judgment in part, determirtimgt the University of Pittsburgh’s
assignees were properly named as inventors ontFfgi#tv,231, and that all other inventorship issesl be determined according to the facts
presented at trial which was completed in Janu@882We expect the court to make its final rulimgadl of the other matters in the first or
second quarter of 2008. We have incurred and expexintinue to incur substantial legal costs essalt of the University of Pittsburgh
lawsuit. Our President, Marc Hedrick, M.D., is anmeal individual defendant in that lawsuit.

In addition to patent protection, we rely on unpée trade secrets and proprietary technologigadetise. We cannot assure you that
others will not independently develop or othervaseuire substantially equivalent techniques, somwelin access to our trade secrets and
proprietary technological expertise or disclosehstuade secrets, or that we can ultimately pratectrights to such unpatented trade secret:
proprietary technological expertise. We rely, imtpan confidentiality agreements with our markgtpartners, employees, advisors, vendors
and consultants to protect our trade secrets aytiptary technological expertise. We cannot asgatethat these agreements will not be
breached, that we will have adequate remediesnpbeeach or that our unpatented trade secretprapdietary technological expertise will |
otherwise become known or be independently disealby competitors.

Failure to obtain or maintain patent protectionpatect trade secrets, for any reason, third paeiyns against our patents, trade secrets ot
proprietary rights, or our involvement in disputar our patents, trade secrets or proprietarytsjghcluding involvement in litigation, could
have a substantial negative effect on the resfiltsiooperations, cash flows and financial conditio

Government Regulation

As newly developed medical devices, our Celuiri%rSystem family of products must receive regulatdeaances or approvals from the

European Union, the FDA and, from other state govents prior to their sale. Our current and fuDedution™ Systems are or will be
subject to stringent government regulation in tmitédl States by the FDA under the Federal Foodg@nd Cosmetic Act. The FDA regula
the design/development process, clinical testirapufacture, safety, labeling, sale, distributiard aromotion of medical devices and

drugs. Included among these regulations are pr&anealearance and pre-market approval requiremdatign control requirements, and the
Quality System Regulations/Good Manufacturing Reast Other statutory and regulatory requiremgoteern, among other things,
establishment registration and inspection, medleslce listing, prohibitions against misbrandingl @auulteration, labeling and post-market
reporting.




The Celution™ System family of products must also comply with glerernment regulations of each individual coumryhich the
products are to be distributed and sold. Thesda#gos vary in complexity and can be as stringantl on occasion even more stringent, than
US FDA regulations. International government retjates vary from country to country and region tgiom. For example, regulations in some
parts of the world only require product registratighile other regions / countries require a compeduct approval process. Due to the fact
that there are new and emerging cell therapy alhdb@eking regulations that have recently beentdchind/or implemented in various
countries around the world, the application andssghent implementation of these new and emergmgatons have little to no precedence.
Therefore, the level of complexity and stringereyot known and may vary from country to countrgating greater uncertainty for the
international regulatory process. Furthermore, gavent regulations can change with little to ndewand may result in up-regulation of our
product(s), thereby, creating a greater regulabairgden for our cell therapy and cell banking tedbgg products.

The regulatory process can be lengthy, expenshdpacertain. Before any new medical device maintieduced to the United States of
America market, the manufacturer generally mustiobEDA clearance or approval through either the(ELpre-market notification process or
the lengthier pre-market approval application (“PYArocess. It generally takes from three to 12hthe from submission to obtain 510(k)
pre-market clearance, although it may take londeproval of a PMA could take four or more yeamnirthe time the process is initiated. The
510(k) and PMA processes can be expensive, uneeaiad lengthy, and there is no guarantee of utérokearance or approval. We expect
some of our future products under development dlsase€lympus-Cytori’s will be subject to the lehgtr PMA process. Securing FDA
clearances and approvals may require the submis$iextensive clinical data and supporting inforimato the FDA, and there can be no
guarantee of ultimate clearance or approval. Failo comply with applicable requirements can reisuhpplication integrity proceedings,
fines, recalls or seizures of products, injunctjaigil penalties, total or partial suspensiongprdduction, withdrawals of existing product
approvals or clearances, refusals to approve ar clew applications or notifications, and crimipedsecution.

Medical devices are also subject to post-markeinteg requirements for deaths or serious injuvien the device may have caused or
contributed to the death or serious injury, andckmntain device malfunctions that would be likedycause or contribute to a death or serious
injury if the malfunction were to recur. If safaty effectiveness problems occur after the prodemthes the market, the FDA may take ste
prevent or limit further marketing of the produ#&dditionally, the FDA actively enforces regulatioprohibiting marketing and promotion of
devices for indications or uses that have not lmésared or approved by the FDA. In addition, maidifions or enhancements of products that
could affect the safety or effectiveness or effentajor change in the intended use of a devicevthateither cleared through the 510(k) pro
or approved through the PMA process may requirtaéur=DA review through new 510(k) or PMA submissio

Under the terms of our Joint Venture Agreementf Wilympus we are the party with the primary respality for obtaining regulatory
approvals to sell the Olympus-Cytori, Inc. devicEs.date we have prepared and submitted multiglelatory filings in the United States,
Europe, and Japan related to various cell procgssistems under development, which notably resutteeceipt of a CE Mark on the
Celution™ 800 System and 510(K), and clearancheérlinited States for various related medical teldgies, including a cell saver device.

We must comply with extensive regulations from fgngurisdictions regarding safety, manufacturimggesses and quality. These
regulations, including the requirements for mangtuthorization, may differ from the United Staf&¥A regulatory scheme. Specifically, in
regard to our Thin Film product line in Japan (distted by Senko), we have been seeking marketitigpaization from the Japanese Ministry
of Health, Labour and Welfare for the past threargavithout success.
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Staff

As of December 31, 2007, we had 143 employeeqjdineg part-time and full-time employees. These leyges are comprised of 90
employees in research and development, 11 employsades and marketing and 42 employees in manageand finance and
administration. From time to time, we also employependent contractors to support our operati@s: employees are not represented by
any collective bargaining unit and we have neveregienced an organized work stoppage. A breakpgegment is as follows:

Regenerative
Cell

Technology  Corporate Total
Research & 90 — 90
Developmen
Sales and Marketin 11 — 11
General & — 42 42
Administrative
Total 101 42 14z

Web Site Access to SEC Filings

We maintain an Internet website at www.cytoritx.cdrhrough this site, we make available free of geasur annual reports on Form 10-
K, guarterly reports on Form 10-Q, current reporid=orm 8-K, and amendments to those reports éitddrnished pursuant to Section 13(a) of
the Securities Exchange Act of 1934 as soon asmedaty practicable after we electronically file Bunaterial with, or furnish it to, the U.S.
Securities and Exchange Commission (SEC). In additive publish on our website all reports filed @n8ection 16(a) of the Securities
Exchange Act by our directors, officers and 10%ldtolders. These materials are accessible vianthestor Relations section of our website
within the “SEC Filings” link. Some of the informai is stored directly on our website, while otirldormation can be accessed by selecting
the provided link to the section on the SEC websiteich contains filings for our company and itsiders.

We file electronically with the SEC our annual repan Form 10-K, quarterly reports on Form 10-@ eurrent reports on Form 8-K
pursuant to Section 13(a) of the Securities Exchakg of 1934. The SEC maintains an Internettbiée contains reports, proxy information
and information statements, and other informatemarding issuers that file electronically with ®EC. The address of that website is
http://www.sec.gov The materials are also available at the SECIdi®Reference Room, located at 100 F Street, Wigsbin, D.C.

20549. The public may obtain information throubh public reference room by calling the SEC at @-8&C-0330.

Item 1A . Risk Factors

In analyzing our company, you should consider adlgthe following risk factors, together with alf the other information included in
this annual report on Form 10-K. Factors that abaldversely affect our business, operating resuts financial condition, as well as
adversely affect the value of an investment incomnmon stock, include those discussed below, lhasvihose discussed below in
“Management’s Discussion and Analysis of Finan@aindition and Results of Operations” and elsewhareughout this annual report on
Form 1(-K.

We are subject to the following significant riskspong others:

We will need to raise more cash in the future

We have almost always had negative cash flows fsparations. Our business will continue to resubi substantial requirement for
research and development expenses for several yeainsg which we may not be able to bring in stiéfnt cash and/or revenues to offset these
expenses. There is no guarantee that adequate fildbe available when needed from operating neres, additional debt or equity financil
arrangements with distribution partners, or frotmeotsources, or on terms attractive to us. Thiailihato obtain sufficient funds would requi
us to delay, scale back, or eliminate some orfaluo research or product development, manufagjusiperations, clinical or regulatory
activities, or to out-license commercial rightgptoducts or technologies thus having a substamtightive effect on our results of operations
and financial condition.
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We have never been profitable on an operationas lzasl expect significant operating losses fomttet few years

We have incurred net operating losses in eachsipae we started business. As our focus on thetioel™ System platform and
development of therapeutic applications for itdutat output has increased, losses have resulietafly from expenses associated with
research and development activities and generahdministrative expenses. We expect to contingatimg in a loss position on a
consolidated basis and that recurring operatingesgs will be at high levels for the next seveeary, in order to perform clinical trials,
product development, and additional pre-clinicaksach.

Our business strategy is higisk

We are focusing our resources and efforts primanilyevelopment of the Celutidlf System family of products and the therapeutic
applications of its cellular output, which requiegensive cash needs for research and develo@utvities. This is a high-risk strategy
because there is no assurance that our produdtsweil become commercially viable (commercial riskat we will prevent other companies
from depriving us of market share and profit masgiy selling products based on our inventions awtidpments (legal risk), that we will
successfully manage a company in a new area ofiessiregenerative medicine) and on a differeré dhan we have operated in the past
(operational risk), that we will be able to achi¢ke desired therapeutic results using stem arehergtive cells (scientific risk), or that our
cash resources will be adequate to develop oumgptedintil we become profitable, if ever (finanaiak). We are using our cash in one of the
riskiest industries in the economy (strategic riskhis may make our stock an unsuitable investrf@nnhany investors.

We must keep our joint venture with Olympus opegaimoothly

Our business cannot succeed on the currently patail timelines unless our joint venture collakioratvith Olympus goes well. We have

given Olympus-Cytori, Inc. an exclusive licensertanufacture future generation CeIuti@’hSystem devices. If Olympus-Cytori, Inc. does not
successfully develop and manufacture these dewigegyay not be able to commercialize any devicangrtherapeutic products successfully
into the market. In addition, future disruptiontweakup of our relationship would be extremelytiga® our reputation, in addition to causing
many serious practical problems.

We and Olympus must overcome contractual and @llharriers. Our relationship is formally measubgda set of complex contracts,
which have not yet been tested in practice. Inteag many aspects of the relationship will be sammtractual and must be worked out
between the parties and the responsible individulke Joint Venture is intended to have a long Bind it is difficult to maintain cooperative
relationships over a long period of time in theefa€ various kinds of change. Cultural differendasluding language barrier to some degree,
may affect the efficiency of the relationship.

Olympus-Cytori, Inc. is 50% owned by us and 50% eavby Olympus. By contract, each side must consefare any of a wide variety
of important business actions can occur. Thisafitn possesses a risk of potentially time-consgraimd difficult negotiations which could at
some point delay the Joint Venture from pursuisgiisiness strategies.

Olympus is entitled to designate the Joint Vensuchief executive officer and a majority of its bibaf directors, which means that day-to-
day decisions which are not subject to a contrhe®ta will essentially be controlled by Olympuln addition, Olympus-Cytori, Inc. will
continue to require more money than its initialitajzation in order to complete development anaduiction of future generation devices. If
we are unable to help provide future financing®ympus-Cytori, Inc., our relative equity inter@stOlympus-Cytori, Inc. may decrease.

Furthermore, under a License/Joint Development é&gent among Olympus-Cytori, Inc., Olympus, and@lgmpus will have a primary
role in the development of Olympus-Cytori, Inc.extgeneration devices. Although Olympus has esiterexperience in developing medical
devices, this arrangement will result in a reductié our control over the development and manufagguof the next generation devices.

We have a limited operating history; operating lssand stock price can be volatile like many fitsence companies

Our prospects must be evaluated in light of thiesrand difficulties frequently encountered by enreggompanies and particularly by si
companies in rapidly evolving and technologicalliganced biotech and medical device fields. Duenited operating history and the
transition from the MacroPore biomaterials to tbgemerative medicine business , comparisons ofearrto-year operating results are not
necessarily meaningful and the results for anyoggarshould not necessarily be relied upon as daatidn of future performance. All 2007
product revenues came from our spine and orthopaaiplant product line, which we sold in May 2007.
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From time to time, we have tried to update our §twes’ expectations as to our operating resultpérjodically announcing financial
guidance. However, we have in the past been faxceelvise or withdraw such guidance due to lackisibility and predictability of product
demand.

We are vulnerable to competition and technologit@inge, and also to physiciaisertia

We compete with many domestic and foreign companiégveloping our technology and products, inatgdbiotechnology, medical
device, and pharmaceutical companies. Many cuaedtpotential competitors have substantially grefiwancial, technological, research and
development, marketing, and personnel resourcisrelis no assurance that our competitors willsmoteed in developing alternative prod
that are more effective, easier to use, or mora@wdical than those which we have developed orratied process of developing, or that would
render our products obsolete and non-competitimegeneral, we may not be able to prevent others fleveloping and marketing competitive
products similar to ours or which perform similan€tions.

Competitors may have greater experience in devedpibierapies or devices, conducting clinical trialstaining regulatory clearances or
approvals, manufacturing and commercializatioris ffossible that competitors may obtain patentgutmn, approval, or clearance from the
FDA or achieve commercialization earlier than we,@ny of which could have a substantial negatffeceon our business. Finally, Olympus
and our other partners might pursue parallel dgretnt of other technologies or products, which mesylt in a partner developing additional
products competitive with ours.

We compete against cell-based therapies derivenl iternate sources, such as bone marrow, umbdaral blood and potentially
embryos. Doctors historically are slow to adopt/technologies like ours, whatever the merits, wbleler technologies continue to be
supported by established providers. Overcoming guertia often requires very significant marketegenditures or definitive product
performance and/or pricing superiority.

We expect physicians’ inertia and skepticism to &ls a significant barrier as we attempt to gainketgpenetration with our future
products. We believe we will need to finance leggtime-consuming clinical studies (so as to prowidavincing evidence of the medical
benefit) in order to overcome this inertia and sleggm particularly in reconstructive surgery, galeservation, the cardiovascular area and
many other indications.

Most products are preommercialization, which subjects us to developnaemnt marketing risks

We are in a relatively early stage of the pathammercialization with many of our products. Weidet that our long-term viability and
growth will depend in large part on our abilitydevelop commercial quality cell processing devimed useful procedurgpecific consumable

and to establish the safety and efficacy of ourapies through clinical trials and studies. With celution™ platform, we are pursuing new
approaches for reconstructive surgery, preservatiaiem and regenerative cells for potential feituse, therapies for cardiovascular disease,
gastrointestinal disorders and spine and orthopeatiditions. There is no assurance that our dewsdmt programs will be successfully
completed or that required regulatory clearancespprovals will be obtained on a timely basis} ik

There is no proven path for commercializing theu@ieh ™ System platform in a way to earn a durable prafinmensurate with the
medical benefit. Although we intend to commeraialinto the European reconstructive surgery andrnkse cell banking markets in 2008,
additional market opportunities for our products/an services are at least two to five years away.

Successful development and market acceptance gfroducts is subject to developmental risks, inicigdailure of inventive imaginatiol
ineffectiveness, lack of safety, unreliability,léae to receive necessary regulatory clearancepmovals, high commercial cost, preclusion or
obsolescence resulting from third parties’ projmgtights or superior or equivalent products, cetitipn from copycat products, and general
economic conditions affecting purchasing patterfisere is no assurance that we or our partnerswiitessfully develop more effective and
commercialize our products, or that our competitaitsnot develop competing technologies that @sslexpensive or superior. Failure to
successfully develop and market our products whalge a substantial negative effect on our restiligperations and financial condition.

The timing and amount of Thin Film revenues fronmi8eare uncertain

The sole remaining product line in our MacroPoresBirgery segment is our Japan Thin Film busin€as. right to receive royalties from
Senko, and to recognize certain deferred revemeggnds on the timing of MHLW approval for commaliziation of the product in
Japan. We currently expect this to occur in 2@28 we have no control over this timing and ouwvpas expectations have not been
met. Also, even after commercialization, we wil tlependent on Senko, our exclusive distributodritce product sales in Japan.
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There is a risk that we could experience with Sestkoe of the same problems we experienced in @wiqurs relationship with Medtron
which was the exclusive distributor for our fornbéoresorbable spine and orthopedic implant protinet

We have limited manufacturing experience

We have limited experience in manufacturing theuGeh™ System platform or its consumables at a censial level. With respect to ¢
Joint Venture, although Olympus is a highly capatid experienced manufacturer of medical devitesetcan be no guarantee that the
Olympus-Cytori Joint Venture will be able to sucsfefly develop and manufacture the next generafielution™ device in a manner that is
cost-effective or commercially viable, or that dieygnent and manufacturing capabilities might n&etenuch longer than currently anticipated
to be ready for the market.

Although we intend to introduce the Celution™ 8@@ #&aunch the Celution™ 900-based StemSource ™B2elk in 2008 as we await the
availability of the Joint Venture system, next gesien Celution™ device, we cannot assure that vildoe able to manufacture sufficient
numbers to meet the demand, or that we will be &btevercome unforeseen manufacturing difficulf@sthese sophisticated medical devices.

In the event that the Olympus-Cytori Joint Ventisraot successful, Cytori may not have the res@iocebility to self-manufacture
sufficient numbers of devices and consumables tet market demand, and this failure may substaptiadtend the time it would take for us to
bring a more advanced commercial device to mailkeés makes us significantly dependant on the coetindedication and skill of Olympus
for the successful development of the next ger@rafielution™ device.

We may not be able to protect our proprietary sght

Our success depends in part on whether we camadudditional patents, maintain trade secret primiecand operate without infringing on
the proprietary rights of third parties.

Our recently amended regenerative cell technolmgpnse agreement with the Regents of the Univeosifalifornia (“UC”) contains
certain developmental milestones, which if not eehd could result in the loss of exclusivity ordad the license rights. The loss of such rif
could impact our ability to develop certain regettiee cell technology products. Also, our powetie@snsee to successfully use these rights to
exclude competitors from the market is untestedaddition, further legal risk arises from a lavtdiléd by the University of Pittsburgh nami
all of the inventors who had not assigned their enship interest in Patent 6,777,231 to the Uniweidi Pittsburgh, seeking a determination
that its assignors, rather than UC’s assignorstherérue inventors of Patent 6,777,231. We arefidusive, worldwide licensee of the UC'’s
rights under this patent in humans, which relatesdult stem cells isolated from adipose tissuedha differentiate into two or more of a
variety of cell types. If the University of Pittstgh wins the lawsuit, our license rights to thisgpé could be nullified or rendered nerelusive
with respect to any third party that might licemiggts from the University of Pittsburgh.

On August 9, 2007, the United States District Couainted the University of Pittsburgh’s motion 8wmmary Judgment in part,
determining that the University of Pittsburgh’sigages were properly named as inventors on Paféa? 231, and that all other inventorship
issues shall be determined according to the faetsepted at trial which was completed in Januaf82We expect the court to make its final
ruling on all of the other matters in the firstsercond quarter of 2008.

There can be no assurance that any of the pendiegtpapplications will be approved or that we wélvelop additional proprietary
products that are patentable. There is also norasse that any patents issued to us will provElevith competitive advantages, will not be
challenged by any third parties, or that the patefibthers will not prevent the commercializatafrproducts incorporating our
technology. Furthermore, there can be no guardahtgethers will not independently develop simpanducts, duplicate any of our products,
or design around our patents.

Our commercial success will also depend, in parpur ability to avoid infringing on patents issuedthers. If we were judicially
determined to be infringing on any third-party peifeve could be required to pay damages, altepoaducts or processes, obtain licenses, or
cease certain activities. If we are required anftiture to obtain any licenses from third parf@ssome of our products, there can be no
guarantee that we would be able to do so on comatlgréavorable terms, if at all. U.S. patent a@pptions are not immediately made public,
so we might be surprised by the grant to some@®dla patent on a technology we are activelygusiks noted above as to the University of
Pittsburgh lawsuit, even patents issued to us plicensors might be judicially determined to bejan full or in part to third parties.
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Litigation, which would result in substantial costsus and diversion of effort on our part, mayneeessary to enforce or confirm the
ownership of any patents issued or licensed tou® determine the scope and validity of thirdtparoprietary rights. If our competitors
claim technology also claimed by us and preparefifm@atent applications in the United States ofiica, we may have to participate in
interference proceedings declared by the U.S. PatehTrademark Office or a foreign patent officeletermine priority of invention, which
could result in substantial costs to and diversibeffort, even if the eventual outcome is favoeatn us.

Any such litigation or interference proceeding,arfiess of outcome, could be expensive and timstooing. We have been incurring
substantial legal costs as a result of the UnityeddiPittsburgh lawsuit, and our president, Maexdrck, is a named individual defendant in
lawsuit because he is one of the inventors identifin the patent. As a named inventor on the pa#arc Hedrick is entitled to receive from
the UC up to 7% of royalty payments made by a Been(us) to UC. This agreement was in place fibis employment with us.

In addition to patents, which alone may not be ablgrotect the fundamentals of our regeneratiViebesiness, we also rely on unpatented
trade secrets and proprietary technological exgeertOur intended future cell-related therapeuticlpcts, such as consumables, are likely to
fall largely into this category. We rely, in paoh confidentiality agreements with our partnerspbyees, advisors, vendors, and consultar
protect our trade secrets and proprietary techmcdbgxpertise. There can be no guarantee that thgieements will not be breached, or that
we will have adequate remedies for any breachairdur unpatented trade secrets and proprietalmtdogical expertise will not otherwise
become known or be independently discovered by etitops.

Failure to obtain or maintain patent protectionpmtect trade secrets, for any reason (or thirtlypaaims against our patents, trade
secrets, or proprietary rights, or our involvemiendisputes over our patents, trade secrets, @rigtary rights, including involvement in
litigation), could have a substantial negative &ffen our results of operations and financial cbodi

We may not be able to protect our intellectual propin countries outside the United States

Intellectual property law outside the United Stagesncertain and in many countries is currentlgengoing review and revisions. The
laws of some countries do not protect our patedtather intellectual property rights to the samiepkas United States laws. Third parties
may attempt to oppose the issuance of patentsitofaseign countries by initiating opposition pesdings. Opposition proceedings against
of our patent filings in a foreign country couldveaan adverse effect on our corresponding patbatsate issued or pending in the U.S. It may
be necessary or useful for us to participate irt@edings to determine the validity of our patemtewr competitors’ patents that have been
issued in countries other than the U.S. This coeddilt in substantial costs, divert our efforts atténtion from other aspects of our business,
and could have a material adverse effect on owtlteesf operations and financial condition. We eutty have pending patent applications in
Europe, Australia, Japan, Canada, China, KoreaSamghpore, among others.

We and OlympusCytori, Inc. are subject to intensive FDA regulatio

As newly developed medical devices, CelutWrSystem family of products must receive regulatdeaances or approvals from the FDA

and, in many instances, from non-U.S. and statemwrents prior to their sale. The Celutfé’hSystem family of products is subject to
stringent government regulation in the United $tdg the FDA under the Federal Food, Drug and CtisrAet. The FDA regulates the
design/development process, clinical testing, magtufe, safety, labeling, sale, distribution, anahpotion of medical devices and

drugs. Included among these regulations are pr&anealearance and pre-market approval requiremdatign control requirements, and the
Quality System Regulations/Good Manufacturing Rcast Other statutory and regulatory requiremgotsern, among other things,
establishment registration and inspection, medleslce listing, prohibitions against misbrandingl auulteration, labeling and post-market
reporting.

The regulatory process can be lengthy, expensiguacertain. Before any new medical device mayntseduced to the United States of
America market, the manufacturer generally mustiobEDA clearance or approval through either the(ELpre-market notification process or
the lengthier pre-market approval application (“PNl1Arocess. It generally takes from three to 1hthe from submission to obtain 510(k)
pre-market clearance, although it may take londeproval of a PMA could take four or more yearmnfrthe time the process is initiated. The
510(k) and PMA processes can be expensive, uneeaiad lengthy, and there is no guarantee of utérokearance or approval. We expect
some of our future products under development dlsagelympus-Cytori’s will be subject to the lehigtr PMA process. Securing FDA
clearances and approvals may require the submis$iextensive clinical data and supporting inforimato the FDA, and there can be no
guarantee of ultimate clearance or approval. Failo comply with applicable requirements can reisuhpplication integrity proceedings,
fines, recalls or seizures of products, injunctjamgil penalties, total or partial suspensionpafduction, withdrawals of existing product
approvals or clearances, refusals to approve ar dew applications or notifications, and crimipebsecution.
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Medical devices are also subject to post-marketnteyy requirements for deaths or serious injuvibgn the device may have caused or
contributed to the death or serious injury, andcfentain device malfunctions that would be likedycause or contribute to a death or serious
injury if the malfunction were to recur. If safety effectiveness problems occur after the prodemthes the market, the FDA may take ste
prevent or limit further marketing of the produédditionally, the FDA actively enforces regulat®prohibiting marketing and promotion of
devices for indications or uses that have not lndeared or approved by the FDA.

There can be no guarantee that we will be ablétaio the necessary 510(k) clearances or PMA apgsde market and manufacture our
other products in the United States of Americatffi@ir intended use on a timely basis, if at aleldys in receipt of or failure to receive such
clearances or approvals, the loss of previouslgived clearances or approvals, or failure to comytia existing or future regulatory
requirements could have a substantial negativetedife our results of operations and financial cbadi

To sell in international markets, we will be sulijerintensive regulation in foreign countries

In cooperation with our distribution partners, witend to market our current and future product$ lloimestically and in many foreign
markets. A number of risks are inherent in inteoreatl transactions. In order for us to market purducts in Europe, Canada, Japan and
certain other non-U.S. jurisdictions, we need ttaoband maintain required regulatory approvalslearances and must comply with extensive
regulations regarding safety, manufacturing proegessid quality. For example, we still have noaotgd regulatory approval for our Thin
Film products in Japan. These regulations, incigdhe requirements for approvals or clearancesaiket, may differ from the FDA
regulatory scheme. International sales also mdinbeed or disrupted by political instability, e controls, trade restrictions and changes in
tariffs. Additionally, fluctuations in currency elxange rates may adversely affect demand for mduygts by increasing the price of our
products in the currency of the countries in whiod products are sold.

There can be no assurance that we will obtain etgyl approvals or clearances in all of the coestuwhere we intend to market our
products, or that we will not incur significant t&& obtaining or maintaining foreign regulatoppaovals or clearances, or that we will be
to successfully commercialize current or futuredouits in various foreign markets. Delays in receffapprovals or clearances to market our
products in foreign countries, failure to receivets approvals or clearances or the future lossefipusly received approvals or clearances
could have a substantial negative effect on ourlt®sf operations and financial condition.

Changing, New and/or Emerging Government Regulation

Government regulations can change without notideeGthat fact that Cytori operates in various lingtional markets, our acces:
such markets could change with little to no warnihge to a change in government regulations thadesug upregulate our product(s) a
create greater regulatory burden for our cell thernd cell banking technology products.

Due to the fact that there are new and emergingtbelapy and cell banking regulations that haveendy been drafted and
implemented in various countries around the wahd,application and subsequent implementation egmew and emerging regulations |
little to no precedence. Therefore, the level ahpéexity and stringency is not known and may vapnf country to country, creating gre:
uncertainty for the international regulatory praces

Health Insurance Reimbursement Risks

New and emerging cell therapy and cell bankingnetdyies, such as those provided by the Celu%ﬁystem family of products, m
have difficulty or encounter significant delays abtaining health care reimbursement in some orcalintries around the world due
the novelty of our cell therapy and cell bankieghnology and subsequent lack of existing reimbmesg schemes / pathways Therefore
creation of new reimbursement pathways may be cexmgahd lengthy with no assurances that such reiseluents will be successful. The |
of health insurance reimbursement or reduced omnaihreimbursement pricing may have a significampact on our ability to successfully «
our cell therapy and cell banking technology prd¢s)dnto a county or region.
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Market Acceptance of New Technology

New and emerging cell therapy and cell bankingretdgies, such as those provided by the Celu%ﬁystem family of products, m
have difficulty or encounter significant delaysobtaining market acceptance in some or all coumtiieund the world due to the novelty of
cell therapy and cell banking technologies. Tharsfthe market adoption of our cell therapy and loahking technologies may be slow
lengthy with no assurances that significant madaption will be successful. The lack of market @@m or reduced or minimal marl
adoption of our cell therapy and cell banking teatbgies may have a significant impact on our apiiit successfully sell our product(s) int
county or region.

We and/or the Joint Venture have to maintain gqualiisurance certification and manufacturing apgsova

The manufacture of our Celution™ System will bej &#me manufacture of any future cell-related thetdioc products would be, subject to
periodic inspection by regulatory authorities amtribution partners. The manufacture of deviaed products for human use is subject to
regulation and inspection from time to time by Ei2A for compliance with the FDA’s Quality Systemdreation (“QSR") requirements, as
well as equivalent requirements and inspectionstate and non-U.S. regulatory authorities. Tharele no guarantee that the FDA or other
authorities will not, during the course of an ingjien of existing or new facilities, identify whetey consider to be deficiencies in our
compliance with QSRs or other requirements andesigor seek, remedial action.

Failure to comply with such regulations or a patdrdelay in attaining compliance may adverselgetffour manufacturing activities and
could result in, among other things, injunctiorisil penalties, FDA refusal to grant pre-market apjals or clearances of future or pending
product submissions, fines, recalls or seizurgzaducts, total or partial suspensions of productémd criminal prosecution. There can be no
assurance after such occurrences that we will lzetalmbtain additional necessary regulatory apaiwor clearances on a timely basis, if at
all. Delays in receipt of or failure to receiveeBwapprovals or clearances, or the loss of prelyoeseived approvals or clearances could h:
substantial negative effect on our results of dj@na and financial condition.

We depend on a few key officers

Our performance is substantially dependent on émfopnance of our executive officers and other &e&gntific staff, including
Christopher J. Calhoun, our Chief Executive Offieerd Marc Hedrick, MD, our President. We rely mploem for strategic business decisions
and guidance. We believe that our future succeds\eloping marketable products and achieving gpatitive position will depend in large
part upon whether we can attract and retain additiqualified management and scientific person@gmpetition for such personnel is inter
and there can be no assurance that we will betalglentinue to attract and retain such personmbek loss of the services of one or more of our
executive officers or key scientific staff or tmability to attract and retain additional persoraredl develop expertise as needed could have a
substantial negative effect on our results of dj@na and financial condition.

We may not have enough product liability insurance

The testing, manufacturing, marketing, and saleunfregenerative cell products involve an inhereskt that product liability claims will k
asserted against us, our distribution partnercensees. There can be no guarantee that oieatlinial and commercial product liability
insurance is adequate or will continue to be alldlan sufficient amounts or at an acceptable dbat,all. A product liability claim, product
recall, or other claim, as well as any claims foingured liabilities or in excess of insured lighgk, could have a substantial negative effect on
our results of operations and financial conditiddso, well-publicized claims could cause our stock to fallrpha even before the merits of t
claims are decided by a court.

Our charter documents contain atakeover provisions and we have adopted a Stockh®&lahts Plan to prevent hostile takeovers

Our Amended and Restated Certificate of Incorponaéind Bylaws contain certain provisions that cqurielent or delay the acquisition
the Company by means of a tender offer, proxy cinte otherwise. They could discourage a thindypaom attempting to acquire control of
Cytori, even if such events would be beneficiahe interests of our stockholders. Such provisinayg have the effect of delaying, deferring,
or preventing a change of control of Cytori andsaquently could adversely affect the market priceuo shares. Also, in 2003 we adopted a
Stockholder Rights Plan of the kind often refert@a@s a poison pill. The purpose of the StockhoRights Plan is to prevent coercive takeover
tactics that may otherwise be utilized in takeamttempts. The existence of such a rights plan rsy@event or delay a change in control of
Cytori, and this prevention or delay adversely @ftae market price of our shares.
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We pay no dividends

We have never paid in the past, and currently domend to pay any cash dividends in the foresleciiture.
Item 1B . Unresolved Staff Comments
Not applicable.

Item 2. Properties

On May 24, 2005, we entered into a lease for 91defi@re feet located at 3020 and 3030 Callan R Diego, California. We moved
the majority of our operations to this new facilityring the second half of 2005 and the first qerasf 2006. The agreement bears rent at a rate
of $1.15 per square foot, with annual increase&6f The lease term is 57 months, commencing ool@ctl, 2005 and expiring on June 30,
2010. We also lease a 4,027 square feet of ddfieee located at 9-3 Otsuka 2-chome, Bunkyo-kuydokapan. The agreement provides for

rent at a rate of $4.38 per square foot, expiringNovember 30, 2009. For both properties, we pegggregate of approximately $133,000 in
rent per month.

Item 3. Legal Proceedings

From time to time, we have been involved in routitigation incidental to the conduct of our busieeAs of December 31, 2007, we were
not a party to any material legal proceeding.

Item 4 . Submission of Matters to a Vote of SecurtHolders

None.
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PART Il

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Edty Securities
Market Prices

From August 2000 (our initial public offering in @eany) through September 2007 our common stockguated on the Frankfurt Stock
Exchange under the symbol “XMPA” (formerly XMP). 8eptember 2007 our stock closed trading on thekifua Stock Exchange. Effective
December 19, 2005, we began trading on the NasdpgaCMarket under the symbol “CYTX,” and havecsrtransferred to the Nasdaq
Global Market effective February 14, 2006. Thedaling table shows the high and low sales price®fwrcommon stock for the periods
indicated, as reported by the Nasdaq Stock Maiketse prices do not include retail markups, markgoar commissions.

Nasdag Stock Exchange

High Low
2005
Quarter ended December 31, 2( $ 10.01 $ 7.6C
2006
Quarter ended March 31, 20 $ 9.2C $ 6.6
Quarter ended June 30, 2C $ 9.1¢ $ 6.6€
Quarter ended September 30, 2! $ 8.0C $ 4.0t
Quarter ended December 31, 2( $ 74 $ 3.87
2007
Quarter ended March 31, 20 $ 7.0C $ 4.5¢
Quarter ended June 30, 2C $ 6.6¢ $ 5.3€
Quarter ended September 30, 2! $ 6.67 $ 4.8t
Quarter ended December 31, 2( $ 6.5C $ 4.8¢

All of our outstanding shares have been deposiidd T CC since December 9, 2005.

We had approximately 13 stockholders of recordféebruary 29, 2008. We are aware that the numbleemeficial owners is
substantially greater than the number of recordérsl because a large portion of our common stokkli of record through brokerage firms
“street name.”

Dividends
We have never declared or paid any dividends antbtlanticipate paying any in the foreseeable &utur
Equity Compensation Plan Information

Number of securities remaining
available for future
Number of securities to be issue Weighted-average exercise pric issuance under equity compensatic
upon exercise of outstanding of outstanding options, warrants plans (excluding securities reflecte
Plan Category options, warrants and rights and rights in column(a))

(@) (b) (c)

Equity
compensatiol
plans
approved
by
security
holders
(1) 4,252,35 $ 4.47 —

Equity
compensatiol
plans not
approved by
security
holders (2)



1,754,91' ¢ 5.7¢ 2,129,14

Total 6,007,27' ¢ 4.8t 2,129.14
() The 1997 Stock Option and Stock Purchase Plan exmgin October 22, 200
(2 The maximum number of shares shall be cumulatimelgased on the first January 1 after the Effecdate, August 24, 200

and each January 1 thereafter for 9 more yearsa bymber of shares equal to the lesser of (a) 2%e@humber of shares issued
and outstanding on the immediately preceding Deeer8b, and (b) a number of shares set by the Bc
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Comparative Stock Performance Graph

The following graph shows how an initial investmeh$100 in our common stock would have compareahtequal investment in the
Nasdag Composite Index and the Amex Biotechnologgx during the period from January 1, 2002, throDgcember 31, 2007. Tl
performance shown is not necessarily indicativRitfre price performance.
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Item 6 . Selected Financial Data

The selected data presented below under the capt&tatements of Operations Data,” “StatementsadfiC-lows Data” and “Balance
Sheet Data” for, and as of the end of, each of/é&zes in the five-year period ended December 3Q7 28re derived from, and should be read in
conjunction with, our audited consolidated finahsiatements. The consolidated balance sheets@soafmber 31, 2007 and 2006, and the
related consolidated statements of operations amprehensive loss, stockholders’ equity (defieityd cash flows for each of the years in the
three-year period ended December 31, 2007, whieh haen audited by KPMG LLP, an independent regidtpublic accounting firm, and
their report thereon, are included elsewhere in d@hinual report. The consolidated balance sheetseacember 31, 2005, 2004 and 2003, and
the related consolidated statements of operatindsamprehensive loss, stockholders’ equity (d&fiand cash flows for the years ended
December 31, 2004 and 2003, which were also aublifd€PMG LLP, are included with our annual repgatsviously filed.
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The information contained in this table should disaead in conjunction with “Management’s Discassand Analysis of Financial
Condition and Results of Operations” and the finanstatements and related notes thereto inclutdetvéere in this report (in thousands
except share and per share data):

2007 2006 2005 2004 2003
Statements of Operations Data
Product revenue:
Sales to related par $ 79z $ 1,451 $ 563 $ 4,08t $ 12,89:
Sales to third partie — — — 2,231 1,18¢
792 1,451 5,634 6,322 14,07¢
Cost of product revenues 422 1,63/ 3,154 3,38¢ 4,244
Gross profit (loss 37C (18%) 2,48( 2,93¢ 9,83t
Development revenue
Developmen 5,16¢ 6,057 51 15€ 9
Research grants and ott 89 41¢€ 32C 33€ —
5,257 6,47¢ 371 49€ 9
Operating expense
Research and developmt 20,02( 21,97% 15,45( 10,38¢ 8,77
Sales and marketir 2,67: 2,05t 1,54 2,41¢ 4,48
General and administrati\ 14,18¢ 12,54% 10,20¢ 6,551 5,79¢
Change in fair value of optic
liabilities 10C (4,43)) 3,64t — —
Restructuring charg — — — 107 451
Equipment impairment char¢ — — — 42 —
Total operating expenses 36,97 32,14¢ 30,85( 19,49 19,50¢
Other income (expense
Gain on sale of asse 1,85¢ — 5,52¢ — —
Gain on the sale of assets, related
party — — — 13,88t —
Interest incomt 1,02¢ 70€ 29¢ 252 417
Interest expens (15%) (199 (137 @77 (12¢€)
Other income (expens (46) (27) (55) 15 87
Equity loss in investments (7) (74) (4,1772) — —
Net loss $ (28,677 $ (25,447 $ (26,538 $ (2,090 $ (9,287%)
Basic and diluted net loss per sh $ (1.25) $ (1.5%) $ (1.80) $ (0.15) $ (0.64)
Basic and diluted weighted average
common shares 22,889,25 16,603,55 14,704,28 13,932,39 14,555,04

Statements of Cash Flows Date
Net cash used in operating activit $ (29,999 $ (16,48) $ (1,100 $ (12,579 $ (7,245
Net cash provided by investil

activities 5,982 591 911 13,42¢ 5,95¢
Net cash provided by (used |

financing activities 26,57¢ 16,78 5,357 (831) (997
Net increase (decrease) in ci 2,56: 89t 5,167 20 (2,28%)
Cash and cash equivalents

beginning of year 8,90z 8,007 2,84( 2,82( 5,10¢
Cash and cash equivalents at en

year $ 11,46 $ 8,902 $ 8,007 $ 2,840 $ 2,82(

Balance Sheet Data
Cash, cash equivalents and short-

term investment $ 11,46 $ 12,87¢ $ 15,84 $ 13,41¢ $ 14,26¢
Working capital 4,16¢ 7,392 10,45¢ 12,45¢ 12,43:
Total asset 21,50% 24,86¢ 28,16¢ 25,47( 28,08¢
Deferred revenue 2,37¢ 2,38¢ 2,541 2,59: —
Deferred revenues, related pa 18,74¢ 23,90¢ 17,311 — —
Option liabilities 1,00( 90C 5,331 —

Deferred gain on sale of ass — — — 5,65( —



Deferred gain on sale of assets,
related party

Long-term deferred rer

Long-term obligations, less current
portion

Total stockholder equity (deficit)

$

47:¢

237
(9,400 $

21

741

1,15¢
(10,819 $

578

1,55¢
(6,229 $

80

1,12¢
12,83 $

7,53¢

1,15i
14,90¢




Item 7 . Management’s Discussion and Analysis ofifancial Condition and Results of Operations
CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

This report contains certain statements that magdemed “forward-looking statements” within the mizgy of United States securities

laws. All statements, other than statements abtical fact, that address activities, events ovelepments that we intend, expect, project,
believe or anticipate will or may occur in the fteware forward-looking statements. Such statemamdased upon certain assumptions and
assessments made by our management in light ofetkgérience and their perception of historicalids, current conditions, expected future
developments and other factors they believe topipeopriate. The forward-looking statements incldidie this report are also subject to a
number of material risks and uncertainties, inchglbut not limited to the risks described under‘®Risk Factors” section in Part | above.

We encourage you to read those descriptions cdyefilVe caution you not to place undue reliancehenforward-looking statements
contained in this report. These statements, llkstatements in this report, speak only as ofdhte of this report (unless an earlier date is
indicated) and we undertake no obligation to updateevise the statements except as required by Bwuch forward-looking statements are
not guarantees of future performance and actuallteswill likely differ, perhaps materially, frorha@se suggested by such forward-looking
statements.

Overview

At Cytori, our goal is to become a global providémedical technologies, helping doctors practegenerative medicine. Regenerative
medicine describes the emerging field that aimepair or restore lost or damaged organ and ceditfon. Our commercial activities are
currently focused on reconstructive surgery in parand stem and regenerative cell banking (ceflgrwation) in Japan. Our product pipeline
is focused on new treatments for cardiovascularadis, orthopedic damage, gastrointestinal disqrdedspelvic health conditions.

The foundation of our business is the Celution™t&ysproduct platform. The platform products prodésspatients’ cells at the bedside
in real time so these cells may betr@asplanted into the same patient in the sameacaligrocedure. The Celution™ System family of protd
consists of a central device and related singlecnssumables that are used in every procedure.révdesveloping as many applications as
possible for the cells, which are processed byCihleition™ System family of products, in order toriease and maximize sales of the central
device and related consumables to hospitals, sligied physicians.

The Celution™ 800 and 900 are bedside systemséparate stem and regenerative cells residingaigtwithin adipose (fat tissue). We
are introducing the Celution™ 800/CRS in Europe iie reconstructive surgery market and the Celtfid®00/MB in Japan as part of our
comprehensive stem cell banking (cryopreservapoojluct offering. We believe these two marketsratfie potential for revenue growth over
the next few years until new products come outwfdevelopment pipeline. This product developmémelme includes applications for
cardiovascular disease, for which two clinicallriare presently underway in Europe, spinal dipaire gastrointestinal disorders, and pelvic
health conditions.

In 2008, we will focus on the following initiatives

« Launching the StemSource™ Cell Bank to hospitallajpan through our commercialization partner, GHespital Supply, Inc.

« Introducing the Celution™ 800/CRS in Europe andaAacific into the reconstructive surgery market etest physicians ai
hospitals through our specialized medical distidounhetwork.

« Initiating two post-marketing studies in Europe twihe Celution™ 800/CRS for theconstruction of breast tissue follow
partial mastectomy to support expanded marketifagtefand reimbursemer

« Advancing our cardiovascular disease product pipelirough clinical developmet

« Continue pursuing development and commercializgp@arnerships for certain therapeutic applicationtside our primary foci
of reconstructive surgery and cardiovascular dis¢

During 2007, we laid the foundation for our 2008enercial introduction of the Celution™ 800/CRS ithhe European reconstructive
surgery market. A broader launch is expected fahgwhe successful completion of two planned breastnstruction post-partial mastectomy
post-marketing studies designed to provide Cytatti @dditional clinical data to support broad plejesn adoption and reimbursement. Breast
reconstruction is a niche market that we are pogsbhecause there is a significant medical needifdnle reconstructive alternatives to partial
mastectomy patients. This segment of the recortsteusurgery market may also be effectively addrdssith targeted sales and distribution
efforts. There are an estimated 370,000 patieritainope diagnosed each year with breast cancarhich approximately 75% are eligible to
undergo partial mastectomy. Based on this figucktha survival rate for breast cancer patientgethee already millions of women in Europe
who have been treated for breast cancer, for wéislrcentage could be eligible for partial mastagtdefect reconstruction.
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R econstructiorf partial mastectomy defects using adipose-dersteth and regenerative cells, processed with thetiGe™ 600
System (a predecessor to the Celution™ 800 Systeas)reported in December 2007 to be safe andtiveo a 21 patient, investigator-
initiated study in Japan. While more clinical isiavill be required, the study observed that cornmgradipose-derived stem and regenerative
cells with additional adipose tissue in order tbtfie defect area was safe and resulted in 79%@mgagatisfaction, with a statistically significant
improvement and maintenance of tissue thicknesmsixths following surgery. These results formedhhsis for the design of our two
company-sponsored post-marketing studies in Europe.

In the third quarter of 2007, we entered into drpship to commercialize the Celution™ 900-basetnSource™ Cell Bank to hospitals
throughout Japan. This partnership is importarit abows us to capitalize near-term in a scaldaghion on another application for the
Celution™ System platform, the cryopreservatiorelfs, which is estimated to be a large, untappediocal market in Japan. The first cell
banks are expected to be installed by the firdtdfa2008. In the United States, we are planningxpand the commercial efforts for the
StemSource™ Cell Bank business starting in the lmidti2008 through limited marketing activities. like in Japan, we will process and store
any orders from patients at our licensed cryoprediEem facility in San Diego. Once established weyrnontinue to commercialize on our own

or license the U.S. StemSourTc'\é business to a strategic partner.

The most advanced therapeutic application in oodyet development pipeline is cardiovascular dised¥e currently have two clinical
trials underway for adipose-derived stem and reggive cells for the treatment of cardiovasculaedise, one targeting a chronic form of heart
disease and the other targeting heart attacks;wte form of heart disease.

We identified this market as a priority becausebskeve there is significant need for new formgafdiovascular disease treatment and
because it represents one of the largest glob#thicage market opportunities. The American Headdesation estimates that in the United
States of America alone, there are approximateby@® heart attacks each year and more than 13@D@geople suffer from coronary heart
disease.

Olympus Partnership

On November 4, 2005, we entered into a strategieldpment and manufacturing joint venture agreeraadtother related agreements
(“JV Agreements”) with Olympus Corporation (“Olymgl). As part of the terms of the JV Agreements farened a joint venture, Olympus-
Cytori, Inc. (the “Joint Venture”), to develop anthnufacture future generation devices based oelution™ System platform.

Under the Joint Venture Agreements:

o Olympus paid $30,000,000 for its 50% interest i thoint Venture. Moreover, Olympus simultaneoushtered into
License/Joint Development Agreement with the JManhture and us to develop a second generation cocaheystem ar
manufacturing capabilitie:

« We licensed our device technology, including théu@en™ System platform and certain related intetll@l property, to the Jo
Venture for use in future generation devices. €h#svices will process and purify adult stem argknerative cells residing
adipose (fat) tissue for various therapeutic céhiapplications. In exchange for this license, eeived a 50% interest in -
Joint Venture, as well as an initial $11,000,009rpent from the Joint Venture; the source of thigrpant was the $30,000,C
contributed to the Joint Venture by Olympus. Maeo upon receipt of a CE mark for the first getieraCelution™ Syste
platform in January 2006, we received an additi§ial,000,000 development milestone payment fronidiret Venture

Put/Calls and Guarantee
The Shareholders’ Agreement between Cytori and @lgrprovides that in certain specified circumstaraf@ansolvency or if we

experience a change in control, Olympus will haheerights to (i) repurchase our interests in thetdenture at the fair value of such interests
or (ii) sell its own interests in the Joint VentwoeCytori at the higher of (a) $22,000,000 ort{® Put's fair value.
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As of November 4, 2005, the fair value of the Paswletermined to be $1,500,000. At December 317 20d 2006, the fair value of the
Put was $1,000,000 and $900,000, respectivelyctitions in the Put value are recorded in thestahts of operations as a component of
Change in fair value of option liabilities. Therfaalue of the Put has been recorded as a longiiahility on the balance sheet in the caption

option liability.

The following assumptions were employed in estingathe value of the Put:

December 31 December 31 November 4,
2007 2006 2005

Expected volatility of Cytor 60.0(% 66.0(% 63.2(%
Expected volatility of the Joint Ventu 60.0(% 56.6(% 69.1(%
Bankruptcy recovery rate for Cytc 21.0% 21.0(% 21.0(%
Bankruptcy threshold for Cyto $ 9,324,000 $ 10,110,000 $ 10,780,00
Probability of a change of control event for Cyi 2.11% 1.9%% 3.04%
Expected correlation between fair values of Cyand

the Joint Venture in the futu 99.0(% 99.0(% 99.0(%
Risk free interest rai 4.04% 4.71% 4.66%

The Put has no expiration date. Accordingly, wk egntinue to recognize a liability for the Putdamark it to market each quarter until it
is exercised or until the arrangements with Olymaesamended.

The Joint Venture currently has exclusive accesaitdechnology for the development, manufactune, supply of the devices (second
generation and beyond) for all therapeutic appbicat Once a later generation Celution™ Systedeigloped and approved by regulatory
agencies, the Joint Venture would sell such systerhisively to us at a formula-based transfergyniee have retained marketing rights to the
second generation devices for all therapeutic egptins of adipose stem and regenerative cells.

We have worked closely with Olympus’ team of sdstand engineers to design the future genera@efstion™ System so that it will
contain certain product enhancements and that eanamufactured in a streamlined manner.

In August 2007, we entered into a License and Rpysjreement (“Royalty Agreement”) with the JoineéMure which provides us the
ability to commercially launch the Celution™ Systphatform earlier than we could have otherwise deme&nder the terms of the Joint
Venture Agreements. The Royalty Agreement alloovglie sale of the Cytori-developed Celution™ Syspgatform until such time as the
Joint Venture’s products are commercially availdblethe same market served by Cytori platform jecttto a reasonable royalty that will be

payable to the Joint Venture for all such sales.

We account for our investment in the Joint Venumder the equity method of accounting.

Other Related Party Transactions

As part of the formation of the Joint Venture asdescussed above, the Joint Venture agreed tdhvasecdevelopment services from
Olympus. In December 2005, the Joint Venture pai@lympus $8,000,000 as a payment for those sexvidee payment has been recognized
in its entirety as an expense on the books anddead the Joint Venture as the expenditure repitsse payment for research and development
services that have no alternative future uses.sBare of this expense has been reflected withia¢heunt, equity loss from investment in jc

venture, within the consolidated statement of ojpama.

In a separate agreement entered into on Februa0B8, we granted Olympus an exclusive right tgotiate a commercialization
collaboration for the use of adipose stem and reigdive cells for a specific therapeutic area olatsif cardiovascular disease. In exchange for
this right, we received a $1,500,000 payment frogmpus. As part of this agreement, Olympus withdoct market research and pilot clini
studies in collaboration with us for the therapeatiea up to December 31, 2008 when this exclugi will terminate.

In the third quarter of 2006, we received net pealseof $16,219,000 from the sale of common stockyant to a shelf registration
statement, of which $11,000,000 of common stock puashased by Olympus.
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MacroPore Biosurgery

Spine and orthopedic products

By selling our spine and orthopedic surgical implamsiness to Kensey Nash Corporation (“Kensey Nashhe second quarter of 2007,
we have completed our transition away from thedsorbable product line for which we were originddynded.

Thin Film Japan Distribution Agreement

In 2004, we sold the majority of our Thin Film bosss to MAST. We retained all rights to Thin Fllesiness in Japan (subject to a
purchase option of MAST, which expired in May 200af)d we received back from MAST a license ofiglts to Thin Film technologies in
the spinal field, exclusive at least until 2012d aine field of regenerative medicine, non-exclusivea perpetual basis.

In the third quarter of 2004, we entered into atiistion Agreement with Senko. Under this agreetnere granted to Senko an exclusive
license to sell and distribute certain Thin Filneghucts in Japan. Specifically, the license coVéiis Film products with the following
indications: anti-adhesion; soft tissue supportt eninimization of the attachment of soft tissu@$ie Distribution Agreement with Senko
commences upon “commercialization.” Commercial@awill occur when one or more Thin Film produegistrations are completed with the
Japanese Ministry of Health, Labour and Welfare {IMV”). Following commercialization, the Distributh Agreement has a duration of five
years and is renewable for an additional five yedter reaching mutually agreed minimum purchasseanutees

We received a $1,500,000 upfront license fee fremkB. We have recorded the $1,500,000 receivedccamponent of deferred revenues
in the accompanying balance sheet. Half of thenke fee is refundable if the parties agree comalzation is not achievable and a
proportional amount is refundable if we termindtte &rrangement, other than for material breachdmk&, before three years post-
commercialization.

Under the Distribution Agreement, we will also beited to earn additional payments from Senko daseachieving defined
milestones. On September 28, 2004, we notifieck&eh completion of the initial regulatory applicat to the MHLW for the Thin Film
product. As a result, we became entitled to aefomdable payment of $1,250,000, which we receingdctober 2004 and recorded as a
component of deferred revenues. To date we haognézed a total of $371,000 in development rever{##0,000, $152,000, $51,000, and
$158,000 for the years ended December 31, 2008, 2005, and 2004, respectively) related to thisagent.

Capital Requirements and Liquidity

Research and development for the Celution™ Systewugt platform and clinical applications of adipaterived stem and regenerative
cell therapies has been and will continue to bg gestly. We anticipate expanding research anéldewment expenses to fund clinical trials
(which were initiated in 2007), pre-clinical resglarand general and administrative activities.aAesult, we expect to continue incurring
losses in the near future.

Over 99% of our 2007 research and development exgsenf $20,020,000 were related to our regeneragiléechnology business, and

majority of those were related to optimizing thdufien ™ 800/CRS for reconstructive surgery research andldpment of cardiovascular
disease applications. We believe research andajguent expenses will continue to increase shodddvance more products into and
through clinical trials and as we continue our caeneral introductions. We plan to fund this antatied research and development from:
existing cash and short-term investments; paymérdany, related to potential Celution™ System folah commercialization partnerships;
payments, if any, related to potential biomatedigestitures; potential research grants; and sat@emmon stock through potential future
financings.

As of December 31, 2007, we had cash and cashalgnoité and short-term investments on hand of $5]008 and an accumulated
deficit of $132,132,000. On February 8, 2008, werd into an agreement to sell 2,000,000 shdresnomon stock at $6.00 per share to
Green Hospital Supply, Inc. in a private placemedh February 29, 2008 we closed the first hathefprivate placement with Green Hospital
Supply, Inc. and received $6,000,000. We have @gieelose the second half of the private placernardr before April 30, 2008.

25




Results of Operations
Product revenues

Product revenues relate entirely to our MacroPaosiBgery segment. The following table summarthescomponents for the years en
December 31, 2007, 2006 and 2005:

Years ended $ Differences % Differences
2007 to 2006 to 2007 to 2006 to
2007 2006 2005 2006 2005 2006 2005
Product Revenues
Spine anc
orthopedics
products $ 792,000 $ 1,451,000 $ 5,634,000 $ (659,000 $ (4,183,000 (45.9)% (74.29)%
% attributable tc
Medtronic 10(% 10C% 10C%

MacroPore Biosurgery

« Spine and orthopedic product revenues represems sal bioresorbable implants used in spine andopgtic surgic:
procedures. These products were sold exclusiedijedtronic.

« We completely divested this product line to Kenikagh in May 2007

The future We have already begun and expect to contingenerate regenerative cell technology product neegmluring 2008 from

Celution™ 800/CRS and consumable sales in Eurogevarexpect to generate product revenues from Staro&™ Cell Bank sales in Japan
through our distribution partner Green Hospital @yplnc. We expect to have product revenues rélaieour MacroPore Biosurgery segment
again when commercialization of the Thin Film protin Japan occurs and we begin Thin Film shipmenSenko.

Cost of product revenues

Cost of product revenues in our MacroPore Biosyrgegment includes material, manufacturing labeerieead costs and an inventory
provision, if applicable. The following table surarizes the components of our cost of revenuedyears ended December 31, 2007, 2006
and 2005:

Years ended $ and % Differences % Differences
2007 to 2006 to 2007 to 2006 to
2007 2006 2005 2006 2005 2006 2005
Cost of product
revenues:
Cost of product
revenue: $ 403,000 $1,472,000 $2,874,000 $(1,069,00) $(1,402,00i) (72.60% (48.9)%
% of product
revenue: 50.%% 101.%% 51.(% (50.5)% 50.4% (49.8% 98.£%
Inventory provisior — 88,00( 280,00( (88,000 (292,001) — (68.6)%
% of product
revenue: — 6.1% 5.0% (6.1)% 1.1% — 22.(%
Stoclk-basec
compensatiol 19,00( 74,00( — (55,000 74,00( (74.9% —
% of product
revenues 2.4% 5.1% — (2.7% 5.1% (52.9% —
Total cost of produc
revenues $ 422,000 $1,634,000 $3,154,000 $(1,212,00) $(1,520,00) (74.2% (48.2)%
Total cost of product
revenues as % of

Product revenues 53.%% 112.6% 56.(%

MacroPore Biosurgery

« The decrease in cost of product revenues for the gqeded December 31, 2007 as compared to theenod in 2006 was due
a decrease in production of MacroPore Biosurgeiyesand orthopedic products, followed by our sdléhe product line in Me
2007.



« The change in cost of revenues for the year endetidber 31, 2006 as compared to the same peri2@Db were due primari
to amounts of fixed labor and overhead costs agpbeproduct revenues in each period. As MacrolPevenues declined, gre
margins were negatively affected by fixed co

« Cost of product revenues includes approximately,(B® $74,000 and $0 of stoblased compensation expense for the
ended December 31, 2007, 2006 and 2005, respsctivedr further details, see st-based compensation discussion bel
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« During the years ended December 31, 2007, 200626608, we recorded a provision of $0, $88,000 a280$00, respectivel
related to excess and slaneving inventory. In 2006 and 2005, this inventergis produced in anticipation of stocking or
from Medtronic which did not materializ

The future. We expect to incur costs related to our prodantse commercialization is achieved for our Japain Fiim product line, and now
that manufacturing of our Celution™ System platfdras begun.

Development revenues

The following table summarizes the components ofdavelopment revenues for the years ended Dece®ih@007, 2006, and 2005:

Years ended $ Differences % Differences
2007 to 2006 to 2007 to 2006 to
2007 2006 2005 2006 2005 2006 2005
Regenerative cel
technology:
Milestone revenu
(Olympus) $5,158,000 $5,905,000 $ — $ (747,00() $5,905,00! (12. 7% —
Research grant (NIF — 310,00( 312,00( (310,001) (2,000 — (0.6)%
Regenerative cell storay
services 4,00( 7,00C 8,00( (3,000 (2,000 (42.9% (12.5%
Other 85,00( 102,00( — (17,000 102,00( (16.7)% —
Total regenerative cell
technology 5,247,000  6,324,00! 320,00 (1,077,00) 6,004,001 17.0% 1,876.%
MacroPore Biosurgery:
Development (Senk¢ 10,00( 152,00( 51,00( (142,000 101,00( (93.9)% 198.(%
Total development
revenues $5,257,000 $6,476,000 $ 371,000 $(1,219,00) $6,105,00i (18.9% 1,645.(%

Regenerative cell technolog

« We recognize deferred revenues, related partyeaslapbment revenue when certain performance oigatare met (i.e., using
proportional performance approach). During theryraled December 31, 2007, we recognized $5,15&0D08/enue associal
with our arrangements with Olympus. The reveneegaized in 2007 was a result of completing aghideal study milestone
the second quarter and completing a developmemstoite in the third quarter. During the year endedember 31, 2006,
recognized $5,905,000 of revenue associated wittaoangements with Olympus. The revenue recognize006 was a res
of completing a prelinical study milestone in the first quarter, rizieg a CE mark for the Celution™ 600 System, aaalching
three additional milestones in the fourth quart®ne milestone related to the completion of aghrdeal study while the oth
two were results of product development effortbiere was no similar revenue in 20

« The research grant revenue related to our agreewiinthe National Institutes of Healt*NIH”). Under this arrangement, !
NIH reimbursed us for‘qualifying expenditures” related to research onipsgeDerived Cell Therapy for Myocard
Infarction. To receive funds under the grant ageament, we were required to (i) demonstrate thatieerred ‘gualifying
expenses,’as defined in the grant agreement between the MitH ws, (i) maintain a system of controls, whereby ca
accurately track and report all expenditures rdla@ely to research on AdipoBerived Cell Therapy for Myocardial Infarctic
and (iii) file appropriate forms and follow apprade protocols established by the N

During the year ended December 31, 2006, we indu4 9,000 in expenditures, of which $310,000 vepradified. We recorde
a total of $310,000 in revenues for the year erdecember 31, 2006, which included allowable graesfas well as cost
reimbursements. During the year ended Decembe&@b, we incurred $306,000 in qualifying expenditu We recorded a to
of $312,000 in revenues for the years ended DeceBihe2005, which include allowable grant fees al s cost
reimbursements. Our work under this NIH agreemexg eompleted in 2006; as a result, there were mpamable revenues or
costs in 2007.
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MacroPore Biosurgery (Thin Film’
Under a Distribution Agreement with Senko we artitled to earn payments based on achieving theviallg defined milestones:

« Upon notifying Senko of completion of the initi@gulatory application to the MHLW for the Thin Filpnoduct, we were entitls
to a nonrefundable payment of $1,250,000. We difieth Senko on September 28, 2004, received payime@ctober of 200.
and recorded deferred revenues of $1,250,000. fA®erember 31, 2006, of the amount deferred, weehgcognize
development revenues of $371,000 ($10,000 in 28052,000 in 2006, $51,000 in 2005, and $158,004r joi 2005)

« In addition, we also received a $1,500,000 licdesethat was recorded as a component of deferreshues in the accompany
balance sheet. Because the $1,500,000 in liceresei$ potentially refundable, such amounts witl lme recognized as reven
until the refund rights expire. Specifically, haf the license fee is refundable if the partieseagcommercialization is r
achievable and a proportional amount is refund#biee terminate the arrangement, other than foremalt breach by Senk
before three years p-commercialization

« We are also entitled to a non-refundable paymef260,000 once we achieve commercialization.

The future We expect to recognize revenues from our regeivercell technology segment during 2008 as wepdeta additional research
and development activities. If we are successfalchieving certain milestone points related te¢hactivities, we will recognize approxima
$1,500,000 in revenues in 2008. The exact timinghen amounts will be reported in revenue will éeg on internal and external
considerations, including obtaining the necessagylatory approvals for various therapeutic apfibee related to the Celution™ System
platform. The cash for these performance obligatiwas received when the agreement was signedaafuiither related cash payments will be
made to us.

Additionally, we expect to recognize approximatB®60,000 in revenues during 2008 from the newlyrde@ NIH grant. We were
awarded $250,000 late 2007 to study adipose-desiard and regenerative cells for vascular disease.

We will continue to recognize revenue from the depment work we are performing on behalf of Serbkased on the relative fair value
the milestones completed as compared to the tiitateexpected to be necessary to obtain regylati@arance with the MHLW. Obtaining
regulatory clearance with the MHLW for initial conencialization is expected in 2008. Accordingly, @ect to recognize approximately
$1,129,000 (consisting of $879,000 in deferred mexes plus a non-refundable payment of $250,00@ teeteived upon commercialization) in
revenues associated with this milestone arrangeim@®08. Moreover, we expect to recognize $500 € year associated with deferred
Senko license fees over a three-year period foligweommercialization as the refund rights assodiati¢h the license payment expire.

Research and development expenses

Research and development expenses include costdaes with the design, development, testing arithecement of our products,
regulatory fees, the purchase of laboratory supppeeelinical studies, and clinical studies. The foliog table summarizes the component
our research and development expenses for the grdesl December 31, 2007, 2006 and 2005:

Years ended $ Differences % Differences
2007
2007 to 2006 to to 2006 to

2007 2006 2005 2006 2005 2006 2005
Regenerative cell technolog:
Regenerative cell
technology $12,889,00 $11,967,00 $11,487,000 $ 922,000 $ 480,00( 7.7% 4.2%
Development milestone (Joi
Venture) 6,293,000 7,286,000 1,136,000 (993,000 6,150,00f (13.6% 541.5%
Research gran
(NIH) — 479,00( 306,000 (479,000 173,00( — 56.5%
Stock-based
compensation 645,00( 1,015,001 67,00 (370,000 948,000 (36.9% 1,414.%

Total regenerative cell technology 19,827,00 20,747,00 12,996,000 (920,000 7,751,000 (4.4)% 59.¢%

MacroPore Biosurgery:

Bioresorbable polymer implan 111,00 1,027,000 2,213,000 (916,000 (1,186,00) (89.2)% (53.6)%
Development milestone (Senk 80,00( 178,00( 129,00( (98,000 49,000 (55.1)% 38.(%
Stoclk-basec

compensation 2,000 25,00( 112,00( (23,000 (87,000 (92.00% (77.9%
Total MacroPore

Biosurgery 193,00 1,230,000 2,454,001 (1,037,00) (1,224,00) (84.9)% (49.9%

Total research and developmi



expenses $20,020,00 $21,977,00 $15,450,00 $(1,957,00) $ 6,527,000  (8.9% 42.2%
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Regenerative cell technolog

« Regenerative cell technology expenses relate tde¢kelopment of a technology platform that involuesg adipose (fat) tissue
a source for autologous regenerative cells foragpeutic applications. These expenses, in conpmctvith our continue
development efforts related to our Celution™ Systaatform, result primarily from the broad expamsiof our research a
development efforts enabled by the funding we remkifrom Olympus in 2005 and 2006 and from oth&edtors in 2006 ai
2007. Professional services expense (which inslymteclinical and clinical study costs) decreased byl63,000 from 2006
2007, of which $422,000 was attributed to a de@é&apreelinical and clinical study expense primarily doeattransition in foct
from pre-clinical studies to clinical studies. Wdtugh clinical study costs are expected to exceeskt for preclinical studies, the
are also typically spread out over a longer peabtime. Rent and utilities expense decreased 346900 from 2006 to 20
primarily due the termination of leases at our Tayn location in San Diego, CA. These decreases wset by an increase
travel expense of $389,000 and an increase inrrapdimaintenance expense of $382,000 from 20Q6Q3.

The increase in regenerative cell technology exgefrom 2005 to 2006 was due primarily to the kirifi additional researchers,
engineers, and support staff. It was also a resuticreased costs for pre-clinical and clinidaidses conducted in 2006 as
compared with 2005 as well as increased rent ality expense due to the addition of our new fagitiuring the latter half of
2005.

Expenditures related to the Joint Venture with Qdyis, which are included in the variation analysis\vee, include costs that are
necessary to support the commercialization of &igeneration devices, including the next generaielution™ device. These
development activities, which began in Novemberx20clude performing pre-clinical and clinical dtess, seeking regulatory
approval, and performing product development rel#detherapeutic applications for adipose stemragénerative cells for
multiple large markets. For the years ended Deeerdb, 2007, 2006, and 2005, costs associatedtétevelopment of the
device were $6,293,000, $7,286,000 and $1,136/@8pgectively. These expenses were composed of B8, $3,663,000 and
$565,000 in labor and related benefits, $1,973,823105,000 and $571,000 in consulting and othefegsional services,
$567,000, $872,000 and $0 in supplies and $536%846,000 and $0 in other miscellaneous expenspectively.

« In 2004, we entered into an agreement with the dlireimburse us for up to $950,000 (Phase | $1@0z0@ Phase Il $850,0(
in “qualifying expenditures” related to research Adiposeberived Cell Therapy for Myocardial Infarction. Fbre years endi
December 31, 2006 and 2005, we incurred $479,08(3806,000, respectively, of direct expenses redagintirely to Phase | a
Il. Of these expenses, $169,000 were not reimbluirs@006. To date, we have incurred $1,125,000irefct expenses ($180,(
of which were not reimbursed) relating to both Risalsand Il of the agreement. There were no coafp@rexpenditures in 20
as our work under this NIH agreement was compldtethg 2006

« Stockbased compensation for the regenerative cell tdogpsegment of research and development was $8@5%1,015,0C
and $67,000 for the years ended December 31, 2008 and 2005, respectively. See stbaked compensation discussion b
for more details

MacroPore Biosurgery

« Our bioresorbable surgical implants platform tedbgg is used for development of spine and orthopgutoducts and Thin Fil
products. The decrease in research and developrosta associated with bioresorbable implants Heryear ended December
2007 as compared with the same period in 2006 808 %vas due primarily to our ongoing strategy @lloEating resources towe
our regenerative cell technology segment, as vgetbaermination of spine and orthopedic produseagch upon sale of that proc
line in May 2007. Labor and related benefits exggemot including stockased compensation, decreased by $285,000 foreth
ended December 31, 2007 as compared to 2006. @tiieble decreases from 2006 to 2007 were in neditutilities of $170,00!
repair and maintenance of $119,000, and depregiatiol amortization expense of $185,000. Decrease 2005 to 2006 is primar
due to a decrease in labor and related benefisresey travel and entertainment, professional ses\aad depreciation expen

« Under a Distribution Agreement with Senko we argpomsible for the completion of the initial regolat application to tr
MHLW and commercialization of the Thin Film proddate in Japan. Commercialization occurs when onenore Thin Filn
product registrations are completed with the MHLBUring the years ended December 31, 2007, 20062808, we incurre
$80,000, $178,000 and $129,000, respectively, péeges related to this regulatory and registrgiiosess
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Stockbased compensation for the MacroPore Biosurgemneagof research and development for the yearsdeDeéeember 3
2007, 2006, and 2005 was $2,000, $25,000 and $002rBspectively. See stoblased compensation discussion below for |
details.

The future Our strategy is to continue to increase ouraedeand development efforts in the regeneratilldiell and we anticipate
expenditures in this area of research to total@pprately $22,000,000 to $24,000,000 in 2008. \Merasearching therapies for cardiovasc
disease, new approaches for aesthetic and recotistrsurgery, gastrointestinal disorders and spimorthopedic conditions. The
expenditures have and will continue to primarillate to developing therapeutic applications anddoeting pre-clinical and clinical studies on
adipose-derived stem and regenerative cells.

Sales and marketing expenses

Sales and marketing expenses include costs of tiragkgersonnel, tradeshows, and promotional a@&iand materials. Medtronic was
responsible for the distribution, marketing andesaupport of our spine and orthopedic devices fétowing table summarizes the
components of our sales and marketing expensebdgrears ended December 31, 2007, 2006 and 2005:

Years ended $ Differences % Differences
2007 to 2006 to 2007 to 2006 to
2007 2006 2005 2006 2005 2006 2005
Regenerative cel
technology:
International sales and
marketing $2,231,000 $1,271,000 $ 494,00 $ 960,000 $ 777,00 75.5% 157.%
Stock-based compensati 265,00( 517,00( — (252,000 517,00( (48.71% —
Total regenerative ce
technology 2,496,000 1,788,00! 494,00( 708,00(  1,294,00! 39.6% 261.9%
MacroPore Biosurgery:
General corporate
marketing 21,00( 154,00( 388,00( (133,000 (234,000 (86.9)% (60.9%
International sales ar
marketing 156,00( 104,00( 552,00( 52,00( (448,000) 50.(% (81.29)%
Stock-based compensati — 9,00( 113,00( (9,000 (104,000 — (92.0%
Total MacroPore
Biosurgery 177,00( 267,000 1,053,001 (90,000 (786,00() (33.1% (74.©%
Total sales and marketini $2,673,000 $2,055,000 $1,547,000 $ 618,000 $ 508,00( 30.1% 32.8%

Regenerative Cell Technoloc

The increase in international sales and marketipgrese for the year ended December 31, 2007 asarechpo same period
2006 was mainly attributed to the increase in gadand related benefits expense of $409,000, anefr aticreases are due to
emphasis in seeking strategic alliances and/-development partners for our regenerative cellnetdyy.

The increase in international sales and marketipgmrse for the year ended December 31, 2006 asazethpo same period in
2005 was primarily due to the increase in salay retated benefits expense of $402,000, increapeoiiessional services of
$71,000, and increase in travel and meals expdrk06,000.

Stockbased compensation for the regenerative cell segofesales and marketing for the year ended Decer@be2007 an
2006 was $265,000 and $517,000, respectively. eTtvais no similar expense in 2005. See stimded compensation discus:
below for more details

MacroPore Biosurgery

General corporate marketing expenditures relateeikpenditures for maintaining our corporate image eeputation within tr
research and surgical communities. Expenditurgkignarea declined to $21,000 in 2007 as we fatusere on our regenerat
cell technology business and exited from our spin@ orthopedic implant business. The decrease fhenyear ended Decem
31, 2006 as compared to 2005 was due to a strategision to allocate resources towards our regdiner cell technoloc
marketing, which in turn prompted a reduction imd@unt in biomaterials and general corporate ntizide
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« International sales and marketing expendituresadtacosts associated with developing an intesnatibioresorbable Thin Fil
distributor and supporting a bioresorbable ThimF#ales office in Japan. The decreased spendi@@d6 as compared to 2(
relates to a significant headcount decrease inmnt@igketing group as MHLW approval for commercidii@a has been delay
from our original expectatior

« Stocl-based compensation for the MacroPore Biosurgersneagof sales and marketing for the years endeember 31, 200
2006 and 2005 was $0, $9,000 and $113,000, regphctiSee stoc-based compensation discussion below for more de

The future. We expect sales and marketing expendituresettatregenerative cell technology to increase@asamtinue to expand our purs
of strategic alliances and co-development partrzard,market our Celution™ 800 CRS and StemSourcelMBank in 2008.

General and administrative expenses

General and administrative expenses include cos@dministrative personnel, legal and other psitesl expenses and general corporate
expenses. The following table summarizes the géaed administrative expenses for the years ebdegmber 31, 2007, 2006 and 2005:

Years ended $ Differences % Differences
2007 to 2006 to 2007 to 2006 to
2007 2006 2005 2006 2005 2006 2005
General and administrati $12,805,000 $10,967,00 $10,096,000 $1,838,000 $ 871,00( 16.8% 8.€%
Stock-based compensatic  1,379,00I 1,580,001 112,00( (201,000 1,468,001 (12.1% 1,310.%
Total general an
administrative expenses $14,184,00 $12,547,00 $10,208,000 $1,637,000 $2,339,00! 13.(% 22.%%

« General and administrative expense, for the yede@mbecember 31, 2007 esmpared to the same period in 2006 increas:
$1,637,000. This was primarily a result of incesam salary and related benefit expense of $80220@ increases in professic
services of $1,160,000, offset by a decrease ickdtased compensation of $201,000 for the year endsmidber 31, 2007
compared with 2006. The increase in salary arateadlbenefit expense was mainly attributed to arease in headcount. 1
increase in professional services was mainly aiteith to an increase of $266,000 in consulting sesyiincreases in account
fees of $196,000, and an increase in legal expesfs®863,000, partly incurred in connection witle tniversity of Pittsburgls’
lawsuit challenging the inventorship of our licerisdJ.S. patent relating to adult stem cells isoldtech adipose tissue, offset
a decrease in other professional services of $065,th addition, we incurred a neeeurring fee of $322,000 related to
February 2007 sale of common sto

General and administrative expense, for the yede@iDecember 31, 2006 as compared to the samel per@2®05 increased by
$2,339,000. This was primarily a result of incexhstock-based compensation of $1,468,000 as wéllceeases in other salary
and related benefit expense of $677,000. The aserén salary and related benefit expense was yraimibuted to an increase in
headcount. Professional services for the yeardeBéeember 31, 2006 as compared with 2005 incrdas&835,000, which
includes an increase of $777,000 in legal expemsaty incurred in connection with the UniversitfyPittsburgh’s lawsuit
challenging the inventorship of our licensor’s Up&tent relating to adult stem cells isolated fraxfipose tissue. Also
contributing $487,000 to the increase in legal espewas the issuance of 100,000 shares of stdblk tBegents of the University
of California (“UC") at a stock price of $4.87 pehare pursuant to an amended technology licenseimgnt that was finalized in
the third quarter of 2006.

« In the second and fourth quarters of 2006, we dembian additional $118,000 and $103,000 of depieni@xpense to acceler
the estimated remaining lives for furniture anduies no longer in use due to our relocation a$ agebutdated computer softw
and related equipment. We also recorded a chargerteral and administrative expenses in the foyutrter of 2006 related
leasehold improvements that had a shortened u#fefdue to the termination of one of our leas

« Stockbased compensation related to general and adnaitivgtrexpense for the years ended December 31, 2006 and 20(
was $1,379,000, $1,580,000 and $112,000, respéctiee stoc-based compensation discussion below for more de
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The future. We expect general and administrative expensapmioximately $10,000,000 to $12,000,000 in 2008 are seeking ways to
minimize the ratio of these expenses to researdtdamelopment expenses. As a result, we have beffnts to restrain general and
administrative expense.

We have incurred, and expect to continue to ingulpstantial legal expenses in connection with thivéisity of Pittsburgh’s 2004
lawsuit. Although we are not litigants and are responsible for any settlement costs, if the Uity of Pittsburgh wins the lawsuit our
license rights to the patent in question could biéfied or rendered non-exclusive and our regetiegecell strategy could be affected. The
amended UC license agreement signed in the thdepuof 2006 clarified that we are responsibleaibpatent prosecution and litigation costs
related to this lawsuit.

Stockbased compensation expenses

As noted previously, we adopted SFAS 123R on JgnLia2006. 2005 period figures have not been tedtand therefore are not
comparable to the 2006 and 2007 presentation.

Stock-based compensation expenses include chagigésd to options issued to employees, directadsianm-employees. Prior to January
1, 2006, the stock-based compensation expenditorgsected to options granted to employees andtdise(in their capacity as board
members) is the difference between the exercise pfithe stock based awards and the market véloierainderlying common stock on the
date of the grant. Unearned employee stoaged compensation is amortized over the remairesting periods of the options, which gener
vest over a four-year period from the date of grahbm January 1, 2006 onwards, we adopted FASBLR® (revised 2004), “Share-based
payments.” Under this pronouncement, we measook4iased compensation expense based on the gianfad value of any awards granted
to our employees. Such expense is recognizedtbgeyeriod of time that employees provide services and earn all rights to the awards.

Stock-based compensation expense related to coratack issued to non-employees is the fair valudeftock on the date of issuance,
even if such stock contains sales restrictionse foowing table summarizes the components ofstock-based compensation for the years
ended December 31, 2007, 2006 and 2005:

Years ended $ Differences % Differences
2007 to 2006 to 2007 to 2006 to
2007 2006 2005 2006 2005 2006 2005
Regenerative cel
technology:
Research and developmt
related $ 645,000 $1,015,000 $ 67,000 $ (370,000 $ 948,00( (36.5% 1,414.%
Sales and marketing
related 265,00( 517,00( — (252,000 517,00( (48.71% —
Total regenerative ce
technology 910,00(  1,532,00i 67,00( (622,000) 1,465,00! (40.6)% 2,186.t%
MacroPore Biosurgery:
Cost of product revenut 19,00( 74,00( — (55,000 74,00( (74.9% —
Research and developmt
related 2,00¢ 25,00( 112,00( (23,000 (87,000 (92.0% (77.1%
Sales and marketing
related — 9,00( 113,00( (9,000 (104,000 — (92.0%
Total MacroPore
Biosurgery 21,00( 108,00( 225,00( (87,000 (117,000 (80.6)% (52.0%
General and administrati
related 1,379,000  1,580,00! 112,00( (201,000 1,468,00! (12.7)% 1,310.%
Total stock-based
compensation $2,310,000 $3,220,000 $ 404,00C $ (910,000 $2,816,00! (28.9% 697.(%

Regenerative cell technolog

« Of the $910,000 charge to st-based compensation for the year ended Decemb@08Z, $6,000 related to award modificati
for the termination of the employment of our Viceesident of Research, Regenerative Cell Technolbbg. charge reflects t
incremental fair value of (a) the accelerated utedestock options and (b) the extended vested siptikns (over the fair value
the original awards at the modification date). rEhwill be no further charges related these modlifins.

« In the first quarter of 2006, we issued 2,500 sharferestricted common stock to a nemployee scientific advisor. Similarly,
the second quarter of 2005, we issued 20,000 sbérestricted common stock to a nemployee scientific advisor. The stoc
restricted in that it cannot be sold for a spedifieriod of time. There are no vesting requirememecause the shares issuet



not subject to additional future vesting or servieguirements, the stodkased compensation expense of $18,000 recordéd
first quarter of 2006 (and $63,000 recorded insgbeond quarter of 2005) constitutes the entire resgoeelated to these grants,
no future period charges will be reported. Thesiific advisors also receive cash consideratioseagices are performe
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General and Administrative:

« During the first quarter of 2007, we issued to officers and directors stock options to purchaseaug10,000 shares of ¢
common stock, with a four-year vesting scheduleofarofficers and 24nonth graded vesting for our directors. The graté dai
value of option awards granted to our officers divdctors was $3.82 and $3.70 per share, respéctiliee resulting sharbase:
compensation expense of $1,480,000, net of estimfmdeitures, will be recognized as expense over tespective vesti
periods.

« Of the $1,379,000 charge to st-based compensation for the year ended Decembel@17, $58,000 related to aw
modifications for the termination of the employmefittwo employees. The charge reflects the increaidair value of (a) tt
accelerated unvested stock options and (b) thendete vested stock options (over the fair valuehef eriginal awards at t
modification date). There will be no further chesgelated these modificatior

During the second quarter of 2007, we made compédg-stock option grants to our non-executive elygds to purchase 213,778 shares of
our common stock, subject to a four-year gradetingschedule. The grant date fair value for thamls was $3.65 per share. The resulting
share-based compensation expense of $739,000f estinated forfeitures, will be recognized as exgeeover the respective vesting periods.

Of the $3,220,000 charge to stock-based compemstatidhe year ended December 31, 2006, $420,086ckto extensions and cancellations
of awards previously granted to (a) our former 8eNice President of Finance and Administrationpwétired in May 2006, and (b) (i) our
former Senior Vice President, Business Developm@htur former Vice President, Marketing and Dieysment, and (iii) the position of a less
senior employee, whose positions were eliminatethdl2006. The charge reflects the incrementahalue of the extended vested stock
options over the fair value of the original awaatishe modification date as well as the accelematiounrecognized compensation cost
associated with cancelled option awards that wbake been recognized if the four individuals camith to vest in their options until the enc
their employment term. There will be no furtheagfes related to these modifications.

In August 2005, our Chief Operating Officer (“COQ@®&ased employment with us. We agreed to payottmeer COO a lump sum cash
severance payment of $155,164 and extended theisxgeriod for two years on 253,743 vested st@tions. The incremental value of the
options due to the modification was $337,000. Aorded an expense in the third quarter of 2006ftect the lump sum cash severance
payment and the value of the vested stock optiwhih constitutes the entire expense related teetloptions, and no future period charges
be required. This $337,000 was allocated in thketabove in equal portions among three departrheategories, consistent with previous
allocations of the former COO’s compensation expens

The future. We will continue to grant options (which wills@t in an expense) to our employees and, as apatepto non-employee service
providers. In addition, previously-granted optiovi# continue to vest in accordance with theirgimal terms. As of December 31, 2007, the
total compensation cost related to non-vested stptibns not yet recognized for all our plans ipragimately $4,623,000. These costs are
expected to be recognized over a weighted averagedoof 1.86 years.

Change in fair value of option liabilities

The following is a table summarizing the changéinvalue of option liabilities for the years emdBecember 31, 2007, 2006 and 2005:

Years ended $ Differences % Differences
2007 to 2006 to 2007 to 2006 to
2007 2006 2005 2006 2005 2006 2005
Change in fair value of
option liability. $ — $(3,731,00) $3,545,000 $3,731,000 $(7,276,00) — (205.9%
Change in fair value of pi
option liability 100,00( (700,000 100,00( 800,00( (800,001) (114.9% (800.0%

Total change in fair valu
of option liabilities. $ 100,000 $(4,431,00) $3,645,000 $4,531,000 $(8,076,00) (202.9% (221.6%
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« We granted Olympus an option to acquire 2,200,0@0es of our common stock in 2005. The exercigee mf the option shar
was $10 per share. We had accounted for this g liability because had the option been exadcise would have be
required to deliver listed shares of our commorelsto settle the option shares. In accordance Biff+ 00-19, Accounting fo
Derivative Financial Instruments Indexed to, anteRtally Settled in, a Company’s Own Stocthe fair value of this option w
re-measured at the end of each quarter, using ek choles option pricing model, with the movementaiin value reported
the statement of operations as a change in fairevafl option liabilities. This option expired umegised on December 31, 20!

« In reference to the Joint Venture, the Sharehc Agreement between Cytori and Olympus provides thatertain specifie
circumstances of insolvency or if we experiencéange in control, Olympus will have the rights ijorépurchase our interests
the Joint Venture at the fair value of such inteyes (ii) sell its own interests in the Joint Vierg to us at the higher of
$22,000,000 or (b) the F's fair value. The value of the Put has been dladsas a liability.

The valuations of the Put were completed usingmioo pricing theory based simulation analysis. (eeMonte Carlo

simulation). The valuations are based on assumpts of the valuation date with regard to the etavklue of Cytori and the
estimated fair value of the Joint Venture, the expe correlation between the values of Cytori dredJoint Venture, the expected
volatility of Cytori and the Joint Venture, the lkanptcy recovery rate for Cytori, the bankruptcyetshold for Cytori, the
probability of a change of control event for Cyt@nd the risk free interest rate.

The following assumptions were employed in estingthe value of the Put:

December 31 December 31 December 31
2007 2006 2005

Expected volatility of Cytor 60.0(% 66.0(% 63.2(%
Expected volatility of the Joint Ventu 60.0(% 56.6(% 69.1(%
Bankruptcy recovery rate for Cytc 21.0(% 21.0(% 21.0(%
Bankruptcy threshold for Cyto $ 9,324,000 $ 10,110,000 $ 10,780,00
Probability of a change of control event for Cyi 2.17% 1.9% 3.04%
Expected correlation between fair values of Cyaod the

Joint Venture in the futur 99.0(% 99.0(% 99.0(%
Risk free interest rai 4.04% 4.71% 4.3%

The future The Put has no expiration date. Accordingly wilecontinue to recognize a liability for the Puntil it is exercised or until the
arrangements with Olympus are amended.

Other income (expense)
The following table summarizes the gain on salassets for the years ended December 31, 2007,82@D8005:

Years ended $ Differences % Differences

2007 to 2006 to 2007 to 2006 to

2007 2006 2005 2006 2005 2006 2005
Gain on sale of
assets $1,858,000 $ — $5,526,000 $1,858,001 $(5,526,00i) — —
Total $1,858,000 $ — $5,526,000 $1,858,000 $(5,526,00i) — —

- In May 2007, we sold to Kensey Nash our intellecjp@perty rights and tangible assets related to spine and orthopec
bioresorbable implant product line, a part of ouadwPore Biosurgery business. Excluded from thkewas our Japan Thin Fi
product line. We received $3,175,000 in cash eeldb the disposition. The assets comprising gireesand orthopedic prodi
line transferred to Kensey Nash were as follc

Carrying Value
Prior to Disposition

Inventory $ 94,00(
Other current asse 17,00(
Assets held for sal 436,00(
Goodwiill 465,00(

$ 1,012,001
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We incurred expenses of $109,000 in connection thighsale during the second quarter of 2007. Asgiahe disposition
agreement, we were required to provide trainingeasey Nash representatives in all aspects of #reufacturing process related
to the transferred spine and orthopedic produet md to act in the capacity of a product manufactfrom the point of sale
through August 2007. Because of these additioralufacturing requirements, we deferred $196,008eHain related to the
outstanding manufacturing requirements, and wegrized $1,858,000 as a gain on sale in the stateofi@perations during the
second quarter of 2007. These manufacturing reménts were completed in August as planned, andstheciated costs were
classified against the deferred balance, redutittgzero. As of December 31, 2007, no furthetsos adjustments relating to
this product line sale are anticipated.

The revenues and expenses related to the spinertinappedic product line transferred to Kensey Naslhhe years ended
December 31, 2007, 2006 and 2005 were as follows:

For the years ended December 3

2007 2006 2005
Revenue! $ 792,000 $ 1,451,000 $5,634,00
Cost of product revenut (422,000 (1,634,00) (3,154,00i)
Research & developme (113,000 (1,052,00) (2,325,00i)
Sales & marketin (21,000 (163,000 (501,000

» The $5,526,000 gain on sale of assets recorddukithird quarter of 2005 was related to the sal@fmajority of our Thin Fili
product line in May 2004 to MAST. As part of thesgbsal arrangement, we agreed to complete cgptiiormance obligatiol
which prevented us from recognizing the gain oe shlassets when the cash was initially receivadAugust 2005, following tt
settlement of arbitration proceedings related to shle agreement, we were able to recognize the @aisale of assets
$5,650,000, less $124,000 of related deferred civstie statement of operatiol

The future. No additional gains will be recognized relatectither sale.

Financing items

The following table summarizes interest incomegriast expense, and other income and expensexfpetins ended December 31, 2007,
2006, and 2005:

Years ended $ Differences % Differences
2007 to 2006 to 2007 to 2006 to
2007 2006 2005 2006 2005 2006 2005
Interest incomt $1,028,000 $ 708,000 $ 299,00 $ 320,00 $ 409,00( 45.2% 136.&%
Interest expens (155,000) (199,001) (137,000 44,00( (62,000 (22.1% 45.2%
Other income (expense) (46,000 (27,000 (55,000 (19,000 28,00( 70.2% (50.9%
Total $ 827,000 $ 482,000 $ 107,000 $ 345,000 $ 375,00( 71.€% 350.£9%

« Interest income increased in 2007 as compared @6 A0e to a larger balance of funds available Hgestment, as a result of
the sale of common stock and common stock warnamdgr the shelf registration statement in Febr28g7, (ii) proceeds fro
the common stock private placement to Green Hdsfitgply, Inc. in April 2007, and (iii) proceedsofm the sale of o
bioresorbable spine and orthopedic surgical impteatuct line to Kensey Nash in May 2007. Inteiesbme increased in 20
as compared to 2005 due to a larger balance offandilable for investment, which was a resulheftransactions with Olympi
as well as the sale of common stock in the thirartgu of 2006

« Interest expense decreased in 2007 as compardDéd2ie to the lower principal balances on our -term equipmel-financet
borrowings as we repay our promissory notes. ésteexpense increased in 2006 as compared to 2@®%odhigher princip.
balances on our long-term equipméngnced borrowings. In late 2005, we executedadditional promissory note, w
approximately $1,380,000 in principal. Our mostergcpromissory note, with approximately $600,00@iimcipal, was execut
in December 200¢

« The changes in other income (expense) in 2007, 2866005 resulted primarily from changes in fanaigrrency exchange rat
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The future. Interest income earned in 2008 will be dependarour levels of funds available for investmesingell as general economic
conditions. We expect interest expense to decrdagely in 2008 as we continue to repay the pgsory note balances.

Equity loss from investment in Joint Venture

The following table summarizes equity loss fromdstment in joint venture for the years ended Deegrth, 2007, 2006, and 2005:

Years ended $ Differences % Differences
2007 to 2006 to 2007 to 2006 to
2007 2006 2005 2006 2005 2006 2005
Equity loss from
investment in joint ventur $ (7,000 $ (74,000 $(4,172,00) 67,000 $4,098,00! (90.9% (98.29)%

The losses relate entirely to our 50% equity irgene the Joint Venture, which we account for ugimg equity method of accounting. The
2005 loss related to the payment, of a portiorhefdriginal capital which Olympus invested in tlénd Venture, back to Olympus, in exchar
for a development services agreement.

The future. We do not expect to recognize significant logsas the activities of the Joint Venture in thedseeable future. Over the next:

to three years, the Joint Venture is expecteddoarifabor costs related to the development of eaosd generation commercial system as well
as general and administrative expenses, offsebyslty income expected to begin in 2008 when Cytormmercializes its Celution™ 800/Cl

in Europe and Celution™ 900-based StemSource™ Baalk in Japan. Though we have no obligation tsaowve and Olympus plan to
jointly fund the Joint Venture to cover any codisdd the Joint Venture deplete its cash bala

Liquidity and Capital Resources

Shortterm and longerm liquidity

The following is a summary of our key liquidity meeaies at December 31, 2007, 2006, and 2005:

Years ended $ Differences % Differences
2007 to 2006 to 2007 to 2006 to

2007 2006 2005 2006 2005 2006 2005
Cash and cash equivalel $11,465,00 $ 8,902,001 $ 8,007,000 $ 2,563,000 $ 895,00( 28.8% 11.2%
Short-term investments,
available for sale — 3,976,00! 7,838,000 (3,976,00) (3,862,00) — (49.9%
Total cash and cash
equivalents and short-ter
investments, available fo
sale $11,465,000 $12,878,00 $15,845,000 $(1,413,000) $(2,967,00) (11.0% (18.71)%
Current asset $12,238,000 $13,978,00 $17,540,000 $(1,740,00) $(3,562,00i) (12.9)% (20.9)%
Current liabilities 8,070,00! 6,586,00! 7,081,000 1,484,001 (495,000 22.5% (7.0%
Working capital $ 4,168,000 $ 7,392,000 $10,459,00' $(3,224,00) $(3,067,00) (43.00% (29.9%

In order to provide greater financial flexibilityd liquidity, and in view of the substantial casteds of our regenerative cell business
during its development stage, we have an ongoied teraise additional capital. In the third gaaexdf 2006, we received net proceeds of
$16,219,000 from the sale of common stock purstmatshelf registration statement, of which Olympuschased $11,000,000; the remaining
shares were purchased by other institutional ivestAdditionally, in the first quarter of 2007eweceived net proceeds of $19,901,000 from
the sale of units consisting of 3,746,000 shareoofmon stock and 1,873,000 common stock warravits &n exercise price of $6.25 per
share) under the shelf registration statementhdrsecond quarter of 2007, we received net pracee$ic,000,000 from the sale of 1,000,000
shares of common stock to Green Hospital Supply,ima private placement. Also, in the secondtguaf 2007, we successfully divested
spine and orthopedic product line to Kensey Naslyfoss proceeds of $3,175,000.

With consideration of these endeavors as well &gieg funds, additional capital will need to bésesl during 2008 through the operatic
and other accessible sources of financing, to geus adequate cash to satisfy our working capialital expenditures, debt service and other
financial commitments at least through Decembe2BD8. On February 8, 2008, we entered into aeeagent to sell 2,000,000 shares of
common stock at $6.00 per share to Green Hospiiapl®, Inc. in a private placement. On FebruaryZ®8 we closed the first half of the
private placement with Green Hospital Supply, krud received $6,000,000. We have agreed to clesgeitond half of the private placement
on or before April 30, 2008.
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The Company expects to utilize its cash and casivalgnts to fund its operations, including reseaand development of its products
primarily for development and pre-clinical actiesiand for clinical trials. Additionally, the Coampy believes that without additional capital
from operations and other accessible sources ahiimg it does not currently have adequate funtbrgpmplete the development, preclinical
activities and clinical trials required to bring future products to market, therefore, it willuee significant additional funding. If the
Company is unsuccessful in its efforts to raiseitaatehl funds through accessible sources of finagcstrategic relationships or through
revenue sources, it will be required to signifitanéduce or curtail its research and developmetitities and other operations. Management
actively monitors cash expenditures and projeckp@editures as we progress toward our goals ofymtocbmmercialization and sales in an
effort to match projected expenditures to availadaieh flow.

From inception to December 31, 2007, we have fiadraur operations primarily by:

« Issuing stock in p-IPO transactions, a 2000 initial public offeringG®rmany, and stock option exercis
« Generating revenues,

« Selling the bioresorbable implant CMF product lin&September 200:

« Selling the bioresorbable implant Thin Film prodlice (except for the territory of Japan), in May02,

« Licensing distribution rights to Thin Film in Japdan exchange for an upfront license fee in Julp£2@nd an initial developme
milestone payment in October 20(

« Obtaining a modest amount of capital equipment-term financing

« Selling 1,100,000 shares of common stock to Olymmgder an agreement which closed in May 2005,

« Upfront and milestone fees from our Joint Venturthvlympus, which was entered into in November®00
« Receiving funds in exchange for granting Olympugxatiusive right to negotiate in February 20

« $16,219,000 in net proceeds from a common stoekwgader the shelf registration statement in Augass,

« $19,901,000 in net proceeds from the sale of comstock plus common stock warrants under the skeegistration statement
February 2007

« $6,000,000 in net proceeds from a private placerize@reen Hospital Supply, Inc. in April 2007, &

» Receiving gross proceeds of $3,175,000 from the shbur bioresorbable spine and orthopedic surgisplant product line t
Kensey Nash in May 200

We entered into a strategic development and matwrfag joint venture as well as other agreementh Wiympus in November
2005. Under the collaborative arrangements, waéarthe Joint Venture with Olympus to develop amhufiacture future generation devices
based on our Celution™ System platform. Pursuatitd terms of the agreements, we received $11000n cash upon closing in the fourth
quarter of 2005; this cash is incremental to tlteegeds received under the May 2005 Olympus equigstment.

In January 2006, we also received an additionaJGRI2,000 upon our receipt of a CE mark for the @ahI™ 600 and received an
additional $1,500,000 in the first half of 2006eixchange for the grant to Olympus of an exclusigktito negotiate a commercialization
collaboration for the use of adipose stem and reiggive cells for a specific therapeutic area olatsif cardiovascular disease.

In August 2006, we sold 2,918,000 shares of ourmmomstock at $5.75 per share for an aggregatepbapnately

$16,800,000. Olympus purchased $11,000,000 oéthleares and the remaining balance was purchasesttayn institutional investors. We
received proceeds of $16,219,000, net of relatéatiof costs and fees.
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In February 2007, we sold units consisting of 3,086 shares of common stock and 1,873,000 comnoak starrants (with an exercise
price of $6.25 per share) to institutional and edited investors. We received proceeds of appratéiy $19,901,000, net of related offering
costs and fees.

We received net proceeds of $6,000,000 from thee afal, 000,000 shares of common stock to Green itbd§upply, Inc. in a private
placement in April 2007.

In May 2007, we successfully divested our spine @mitopedic product line to Kensey Nash for graseeeds of $3,175,000.

We don’t expect significant capital expenditure@®8; however, if necessary, we may borrow under*anended Master Security
Agreement.

Any excess funds will be invested in short-termilade-for-sale investments.

Our cash requirements for 2008 and beyond will ddn numerous factors, including the resourcedevete to developing and
supporting our investigational cell therapy produabarket acceptance of any developed productslategy approvals and other factors. We
expect to incur research and development expemnseghalevels in our regenerative cell platform & extended period of time and have
therefore positioned ourselves to expand our cashipn through actively pursuing aevelopment and marketing agreements, researcksg
and licensing agreements related to our regeneraéi technology platform.

The following summarizes our contractual obligai@md other commitments at December 31, 2007, tendftect such obligations could
have on our liquidity and cash flow in future peiso

Payments due by perioc

Less than 1 More than

Contractual Obligations Total year 1-3years 3-5years 5 years
Long-term obligations $ 958,000 $ 721,000 $ 237,000 $ — 3 —
Interest commitment on lo-

term obligations 83,00( 68,00( 15,00( — —
Operating lease obligatiol 4,029,001 1,696,001 2,333,00! — —
Pre-clinical research stud

obligations 196,00( 196,00( — — —
Clinical research study

obligations 9,295,00! 4,155,00! 4,740,001 400,00( —
Total $ 14,561,00 $ 6,836,000 $ 7,325,000 $ 400,00 $ —

Net cash (used in) provided by operating, investind financing activities for the years ended Ddwen31, 2007, 2006 and 2005, is
summarized as follows:

Years Ended

2007 2006 2005
Net cash used in operati
activities $ (29,995,000 $ (16,483,000 $  (1,101,00i)
Net cash provided by investil
activities 5,982,001 591,00( 911,00(
Net cash provided by financir
activities 26,576,00 16,787,00 5,357,00!

Operating activities

Net cash used in operating activities for all pgsipresented resulted primarily from expendituedgted to our regenerative cell research
and development efforts.

Research and development efforts, other operatamtalities, and a comparatively small amount afdurct sales generated a $28,672,000
net loss for the year ended December 31, 2007.c@ble impact of this loss was $29,995,000, aftprstidg for the $5,158,000 of deferred
revenue, related party, recognized in 2007, forciiziash was received in earlier years, $1,858,00@ia on sale of assets, $1,616,000 of non-
cash depreciation and $2,310,000 non-cash sto@dlmsnpensation expense, along with other chamgesriking capital due to timing of
product shipments (accounts receivable) and payofdiabilities.
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Research and development efforts, other operatamtaldities, and a comparatively small amount afdurct sales generated a $25,447,000
net loss for the year ended December 31, 2006.c@sle impact of this loss was $16,483,000, aftprstidg for the $11,000,000 cash we
received in 2006 from the Joint Venture upon oligrthe CE Mark in the first quarter of 2006, tHg3D0,000 received from Olympus
mentioned above, $2,120,000 of non-cash depregiatio amortization, $3,220,000 non-cash stock besegbensation expense, and
$4,431,000 noreash change in the fair value of option liabilitiekong with other changes in working capital duérning of product shipmer
and payment of liabilities.

Research and development efforts, other operatamtaldities, and a comparatively small amount afdurct sales generated a $26,538,000
net loss for the year ended December 31, 2005.c@sle impact of this loss was $1,101,000, aftarsiufjg for the $17,311,000 we received
from Olympus as discussed previously. Other adjasts include material non-cash activities, sucthagain on sale of assets, depreciation
and amortization, changes in the fair value of@hempus option liabilities, stock based compensatigpense, equity loss from investment in
Joint Venture, as well as for changes in workingiteddue to the timing of product shipments angrpant of liabilities.

Investing activities

Net cash provided by investing activities for tleayended December 31, 2007 resulted primarily fnetmproceeds from the purchase and
sale of short-term investments and proceeds frensdle of assets, offset in part by expenditurekefsehold improvements.

Net cash provided by investing activities for tleayended December 31, 2006 and 2005 resultednisifram net proceeds from the
purchase and sale of short-term investments, dfigedrt by expenditures for leasehold improvements

Capital spending is essential to our product intiomanitiatives and to maintain our operationgbahilities. For the years ended
December 31, 2007, 2006 and 2005, we used casir¢tbgse $563,000, $3,138,000 and $1,846,000, ridsglgcof property and equipment to
support manufacturing of our bioresorbable implamtd for the research and development of the regdwe cell technology platform. The
increase in 2006 capital spending was caused phntarexpenditures for leasehold improvements madaur new facilities.

Financing Activities

The net cash provided by financing activities fur year ended December 31, 2007 related mainhetissuance of common stock and
common stock warrants under the shelf registragtatement in exchange for net proceeds of $19,00138d a common stock private
placement made with Green Hospital Supply, Incnfetrproceeds of $6,000,000. Net cash proceedsdea by financing activities also
consisted of proceeds from the exercise of empleymek options, offset to some extent by princigmfments on long-term obligations.

The net cash provided by financing activities fog year ended December 31, 2006 related mainhetissuance of 2,918,255 shares of
our common stock in exchange for $16,219,000, hietlated expenses. Net cash provided by finanaaiyities also comprised from
proceeds from the exercise of employee stock optioffiset by principal payments on long-term obtiigyas.

The net cash provided by financing activities fog year ended December 31, 2005 related mainhetpitoceeds received from Olympus
as noted above. Sale proceeds consisted of $8@D&yr the sale of common stock and $1,686,00@@issuance of options. Net cash
proceeds provided by financing activities also @xtes of proceeds from the exercise of employeekstptions as well as proceeds from the
promissory note borrowings.

Critical Accounting Policies and Significant Estimdes

The preparation of financial statements in conftymiith accounting principles generally acceptethia United States requires us to make
estimates and assumptions that affect the repartexiints of our assets, liabilities, revenues apeeses, and that affect our recognition and
disclosure of contingent assets and liabilities.

While our estimates are based on assumptions wsdmireasonable at the time they were made, dualaesults may differ from our
estimates, perhaps significantly. If results diffeaterially from our estimates, we will make adjoents to our financial statements
prospectively as we become aware of the necessityf adjustment.

We believe it is important for you to understand most critical accounting policies. These are maiicies that require us to make our
most significant judgments and, as a result, chale the greatest impact on our future financisuiits.

39




Revenue Recognition
We derive our revenue from a number of differentrees, including but not limited to:
« Fees for achieving certain defined milestones unegarch and/or development arrangements.
« Product sales, ar
« Payments under license or distribution agreements.

A number of our revenue generating arrangementsetatively simple in nature, meaning that therktile judgment necessary with reg.
to the timing of when we recognize revenues or kaeh revenues are presented in the financial seatsm

However, we have also entered into more compleangements, including but not limited to our consagith Olympus, Senko, and the
NIH. Moreover, some of our n-recurring transactions, such as our dispositiothefmajority of our Thin Film business to MAST ntain
elements that relate to our revenue producing itiev

As a result, some of our most critical accountimggjments relate to the identification, timing, gmdsentation of revenue related activit
These critical judgments are as follows:

Multiple-element arrangements

Some of our revenue generating arrangements cerdamimber of distinct revenue streams, known lasrients.” For example, our
Distribution Agreement with Senko contains directralirect future revenue streams related to:

« A distribution license fee (which was paid at theset of the arrangemen

« Milestone payments for achieving commercializatddthe Thin Film product line in Japan,
« Training for representatives of Senl

« Sales of Thin Film products to Senko, and

« Payments in the nature of royalties on future pebdales made by Senko to its end custon

Emerging Issues Task Force Issue 00-21, “Reventengements with Multiple Deliverables” (“EITF 00-31governs whether each of |
above elements in the arrangement should be aaémt individually, or whether the entire contrahbuld be treated as a single unit of
accounting.

EITF 00-21 indicates that individual elements maysbparately accounted for only when:
« The delivered element has stand alone value touk®mer,
« There is objective evidence of the fair value & thmaining undelivered elements, :

« If the arrangement contains a general right ofrretelated to any products delivered, deliveryhef temaining goods and servi
is probable and within the complete control of skder.

In the case of the Senko Distribution Agreementgdetrmined that (a) the milestones payments foieaing commercialization and (b)
the future sale of Thin Film products to Senko wiseparable” elements. That is, each of theseaisnupon delivery, will have stand alone
value to Senko and there will be objective evidewitihe fair value of any remaining undeliverednedmts at that time. The arrangement does
not contain any general right of return, and ss fiuint is not relevant to our analysis.

On the other hand, we concluded that (a) the upfttribution license fee, (b) the revenues froaining for representatives of Senko,
(c) the payments in the form of royalties on futpreduct sales are not separable elements undér @321.
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In arriving at our conclusions, we had to considbether our customer, Senko, would receive stamgeavalue from each delivered
element. We also, in some cases, had to lookir plarty evidence to support the fair value ottaier undelivered elements. Finally, we ha
make assumptions about how the non-separable elemktihe arrangement are earned, particularlettienated period over which Senko will
benefit from the arrangement (refer to the “Rectign? discussion below for further background).

We also agreed to perform elements under the Nogemhi2005 agreements we signed with Olympus, dieg

« Granting the Joint Venture (which Olympus is coesédl to control) an exclusive and perpetual manufexg license to ol
device technology, including the Celution™ Systdatfprm and certain related intellectual propegtgg

« Completing certain prelinical and clinical studies, assisting with pratiuevelopment and seeking regulatory approvalaa
clearances toward commercialization of the Celdtlo®ystem platform

We concluded that the license and developmenteEsust be accounted for as a single unit of atoau In reaching this conclusion,
we determined that the license would not have stdorie value to the Joint Venture. This is becdlgeri is the only party that could be
reasonably expected to perform certain developmemitibutions and obligations, including productelepment assistance, certain agreed
regulatory filings and generally associated praicél and clinical studies necessary for the Jdenture to derive value from the license.

Recognition

Besides determining whether to account separabelgdmponents of a multiplelement arrangement, we also use judgment in ditigrg
the appropriate accounting period in which to retog revenues that we believe (a) have been eamd¢b) are realizable. The following
describes some of the recognition issues we havsidered during the reporting period.

« Upfront License Fees/Milestones

0 As part of the Senko Distribution Agreement, weeieed an upfront license fee upon execution ofatiengement, which,
noted previously, was not separable under EITRDO-Accordingly, the license has been combinedh whe developme
(milestones) element to form a single accountinig uthis single element of $3,000,000 in feesudes $1,500,000 which
potentially refundable. We have recognized, arillasntinue to recognize, the n@montingent fees allocated to this combi
element as revenues as we complete each of thererice obligations associated with the milesta@msponent of th
combined deliverable. Note that the timing of whes have recognized revenues to date does notspomd with the ca:
we received upon achieving certain milestones. example, the first such milestone payment for 2,200 became paya
to us when we filed a commercialization applicatigith the Japanese regulatory authorities. Howewer determined th
the payment received was not commensurate withetred of effort expended, particularly when commhvéth other steg
we believe are necessary to commercialize the Fiim product line in Japan. Accordingly, we didtmecognize the enti
$1,250,000 received as revenues, but instead 883%1,000 of this amount is classified as deferes@nues. Approximate
$371,000 ($10,000 in 2007, $152,000 in 2006, $51,802005 and $158,000 in 2004) has been recogrizediate &
development revenues based on our estimates débEof effort expended for completed milestonsecampared with tt
total level of effort we expect to incur under thgangement to successfully achieve regulatory ayabrof the Thin Filr
product line in Japan. These estimates were suligigedgment and there may be changes to theseates as we continue
seek regulatory approval. In fact there can bassurance that commercialization in Japan will &eeachieved, as we h:
yet to receive approval from the MHL\
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0 We also received upfront fees as part of the Olysrgruangements (although, unlike in the Senko ageee these fees we
non+efundable). Specifically, in exchange for an opfrfee, we granted the Joint Venture an exclugeepetual license
certain of our intellectual property and agreedpgrform additional development activities. Thisfropt fee has bet
recorded in the liability account entitled defermedenues, related party, on our consolidated loalameet. Similar to t
Senko agreement, we expect to recognize revenoestfre combined license/development accountingagwe perform ol
obligations under the agreements, as this representr final obligation underlying the combined aacting
unit. Specifically, we have recognized revenuesmfrthe license/development accounting unit usingpeoportiona
performance” methodology, resulting in the rdeognition of amounts recorded in the deferrecemees, related par
account as we complete various milestones underltyia development services. Proportional perfoceanethodology wi
elected due to the nature of our development ofidigs and efforts in support of the Joint Ventut®/(), including produc
development activities, and regulatory efforts tport the commercialization of the JV productse ®pplication of th
methodology uses the achievement of R&D milest@asesutputs of value to the JV. We received uptfroonrefundabl
payments in connection with these development atibgs, which we have broken down into specific R&lestones thi
are definable and substantive in nature, and whitihresult in value to the JV when achieved. Rawe will be recognized
the above mentioned R&D milestones are compleWd. established the R&D milestones based upon oueldemen
obligations to the JV and the specific R&D suppactivities to be performed to achieve these ohlbigat Our R&L
milestones consist of the following primary perf@amaee categories: product development, regulatopycvals, and genera
associated prelinical and clinical trials. Within each categare milestones that take substantive effort tngete and a
critical pieces of the overall progress towards plation of the next generation product, which we abligated to suppc
within the agreements entered into with Olympus. determine whether substantive effort was requicedchieve th
milestones, we considered the external costs, medjypersonnel and relevant skill levels, the amafntime required t
complete each milestone, and the interdependeatiaehips between the milestones, in that the flisressociated with tl
completion of one milestone generally support aodtribute to the achievement of the next. Deteatiim of the relativ
values assigned to each milestone involved sulistgntigment. The assignment process was basediszuissions wit
persons responsible for the development processhanelative costs of completing each milestovée considered the co
of completing the milestones in allocating the mortof the “deferred revenues, related paréccount balance to e:
milestone. Management believes that, while theéscmgurred in achieving the various milestonessangject to estimatio
due to the high correlation of such costs to owtashieved, the use of external contract reseagdamization (“CRO”)cost:
and internal labor costs as the basis for the atilon process provides management the ability turately and reasonal
estimate such costs. The accounting policy desdrdbove could result in revenues being recordeahiearlier accountit
period than had other judgments or assumptions treele by us

« Government Gran

0 We are eligible to receive grants from the NIH tetato our research on adipose derived cell thetapyeat myocardi
infarctions. Revenues derived from reimbursemértir@ct out-ofpocket expenses for research costs associatedyveitti
are recorded in compliance with EITF Issue No. 99*Reporting Revenue Gross as a Principal Versetsad an Agent’anc
EITF Issue No. 01-14, “Income Statement Characifdn of Reimbursements Received for “Out-of-PotkEkpense
Incurred”. In accordance with the criteria established bydhelsF Issues, the Company records grant revenuehéogros
amount of the reimbursement. The costs associaitbdthese reimbursements are reflected as a coempaf research a
development expense in the consolidated stateroéjgerations. Additionally, research arrangemergshave with NIH, ¢
well commercial enterprises such as Olympus andk&eare considered a key component of our centndl @ngoin
operations. Moreover, the government obtains sigimder the arrangement, in the same manner (bo&pe not to the sar
extent) as a commercial customer that similarlytiaans with us to perform research activities. Ihstance, the governme
and any authorized third parties may use our féigefanded research and/or inventions without pagimef royalties t
us. Accordingly, the inflows from such arrangensesnte presented as revenues in the consolidatednstiats of operation

Our policy was to recognize revenues under the §iiht arrangement as the lesser of (i) qualifyiogts incurred (and not

previously recognized), plus our allowable grawmisféor which we are entitled to funding or (ii) tsmount determined by
comparing the outputs generated to date versusthleoutputs expected to be achieved under trearek arrangement.
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Goodwill Impairment Testing

In late 2002, we purchased StemSource, Inc. arajréred over $4,600,000 in goodwill associated withacquisition, of which
$3,922,000 remains on our balance sheet as of Omre®d, 2007. As required by Statement of Findaaounting Standard No. 142,
“Goodwill and Other Intangible Assets” (“SFAS 142)e must test this goodwill at least annuallyifopairment as well as when an event
occurs or circumstances change such that it ioneddy possible that impairment may exist. Moreothas testing must be performed at a
level of the organization known as the reporting.uA reporting unit is at least the same levehampany’s operating segments, and
sometimes even one level lower. Our two reportiniis are, same as, our two operating segments.

Specifically, the process for testing goodwill forpairment under SFAS 142 involves the followingpst:

« Company assets and liabilities, including goodwvale allocated to each reporting unit for purposfesompleting the goodw
impairment test

« The carrying value of each reporting unit — thathge sum of all of the net assets allocated tadperting unit -is then compare
to its fair value

« If the fair value of the reporting unit is lowerath its carrying amount, goodwill may be impaireadéditional testing is required.

The application of the goodwill impairment testahxes a substantial amount of judgment. For in#aBFAS 142 requires that assets and
liabilities be assigned to a reporting unit if boththe following criteria are met:

« The asset will be employed in or the liability telato the operations of a reporting u
« The asset or liability will be considered in deterimg the fair value of the reporting unit.

We developed mechanisms to assign company-widésdiéseshared property and equipment, as welbaspanywide obligations such
borrowings under our GE loan facility, to our tweporting units. In some cases, certain assetsneggrallocable to either reporting unit and
were left unassigned.

We estimated the fair value of our reporting ubitsusing various estimation techniques. For exanmpPR006, we estimated the fair value
of our MacroPore Biosurgery reporting unit basedorequal weighting of the market values of comiplaranterprises and discounted
projections of estimated future cash flows. Clgadentifying comparable companies and estimatinigre cash flows as well as appropriate
discount rates involve judgment. On the contrauy estimated the fair value of our regenerativereplorting unit solely using an income
approach, as — at that time — we believed there wercomparable enterprises on which to base atiahu The assumptions underlying this
valuation method involve a substantial amount dfjjuent, particularly since our regenerative ceflibess has yet to generate any revenues
and does not have a commercially viable produtte dombined value of our goodwill is consistentwiite market's valuation.

In 2007, all goodwill that previously had been gasd to our MacroPore Biosurgery reporting unit wasecognized as a result of our sale
of our spine and orthopedic product line to Kernldegh. Accordingly, there was no need to testdbimponent of our business for goodwill
impairment in 2007.

Also in 2007, we completed our goodwill impairméesting for our regenerative cell technology reipgrunit using a market-based
approach. We concluded that the fair value of tinis exceeded its carrying value, and that noneuofreported goodwill was impaired.

Again, the manner in which we assigned assetdlifiad, and goodwill to our reporting units, aslixes how we determined the fair value

of such reporting units, involves significant unearties and estimates. The judgments employedhraag an effect on whether a goodwill
impairment loss is recognized.
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Variable I nterest Entity (Olympus-Cytori Joint Venture)

FASB Interpretation No. 46 (revised 2003), “Condation of Variable Interest Entities - An Interadn of ARB No. 51" (“FIN 46R”)
requires a variable interest entity (“VIE") to bensolidated by its primary beneficiary. Evaluatimigether an entity is a VIE and determining
its primary beneficiary involves significant judgnte

We concluded that the Olympus-Cytori Joint Ventwes a VIE based on the following factors:

« Under FIN 46R, an entity is a VIE if it has insgfént equity to finance its activities. We recaggd that the initial ca:
contributed to the Joint Venture formed by Olympusl Cytori ($30,000,000) would be completely uéitizby the first quarter
2006. Moreover, it was highly unlikely that theintoVenture would be able to obtain the necessergnting from third pari
lenders without additional subordinated financiaport —such as personal guarantees by one or both ofcdim¢ Jenturt
stockholders. Accordingly, the joint venture widlquire additional financial support from OlympusdaCytori to finance i
ongoing operations, indicating that the Joint Veatis a VIE. In fact, we contributed $300,000 &1&0,000 in the fourth quar
of 2007 and first quarter of 2006, respectivelyfuied the Joint Ventu’s ongoing operation

« Moreover, Olympus has a contingent put option thauld, in specified circumstances, require Cytoripurchase Olympr's
interests in the Joint Venture for a fixed amouin$22,000,000. Accordingly, Olympus is protectadsome circumstances fri
absorbing all expected losses in the Joint Ventuheder FIN 46R, this means that Olympus may nadréat-risk” equity holdel
although Olympus clearly has decision rights oherdperations of the Joint Ventu

Because the Joint Venture is undercapitalized bemduse one of the Joint Venture’s decision makessbe protected from losses, we
have determined that the Joint Venture is a VIEeudN 46R.

As noted previously, a VIE is consolidated by itsrary beneficiary. The primary beneficiary is idefd in FIN 46R as the entity that
would absorb the majority of the VIE's expectedsies or be entitled to receive the majority of thE'Y residual returns (or both).

Significant judgment was involved in determining tbrimary beneficiary of the Joint Venture. Un&é&X 46R, we believe that Olympus
and Cytori are “de facto agents” and, togethed, alikorb more than 50% of the Joint Venture’s etgrkbtosses and residual
returns. Ultimately, we concluded that Olympug] ant Cytori, was the party most closely relatethwhe joint venture and, hence, its prim
beneficiary. Our conclusion was based on the adhg factors:

« The business operations of the Joint Venture velhiost closely aligned to those of Olympus (ilee, anufacture of devices).
« Olympus controls the Board of Directors, as welttesda-to-day operations of the Joint Ventu

The application of FIN 46R involves substantialgotent. Had we consolidated the Joint Venture,ghothere would be no effect on our
net loss or shareholders’ equity at December 307 20 for the year then ended. However, certalart@ sheet and income statement captions
would have been presented in a different manner.insStance, we would not have presented a simggetem entitled investment in joint
venture in our balance sheet but, instead, woue pgrformed a line by line consolidation of eatthe Joint Venture’s accounts into our
financial statements.

Net Operating Loss and Tax Credit Carryforwards

We have established a valuation allowance againstet deferred tax assets due to the uncertaimtpgnding the realization of such
assets. We periodically evaluate the recoveralbfithe deferred tax assets. At such time asdetermined that it is more likely than not that
deferred assets are realizable, the valuation aloe will be reduced. We have recorded a valuaiowance of $50,435,000 as of December
31, 2007 to reflect the estimated amount of defetag assets that may not be realized. We incremsedaluation allowance by approximately
$11,930,000 during the year ended December 31,. 20@¥valuation allowance includes approximately%B00 related to stock option
deductions, the benefit of which, if realized, veiltentually be credited to equity and not to income
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At December 31, 2007, we had federal and statotaxcarryforwards of approximately $89,941,000 &#d,254,000 respectively. The
federal and state net operating loss carryforwhedgn to expire in 2019 and 2013 respectivelynifised. At December 31, 2007, we had
federal and state tax credit carryforwards of apjnately $2,946,000 and $2,735,000 respectivelge federal credits will begin to expire in
2017, if unused, and $160,000 of the state creditdbegin to expire in 2009 if unused. The renainstate credits carry forward
indefinitely. In addition, we had a foreign taxs$ocarryforward of $2,774,000 and $179,000 in Japaithe United Kingdom, respectively.

The Internal Revenue Code limits the future avditgitof net operating loss and tax credit carryfiards that arose prior to certain
cumulative changes in a corporation’s ownershiplteg) in a change of control of Cytori. Due togrrbwnership changes as defined in IRC
Section 382, a portion of our net operating los$tan credit carryforwards are limited in their aahutilization. In September 1999, we
experienced an ownership change for purposes dRiieSection 382 limitation. As of December 31020these pre-change net operating
losses and credits are fully available.

Additionally, in 2002 when we purchased StemSouneeacquired federal and state net operating lasyforwards of approximately
$2,700,000 and $2,700,000 respectively. This etrgggered an ownership change for purposes of $8€tion 382. It is estimated that the pre-
change net operating losses and credits will Hg &vailable by 2008.

We have completed an update to our IRC Sectiors88% analysis through April 17, 2007. We havehad any additional ownership
changes based on this study.

Recent Accounting Pronouncements

In June 2006, the Financial Accounting Standardsr@¢‘'FASB”) issued Interpretation No. 48, “Accoing for Uncertainty in Income
Taxes, interpretation of FASB Statement No. 10F1K 48”). It prescribes a recognition thresholdl aneasurement attribute for the financial
statement recognition and measurement of a tatiposaken or expected to be taken in a tax retiN 48 also provides guidance on
derecognition, classification, interest and peaajtaccounting in interim periods, disclosure aaddition. We adopted this interpretation
effective January 1, 2007. The adoption of FINd#Bnot have a significant effect on our consokdbfinancial statements.

In September 2006, the FASB issued SFAS No. 1540y Value Measurements” (“SFAS 157”). SFAS 157 nledi fair value, establishes a
framework for measuring fair value and expandsldisae of fair value measurements. SFAS 157 appleer other accounting
pronouncements that require or permit fair valuasneements and accordingly, does not require awyfaie value measurements. SFAS 157
was initially effective for financial statementsigd for fiscal years beginning after November2D®7. In February 2008, the FASB issued
staff position FAS 157-2, which delays the effeetdate of SFAS 157 for certain nonfinancial asaetsliabilities for fiscal years beginning
after November 15, 2008. We do not believe thatathoption of SFAS 157 will have a significant effen our consolidated financial
statements.

In March 2007, the FASB ratified the consensusheddy the Emerging Issues Task Force on Issu®WN8, “Accounting for
Nonrefundable Advance Payments for Goods or Sesv®e Used in Future Research and Developmeinites” (“EITF 07-3"). EITF 07-
3 states that nonrefundable advance paymentstioefvesearch and development activities shouldeberred and capitalized. Such amounts
should be recognized as an expense as the goodslaered or the related services are performiute guidance is effective for all periods
beginning after December 15, 2007. We are currentliie process of evaluating whether the adopfdBI TF 07-3 will have a significant
effect on our consolidated financial statements.

In February 2007, the FASB issued SFAS 159, “Thie Walue Option for Financial Assets and Finantigbilities- Including an
amendment of FASB Statement No. 115" (“SFAS 15@Bich permits entities to choose to measure margnfiial instruments and certain
other items at fair value. The provisions of SFAD &are effective for financial statements issuedifzal years beginning after November 15,
2007. We do not believe that the adoption of SEAS will have a significant effect on our consotetafinancial statements.

In December 2007, the FASB issued SFAS No. 160nddatrolling Interests in Consolidated Financiat8ients - An Amendment of
ARB No. 51" ("SFAS 160"). SFAS 160 establishes rmmegounting and reporting standards for the nomobiniy interest in a subsidiary and
for the deconsolidation of a subsidiary. SFAS 166ffective for annual periods beginning on orraitecember 15, 2008. We do not believe
that the adoption of SFAS 160 will have a significaffect on our consolidated financial statements.
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In December 2007, the FASB issued SFAS No. 141geeh2007), “Business Combinations” ("SFAS 141RSEAS 141R retains the
fundamental requirements of Statement No. 141 ¢owt for all business combinations using the aitioh method (formerly the purchase
method) and for an acquiring entity to be idendifie all business combinations. However, the nendard requires the acquiring entity in a
business combination to recognize all the assepsid and liabilities assumed in the transactéstablishes the acquisition-date fair value as
the measurement objective for all assets acquimddiabilities assumed; and requires the acquaalisclose the information they need to
evaluate and understand the nature and finandedtedf the business combination. SFAS 141R isatiffe for acquisitions made on or after
the first day of annual periods beginning on oemRecember 15, 2008. We do not believe that dopton of SFAS 141R will have a
significant effect on our consolidated financialtements.

In December 2007, the FASB ratified the consensashed by the Emerging Issues Task Force (EITBIDR Issue 07-1, “Accounting
for Collaborative Arrangements” (“EITF 07-1"). BFI07-1 requires collaborators to present the resiltctivities for which they act as the
principal on a gross basis and report any paynrectsived from (made to) other collaborators basedtber applicable GAAP or, in the
absence of other applicable GAAP, based on andtbguthoritative accounting literature or a reabmarational, and consistently applied
accounting policy election. The guidance is effecfor fiscal years beginning after December & We are currently in the process
evaluating whether the adoption of EITF 07-1 wdlk a significant effect on our consolidated finahstatements.

ltem 7A . Quantitative and Qualitative DisclosuresAbout Market Risk
We are exposed to market risk related to fluctumtio interest rates and in foreign currency exgbaates.
Interest Rate Exposure

We are not subject to market risk due to fluctuadiom interest rates on our long-term obligationsheey bear a fixed rate of interest. Our
exposure relates primarily to short-term investraginicluding funds classified as cash equivaleimgestment securities are subject to market
rate risk as their fair value will fall if marketterest rates increase. If market interest ratre wo increase immediately and uniformly by 100
basis points from the levels prevailing at Decen83er2007, for example, and assuming average imergtduration of seven months, the fair
value of the portfolio would not decline by a mé&kamount. We do not use derivative financiatimsents to mitigate the risk inherent in
these securities. However, we do attempt to reduch risks by generally limiting the maturity dafesuch securities, diversifying our
investments and limiting the amount of credit expeswvith any one issuer. While we do not alwaysgetthe intent, we do currently have the
ability to hold these investments until maturitydatherefore, believe that reductions in the valfigsuch securities attributable to short-term
fluctuations in interest rates would not materiaffect our financial position, results of operasmr cash flows. Changes in interest rates
would, of course, affect the interest income wenear our cash balances after re-investment.

Foreign Currency Exchange Rate Exposure

Our exposure to market risk due to fluctuationfoieign currency exchange rates relates primawilgur activities in Europe and
Japan. Transaction gains or losses resulting @sh balances and revenues have not been sighificdre past and we are not engaged in
hedging activity in the Euro, the Yen or other engies. Based on our cash balances and reventiesdigom markets other than the United
States for the year ended December 31, 2007, almstzal 10% adverse change in the Euro or Yemag#ie U.S. dollar would not result in a
material foreign currency exchange loss. Consetyyeme do not expect that reductions in the valfisuch sales denominated in foreign
currencies resulting from even a sudden or sigaifidluctuation in foreign exchange rates wouldenawdirect material impact on our financial
position, results of operations or cash flows.

Notwithstanding the foregoing, the indirect effe€fluctuations in interest rates and foreign caaygeexchange rates could have a material
adverse effect on our business, financial condiiod results of operations. For example, foreigmency exchange rate fluctuations may
affect international demand for our products. ddition, interest rate fluctuations may affect oustomers’ buying patterns. Furthermore,
interest rate and currency exchange rate fluctogtinay broadly influence the United States anddareconomies resulting in a material
adverse effect on our business, financial conditiod results of operations.

Under our Japanese Thin Film agreement with Semkoyould receive payments in the nature of roysiltiased on Senko’s net sales,
which would be Yen denominated.
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PART I. FINANCIAL INFORMATION

Iltem 1. Financial Statemer

Report of Independent Registered Public Accountingrirm
The Board of Directors and Stockholders

Cytori Therapeutics, Inc.:

We have audited the accompanying consolidated balgineets of Cytori Therapeutics, Inc. and subsgdigthe Company) as of December
2007 and 2006, and the related consolidated statsnoé operations and comprehensive loss, stockhsldquity (deficit), and cash flows 1
each of the years in the thrgear period ended December 31, 2007. In conneetitmour audits of the consolidated financial sta¢ats, w
have also audited the accompanying schedule ofatialu and qualifying accounts. These consolidatedntial statements and finan
statement schedule are the responsibility of then@mys management. Our responsibility is to express @nian on these consolida
financial statements based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighafBlaUnited States). Those stand.
require that we plan and perform the audit to obt@asonable assurance about whether the finastaééments are free of mate
misstatement. An audit includes examining, on tiliasis, evidence supporting the amounts and diss in the financial statements. An &
also includes assessing the accounting princigded and significant estimates made by managementethas evaluating the overall finan
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaeneferred to above present fairly, in all materéspects, the financial position of Cy
Therapeutics, Inc. and subsidiaries as of Dece®beP007 and 2006, and the results of their opmratand their cash flows for each of
years in the thre-year period ended December 31, 2007, in conformitly U.S. generally accepted accounting principfso, in our opinior
the related financial statement schedule, whenidered in relation to the basic consolidated finahstatements taken as a whole, pre:
fairly, in all material respects, the informaticet $orth therein.

We also have audited, in accordance with the stadsdaf the Public Company Accounting Oversight BodUnited States), Cyic
Therapeutics, Inc.’s internal control over finamaieporting as of December 31, 2007, based onriitestablished irinternal Control -

Integrated Frameworlissued by the Committee of Sponsoring Organizatomhthe Treadway Commission (COSQO), and our repate(
March 13, 2008, expressed an unqualified opiniothereffectiveness of the Company’s internal cdriver financial reporting.

/sl KPMG LLP

San Diego, Californi
March 13, 200¢

48




Report of Independent Registered Public Accountindrirm
The Board of Directors and Stockholders
Cytori Therapeutics, Inc.:

We have audited Cytori Therapeutics, Iadnternal control over financial reporting as afde@mber 31, 2007, based on criteria establist
Internal Control— Integrated Frameworissued by the Committee of Sponsoring Organizatidrike Treadway Commission (COSAgytori
Therapeutics, Inc.'s management is responsiblenfintaining effective internal control over finaakreporting and for its assessment of
effectiveness of internal control over financiapogting, included in the accompanying ManagenseiiReport on Internal Control Oy
Financial Reporting (Item 9A). Our responsibilig/to express an opinion on the Comparninternal control over financial reporting base
our audit.

We conducted our audit in accordance with the stadslof the Public Company Accounting Oversighti8a&@nited States). Those stand:
require that we plan and perform the audit to abtaasonable assurance about whether effectivenaiteontrol over financial reporting w
maintained in all material respects. Our auditudeld obtaining an understanding of internal corar@r financial reporting, assessing the
that a material weakness exists, and testing aatl&ing the design and operating effectivenedsatefnal control based on the assessed
Our audit also included performing such other pdoces as we considered necessary in the circunestatée believe that our audit provide
reasonable basis for our opinion.

A company's internal control over financial repagtiis a process designed to provide reasonableaagsuregarding the reliability of financ
reporting and the preparation of financial statetsiéor external purposes in accordance with U.8egaly accepted accounting principles
company's internal control over financial reportingludes those policies and procedures that (ffppeto the maintenance of records tha
reasonable detail, accurately and fairly refleet ttansactions and dispositions of the assetseotdimpany; (2) provide reasonable assu
that transactions are recorded as necessary tdatgmeparation of financial statements in accorgawith U.S. generally accepted accoun
principles, and that receipts and expenditureshef dcompany are being made only in accordance withogéizations of management :
directors of the company; and (3) provide reasanalskurance regarding prevention or timely deteatfounauthorized acquisition, use
disposition of the company’s assets that could lrareterial effect on the financial statements.

Because of its inherent limitations, internal cohwver financial reporting may not prevent or détmisstatements. Also, projections of
evaluation of effectiveness to future periods atgext to the risk that controls may become inadégjbecause of changes in conditions, ol
the degree of compliance with the policies or pdoces may deteriorate.

In our opinion, Cytori Therapeutics, Inc. maintalpé all material respects, effective internal ttohover financial reporting as of Decem
31, 2007, based on criteria establishethternal Control — Integrated Framewoissued by the Committee of Sponsoring Organizatifribe
Treadway Commission (COSO)

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@inited States), the consolidated
balance sheets of Cytori Therapeutics, Inc. asemfenber 31, 2007 and 2006, and the related coasadidtatements of operations and
comprehensive loss, stockholders’ equity (defieit)d cash flows for each of the years in the tlyezse-period ended December 31, 2007, and
our report dated March 13, 2008, expressed an Uifigdapinion on those consolidated financial staents

/sl KPMG LLP

San Diego, Californi
March 13, 200¢
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CYTORI THERAPEUTICS, INC.
CONSOLIDATED BALANCE SHEETS

As of December 31

2007 2006
Assets
Current assett
Cash and cash equivale $ 11,465,00 $ 8,902,00
Shor-term investments, availal-for-sale — 3,976,00!
Accounts receivable, net of allowance for doub#fttounts of $1,000
and $2,000 in 2007 and 2006, respecti 9,00( 225,00(
Inventories, ne — 164,00(
Other current asse 764,00( 711,00(
Total current asse 12,238,00 13,978,00
Property and equipment held for sale, — 457,00(
Property and equipment, r 3,432,00! 4,242,00!
Investment in joint ventur 369,00( 76,00(
Other asset 468,00( 428,00(
Intangibles, ne 1,078,001 1,300,001
Goodwill 3,922,00! 4,387,00!
Total assets $ 21,507,00 $ 24,868,00
Liabilities and Stockholders’ Deficit
Current liabilities:
Accounts payable and accrued expel $ 7,349,000 $ 5,587,00
Current portion of lon-term obligation: 721,00( 999,00(
Total current liabilities 8,070,00! 6,586,00!
Deferred revenues, related pa 18,748,00 23,906,00
Deferred revenue 2,379,00! 2,389,00!
Option liability 1,000,001 900,00(
Long-term deferred rer 473,00( 741,00(
Long-term obligations, less current portion 237,00( 1,159,001
Total liabilities 30,907,00 35,681,000
Commitments and contingenci
Stockholder deficit:
Preferred stock, $0.001 par value; 5,000,000 steard®rized-0-
shares issued and outstanding in 2007 and — —
Common stock, $0.001 par value; 95,000,000 shartb®rzed;
25,962,222 and 21,612,243 shares issued and 23g#8nd
18,739,409 shares outstanding in 2007 and 200gectsely 26,00( 22,00(
Additional paic-in capital 129,504,00 103,053,00
Accumulated defici (132,132,00) (103,460,00)
Treasury stock, at co (6,794,00) (10,414,00)
Accumulated other comprehensive inca — 1,00
Amount due from exercises of sta
options (4,000 (15,000
Total stockholders’ deficit (9,400,00) (10,813,00)
Total liabilities and stockholders’ deficit $ 21,507,00 $ 24,868,00

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESCONSOLIDATED FINANCIAL STATEMENTS
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CYTORI THERAPEUTICS, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHEN SIVE LOSS

Product revenues, related pa

Cost of product revenues
Gross profit (loss)

Development revenue
Development, related par
Developmen
Research grants and ott

Operating expense
Research and developmt
Sales and marketir
General and administrati\
Change in fair value of option liabilitie

Total operating expens:
Operating loss

Other income (expense
Gain on sale of asse
Interest incom
Interest expens
Other expense, n
Equity loss from investment in joint ventt.

Total other income

Net loss

Other comprehensive income (loss) - unrealizedihgld

income (loss)

Comprehensive los

Basic and diluted net loss per common share

Basic and diluted weighted average common st

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESCONSOLIDATED FINANCIAL STATEMENTS

For the Years Ended December 31

2007 2006 2005
$ 792,000 $ 1,451,000 5,634,001
422,00 1,634,001 3,154,001
370,00 (183,00() 2,480,00
5,158,001 5,905,001 —
10,00¢ 152,00( 51,00
89,00( 419,00 320,00
5,257,001 6,476,00 371,00
20,020,00 21,977,00 15,450,00
2,673,00 2,055,001 1,547,001
14,184,00 12,547,00 10,208,00
100,00( (4,431,00) 3,645,001
36,977,00 32,148,00 30,850,00
(31,350,00)  (25,855,00)  (27,999,00)
1,858,001 — 5,526,001
1,028,001 708,00 299,00(
(155,000) (199,00() (137,001()
(46,000) (27,000) (55,000)
(7,000) (74,000) (4,172,001
2,678,001 408,00 1,461,001
(28,672,00)  (25,447,00)  (26,538,00)
(1,000 17,00( 16,00(

$ (28,673,00) $ (25,430,00) $ (26,522,00)

$ 1.25) $ (157 $ (1.80)

22,889,25 16,603,55 14,704,28




Common Stock

Shares Amount

CYTORI THERAPEUTICS, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY (DE FICIT)
FOR THE YEARS ENDED DECEMBER 31, 2007, 2006 AND 20(®

Additional
Paid-in

Capital

Accumulated

Deficit

Treasury Stock

Shares

Amount

Accumulated

Amount

Other

due
From

Exercise:

Comprehensive

of
Stock

Income (Loss) Options

Total

Balance a
December

31, 2004
Issuance o
common stock
under stock
option plan
Issuance of
common stock
under stock
warrant
agreemen
Compensatory
stock options
Compensator
common stock
awards
Issuance o
common stock t
Olympus
Accretion of
interests in joint
venture
Unrealized gain
on investment
Net loss for the
year endel
December 31,
2005

232,04:

22,22

20,00(

1,100,001

1,00(C

174,00(

50,00(

341,00(

63,00(

3,002,00!

3,829,00!

16,820,01 $17,00C $ 74,737,00 $ (51,475,00)

(26,538,00)

2,872,83

$(10,414,00) $

(32,000 $

16,00(

$ 12,833,00

174,00(

50,00(

341,00(

63,00(

3,003,00!

3,829,00!

16,00(

(26,538,00)

Balance a
December 31,
2005
Stoclk-basec
compensation
expense
Issuance o
common stock
under stock
option plan
Compensatory
common stock
awards

Sale of common
stock

Stock issued for
license
amendmen
Amount due
from exercises ¢
stock options
Unrealized gain
on investment

18,194,28

397,20!

2,50(

2,918,25!

100,00(

Net loss for the

18,00(

1,00(C

3,00(¢

82,196,00

3,202,00!

934,00(

18,00(

16,216,00

487,00(

(78,013,00)

2,872,83

(10,414,00)

(16,000)

17,00(

(15,000)

(6,229,001)

3,202,00!

935,00(

18,00(

16,219,00

487,00(

(15,000

17,00(



year endet
December 31,
2006 —

(25,447,00)

(25,447,00)

Balance at
December 31,
2006
Stoclk-basec
compensation
expense —
Issuance o
common stock
under stock
option plan

Sale of common
stock

Sale of treasur
stock —
Amount due

from exercises ¢

stock options —
Unrealized los:

on investment —
Net loss for the

year endet

December 31,

2007 —

21,612,24

604,33

3,745,64!

22,00(

1,00(C

3,00(¢

103,053,00 (103,460,00) 2,872,83

2,310,00

1,863,001

19,898,00

2,380,00!

(28,672,00)

(1,000,001

(10,414,00)

1,00C

(15,000 (10,813,00)

2,310,00!

1,864,001
19,901,00

6,000,00!

— 11,00( 11,00(

(1,000

(28,672,00)

Balance at
December 31,
2007

25,962,22 $26,00( $129,504,00 $(132,132,00) 1,872,83- $ (6,794,000 $

— $ (4,000 $ (9,400,00)

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESCONSOLIDATED FINANCIAL STATEMENT
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CYTORI THERAPEUTICS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net ¢
used in operating activitie
Depreciation and amortizatic
Inventory provisior
Warranty provision (reversa
(Reduction) increase in allowance for
doubtful account
Change in fair value of option liabilitie
Gain on sale of asse
Stoclk-based compensatic
Stock issued for license amendm
Equity loss from investment in joil
venture
Increases (decreases) in cash caused by
changes in operating assets and
liabilities:
Accounts receivabl
Inventories
Other current asse
Other asset
Accounts payable and accrued expel
Deferred revenues, related pa
Deferred revenue
Long-term deferred rer

Net cash used in operating activities

Cash flows from investing activities:

Proceeds from the sale and maturity of
shor-term investment

Purchases of shi-term investment

Proceeds from the sale of ass

Costs from sale of asse

Purchases of property and equipm

Investment in joint ventur

Net cash provided by investir
activities

Cash flows from financing activities:

Principal payments on lo-term obligations

Proceeds from lor-term obligations

Proceeds from exercise of employee stock
options and warran

Proceeds from sale of common st

Costs from sale of common sta

Proceeds from issuance of options, rel:

party
Proceeds from sale of treasury stock

Net cash provided by financir
activities

Net increase in cash and cash
equivalents

Cash and cash equivalents at beginning of
year

For the Years Ended December 31

2007 2006 2005
(28,672,00) $ (25,447,00) $ (26,538,00)
1,616,001 2,120,001 1,724,001
70,00 88,00( 280,00
(65,000) (23,000) 53,00
(1,000 (7,000 1,00(
100,00( (4,431,00) 3,645,001
(1,858,001 — (5,526,00()
2,310,00! 3,220,001 404,00
— 487,00 —

7,00( 74,00 4,172,001
217,00 598,00 46,00(
— 6,00( (159,000)

(70,000) (90,000) 363,00
(40,000) 30,00( (346,000)
1,827,001 281,00 3,027,00
(5,158,001 6,595,001 17,311,00
(10,000) (152,00() (51,000)
(268,00() 168,00 493,00
(29,995,00) (16,483,00) (1,101,001
28,007,00 67,137,00 56,819,00
(24,032,00) (63,258,00) (54,062,00)
3,175,001 — —
(305,001) — —
(563,001 (3,138,001 (1,846,00)
(300,001() (150,00() —
5,982,001 591,00 911,00
(1,200,00) (952,00() (936,000)
— 600,00 1,380,001
1,875,001 920,00 224,00
21,500,00 16,780,00 3,003,001
(1,599,00) (561,00() —
— — 1,686,001
6,000,001 — —
26,576,00 16,787,00 5,357,001
2,563,001 895,00 5,167,001
8,902,00! 8,007,001 2,840,00




Cash and cash equivalents atend of year $ 11,465,00 $ 8,902,000 $ 8,007,00!
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For the Years Ended December 31
2007 2006 2005

Supplemental disclosure of cash flow
information:
Cash paid during period fc
Interest $ 160,00 $ 201,000 $ 135,00(
Taxes 2,00( 1,00( 13,00(

Supplemental schedule of nc-cash

investing and financing activities:
Transfer of intangible assets to joint

venture (note 4 $ — 3 — $ 343,00(
Accretion of interest in joint ventul

(note 4) — — 3,829,00!
Additions to leasehold improvemer

included in accounts payable and

accrued expenst — — 800,00(
Amount due from exercise of sto

options 4,00( 15,00( —

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESCONSOLIDATED FINANCIAL STATEMENTS
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CYTORI THERAPEUTICS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2007

Organization and Operations
The Company

Cytori Therapeutics, Inc., develops, manufacturessells medical technologies to enable the pradicegenerative medicine. Our
commercial activities are currently focused on restauctive surgery in Europe and stem cell bankasdj preservation) in Japan and we
are seeking to bring our products to market inUhéed States as well as other countries. Our progipeline is developing potential new
treatments for cardiovascular disease, orthopegfitadje, gastrointestinal disorders, and pelvic healt

Our Thin Film product line will be marketed exchusly in Japan by Senko Medical Trading Co. (“SenKoflowing regulatory approval
of the product in Japan.

We have a subsidiary located in Japan.
Principles of Consolidation

The consolidated financial statements include eapants and those of our subsidiaries. All sigaifit intercompany transactions and
balances have been eliminated. Management evalitaiavestments on an individual basis for puegsosf determining whether or not
consolidation is appropriate. In instances whegeda not demonstrate control through decision-ntakinility and/or a greater than 50%
ownership interest, we account for the relatedstments under the cost or equity method, depenging managemernt'evaluation of ot
ability to exercise and retain significant influenaver the investee. Our investment in the OlymPyteri, Inc. joint venture has been
accounted for under the equity method of accour(seg note 4 for further details).

Certain Risks and Uncertainties

We have a limited operating history and our protpate subject to the risks and uncertainties #atiy encountered by companies in the
early stages of development and commercializatispecially those companies in rapidly evolving seahnologically advanced industries
such as the biotech/medical device field. Our fitwiability largely depends on our ability to cori@ development of new products and
receive regulatory approvals for those productsabkurance can be given that our new productdeiluccessfully developed, regulatory
approvals will be granted, or acceptance of thesdyzts will be achieved. The development of mddieaices for specific therapeutic
applications is subject to a number of risks, idolg research, regulatory and marketing risks. @lwan be no assurance that our
development stage products will overcome theselésiahd become commercially viable and/or gain censial acceptance.

For the years ended December 31, 2007, 2006 ar] 8@0recorded bioresorbable product revenue fradtkdnic of $792,000,
$1,451,000 and $5,634,000, respectively, whichesgmted 13.1%, 18.3% and 93.8% of total producdavdlopment revenues,
respectively. We sold our bioresorbable spinea@titbpedic surgical implant product line to Kendé&sh in May 2007.

Capital Availability

We have a limited operating history and recordedfittst sale of our products in 1999. We incurresskes of $28,672,000, $25,447,000
$26,538,000 for the years ended December 31, ZWWA and 2005, respectively, and have an accundudifcit of $132,132,000 as of
December 31, 2007. Additionally, we have used ashof $29,995,000, $16,483,000 and $1,101,000rw dur operating activities for
the years ended December 31, 2007, 2006 and 28§%atively.

Management recognizes the need to generate positsreflows in future periods and/or to obtain tiddal capital from various sources.
In the continued absence of positive cash flowsfaperations, no assurance can be given that wgerarate sufficient revenue to cover
operating costs or that additional financing wél &vailable to us and, if available, on terms atat®p to us in the future. See note 19 for
discussion of financing arrangements made subsétm&ecember 31, 2007.

The Company expects to utilize its cash and caslvalgnts to fund its operations, including resbaand development of its products
primarily for development and pre-clinical actiesi and for clinical trials. Additionally, the Coarpy believes that without additional
capital from operations and other accessible ssuwté&nancing it does not currently have adeqateling to complete the development,
preclinical activities and clinical trials requiréal bring its future products to market, therefarayill require significant additional
funding. If the Company is unsuccessful in ito&f to raise additional funds through accessibleces of financing, strategic
relationships or through revenue sources, it vélkequired to significantly reduce or curtail ksearch and development activities and
other operations. Management actively monitors eagenditures and projected expenditures as wegssdgoward our goals of product
commercialization and sales in an effort to matajgqeted expenditures to available cash flow.
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Summary of Significant Accounting Policies
Use of Estimates

The preparation of consolidated financial states@ntonformity with accounting principles geneyalkccepted in the United States
requires management to make estimates and assmspffecting the reported amounts of assets ahiliti@s and disclosure of continge
assets and liabilities at the date of the finamstialements, and the reported amounts of reveridiexpenses during the reporting period.
Actual results could differ from these estimatestifRates and assumptions are reviewed periodicatlg the effects of revisions are
reflected in the consolidated financial stateméntbe periods they are determined to be necessary.

Our most significant estimates and critical accmgnpolicies involve revenue recognition, evalugtgoodwill for impairment, accounting
for product line dispositions, valuing our put @ptiarrangement with Olympus Corporation (Put opt{see note 4), determining
assumptions used in measuring share-based comjpensgpense, valuing our deferred tax assets, ssgkaing how to report our
investment in Olympus-Cytori, Inc.

Presentation
Certain prior period amounts have been reclassifienform to current period presentation.
Cash and Cash Equivalents

We consider all highly liquid investments with mities of three months or less at the time of pasghto be cash equivalents. Investments
with original maturities of three months or lesattivere included with and classified as cash astl eguivalents totaled $10,502,000 and
$7,500,000 as of December 31, 2007 and 2006, rieplgc

Short-term Investments

We invest excess cash in money market funds, higiuyd debt instruments of financial institutioasd corporations with strong credit
ratings, and in United States government obligatidde have established guidelines relative to difieation and maturities that maintain
safety and liquidity. These guidelines are perialfijcreviewed and modified to take advantage afdeein yields and interest rates.

We evaluate our investments in accordance wittptbeisions of Statement of Financial Standards &SH No. 115, “Accounting for
Certain Investments in Debt and Equity SecuritieBdsed on our intent, our investment policies amdability to liquidate debt securities,
we classify short-term investment securities wittumrent assets. Available-for-sale securitiescareéied at fair value, with unrealized
gains and losses reported as accumulated otherrebempsive income (loss) within stockholders’ equltiye amortized cost basis of debt
securities is periodically adjusted for amortizataf premiums and accretion of discounts to matuB8tich amortization is included as a
component of interest income or interest expenbBe.amortized cost basis of securities sold is bagsdtie specific identification method
and all such realized gains and losses are recaslaccomponent within other income (expense).réView the carrying values of our
investments and write down such investments toneséd fair value by a charge to the statementpefations when the severity and
duration of a decline in the value of an investrismionsidered to be other than temporary. Theafosecurities sold or purchased is
recorded on the settlement date.

After considering current market conditions, an@ider to minimize our risk, management has eletdedvest all excess funds in money
market funds and other highly liquid investmentt tlre appropriately classified as cash equivaentf December 31, 2007.

Fair Value of Financial Instruments

The carrying amounts of our cash and cash equitsalancounts receivable, accounts payable andedexpenses approximate their fair
value due to the short-term nature of these batantle carrying amounts of our current portiotoafy-term obligations and long-term
obligations approximate fair value as the termsraels of interest for these instruments approxénetms and market rates of interest
currently available to us for similar instrumer@sir option liability is already reported at itsrfaalue based on established option pricing
theory and assumptions (note 4). Short-term imrests are also reported at fair value in the firdrstatements.
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Inventories

Inventories include the cost of material, labor amdrhead, and are stated at the lower of averaste determined on the first-in, first-out
(FIFO) method, or market. We periodically evaluatie on-hand stock and make appropriate providionany stock deemed as excess or
obsolete. We expense excess manufacturing chatsst costs resulting from lower than “normaldguction levels.

The majority of our inventory was included with teecond quarter sale of our spine and orthopeditaimh product line to Kensey Nash
(see note 5 for a description of this sale). @uaining inventory at December 31, 2007 consistg @firaw materials related to our Thin
Film products. During the third quarter of 200% wecorded a provision of $70,000 for this inveptas we determined it unlikely to be
converted into finished goods and ultimately sdldhis provision is reflected as a component ofaede and development expense rather
than as cost of product revenues due to the inwgatrelationship to Thin Film products, for whigie have not yet achieved
commercialization. As of December 31, 2007, ourimeentory balance is zero.

During the year ended December 31, 2006 and 208%eworded a provision of $88,000 and $280,00@ew#vely, for excess and slow-
moving inventory. The inventory was produced iti@pation of stocking orders from Medtronic whidid not materialize. The
provisions have been charged to cost of sales.

Property and Equipment

Property and equipment is stated at cost, net@fraalated depreciation. Depreciation expense, winicludes the amortization of
capitalized leasehold improvements, is providedfor straight-line basis over the estimated udefes of the assets, or the life of the
lease, whichever is shorter, and range from tlodweé years. When assets are sold or otherwigmded of, the cost and related
accumulated depreciation are removed from the ads@nd the resulting gain or loss is includedgarations. Maintenance and repairs
are charged to operations as incurred.

In the second and fourth quarters of 2006, we peban additional $118,000 and $108,000 of depieniaxpense to accelerate the
estimated remaining lives for certain assets detexdhto be no longer in use. The second quart@mehrelated to furniture and fixtures
longer in use due to our headquarters relocat®mwell as outdated computer software and relategetent. The assets related to both
our regenerative cell technology and MacroPore Bigsry operating segments. We recorded the clegga increase to general and
administrative expenses. The fourth quarter cheglgged to leasehold improvements that had a ehedt useful life due to the terminati
of one of our leases. The charge was allocatea¢h department based on square footage occupieid sgrminated location.

Impairment

In accordance with SFAS No. 144, “Accounting foplirment or Disposal of Long-Lived Assets,” we asseertain of our long-lived
assets, such as property and equipment and intaragibets other than goodwill, for potential impegnt when there is a change in
circumstances that indicates carrying values aftagaay not be recoverable. Such long-lived assetdeemed to be impaired when the
undiscounted cash flows expected to be generatéldebgsset (or asset group) are less than thésasagling amount. Any required
impairment loss would be measured as the amountiigh the asset’s carrying value exceeds its falue, and would be recorded as a
reduction in the carrying value of the related tase a charge to operating expense. We recognzétipairment losses during any of
the periods presented in these financial statements

Assets held for sale

In the third quarter of 2006, we classified certadsets as held for sale, including certain targibkets related to our MacroPore
Biosurgery product line (note 3). We stopped deiptang these assets in September 2006 and soMakeoPore Biosurgery product line
to Kensey Nash in May 2007 (note 5).

Goodwill and Intangibles

SFAS No. 142, “Goodwill and Other Intangible Asskéstablishes financial accounting and reportitagdards for acquired goodwill and
other intangible assets. Under SFAS No. 142, gdbdnd indefinite-lived intangible assets are natortized but are reviewed at least

annually for impairment. Separable intangible as#®t have finite useful lives will continue to d@ortized over their respective useful
lives.
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SFAS No. 142 requires that goodwill be tested figpairment on at least an annual basis or whenexit® or changes in circumstances
indicate that the carrying value of goodwill mayt be recoverable. We completed this testing asayehber 30, 2007, and concluded

no impairment existed.

In 2007, all goodwill that had been assigned toMacroPore Biosurgery reporting unit sold during sale of our spine and orthopedic

product line to Kensey Nash (see note 5).

Intangibles, consisting of patents and core teamopurchased in the acquisition of StemSource,iin2002, are being amortized on a

straight-line basis over their expected lives ofyears.

The changes in the carrying amounts of other imitefand finitelife intangible assets and goodwill for the yeanderl December 31, 20

and 2006 are as follows:

Other intangibles, ne

Beginning balanc
Amortization

Ending balanc

Goodwill, net:

Beginning balanc
Disposal of asse

Ending balance

Total goodwill and other intangibles, net

Cumulative amount of amortization char¢
against intangible assets

Other intangibles, ne

Beginning balanc
Amortization

Ending balance

Goodwill, net:
Beginning balanc

Disposal of assets
Ending balanc

Total goodwill and other intangibles, r

Cumulative amount of amortization charged

against intangible assets

2008
2009
2010
2011
2012

Revenue Recognition

Product Sales

December 31, 200

Regenerative MacroPore

Cell Technology Biosurgery Total
$ 1,300,000 $ — 3 1,300,001
(222,000 — (222,000)
1,078,00! — 1,078,001
3,922,00! 465,00( 4,387,001
— (465,000 (465,000
3,922,00! — 3,922,00!
$ 5,000,000 $ — 3 5,000,001
$ 1,138,000 $ —  $ 1,138,001

December 31, 200!
Regenerative MacroPore

Cell Technology Biosurgery Total
$ 1,521,000 $ — 3 1,521,001
(221,000 — (221,000
1,300,00! — 1,300,001
3,922,00! 465,00( 4,387,001
3,922,00! 465,00( 4,387,00
$ 5,222,000 $ 465,000 $ 5,687,00!
$ 916,00( $ —  $ 916,00(

$

222,00(
222,00(
222,00(
222,00(
190,00(

1,078,00!

As of December 31, 2007, future estimated amoitinagxpense for these other intangible assetspsatgd to be as follows:



Before the disposal of our bioresorbable spineattibpedic product line in May 2007, we sold owr(#Thin Film) MacroPore
Biosurgery products to Medtronic, Inc., a relatadty, under a Distribution Agreement dated Jan%a2000 and amended December 22,
2000 and October 8, 2002, as well as a DeveloparehSupply Agreement dated January 5, 2000 anddeddbecember 22, 2000 and
September 30, 2002. We recognized revenue on prsdies to Medtronic only after shipment of ordgoeoducts to Medtronic, as title
and risk of loss pass upon shipment.

In May 2007, we sold to Kensey Nash our intellekpwaperty rights and tangible assets related tdbiaresorbable spine and orthopedic
product line (see note 5).
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License/Distribution Fees

If separable under Emerging Issues Task Force 3824, “Revenue Arrangements with Multiple Delakles” (“EITF 00-21"), we
recognize any upfront payments received from liefdistribution agreements as revenues over thegeériwhich the customer benefits
from the license/distribution agreement.

To date, we have not received any upfront licersgements that are separable under EITF 00-21. Aawgly, such license revenues have
been combined with other elements, such as resaartdevelopment activities, for purposes of reeameognition. For instance, we
account for the license fees and milestone paymardsr the Distribution Agreement with Senko aggle unit of accounting. Similarly,
we have attributed the upfront fees received utttearrangements with Olympus Corporation, a rdlptety (see note 4), to a combined
unit of accounting comprising a license we grarte®lympus-Cytori, Inc. (the “Joint Venture”), dat=d party, as well as development
services we agreed to perform for this entity.

In the first quarter of 2006, we granted Olympuseaalusive right to negotiate a commercializatioliaboration for the use of adipose
stem and regenerative cells for a specific thertipavea outside of cardiovascular disease. Iha&mxge for this right, we received
$1,500,000 from Olympus, which is non-refundablerbay be applied towards any definitive commercalaboration in the future. As
part of this agreement, Olympus will conduct maresearch and pilot clinical studies in collabanatwith us over a 12 to 18 month pet
for the therapeutic area. The $1,500,000 paymestreceived in the second quarter of 2006 anddedaas deferred revenues, related
party. The deferred revenues, related party wiltdcognized as revenue either (i) in connectidh wther consideration received as pa
a definitive commercial collaboration in the futuee (i) when the exclusive negotiation period iegp.

In the third quarter of 2004, we entered into atfibgtion Agreement with Senko. Under this agreetnee granted to Senko an exclusive
license to sell and distribute certain Thin Filnogucts in Japan and received a $1,500,000 upficeride fee from them in return for this
right. We have recorded the $1,500,000 receivetbéerred revenues in the accompanying consolidzdahce sheets. Half of the licel
fee is refundable if the parties agree commeratbn is not achievable and a proportional amaosinéfundable if we terminate the
arrangement, other than for material breach by &défore three years post-commercialization.

Research and Development

We earn revenue for performing tasks under researdhdevelopment agreements with both commerctaterises, such as Olympus and
Senko, and governmental agencies like the Natimstitutes of Health (“NIH"). Revenue earned undewelopment agreements is
classified as either research grant or developmesenues in our consolidated statements of opasgtiepending on the nature of the
arrangement. Revenues derived from reimbursenfetitext out-ofpocket expenses for research costs associatedjraitiis are present
in compliance with EITF Issue No. 99-19, “ReportiRgvenue Gross as a Principal Versus Net as antAgew EITF Issue No. 01-14,
“Income Statement Characterization of ReimbursemBetceived for “Out-of-Pocket” Expenses Incurreth"accordance with the criteria
established by these EITF Issues, we record geaenue for the gross amount of the reimbursememé costs associated with these
reimbursements are reflected as a component dindsand development expense in the consolidaé¢ensénts of operations.

Additionally, research and development arrangem&nthave with commercial enterprises such as Olg@amad Senko are considered a
key component of our central and ongoing operatigkscordingly, when recognized, the inflows froock arrangements are presented as
revenues in our consolidated statements of opesatio

We received a total of $22,000,000 from Olympus @hdnpus-Cytori, Inc. during 2005 in two separate kelated transactions (see note
4). Approximately $4,689,000 of this amount redete common stock that we issued, as well as tviimog we granted, to

Olympus. Moreover, during the first quarter of 80@e received $11,000,000 from the Joint Ventyrenuachieving the CE Mark on the
Celution™ 600. The difference between the proceedsived and the fair values of the common stoxkaption liability was recorded as
deferred revenue, since conceptually, the exces=pds represent a prepayment for future contabsitaind obligations of Cytori for the
benefit of the Joint Venture (or “JV"), rather thadditional equity investment in Cytori. Considegrithe $4,689,000 initially allocated to
the common stock issued and the two options, werded upfront fees totaling $28,311,000 as deferegdnues, related party. In
exchange for these proceeds, we agreed to (a)da@®lympus-Cytori, Inc. an exclusive and perpelicahse to our therapeutic device
technology, including the Celution™ System platfamd certain related intellectual property, andpftovide future development
contributions related to commercializing the Celof System platform. As noted above, the licemgkedevelopment services are not
separable under EITF 00-21. The recognition «f tlgferred amount will require the achievementofise related milestones, under a
proportional performance methodology. If and ashsevenues are recognized, deferred revenue evilldereased. Proportional
performance methodology was elected due to the@afiour development obligations and efforts ipmart of the Joint Venture (“JV”),
including product development activities and regy efforts to support the commercializationtod 1V products. The application of this
methodology uses the achievement of R&D milest@sesutputs of value to the JV. We received uptfroon-refundable payments in
connection with these development obligations, Wiie have broken down into specific R&D milestottest are definable and
substantive in nature, and which will result inusato the JV when achieved. Revenue will be reizegihas the above mentioned R&D
milestones are completed.
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We established the R&D milestones based upon owgldement obligations to the JV and the specificlR8upport activities to be
performed to achieve these obligations. Our R&Destdones consist of the following primary perforroacategories: product
development, regulatory approvals, and generaip@ated pre-clinical and clinical trials. Withéiach category are milestones that take
substantive effort to complete and are criticatpgeof the overall progress towards completioefrtext generation product, which we
obligated to support within the agreements enteredwith Olympus.

To determine whether substantive effort was reguioeachieve the milestones, we considered theredteosts, required personnel and
relevant skill levels, the amount of time requiteccomplete each milestone, and the interdeperrd&ationships between the milestones,
in that the benefits associated with the completibone milestone generally support and contribotthe achievement of the next.

Determination of the relative values assigned thanilestone involved substantial judgment. Thsgasnent process was based on
discussions with persons responsible for the dgweémt process and the relative costs of completady milestone. We considered the
costs of completing the milestones in allocating plortion of the “deferred revenues, related paatcount balance to each

milestone. Management believes that, while thésdosurred in achieving the various milestonessatgiect to estimation, due to the high
correlation of such costs to outputs achieveduseeof external contract research organizatiors@rsd internal labor costs as the basis for
the allocation process provides management thisyatailaccurately and reasonably estimate suctscost

Of the amounts received and deferred, we recogrleedlopment revenues of $5,158,000 and $5,905;00@ years ended December
2007 and 2006, respectively. All related develophoests are expensed as incurred and are incladedearch and development expense
on the statement of operations.

In the third quarter of 2004, we entered into atfibgtion Agreement with Senko. Under this agreetnee granted to Senko an exclusive
license to sell and distribute certain Thin Filnogucts in Japan. We have also earned or will tiexhto earn additional payments under
the Distribution Agreement based on achieving tllewing defined research and development milestone

« In 2004, we received a nonrefundable payment a231,000 from Senko after filing an initial regulgtaapplication with th
Japanese Ministry of Health, Labour and Welfare HHIINV") related to the Thin Film product line. We initialiecorded thi
payment as deferred revenues of $1,250,

« Upon the achievement of commercialization (i.egutatory approval by the MHLW), we will be entitled an addition:
nonrefundable payment of $250,0!

Of the amounts received and deferred, we recogrieedlopment revenues of $10,000, $152,000 and@61n the years ended
December 31, 2007, 2006 and 2005, respectivelyesepting the fair value of the completed milessoredative to the fair value of the
total efforts expected to be necessary to achiegelatory approval by the MHLW. As noted above, lihense and the milestone
components of the Senko Distribution Agreementaamunted for as a single unit of accounting. Bhigle element includes a
$1,500,000 license fee which is potentially refurida We have recognized, and will continue to getze, the non-contingent fees
allocated to this combined deliverable as we cotegerformance obligations under the Distributiagréement with Senko. We will not
recognize the potentially refundable portion of tiees until the right of refund expires. See rbfer further details. Accordingly, we
expect to recognize approximately $1,129,000 (ctimgj of remaining $879,000 in deferred revenues plnon-refundable payment of
$250,000 to be received upon commercializatiomeirenues associated with this milestone arrangeare® commercialization is
achieved. We will not recognize the potentiallfurelable portion of the fees ($1,500,000) until tiggat of refund expires.

Under our agreement with the NIH, we were reimbdifee “qualifying expenditures” related to reseamhadipose-derived cell therapy
for myocardial infarction. To receive funds untiee grant arrangement, we were required to (i) destrate that we incurred “qualifying
expenses,” as defined in the grant agreement battheeNIH and us, (ii) maintain a system of corgrethereby we could accurately track
and report all expenditures related solely to netean Adipose-Derived Cell Therapy for Myocardiaflarction, and (iii) file appropriate
forms and follow appropriate protocols establishgdhe NIH. When we were reimbursed for costs lireniunder grant arrangements \
the NIH, we recognized revenues for the lesser of:
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« Qualifying costs incurred (and not previously remiagd) to date, plus any allowable grant fees fbiclv we are entitled
funding from the NIH; o

« The outputs generated to date versus the totaltsugxpected to be achieved under the researaigameent.

For the years ended December 31, 2006 and 200fasgnized NIH grant revenue of $310,000 and $31®,@ur work under this NIH
agreement was completed in 2006; as a result, there no comparable revenues or costs in 2007.

Warranty

We provide a limited warranty under our agreemauitis our customers for products that fail to compligh product specifications. We
have recorded a reserve for estimated costs weamay under our warranty program.

The following summarizes the movements in our wagrabligations, which is included in accounts gagaand accrued expenses, at
December 31, 2007 and 2006:

Additions/
As of (Deductions) tc As of
January 1, expenses Claims  December 31
2007:
Warranty obligations $ 132,000 $ (65,000 — $ 67,00(
2006:
Warranty obligation: $ 155,000 $ (23,000 — $ 132,00(

Research and Development

Research and development expenditures, which amgeth to operations in the period incurred, incloogts associated with the design,
development, testing and enhancement of our predregjulatory fees, the purchase of laboratory lEegpre-clinical and clinical studies.
Included in these expenditures are salaries anefitenelated to these efforts (excluding stockdoasompensation), which were
approximately $7,777,000 in 2007.

Also included in research and development expereditare costs incurred to support research grambwesement and costs incurred in
connection with our development arrangements wihmpus and Senko.

Expenditures related to the Joint Venture with Qdysiinclude costs that are necessary to suppocotinenercialization of future
generation devices based on our Celution™ Systatfopin. These development activities, which begaNavember 2005, include
performing pre-clinical and clinical trials, seegiregulatory approval, and performing product depeient related to therapeutic
applications for adipose stem and regenerative éalimultiple large markets. For the years endeddmnber 31, 2007, 2006 and 2005,
costs associated with the development of the devere $6,293,000, $7,286,000 and $1,136,000, résphc

Our agreement with the NIH entitled us to qualifyexpenditures of up to $950,000 for Phase | aras®H related to research on
AdiposeDerived Cell Therapy for Myocardial Infarction. Weurred $479,000 ($169,000 of which were not reirsbd), and $306,000
direct expenses for the years ended December 88, &@d 2005, respectively. There were no comparatgenditures in 2007 as our wt
under the NIH agreement was completed during 2006.

Under a Distribution Agreement with Senko we asgpomsible for the completion of the initial regolat application to the MHLW and
commercialization of the Thin Film product linedapan. During the years ended December 31, 2008, &@d 2005, we incurred $80,0
$178,000 and $129,000, respectively, of expendatettto this regulatory and registration process.

Income Taxes

Income taxes are accounted for under the assdiadnility method. Deferred tax assets and lialgititare recognized for the future tax
consequences attributable to differences betweefirthncial statement carrying amounts of existingets and liabilities and their
respective tax bases and operating loss and tdk cegry forwards. Deferred tax assets and litdd are measured using enacted tax |
expected to apply to taxable income (loss) in te&ry in which those temporary differences are drpeto be recovered or settled. Due to
our history of loss, a full valuation allowance wasognized against deferred tax assets.
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In July 2006, FASB issued Interpretation No. 48¢éunting for Uncertainty in Income Taxes—An Intertation of FASB Statement

No. 109 (“FIN 48"). FIN 48 clarifies the accoungifior uncertainty in income taxes recognized ireatity’s financial statements in
accordance with FASB Statement No. 109, Accourftingncome Taxes, and prescribes a recognitiorstiolel and measurement
attributes for financial statement disclosure afpiasitions taken or expected to be taken on adtaxn. Under FIN 48, the impact of an
uncertain income tax position on the income taxrremust be recognized at the largest amount shrabre-likely-than-not to be sustained
upon audit by the relevant taxing authority. Arcertain income tax position will not be recogniziitl has less than a 50% likelihood of
being sustained. Additionally, FIN 48 providesdarice on derecognition, classification, interest g@nalties, accounting in interim
periods, disclosure and transition.

Stock Based Compensation
Accounting Policy

On January 1, 2006, we adopted the provisionsradrigial Accounting Standards Board Statement N8R12Share-Based

Payment” (“SFAS 123R”) using the modified prospeetiransition method. SFAS 123R requires us to mreaall share-based payment
awards granted after January 1, 2006, includingehaith employees, at fair value. Under SFAS 12BR fair value of stock options and
other equity-based compensation must be recogaizexpense in the statements of operations oveetjuisite service period of each
award.

In addition, beginning January 1, 2006, we havegaized compensation expense under SFAS 123Rdarrhested portions of
outstanding share-based awards previously grameerwur (a) 2004 Equity Incentive Plan and (b)7188ck Option and Stock Purchase
Plan, over the periods these awards continue to Vdgs compensation expense is recognized basédedfair values and attribution
methods that were previously disclosed in our ppeniod financial statements under Financial actingrStandards Board Statement No.
123, “Accounting for Stock-Based Compensation” (A&&-123").

Prior to January 1, 2006, we applied the intringiie-based method of accounting for share-basgtigrat transactions with our
employees, as prescribed by Accounting Principlears (“APB") Opinion No. 25, “Accounting for Stodksued to Employees,” and
related interpretations including Financial AccongtStandards Board Interpretation No. 44, “Accaumnfor Certain Transactions
Involving Stock Compensation-An Interpretation d?B Opinion No. 25.” Under the intrinsic value madh compensation expense was
recognized only if the current market price of timelerlying stock exceeded the exercise price ofliaee-based payment award as of the
measurement date (typically the date of grant)ASE23 established accounting and disclosure requénts using a fair value-based
method of accounting for stodkased employee compensation plans. As permittesHAS 123 and by Statement of Financial Accour
Standards No. 148, “Accounting for Stock-Based Cengation—Transition and Disclosur&g disclosed on a pro forma basis the net
and loss per share that would have resulted haaidepted SFAS 123 for measurement purposes.

Fair value under SFAS 123 is determined using thel8Scholes option-pricing model with the followiassumptions:

For the year

ended
December 31
2005
Expected tern 8 year:
Risk free interest rai 3.8-4.4%
Volatility 80%
Dividends —
Resulting weighted average grant ¢
fair value $ 3.2t

Had compensation expense been recognized for basdd compensation plans in accordance with SFASwvl would have recorded t
following net loss and net loss per share amounts:

For the year

ended
December 31
2005
Net loss:
As reportec $ (26,538,00)

Add: Employee stoc-based compensation expe

included in reported net loss, net of related

effects 341,00(
Deduct: Total employee stc-based compensatic

expense determined under the fair value

method for all awards, net of related tax

effects (2,675,000



Pro forma

Basic and diluted loss per common sh.

As reportec
Pro forma
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Other Comprehensive Income (Loss)

Comprehensive income (loss) is the total of netiine (loss) and all other non-owner changes in yqQither comprehensive income
(loss) refers to these revenues, expenses, gaiddosses that, under generally accepted accouptingiples, are included in
comprehensive income (loss) but excluded frommetme (loss).

During the years ended December 31, 2007, 200@@08, our only element of other comprehensive ire@ioss) resulted from
unrealized gains (losses) on available-for-salestments, which are reflected in the consolidatat®ments of stockholders’ equity as
accumulated other comprehensive income (loss).

Segment Information

On July 11, 2005, we announced the reorganizafi@uobusiness based on two distinct operating segen- (a) Regenerative cell
technology and (b) MacroPore Biosurgery, which nfactures bioresorbable implants. In the pastresources were managed on a
consolidated basis. However, in an effort to heélect our focus and significant progress in degelopment of regenerative therapies,
we decided to, and therefore report, our finan@allts in two segments.

Our regenerative cell technology segment develmasiufactures and sells medical technologies tolerhb practice of regenerative
medicine with an initial focus on reconstructivegary and cell banking. Our commercialization maslédased on the sale of Celution™
Systems and their related harvest and deliveryunmsgntation, and on generating recurring reventgs Bingle-use consumable sets
utilized during each patient procedure.

Our MacroPore Biosurgery unit develops Thin Filmrbsorbable implants for sale in Japan through Séfédical Trading Company
(“Senko™), which has exclusive distribution rightsthese products in Japan. Also, until aftersbeond quarter of 2007, the MacroPore
Biosurgery segment manufactured and distributedHttiBROSORB™ family of spine and orthopedic implants

We measure the success of each operating segnesat ba operating profits and losses and, additiprialthe case of the regenerative
cell technology segment, the achievement of kegaeh objectives. In arriving at our operatingifssfor each segment, we use the same
accounting policies as those used for our consltdeompany and as described throughout this nétewever, segment operating results
exclude allocations of company-wide general andiaidtnative costs and changes in fair value of aption liabilities.

During the second half of 2007, we noted minimdivity in the MacroPore Biosurgery operating segirena result of sale in May 2007
to Kensey Nash of the intellectual property rigutsl tangible assets related to the spine and athiopioresorbable implant product
line. However, due to production and sales agtivitthe MacroPore Biosurgery operating segmertrpd the sale to Kensey Nash, we
have reported two operating segments through Deeeih 2007.

Prior year results presented below have been dgeelon the same basis as the current year amolsotsall periods presented, we did
have any intersegment transactions.

The following tables provide information regarditng performance and assets of our operating segment

Year ended December 31

2007 2006 2005
Revenues:
Regenerative cell technoloy $ 5,247,000 $ 6,324,000 $ 320,00(
MacroPore Biosurger 802,00( 1,603,00i 5,685,00!
Total revenues $ 6,049,000 $ 7,927,000 $ 6,005,00
Segment operating income (losses
Regenerative cell technoloy $ (17,075,00) $ (16,211,00) $ (13,170,00)
MacroPore Biosurger 9,00( (1,528,001 (976,000)
General and administrative expen (14,184,00) (12,547,00) (10,208,00)
Changes in fair value of option
liabilities (100,000) 4,431,00! (3,645,000
Total operating los $ (31,350,00) $ (25,855,00) $ (27,999,00)
As of December 31
2007 2006
Assets:
Regenerative ce
technology $11,591,00 $ 9,792,00!
MacroPore Biosurger — 1,758,001
Corporate asse 9,916,000 13,318,00

Total asset $21,507,000 $24,868,00
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We derived our revenues from the following productsearch grants, development and service ae8viti

Years ended December 3!

2007 2006 2005
Regenerative cell technology
Development revenue

Milestone revenue (Olympu $ 5,158,000 $ 5,905,000 $ —

Research grant (NIF — 310,00( 312,00(

Regenerative cell storage servi 4,00( 7,00C 8,00(

Other 85,00( 102,00( —
Total regenerative cell technology 5,247,00! 6,324,00! 320,00(
MacroPore Biosurgery:

Product revenue:

Spine & orthopedic produc 792,00( 1,451,001 5,634,00!
Development revenue 10,00( 152,00( 51,00(
Total MacroPore Biosurgery 802,00( 1,603,001 5,685,00!
Total revenues $ 6,049,000 $ 7,927,000 $ 6,005,00

The following table provides geographical informatregarding our sales to external customers:

For the Years Ended Non-

December 31, U.S. Revenue! U.S. Revenues Total Revenue:
2007 $ 6,010,000 $ 39,000 $ 6,049,001
2006 $ 7,827,000 % 100,00 $ 7,927,00!
2005 $ 6,005,000 $ — % 6,005,00!I

At December 31, 2007 and 2006, our long-lived assedt of depreciation, excluding goodwill and ing#bles (all of which are domiciled
in the U.S.), are located in the following jurisibns:

Non-
As of December 31 U.S. Domiciled U.S. Domiciled Total
2007 $ 3,932,000 $ 337,000 $ 4,269,00I
2006 $ 4995000 $ 208,000 $ 5,203,00I

Loss Per Share

We compute loss per share based on the provisiocBBAS No. 128, “Earnings Per Share.” Basic perekata is computed by dividing
net income or loss available to common stockholbgrthe weighted average number of common sharssamaing during the period.
Diluted per share data is computed by dividinginedme or loss available to common stockholdertheyweighted average number of
common shares outstanding during the period inecttsinclude, if dilutive, the number of additibeammon share equivalents that
would have been outstanding if potential commoneshhad been issued using the treasury stock md#wdential common shares were
related entirely to outstanding but unexercisedoopawards and warrants for all periods presented.

We have excluded all potentially dilutive secustieom the calculation of diluted loss per shatgtattable to common stockholders for
years ended December 31, 2007, 2006 and 2005¢iasnttiusion would be antidilutive. Potentiallylutive common shares excluded from
the calculations of diluted loss per share wer@B2r5, 5,934,029, and 7,984,741, for the years@&Bbcember 31, 2007, 2006 and 2005,
respectively.

Potential common shares in 2005 include a now-egpaption to purchase 2,200,000 shares relatdtet®lympus equity agreement (see
note 4).

Recent Accounting Pronouncements

In June 2006, the FASB issued Interpretation No:‘ABcounting for Uncertainty in Income Taxes” (WK8”). This is an interpretation
of Statement of Financial Accounting Standards MN®, “Accounting for Income Taxes.” It prescriteesecognition threshold and
measurement attribute for the financial statemeodgnition and measurement of a tax position takexxpected to be taken in a tax
return. FIN 48 also provides guidance on deredmmiclassification, interest and penalties, actimg in interim periods, disclosure and
transition. We adopted this interpretation effestianuary 1, 2007. The adoption of FIN 48 didhate a significant effect on our
consolidated financial statements.

In September 2006, the FASB issued SFAS No. 1540y Value Measurements” (“SFAS 157”). SFAS 157 nedi fair value, establishes a
framework for measuring fair value and expandsldire of fair value measurements. SFAS 157 applieler other accounting
pronouncements that require or permit fair valuasneements and accordingly, does not require awyfaie value measurements. SFAS
157 was initially effective for financial statemsnssued for fiscal years beginning after Novenitser2007. In February 2008, the FA



issued staff position FAS 157-2, which delays tfiective date of SFAS 157 for certain nonfinaneiasets and liabilities for fiscal years
beginning after November 15, 2008. We do not belihat the adoption of SFAS 157 will have a sigaifit effect on our consolidated
financial statements.
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In March 2007, the FASB ratified the consensushieddy the Emerging Issues Task Force on Issu®WN8, “Accounting for
Nonrefundable Advance Payments for Goods or Ses\tiw®e Used in Future Research and Developmenmtites” (“EITF 07-3"). EITF
07-3 states that nonrefundable advance paymentstfoe research and development activities shbaldeferred and capitalized. Such
amounts should be recognized as an expense asdHle gre delivered or the related services ar@peefd. The guidance is effective for
all periods beginning after December 15, 2007. Wecarrently in the process of evaluating whetheradoption of EITF 07-3 will have a
significant effect on our consolidated financiatsments.

In February 2007, the FASB issued SFAS 159, “ThHe Walue Option for Financial Assets and Finanti@bilities- Including an
amendment of FASB Statement No. 115" (“SFAS 15@hich permits entities to choose to measure mamnfiial instruments and
certain other items at fair value. The provisiohSBAS 159 are effective for financial statemestaied for fiscal years beginning after
November 15, 2007. We do not believe that the tdlopf SFAS 159 will have a significant effect oar consolidated financial
statements.

In December 2007, the FASB issued SFAS No. 160nddatrolling Interests in Consolidated Financiat8ients - An Amendment of
ARB No. 51" ("SFAS 160"). SFAS 160 establishes ramgounting and reporting standards for the nomobimg interest in a subsidiary
and for the deconsolidation of a subsidiary. SFA8 it effective for annual periods beginning omfter December 15, 2008. We do not
believe that the adoption of SFAS 160 will havégaiicant effect on our consolidated financialtetaents.

In December 2007, the FASB issued SFAS No. 141ideev2007), “Business Combinations” ("SFAS 141RSFEAS 141R retains the
fundamental requirements of Statement No. 141 ¢owtt for all business combinations using the aitjon method (formerly the
purchase method) and for an acquiring entity tadbatified in all business combinations. Howetbg new standard requires the
acquiring entity in a business combination to retpg all the assets acquired and liabilities assLiméhe transaction; establishes the
acquisition-date fair value as the measurementctibgefor all assets acquired and liabilities assdpand requires the acquirer to disclose
the information they need to evaluate and undedsttae nature and financial effect of the businesshkination. SFAS 141R is effective
for acquisitions made on or after the first dayaohual periods beginning on or after December @682 We do not believe that the
adoption of SFAS 141R will have a significant effen our consolidated financial statements.

In December 2007, the FASB ratified the consengashed by the Emerging Issues Task Force (EITEBIDR Issue 07-1, “Accounting
for Collaborative Arrangements” (“EITF 07-1"). BFIO7-1 requires collaborators to present the reilactivities for which they act as
the principal on a gross basis and report any pajseceived from (made to) other collaboratorgbam other applicable GAAP or, in
the absence of other applicable GAAP, based orogynab authoritative accounting literature or asm@ble, rational, and consistently
applied accounting policy election. The guidargeffective for fiscal years beginning after Decemb5, 2008. We are currently in the
process evaluating whether the adoption of EITR @7l have a significant effect on our consolidhfeancial statements.

Assets Held for Sale

We have begun to focus our efforts exclusivelylanregenerative cell therapy segment of our businés a result, in 2006, the Board of
Directors decided to divest our remaining MacroFRiasurgery assets as a means to fund our congrefiiorts in our regenerative cell
therapy segment. This decision was based on #uegehin our strategic focus as well as the comimuiegative profit margins being
realized from the MacroPore Biosurgery segment. Sdld intellectual property rights and tangibleetsselated to the spine and
orthopedic bioresorbable implant product line to8&y Nash in May 2007. See note 5 for furtherildeta

Transactions with Olympus Corporation
Initial Investment by Olympus Corporation in Cytori

In the second quarter of 2005, we entered intonangon stock purchase agreement (the “Purchase Agr@&mvith Olympus in which we
received $11,000,000 in cash proceeds.

Under this agreement, we issued 1,100,000 sharmwion stock to Olympus. In addition, we alsmggd Olympus an immediately
exercisable option to acquire 2,200,000 sharesio€ommon stock at $10 per share, which expireBDerember 31, 2006. Before its
expiration, we accounted for this option as a ligbin accordance with EITF 00-19, “Accounting fDerivative Financial Instruments
Indexed to, and Potentially Settled in, a Compa@ysn Stock” because from the date of grant thraihghexpiration, we would have been
required to deliver listed common stock to setike dption shares upon exercise.
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The $11,000,000 in total proceeds we receivedarsdtond quarter of 2005 exceeded the sum ofg(inirket value of our stock as wel
(ii) the fair value of the option at the time wetened into the share purchase agreement. The 0@ difference between the proceeds
received and the fair values of our common stockaption liability is recorded as a component deded revenues, related party in the
accompanying balance sheet. This difference wawded as deferred revenue since, conceptuallygxbess proceeds represent a
prepayment for future contributions and obligatiohE€ytori for the benefit of the Joint Venture ¢deelow), rather than an additional
equity investment in Cytori. The recognition oistdeferred amount will require the achievementetdted milestones, under a
proportional performance methodology. If and sielenues are recognized, deferred revenue wilkloesdised (see note 2 — Revenue
Recognition).

In a separate agreement entered into on Februa0B8, we granted Olympus an exclusive right tgotiate a commercialization
collaboration for the use of adipose regeneratélks ¢or a specific therapeutic area outside oflicaascular disease. In exchange for this
right, we received a $1,500,000 payment from Olysapéis part of this agreement, Olympus will conduetrket research and pilot clini
studies in collaboration with us for the therapeatiea up to December 31, 2008 when this exclugie will terminate.

In August 2006, we received an additional $11,000,8om Olympus for the issuance of approximate800,000 shares of our common
stock at $5.75 per share under the shelf registratiatement filed in May 2006. The purchase psias determined by our closing price
August 9, 2006.

As of December 31, 2007, Olympus holds approximat@l5% of our issued and outstanding shares. tiaaily, Olympus has a right,
which it has not yet exercised, to designate actiire¢o serve on our Board of Directors.

Formation of the Olympus-Cytori Joint Venture

On November 4, 2005, we entered into a joint venaurd other related agreements (the “Joint Vemtgreements”) with Olympus. The
Joint Venture is owned equally by Olympus and us.

Under the Joint Venture Agreements:

« Olympus paid $30,000,000 for its 50% interest i thoint Venture. Moreover, Olympus simultaneoushtered into
License/Joint Development Agreement with the JManhture and us to develop a second generation cocmheystem ar
manufacturing capabilitie:

» We licensed our device technology, including théu@en™ System platform and certain related intll property, to the Jo
Venture for use in future generation devices. €revices will process and purify regenerativescebiding in adipose tissue
various therapeutic clinical applications. In excbe for this license, we received a 50% interegiteé Joint Venture, as well as
initial $11,000,000 payment from the Joint Ventutlee source of this payment was the $30,000,00@riboted to the Joil
Venture by Olympus. Moreover, upon receipt of a i@&rk for the Celution™ 600 in January 2006, weeised an addition
$11,000,000 development milestone payment fronddiire VVenture

We have determined that the Joint Venture is abégiinterest entity (“VIE”) pursuant to FASB Inpeetation No. 46 (revised 2003),
“Consolidation of Variable Interest Entities - anterpretation of ARB No. 51" (“FIN 46R”), but th&tytori is not the VIE’s primary
beneficiary. Accordingly, we have accounted for imerests in the Joint Venture using the equigthod of accounting, since we can
exert significant influence over the Joint Ventgreperations. At December 31, 2007, the carryaigesof our investment in the Joint
Venture is $369,000.

We are under no obligation to provide additionalding to the Joint Venture, but may choose to doWe contributed $300,000 and
$150,000 to the Joint Venture during 2007 and 20&€pectively.

Put/Calls and Guarantees
The Shareholders’ Agreement between Cytori and @lgprovides that in certain specified circumstarafénsolvency or if we

experience a change in control, Olympus will haeerights to (i) repurchase our interests in thietdéenture at the fair value of such
interests or (ii) sell its own interests in thenid/enture to Cytori at the higher of (a) $22,0@D®r (b) the Put's fair value.
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As of November 4, 2005, the fair value of the Paswletermined to be $1,500,000. At December 317 20d 2006, the fair value of the
Put was $1,000,000 and $900,000, respectivelyctitions in the Put value are recorded in the @ateted statements of operations as a
component of change in fair value of option liai@k. The fair value of the Put has been recordeallang-term liability in the caption
option liability in our consolidated balance sheets

The valuations of the Put were completed usingmiow pricing theory based simulation analysis. (eeMonte Carlo simulation). The
valuations are based on assumptions as of thetiaiudate with regard to the market value of Cytord the estimated fair value of the
Joint Venture, the expected correlation betweervéhges of Cytori and the Joint Venture, the expéetolatility of Cytori and the Joint
Venture, the bankruptcy recovery rate for Cytdrg bankruptcy threshold for Cytori, the probabibifya change of control event for Cyti
and the risk free interest rate.

The following assumptions were employed in estingathe value of the Put:

December 31 December 31 November 4,
2007 2006 2005

Expected volatility o
Cytori 60.0(% 66.0(% 63.2(%
Expected volatility of the Joint Ventu 60.0(% 56.6(% 69.1(%
Bankruptcy recovery rate fi
Cytori 21.0% 21.0% 21.0(%
Bankruptcy threshold fc
Cytori $ 9,324,000 $ 10,110,000 $ 10,780,00
Probability of a change of control event for Cyi 2.11% 1.94% 3.04%
Expected correlation between fair values of Cyand
the Joint Venture in the futu 99.0(% 99.0(% 99.0(%
Risk free interest rate 4.04% 4.71% 4.66%

The Put has no expiration date. Accordingly, wk egntinue to recognize a liability for the Putdamark it to market each quarter until it
is exercised or until the arrangements with Olymgaesamended.

Olympus-Cytori Joint Venture

The Joint Venture has exclusive access to our tdoby for the development, manufacture, and supptie devices (second generation
and beyond) for all therapeutic applications. Oadater generation Celution™ System is developebiagoproved by regulatory agencies,
the Joint Venture may sell such systems exclusiteelys at a formula-based transfer price; we hatenmed marketing rights to the second
and all subsequent generation devices for all treartic applications of adipose regenerative cells.

As part of the various agreements with Olympuswilebe required, following commercialization ofdhloint Venture's Celution™
System or Systems, to provide monthly forecastheaaloint Venture specifying the quantities of eeategory of devices that we intend to
purchase over a rolling six-month period. Althowgh are not subject to any minimum purchase remérgs, we are obliged to buy a
minimum percentage of the products forecasted by sach reports. Since we can effectively contnel number of devices we will agree
to purchase and because no commercial devicesyeabeen developed to trigger the forecast requérgnwe estimate that the fair value
of this guarantee is de minimis as of Decembe280y.

In August 2007 we entered into a License and Rgysdreement (“Royalty Agreement”) with the Jointitare which provides us the
ability to commercially launch the Celution™ Systptatform earlier than we could have otherwise demender the terms of the Joint
Venture Agreements. The Royalty Agreement allosvgtie sale of the Cytori system until such timeh&sJoint Venture’s products are
commercially available, subject to a reasonablaltgythat will be payable to the Joint Venture &lirsuch sales.

Deferred revenues, related party

As of December 31, 2007, the deferred revenuesteatparty account primarily consists of the cosmsition we have received in exchange
for contributions and obligations that we have adrto on behalf of Olympus and the Joint Ventuesglany amounts that we have
recognized as revenues in accordance with our vevestognition policies set out in note 2). Thesatributions include product
development, regulatory approvals, and generafipaated pre-clinical and clinical trials to suppitie commercialization of the
Celution™ System platform. Our obligations alsdurde maintaining the exclusive and perpetual beeto our device technology,
including the Celution™ System platform and certailated intellectual property.

Pursuant to EITF 00-21, we have concluded thaliteaese and development services must be accofmted a single unit of
accounting. Refer to note 2 for a full descriptadrour revenue recognition policy.
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Condensed financial information for the Joint Vestu

A summary of the unaudited condensed financialrmédion for the Joint Venture as of December 3D728nd 2006 and for the periods
from January 1 to December 31, 2007 and 2006 amd ovember 4, 2005 (inception) to December 31528@s follows:

As of As of
December December
31, 2007 31, 2006

(Unaudited) (Unaudited)

Balance Sheet:

Assets:
Cash $ 713,000 $ 173,00(
Prepaid insurance 9,00( 15,00(
Computer equipment and software, net 24,00( —
Total assets $ 746,000 $ 188,00(
Liabilities and Stockholde’ Equity:
Accrued expenses $ 27,000 $ 62,00(
Amounts due to related party 72,00( —
Stockholders’ equity 647,00( 126,00(
Total liabilities and stockholders’ equity $ 746,000 $ 188,00(
Period from
Period from Period from November 4,
January 1, January 1, 2005
2007 to 2006 to (inception) to
December 31, December 31, December 31,
2007 2006 2005
(Unaudited (Unaudited (Unaudited)
Statements of Operation
Research and development expe $ — $ 11,000,00 $ 19,343,00
General and administrative expense 79,00( 174,00( —
Net loss $ (79,000 $ (11,174,00) $ (19,343,00)

5. Gain on Sale of Asset
Spine & Orthopedics Product Line

In May 2007, we sold to Kensey Nash our intellekpwaperty rights and tangible assets related tospine and orthopedic bioresorbable
implant product line, a part of our MacroPore Biggry business. Excluded from the sale was ouarddpin Film product line.

We received $3,175,000 in cash related to the diipn. The assets comprising the spine and odtliogproduct line transferred to
Kensey Nash were as follows:

Carrying Value
Prior to Disposition

Inventory $ 94,00(
Other current asse 17,00(
Assets held for sal 436,00(
Goodwill 465,00(

$ 1,012,001

We incurred expenses of $109,000 in connection thighsale during the second quarter of 2007. Asgfahe disposition agreement,
we were required to provide training to Kensey Nagiresentatives in all aspects of the manufagpimocess related to the transferred
spine and orthopedic product line, and to act éndapacity of a product manufacturer from the pofrdale through August

2007. Because of these additional manufacturiggirements, we deferred $196,000 of the gain relat¢he outstanding
manufacturing requirements, and we recognized 81080 as a gain on sale in the statement of opesatiuring the second quarter of
2007. These manufacturing requirements were cdegpla August as planned, and the associated s@stsclassified against the
deferred balance, reducing it to zero. As of Ddeen31, 2007, no further costs or adjustmentsingldo this product line sale are
anticipated.
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The revenues and expenses related to the spinerémagedic product line sold to Kensey Nash forytears ended December 31, 2007,
2006 and 2005, were as follows:

For the years ended December 3

2007 2006 2005
Revenue! $ 792,000 $ 1,451,000 $5,634,00
Cost of product revenut (422,000 (1,634,00) (3,154,00i)
Research & developme (113,000 (1,052,00) (2,325,000
Sales & marketin (21,000 (163,000 (501,000

Thin Film Product Line

In May 2004, we sold most, but not all, of our llgtetual property rights and tangible assets reléweour Thin Film product line to MAST
(see note 6). The assets comprising the Thin prlmduct line sold to MAST were as follows:

Carrying Value

Prior to
Disposition
Finished goods inventol $ 177,00(
Manufacting and development equipm 217,00(
Goodwill 240,00(
$ 634,00(

Under this agreement we were contractually entiitetthe following additional consideration (nonetloi consideration has been
recognized in the financial statements):

« $200,000, payable only upon receipt of 510(k) claae from the U.S. Food and Drug AdministrationD/#*) for a hernia wra
product (thin film combined product); al

« $2,000,000 on or before the earlier of (i) May 3@05, known as th“Settlement Dat” or (ii) 15 days after the date upon wt
MAST has hired a Chief Executive Officer (“CEO}ovided the CEO held that position for at leastrfmonths and met ott
requirements specified in the sale agreement. Mwateclause (ii) effectively means that we woutd have received payment
$2,000,000 before May 31, 2005 unless MAST hadlrar€EO on or before January 31, 2005 (four mopitios to the Settleme
Date). Moreover, in the event that MAST had noetlia CEO on or before January 31, 2005, MAST naaaelfat its sole optic
and subject to the requirements of the sale agnegrakternatively provided us with a 19% equityeirgst in the MAST busine
that is managing the Thin Film assets at May 30526 lieu of making the $2,000,000 payment. Gamtention was that MAS
did in fact hire a CEO on or before January 31,52@G0d thus, we were entitled to a $2,000,000 pasiment on or before M
31, 2005.

MAST did not make the payments specified aboveer@tore, on June 14, 2005, we initiated arbitrafiomceedings against MAST,
asserting that MAST was in breach of the Asset Rase Agreement by failing to pay the final $2,000,(h purchase price (among other
issues). MAST responded asserting its own claimsrabout June 23, 2005. MAST’s claims includativieere not limited to the
following allegations: (i) we inadequately transézr know-how to MAST, (ii) we misrepresented thetesiof the distribution network, (iii)
we provided inadequate product instructions tosysand (iv) we failed to adequately train varioigrébutors.

In August 2005, the parties settled the arbitrafiozceedings and gave mutual releases of all cJartepting those related to the territory
of Japan, and agreed to contractual compromisesntst significant of which was our waiving of thigigation for MAST to either pay
the final cash purchase installment of $2,000,00@ @leliver 19% of its shares.

In exchange, MAST agreed to supply - at no cosiste all required product for any necessary clingtady for the territory of Japan and to
cooperate in the planning of such study. Howeif@vre enter into a supply agreement with MAST foe territory of Japan, we would be
obliged to reimburse MAST for any Thin Film prodscipplied in connection with the Japanese studycatst of $50 per sheet.

As a result of the arbitration settlement, we retped the remaining deferred gain on sale of asdge$5,650,000, less $124,000 of related
deferred costs, in the consolidated statement efatipns in the third quarter of 2005.
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6. Thin Film Japan Distribution Agreement
In the third quarter of 2004, we entered into atiistion Agreement with Senko. Under this agreetnere granted to Senko an exclusive
license to sell and distribute certain Thin Filnoghucts in Japan. Specifically, the license coUdiis Film products with the following
indications:
« Anti-adhesion,
« Soft tissue support, ar

« Minimization of the attachment of soft tissues tigbout the body.

The Distribution Agreement with Senko commencesufpommercialization.” Essentially, commercialimat occurs when one or more
Thin Film product registrations are completed wvtita MHLW.

Following commercialization, the Distribution Agreent has a duration of five years and is renewfablan additional five years after
reaching mutually agreed minimum purchase guarantee

The Distribution Agreement also provides for usupply certain products to Senko at fixed pricesrdkie life of the agreement once we
have received approval to market these produciapan. In addition to the product price, Senkédalsio be obligated to make royalty
payments to us of 5% of the sales value of anyymrtsdSenko sells to its customers during the tinste years post-commercialization.

At the inception of this arrangement, we receivékl £00,000 license fee which was recorded as defeevenues in 2004. We have also
received $1,250,000 in milestone payments from 8e8ke “Revenue Recognition” under note 2 abovedopolicies with regard to the
timing of when these amounts will be recognizedeagnues.

As part of the Thin Film sales agreement (see Bptee granted MAST a right to acquire our Thimkitelated interest in Japan. This
right expired unexercised on May 31, 2007.

7. Short-term Investments

Our short-term investment balance is $0 as of Déeer81, 2007, as all our excess cash is includddemish and cash equivalents in the
accompanying consolidated balance sheets.

As of December 31, 2006, all short-term investmergse classified as available-for-sale, which cstesi of the following:

December 31, 200!

Less than 12 months Greater than 12 months
temporary impairment temporary impairment Total
Gross Gross Gross
Amortized Unrealized Estimated Unrealized Estimated Unrealized Estimated
Cost Losses Fair Value Losses Fair Value Losses Fair Value
Corporate notes ar
bonds $ 599,000 $ — $ 599,00 $ — 3 — $ — $ 599,00(
Agency securities 3,377,00! — 3,377,00! — — — 3,377,00!
Total $3,976,000 $ — $3,976,000 $ — $ — $ — $3,976,00I

As of December 31, 2006, investments availablestde-had less than one year maturities as follows:

December 31, 20C

Amortized
Cost

Corporate notes and bont
with maturity of less than 1 ye $ 599,00(
with maturity of 1 to 2 year —
Agency securities
with maturity of less than 1 ye 3,377,00!
with maturity of 1 to 2 years —

$ 3,976,00!

Proceeds from sales and maturity of short termstments for the year ended December 31, 2007, 200@005 were $28,007,000,
$67,137,000 and $56,819,000, respectively. Graaizesl losses for such sales were approximatel$$@00 and $12,000 in 2007, 2006
and 2005, respectivel
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8. Composition of Certain Financial Statement Captions
Inventories, net
As of December 31, 2007 and 2006, inventories,wmete comprised of the following:

December December

31, 31,
2007 2006
Raw materials $ — $ 136,00(
Finished goods — 28,00(
$ — $ 164,00(

Other Current Assets
As of December 31, 2007 and 2006, other currergtasgere comprised of the following:

December December

31, 31,

2007 2006
Prepaid insuranc $ 287,000 $ 214,00(
Prepaid othe 411,00( 434,00(
Accrued interest receivab — 19,00(
Other receivable 66,00( 44,00(

$ 764,000 $ 711,00(

Property and Equipment, net
As of December 31, 2007 and 2006, property andpegemt, net, were comprised of the following:

December December

31, 31,
2007 2006
Manufacturing and development
equipmen $ 2,833,000 $ 2,980,00!
Office and computer equipme 2,430,00! 2,653,00!
Leasehold improvements 3,124,00! 3,085,00!

8,387,001 8,718,00!

Less accumulated depreciation and
amortization (4,955,001 (4,476,000
$ 3,432,000 $ 4,242,00

Accounts Payable and Accrued Expenses
As of December 31, 2007 and 2006, accounts payetaleéccrued expenses were comprised of the folgawin

December December

31, 31,

2007 2006
Accrued legal fee $ 2,749,000 $ 1,630,00!
Accrued R&D studie: 1,263,001 1,064,001
Accounts payabl 479,00( 729,00(
Accrued vacatiol 816,00( 628,00(
Accrued bonu: 886,00( 661,00(
Accrued expense 623,00( 371,00(
Deferred ren 265,00( 239,00(
Warranty reserv 67,00( 132,00(
Accrued accounting fee 131,00( 115,00(
Accrued payroll 70,00( 18,00(

$ 7,349,000 $ 5,587,00!
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9.

10.

Commitments and Contingencies

We have contractual obligations to make paymenteases of office and manufacturing space as fallow

Years Ending Operating
December 31, Leases
2008 $ 1,696,001
2009 1,626,001
2010 707,00(
Total $ 4,029,00I

On May 24, 2005, we entered into a lease for 91defd@re feet of space located at 3020 and 303@rCRlbad, San Diego, California. 1
majority of our operations are located in this liaci The agreement bears monthly rent at anahitite of $1.15 per square foot, with
annual increases of 3%. The lease term is 57 mpatimmencing on October 1, 2005 and expiring oie B, 2010. Payments for our
Callan Road location commenced in June 2006.

The lease contains a provision whereby we couldqeired to remove some or all of the leaseholdawpments we have constructed at
the end of the lease term. We believe the coatschuld be incurred pursuant to this provision lddae immaterial, and therefore we have
not recorded a liability for them as of December&107.

We also lease 4,027 square feet of office spa@ddat 9-3 Otsuka 2-chome, Bunkyo-ku, Tokyo, Japdre agreement bears rent at a
rate of $4.38 per square foot, for a term of twargeexpiring on November 30, 2009.

Rent expense, which includes common area maintenémrcthe years ended December 31, 2007, 200608 was $1,992,000,
$2,397,000 and $1,632,000, respectively.

We have entered into agreements with various einesearch organizations for pre-clinical andicihdevelopment studies, which have
provisions for cancellation. Under the terms ofthagreements, the vendors provide a variety gfcgsrincluding conducting pre-clinical
development research, enrolling patients, recrgigiatients, monitoring studies and data analysignfents under these agreements
typically include fees for services and reimbursethtd expenses. The timing of payments due undesettagreements was estimated b.
on current schedules of pre-clinical and clinicdabiges in progress. As of December 31, 2007, we Ipae-clinical research study
obligations of $196,000 (all of which are expediethe complete within a year) and clinical reseatcidly obligations of $9,295,000
($4,155,000 of which are expected to be completeinva year).

We are subject to various claims and contingeneileged to legal proceedings. Due to their natsmeh legal proceedings involve
inherent uncertainties including, but not limited ¢ourt rulings, negotiations between affectedigsiand governmental

actions. Management assesses the probabilityseffar such contingencies and accrues a liabititV@ discloses the relevant
circumstances, as appropriate. Management belteagsny liability to us that may arise as a restiturrently pending legal proceedings
will not have a material adverse effect on ourtiicial condition, liquidity, or results of operat®as a whole.

Refer to note 10 for a discussion of our commitraemtd contingencies related to our interactionk thié University of California.

Refer to note 4 for a discussion of our commitmeamis contingencies related to our transactions @iytmpus, including (a) our obligati
to the Joint Venture in future periods and (b)aarput and call rights embedded in the arrangesneith Olympus.

Refer to note 6 for a discussion of our commitmemis contingencies related to our arrangementsMRBT and Senko.
License Agreement

On October 16, 2001, StemSource, Inc. enteredaimtexclusive worldwide license agreement with tegdts of the University of
California (“UC"), licensing all of UC’s rights toertain pending patent applications being prosekchieUC and (in part) by the

University of Pittsburgh, for the life of these gats, with the right of sublicense. The excludizense relates to an issued patent (“Patent
6,777,231") and various pending applications retato adipose derived stem cells. In November 2@@2acquired StemSource, and the
license agreement was assigned to us.

The agreement, which was amended and restategtarSleer 2006 to better reflect our business maadls for various periodic payme!
until such time as we begin commercial sales of@ogucts utilizing the licensed technology. Upahieving commercial sales of
products or services covered by the UC licenseesgeat, we will be required to pay variable earr@alties based on the net sales of
products sold. Minimum royalty amounts will incseaannually with a plateau in 2015. In additibreré are certain due diligence
milestones that are required to be reached asli odshe agreement. Failure to fulfill these @sones may result in a reduction of or loss
of the specific rights to which the effected mites relates.
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11.

In connection with the amendment of the agreemretite third quarter of 2006, we agreed to issuge@shares of our common stock to
UC in the fourth quarter of 2006. At the time Hgreement was reached, our shares were trading&t fer share. The expense was
charged to general and administrative expense.

Additionally, we are obligated to reimburse UC fatent prosecution and other legal costs on argnpapplications contemplated by the
agreement. In particular, the University of Pitisih filed a lawsuit in the fourth quarter of 200&ming all of the inventors who had not
assigned their ownership interest in Patent 6, BA7t8 the University of Pittsburgh. It was seekindetermination that its assignors, ra
than UC’s assignors, are the true inventors ofiR&@&77,231. This lawsuit has subjected us tocandid continue to subject us to
significant costs and, if the University of Pittsgh wins the lawsuit, our license rights to thisgué could be nullified or rendered non-
exclusive with respect to any third party that niligense rights from the University of Pittsburgh.

On August 9, 2007, the United States District Cguainted the University of Pittsburgh’s motion 8&rmmary Judgment in part,
determining that the University of Pittsburgh’sigages were properly named as inventors on Paféia? @31, and that all other
inventorship issues shall be determined accordirthe facts presented at trial. The trial was tated in January 2008 and we expect to
have the trial court’s final decision on the casmstime in the first or second quarter of 2008.

We are not named as a party to the lawsuit, bupoesident, Marc Hedrick, is one of the inventalentified on the patent and therefore is
a named individual defendant. We are providingstarttial financial and other assistance to therdefef the lawsuit.

In the years ended December 31, 2007, 2006 and 2@08xpensed $2,418,000, $2,189,000 and $1,303.@88=ctively, for legal fees
related to this license. These expenses havediessified as general and administrative expengleeimccompanying consolidated
financial statements. We believe that the $2,48%Axcrued as of December 31, 2007 is a reasoastieate of our liability for the
unpaid expenses incurred through December 31, 2007.

Long-term Obligations
In 2003, we entered into an Amended Master SecAdrgement to provide financing for new equipmeuntchases. In 2004, we issued
promissory notes in an aggregate principal amotiapproximately $1,039,000 and in 2005, we issusel additional promissory note for
an amount of approximately $1,380,000. Our mostmepromissory note, with approximately $600,00@rimcipal, was executed in
December 2006. All outstanding notes are secuyezthipment with an aggregate cost of approxim&l297,000.

Additional details relating to the above promissooges that are outstanding as of December 31,,208presented in the following table:

Original Current

Loan Interest Monthly Remaining
Origination Date Amount Rate Payment* Term Principal
September 200 $ 317,00( 891 $ 9,00( 48 Month: $  20,00(
December 200 1,380,001 10.7"% 42,00( 36 Month: 503,00(
December 200 600,00( 11.0%% 20,00( 36 Month: 435,00(
Total 958,00(
Less: Current Portio (721,000
Long-Term Obligations $ 237,00(

* Includes principal and interest

As of December 31, 2007, the future contractualgipial payments on all of our promissory notesaaéollows:

Years Ending December 31

2008 $ 721,00(
2009 221,00(
2010 16,00(
Total $ 958,00(

Our interest expense for the years ended Decenih@087, 2006 and 2005 (all of which related tamissory notes issued in connection
with our Amended Master Security Agreement) wass5§1@0, $199,000 and $137,000, respectively.
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12. Income Taxes

Due to our net loss position for the years endeceber 31, 2007, 2006 and 2005, and since we leaeeded a full valuation allowance
against deferred tax assets, there was no provigibenefit for income taxes recorded. There wereomponents of current or deferred
federal or state income tax provisions for the gesrded December 31, 2007, 2006, and 2005.

A reconciliation of the total income tax provisitax rate to the statutory federal income tax r&t@486 for the years ended December 31,
2007, 2006 and 2005 is as follows:

2007 2006 2005

Income tax expense (benefit) at federal statutor
rate (34.00% (34.00% (34.00%
Stock base:
compensation 0.92% 0.9¢% 0.05%
Credits (4.87)% (2.72)% (0.59%
Change in federal valuatic
allowance 41.62% 34.52% 23.4%
Equity loss on investment in Joint Ventt 0.01% 0.12% 5.3t
Gain on intangible
property —% —% 474
Other, net (3.66)% 1.0¢% 0.9%%

0.0(% 0.0(% 0.0(%

The tax effects of temporary differences that gige to significant portions of the deferred tagets and deferred tax liabilities as of
December 31, 2007 and 2006 are as follows:

2007 2006

Deferred tax asset

Allowances and

reserves $ 55,00 $ 163,00(

Accrued

expenses 582,00( 625,00(

Deferred revenue and gain on sale

assets 5,910,00! 7,971,00!

Stock based

compensation 2,528,00! 1,933,001

Net operating loss

carryforwards 37,704,00 24,410,00

Income tax credi

carryforwards 4,140,00! 3,201,00!

Capitalized assets and

other 284,00( 720,00(

51,203,00 39,023,00
Valuation
allowance (50,435,00) (38,505,00)

Total deferred tax assets, net of
allowance 768,00( 518,00(

Deferred tax liabilities
Property and equipment, principally due to differesin

depreciatior (338,000 —
Intangibles (430,000 (518,000
Other — —

Total deferred tax
liability (768,000 (518,000

Net deferred tax asse
(liability) $ — $ —

We have established a valuation allowance agaurstet deferred tax asset due to the uncertaintpsnding the realization of such
assets. Management periodically evaluates the eeability of the deferred tax asset. At such tireétés determined that it is more likely
than not that deferred assets are realizable,ghmtion allowance will be reduced. We have recomealuation allowance of $50,435,(



as of December 31, 2007 to reflect the estimatenuatnof deferred tax assets that may not be rehliée increased our valuation
allowance by approximately $11,930,000 for the y@ated December 31, 2007. The valuation allowamdedes approximately $579,000
related to stock option deductions, the benefitbith will be credited to equity if ever utilized.

At December 31, 2007, we had federal and statedamperating loss carryforwards of approximated9,941,000 and $77,254,000,
respectively. The federal and state net operatiag tarryforwards begin to expire in 2019 and 20d8pectively, if unused. At December
31, 2007, we had federal and state tax credit framsards of approximately $2,946,000 and $2,735,086pectively. The federal credits
will begin to expire in 2017, if unused, and $18D®f the state credits will begin to expire in 2GDunused. The remaining state credits
carry forward indefinitely. In addition, we hadréign tax loss carryforwards of $2,774,000 and $10®@ in Japan and the United
Kingdom, respectively.

The Internal Revenue Code limits the future avditgtof net operating loss and tax credit carryfards that arose prior to certain
cumulative changes in a corporation’s ownershiplteg) in a change of our control. Due to prior @ship changes as defined in IRC
Section 382, a portion of the net operating losktar credit carryforwards are limited in their aahutilization. In September 1999, we
experienced an ownership change for purposes dRiieSection 382 limitation. As of December 31, 20these pre-change net operating
losses and credits are fully available.
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Additionally, in 2002 when we purchased StemSouneeacquired federal and state net operating lasyforwards of approximately
$2,700,000 and $2,700,000, respectively. This etrgggered an ownership change for purposes of $R€tion 382. It is estimated that the
pre-change net operating losses and credits wililheavailable by 2008.

We have completed an update to our IRC Sectiors88% analysis through April 17, 2007. We havehad any additional ownership
changes based on this study.

As a result of the adoption of SFAS 123R, we reamwindfall tax benefits associated with the elsrof stock options directly to
stockholders’ equity only when realized. Accordingleferred tax assets are not recognized foopetating loss carryforwards resulting
from windfall tax benefits occurring from January2D06 onward. At December 31, 2007, deferredchtsmets do not include $2,026,000 of
excess tax benefits from stock-based compensation.

In July 2006, the FASB issued Interpretation Ng. A8&ounting for Uncertainty in Income Taxes — Awerpretation of FASB Statement
No. 109 (“FIN 48™)which is effective for fiscal years beginning aflBgcember 15, 2006 and was first effective forGlaenpany beginnin
January 1, 2007. FIN 48 clarifies the accountirguincertainty in income taxes recognized in aftyéstfinancial statements in accorda
with FASB Statement No. 109, Accounting for Incofirexes, and prescribes a recognition threshold ssembarement attributes for
financial statement disclosure of tax positionetakr expected to be taken on a tax return. URt#8, the impact of an uncertain
income tax position on the income tax return mestdrognized at the largest amount that is momyithan-not to be sustained upon
audit by the relevant taxing authority. An unciriacome tax position will not be recognized ihis less than a 50% likelihood of being
sustained. Additionally, FIN 48 provides guidamcede-recognition, classification, interest andaeées, accounting in interim periods,
disclosure and transition.

The total amount of unrecognized tax benefits ab®fate of adoption was zero.

Following is a tabular reconciliation of the Unrgoized Tax Benefits activity during 2007:

Unrecognized Tax Benefi— Opening Balanc None
Gross increase- tax positions in prior perio None
Gross decreas« tax positions in prior perio None
Gross increas— curren-period tax position $ 716,54!
Settlement: None
Lapse of statute of limitatior None
Unrecognized Tax Benefi— Ending Balanct $ 716,54!

None of the amount included in the FIN 48 liabilityecognized would affect the Company’s effectiag rate, since it would be offset by
an equal reduction in the deferred tax asset valuallowance. The Company’s deferred tax assetéudly reserved.

The Company did not recognize interest relatechteepgnized tax benefits in interest expense andlfies in operating expenses as of
December 31, 2007.

The Company is subject to taxation in the Uniteatéd and California. The Company is currentlyurater examination by the Internal
Revenue Service or any other taxing authority.

The Company'’s tax years for 1999 and forward casuiigect to examination by the United States andd@aia tax authorities due to the
carryforward of net operating losses and reseageieldpment credits.

The Company does not foresee material changes ¢wass FIN 48 liability within the next twelve ntbas.

Employee Benefit Plar
We implemented a 401(k) retirement savings andtmsbéring plan (the “Plan”) effective January 899. We may make discretionary
annual contributions to the Plan, which is allodatethe profit sharing accounts based on the nuwibygears of employee service and

compensation. At the sole discretion of the BodrDicectors, we may also match the participantsitdbutions to the Plan. We made no
discretionary or matching contributions to the Ata2007, 2006 or 2005.
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15.

Stockholders' Deficit
Preferred Stock

We have authorized 5,000,000 shares of $.001 pae ymeferred stock, with no shares outstandinof @ecember 31, 2007 and 2006. (
Board of Directors is authorized to designate #ms and conditions of any preferred stock we isgtleout further action by the commu
stockholders.

Common Stock

In February 2007, we completed a registered djyabtic offering of units consisting of common staokd warrants. We received net
proceeds of $19,901,000 from the sale of unitsisting of 3,746,000 shares of common stock and3L(8X0 common stock warrants (w
an exercise price of $6.25 per share and a five-geercisability period) under our shelf regisiatstatement.

We have accounted for the warrants as permaneityegonsistent with EITF 00-19, “Accounting for Bxative Financial Instruments
Indexed to, and Potentially Settled in, a Compa®@uen Stock”. The warrants must be settled throaiglash exercise whereby the warrant
holder exchanges cash for shares of Cytori comramk sunless the exercise occurs when the relagidtration statement is not effecti

in which case the warrant holder can only exerttiseugh the cashless exercise feature of the wiaagmneement.

Treasury Stock

On August 11, 2003, the Board of Directors auttettithe repurchase of up to 3,000,000 shares afauamon stock in the open market,
from time to time until August 10, 2004 at a pureh@rice per share not to exceed €15.00, basdtkeaxthange rate in effect on August
11, 2003. During 2003, we repurchased 614,099 studreur Common Stock at an average cost of $3e6%Ipare for a total of $2,266,0

In 2003, we sold 150,500 shares of treasury stock$42,000 at an average price of $3.60 per sfiiebasis of the treasury stock sold
was the weighted average purchase price or $3.63haee with the difference of $10,000 accountedfoa reduction to additional paid-in
capital.

On December 6, 2003, we exchanged 1,447,755 sbhoesnmon stock (all listed on the Frankfurt Stéoichange) held in our treasury

for 1,447,755 of our unlisted outstanding commarlsissued to former StemSource shareholders. 8004yas accounted for as a charge
against additional paid-in capital relating to tiference between the weighted average purchase @nd fair market value of the listed
shares held in treasury at the time of the exchange

In 2004, we repurchased 27,650 shares of our constoak for $76,000 on the open market at a prick20f5 per share. Additionally in
2004, we repurchased 262,602 shares of our comtook ®r $976,000 from a former director and offioé StemSource at a price of
$3.72 per share.

Our repurchase program expired on August 10, 20Gthave no plans to initiate a new repurchase progt this time.

In April 2007, we sold 1,000,000 shares of unreged common stock from our treasury to Green HakBitpply, Inc. for $6,000,000
cash, or $6.00 per share. The basis of the treasoeck sold was the weighted average purchase,wic$3.62 per share, and the
difference of $2.38 per share, or $2,380,000, wasunted for as an increase to additional paicapitel.

Stockholders Rights Plan

On May 28, 2003, the Board of Directors declarelivadend distribution of one preferred share pusghaght (a “Right”) for each
outstanding share of our common stock. The dividenmhyable to the stockholders of record on JUh€Q@03, and with respect to shares
of common stock issued thereafter until the Distiitn Date (as defined below) and, in certain aimstances, with respect to shares of
common stock issued after the Distribution Datecdgit as set forth below, each Right, when it besoexercisable, entitles the registered
holder to purchase from us one one-thousandth Q0th) of a share of our Series RP Preferred S&@K01 par value per share (the
“Preferred Stock”), at a price of $25.00 per one-tiousandth (1/1000th) of a share of PreferredkSsubject to adjustment. Each share
of the Preferred Stock would entitle the holdeotio common stock with a value of twice that paidtfee Preferred Stock. The description
and terms of the Rights are set forth in a RighyseBment (the “Rights Agreement”) between us anth@dershare Trust Company, Inc.,
as Rights Agent, dated as of May 29, 2003, andresded on May 12, 2005 and August 28, 2007.
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The Rights attach to all certificates represensingres of our common stock outstanding, and atkereed by a legend on each share
certificate, incorporating the Rights Agreementéference. The Rights trade with and only withdksociated shares of our common
stock and have no impact on the way in which haldan trade our shares. Unless the Rights Agreewssnto be triggered, it would have
no effect on the Company’s consolidated balancetsfreincome statement and should have no taxteffethe Company or its
stockholders. The Rights Agreement is triggerechupe earlier to occur of (i) a person or groufifiated or associated persons having
acquired, without the prior approval of the Bodrdneficial ownership of 15% or more of the outstagéghares of our common stock or

(ii) 10 days, or such later date as the Board negrchine, following the commencement of or annoorerg of an intention to make, a
tender offer or exchange offer the consummatiowldth would result in a person or group of affiéidtor associated persons becoming an
Acquiring Person (as defined in the Rights Agreethexcept in certain circumstances (the “DistribntDate”). The Rights are not
exercisable until the Distribution Date and willpine at the close of business on May 29, 2013,ssnlee redeem them earlier.

16. Stocl-based Compensatior

During 2004, we adopted the 2004 Equity IncentilaRthe “2004 Plan”), which provides our employatisectors and consultants the
opportunity to purchase our common stock throughauelified stock options, stock appreciation righéstricted stock units, or restrict
stock and cash awards. The 2004 Plan initiallyides for issuance of 3,000,000 shares of our comsiack, which number may be
cumulatively increased (subject to Board discrgtmman annual basis beginning January 1, 2005 hndmnual increase shall not exceed
2% of our then outstanding stock. As of Decemlder2B07, there are 2,129,146 securities remaimagaaailable for future issuances
under 2004 Plan, which is exclusive of securitgebd issued upon an exercise of outstanding optwaisants, and rights.

During 1997, we adopted the 1997 Stock Option andkSPurchase Plan (the “1997 Plan”), which prositte the direct award or sale of
shares and for the grant of incentive stock opt{6i&0s”) and non-statutory options to employeegators or consultants. The 1997
Plan, as amended, provides for the issuance a d00,000 shares of our common stock. The eseeqice of ISOs cannot be less than
the fair market value of the underlying shareshendate of grant. ISOs can be granted only to eygpla The 1997 Plan expired on
October 22, 2007.

Generally, awards issued under the 2004 Plan ot98& Plan are subject to four-year vesting, ane lzacontractual term of 10
years. Most awards contain one of the following testing provisions:

» 12/48 of a granted award will vest after one ydareovice, while an additional 1/48 of the awardl wést at the end of each mo
thereafter for 36 months, |

« 1/48 of the award will vest at the end of each manter a four-year period.

A summary of activity for the year ended Decemblier2907 is as follows:

Weighted
Average
Options Exercise Price
Balance as of January 1, 2C 5,934,020 $ 4.62
Grantec 912,90¢ 5.5¢
Exercisec (604,33 3.0¢
Expired (134,459 6.4C
Cancelled/forfeited (100,86) 6.0¢
Balance as of December 31, 2007 6,007,27! ¢ 4.8t
Weighted
Average

Weighted Remaining
Average Contractual Aggregate

Exercise Term Intrinsic
Options Price (years) Value
Balance as of December 31, 2( 6,007,27" $ 4.8 5.77 $ 9,470,83
Vested and unvested expected to vest ¢
December 31, 2007 5,867,35 $ 4.8: 5.7C $ 9,365,31!
Vested and exercisable at December 31
2007 4,453,82' $ 457 4,7¢ $ 8,299,36.
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The following table summarizes information abouti@ps outstanding as of December 31, 2007:

Options Outstanding Options Exercisable
Weighted
Weighted Average Weighted
Average Remaining Average
Number of Exercise Contractual Life Number of Exercise
Range of Exercise Price Shares Price in Years Shares Price
Less than $2.0 223,90¢ $ 0.3 1.C 223,90¢ $ 0.3t
$2.00-3.99 1,623,15! 3.07 4.€ 1,440,39. 3.07
$4.00-5.99 2,451,65 4.6€ 6.S 1,645,01. 4.4C
$6.00-7.99 1,379,39 6.81 5.7 949,21( 6.92
$8.00-9.99 252,15° 8.6¢ 7.8 118,30: 8.67
More than $10.0i 77,00( 13.1¢ 2.2 77,00( 13.1¢
6,007,27! 4,453,82!

The total intrinsic value of stock options exerdiseas $1,758,000, $1,913,000 and $1,049,000 foye¢hes ended December 31, 2007,
2006 and 2005, respectively.

The fair value of each option awarded during tharynded December 31, 2007, 2006, and 2005 wasadstl on the date of grant using
the Black-Scholes-Merton option valuation modeldshsn the following weighted-average assumptions:

For the years ended December 3.

2007 2006 2005
Expected tern 6 year: 6 year 8 year
Risk-free interest rat 4.5% 4.5(% 4.02%
Volatility 74.61% 78.61% 80.0(%
Dividends — — —
Resulting weighted average grant date
value $ 374 % 52¢ $ 3.2t

The expected term assumption was estimated usintsimplified method,” as described in Staff Accting Bulletin No. 107, “Share-
Based Payment” (“SAB 107”). This method estimakesexpected term of an option based on the avefathe vesting period and the
contractual term of an option award.

The expected volatility assumption is based orhth®rical volatility of our common stock since tfiest day we became publicly traded
(August 2000).

The weighted average risk-free interest rate remtsshe interest rate for treasury constant ntgtuntruments published by the Federal
Reserve Board. If the term of available treasumystant maturity instruments is not equal to theeekgd term of an employee option, we
use the weighted average of the two Federal Resecugities closest to the expected term of thel@yep option.

The dividend yield has been assumed to be zer@ga)have never declared or paid any dividendglando not currently anticipate
paying any cash dividends on our outstanding sharesmmon stock in the foreseeable future.

The following summarizes the total compensation oesognized in the accompanying financial statesen

For the years ended December 3

2007 2006 2005
Total compensation cost for sh-basec
payment arrangements recognized in the
statement of operations (net of tax of : $ 2,310,000 $ 3,220,000 $ 404,00(

As of December 31, 2007, the total compensatiohretsted to non-vested stock options not yet raczagl for all of our plans is
approximately $4,623,000. These costs are expécted recognized over a weighted average peridd8sf years.

In calculating the fair value of option awards geghafter January 1, 2006, we generally used thne saethodologies and assumptions
employed prior to our adoption of SFAS 123R. Faténce, our estimate of expected volatility iseblaasxclusively on our historical
volatility, since we have granted options that ymstely based on the passage of time and othemes# the criteria to exclusively rely on
historical volatility, as set out in SAB 107. Wig ghowever, change our policy of attributing tlestcof share-based payment awards
granted after January 1, 2006 from the “gradedmngstpproach” to the “straight-linehethod. We believe that this change more accur
reflects the manner in which our employees veanioption award.
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Cash received from stock option and warrant exesdisr the years ended December 31, 2007, 2008@0%& was approximately
$1,875,000, $920,000, and $224,000, respectivBiJAS 123R requires that cash flows resulting framdeductions in excess of the
cumulative compensation cost recognized for optexescised (excess tax benefits) be classifiegsls mflows provided by financing
activities and cash outflows used in operatingvitigs. No income tax benefits have been recora&ted to the stock option
exercises. SFAS 123R prohibits recognition ofliarefits for exercised stock options until suchdiém are realized. As we presently
have tax loss carryforwards from prior periods ergect to incur tax losses in 2007, we are not bbenefit from the deduction for
exercised stock options in the current reportingoge

In November 2005, the FASB issued Staff PositiocBR)-No. FAS 123(R)-3, “Transition Election Relateddccounting for Tax Effects of
Share-Based Payment Awards” (FSP 123R-3). We hacted to adopt the alternative transition methavioled in the FSP 123R-3 for
calculating the tax effects of stock-based comp#msaursuant to SFAS 123R. The alternative tramsitnethod includes simplified
methods to establish the beginning balance of tRECApool related to the tax effects of employeelstoased compensation, and to
determine the subsequent impact on the APIC pablGonsolidated Statements of Cash Flows of theffects of employee stock-based
compensation awards that are outstanding upon iagopit SFAS 123R.

To settle stock option awards that have been esadcive will issue new shares of our common stédkDecember 31, 2007, we have an
aggregate of 70,910,612 shares authorized antableato satisfy option exercises under our plans.

Cash used to settle equity instruments grantedrstdge-based payment arrangements amounted toafiQoeriods presented.
Award Modifications

On August 2, 2007, our Senior Vice President — Re$e- Regenerative Cell Technology (“VR&rminated employment with us. We p
the former VP a lump sum cash severance paymed@&667 and extended the exercise period of hi3085yested stock options through
December 31, 2007. In addition to the cash seeerpayment, we recorded stock based compensatmmmse of $5,741 in the third
quarter of 2007, which reflects the incremental Yailue of the extended vested stock options (thwefair value of the original awards at
the modification date).

In connection with the sale of our HYDROSORB™ spamel orthopedics surgical implant product line,eliminated the positions of two
less senior employees on August 31, 2007. Atithe these positions were eliminated, we (a) acatddrthe vesting of 2,084 unvested
stock options held by these two employees, anéXtended the exercise period of 37,292 vested stptitkns owned by them through
December 31, 2008. 16,041 unvested stock optielisly these two employees were forfeited.

In connection with the above modifications andéoa@dance with SFAS 123R, we recorded additiormadksbased compensation expense
of $58,402 in the year ended December 31, 200& casnponent of general and administrative. Tha&@h constitutes the entire expense
related to the modification of these options, anduture period charges will be required.

Marshall G. Cox retired from our board of direct¢aad his employment by the Company thereby ceasedjay 3, 2007. We
subsequently entered into a consulting agreemehtMii. Cox whereby he will continue to provide sees to the Company through
March 1, 2009. Subject to his continued servicthéoCompany, all of Mr. Cog’outstanding stock options previously grantednoih his
capacity as a director will continue to vest anatkercisable, in accordance with their originaier As of May 3, 2007, Mr. Cox held a
total of 91,250 unvested stock options. After N8ayY007, the fair value of Mr. Cox’s unvested stopkions will be remeasured each
reporting period until they fully vest. There was additional stock based compensation expensedet@s a result of the modification of
Mr. Cox’s options.

In May 2006, our Senior Vice President of Financé Administration, Treasurer, and Principal AccangtOfficer terminated full-time
employment with us. In connection with his ftilhe employment termination, we extended the egerperiod of his 204,997 vested st
options as of May 31, 2006 to December 31, 2000reldver, we entered into a part-time employmerg@gent with him according to
which all stock option vesting ceased as of May2806, resulting in the cancellation of 75,003 wested stock options on May 31, 2006.

In connection with a broader reduction in force,eliminated the positions of our Senior Vice Prenit Business Development, and Vice
President, Marketing & Development, on July 25,&08Ve subsequently entered into short-term empémtragreements with the
individuals formerly holding these positions. Téésdividuals continued to provide service to ufeing the elimination of their former
positions on July 25, 2006. At the time these fimss were eliminated, 142,686 non-vested stoclooptheld by these two employees
were forfeited. Moreover, subject to certain rieiins, we extended the exercise period for 328\&ted stock options held by these
employees to December 31, 2007.

We also eliminated the position of a less seniopleyree on July 31, 2006. Simultaneously, we car@ihthe individuak employment in
new capacity; however, we cancelled 8,125 non-destigck options held by this individual on July 2006.
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In connection with the above modifications anddén@dance with SFAS 123R, we recorded additionpéage of $567,000 in the year
ended December 31, 2006, respectively, as comppoénesearch and development, general and adnaitivet and sales and marketing
expense. This charge constitutes the entire expetated to these options, and no future periedges will be required.

In August 2005, our Chief Operating Officer (“COQtpased employment with us. We paid the forme®@dump sum cash severance
payment of $155,164 and extended the post-separmtiercise period for two years on 253,743 vesieckoptions. In addition to the
cash severance payment, we recorded stock basqzbosation expense of $337,000 in the third quaft2005, which represents the
intrinsic value of the options held by the COOreat tate of the modification.

Non-Employee Stock Based Compensation

In the fourth quarter of 2007, we granted an optopurchase 22,500 shares of our common stocktmeemployee scientific

advisor. The stock option has a contractual tefriDoyears and will vest in annual installment¥ &00 shares each on May 31, 2008,
2009 and 2010, subject to the individual’s contoheervice to the Company. This scientific advisdlalso be receiving cash
consideration as services are performed. We wiiflgasure the fair value of this advisor’s unvestedk options each reporting period
until they fully vest, and the resulting stock bdieempensation expense will be recorded as a coempatfi research and development
expenses.

In the first quarter of 2006, we granted 2,500 sbaf restricted common stock to a hon-employesnsific advisor. Because the shares
granted are not subject to additional future vestinservice requirements, the stock based compienspense of approximately $18,(
recorded in the first quarter of 2006 constitutesentire expense related to this award, and nodyteriod charges will be required. The
stock is restricted only in that it cannot be dolda specified period of time. There are no vegtequirements. This scientific advisor will
also be receiving cash consideration as servieepeformed. The fair value of the stock granted §&04 per share based on the market
price of our common stock on the date of granter&were no discounts applied for the effects efréstriction, since the value of the
restriction is considered to be de minimis. Therercharge of $18,000 was reported as a compafeesearch and development
expenses.

In the second quarter of 2005, we granted 20,0@€eshof restricted common stock to a non-emplogemsfic advisor. Because the
shares granted are not subject to additional futesting or service requirements, the stock basathensation expense of approximately
$63,000 recorded in the second quarter of 2005casmponent of research and development expensétotesthe entire expense related
to this grant, and no future period charges wiltdguired. The fair value of the stock granted 8845 per share based on the market
price of our common stock on the date of grante $tock is restricted only in that it cannot beddol a specified period of time. There
are no vesting requirements. This scientific aotvigill also be receiving cash consideration asises are performed.

Related Party Transactions

Refer to note 4 for a discussion of related paggpgactions with Olympus.
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18. Quarterly Information (unaudited)

The following unaudited quarterly financial infortien includes, in management’s opinion, all themakand recurring adjustments
necessary to fairly state the results of operatinsrelated information for the periods presented.

For the three months endec

March 31, June 30, September 3C December 31

2007 2007 2007 2007
Product revenue $ 280,000 $ 512,000 $ — 3 —
Gross profil 55,00( 315,00( — —
Development revenue 45,00( 1,814,001 3,373,00! 25,00(
Operating expenst 8,908,00! 8,245,00! 8,983,00! 10,841,00
Other income 139,00( 2,120,00! 282,00( 137,00(
Net loss $ (8,669,000 $ (3,996,00) $ (5,328,00) $ (10,679,00)
Basic and diluted net loss per share $ (0.49) $ (0.17) $ (0.22) $ (0.49)

For the three months endec

March 31, June 30, September 3C December 31

2006 2006 2006 2006
Product revenue $ 502,000 $ 453,000 $ 133,000 $ 363,00(
Gross profit (loss 48,00( (51,000 (250,000 70,00(
Development revenus 830,00( 63,00( 351,00( 5,232,00!
Operating expenst 8,418,00! 7,437,00! 8,969,00! 7,324,00!
Other income 84,00( 112,00( 101,00( 111,00(
Net loss $ (7,456,000 $ (7,313,000 $ (8,767,000 $ (1,911,00)
Basic and diluted net loss per share $ (0.46) $ (0.47) $ (0.59) $ (0.10)

19. Subsequent Events

On February 8, 2008, we agreed to sell 2,000,080estof unregistered common stock to Green Hospitpply, Inc. for $12,000,000 ca
or $6.00 per share in a private stock placememt.F€bruary 29, 2008 we closed the first half ofgghigate placement with Green Hospital
Supply, Inc. and received $6,000,000. We have ageelose the second half of the private placemardr before April 30, 2008.

Iltem 9 . Changes in and Disagreements with Accourmés on Accounting and Financial Disclosure
Not applicable.

Item 9A . Controls and Procedures
Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and proceduresatetiesigned to ensure that information requindaketdisclosed in our reports filed or
furnished pursuant to the Exchange Act is recorgeatessed, summarized and reported within the pien@ds specified in the Securities
and Exchange Commission’s rules and forms, andstict information is accumulated and communicatesit management, including
our Chief Executive Officer and Chief Financial iOfr, as appropriate, to allow for timely decisisagarding required disclosure. In
designing and evaluating the disclosure controts@ncedures, management recognizes that any &oatrd procedures, no matter how
well designed and operated, can provide only regtderassurance of achieving the desired contre@abibes, and management necessarily
is required to apply its judgment in evaluating tost-benefit relationship of possible controls anacedures.

As required by Rule 1345(b) under the Exchange Act, we carried out atuatian, under the supervision and with the pgstition of ou
management, including our Chief Executive Officed &hief Financial Officer, of the effectivenesglué design and operation of our
disclosure controls and procedures as of the ettloegberiod covered by this Annual Report of FofrKL Based on the foregoing, our
Chief Executive Officer and Chief Financial Officewncluded that our disclosure controls and proesiwere effective and were
operating at a reasonable assurance level as enilsr 31, 2007.
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Management’s Report on Internal Control Over Finah&eporting

Our management is responsible for establishingnaaicitaining adequate internal control over finah@gorting, as such term is definet
Exchange Act Rule 13a-15(f). Under the supervisind with the participation of our management,udaig our Chief Executive Officer
and Chief Financial Officer, we have conducted aadwation of the effectiveness of our internal cohover financial reporting based on
the framework in Internal Control - Integrated Feamork issued by the Committee of Sponsoring Orgdiuns of the Treadway
Commission. Because of its inherent limitationgeiinal control over financial reporting may notyeat or detect misstatements. Also,
projections of any evaluation of effectivenessutufe periods are subject to the risk that contmdy become inadequate because of
changes in conditions, or that the degree of campé with the policies or procedures may deteor&@ased on our evaluation under the
framework in Internal Control - Integrated Framekyarur management concluded that our internal cbotrer financial reporting was
effective as of December 31, 2007.

The effectiveness of our internal control over fio&l reporting as of December 31, 2007 has beditealby KPMG LLP, an independent
registered public accounting firm, as stated inirtfeport which is included herein.

Changes in Internal Control over Financial Repogtin

There has been no change in our internal contred fimancial reporting during the quarter endeddémeloer 31, 2007 that have materially
affected, or are reasonably likely to materiallfeaf, our internal control over financial reporting

Item 9B . Other Information

None
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PART Il
Iltem 10 . Directors, Executive Officers and Corporée Governance

The information called for by Item 10 is incorpa@therein by reference to the material under tpéiaas “Election of Directors” and
“Directors, Executive Officers and Corporate Gowrece” in our proxy statement for our 2008 annuatldtolders’ meeting, which will be
filed with the SEC on or before April 29, 2008.
ltem 11 . Executive Compensation

The information called for by Item 11 is incorpa@therein by reference to the material under tpéa@a“Executive Compensationfi our
proxy statement for our 2008 annual stockholdersétimg, which will be filed with the SEC on or begdApril 29, 2008.

Item 12 . Security Ownership of Certain BeneficiaDwners and Management and Related Stockholder Matts

The information called for by Item 12 is incorp@dtherein by reference to the material under thp&aa“Security Ownership of Certain
Beneficial Owners and Management” in our proxyestagnt for our 2008 annual stockholders’ meetingcwivill be filed with the SEC on or
before April 29, 2008.

Item 13 . Certain Relationships and Related Transamns, and Director Independence

The information called for by Item 13 is incorp@dtherein by reference to the material under tp&aa“Information Concerning
Directors and Executive Officers- Certain Relatlips and Related Transactions” in our proxy staterfex our 2008 annual stockholders’
meeting, which will be filed with the SEC on or bef April 29, 2008.

Item 14 . Principal Accountant Fees and Services

The information called for by Item 14 is incorp@dtherein by reference to the material under tpéaa“Principal Accountant Fees and

Services” in our proxy statement for our 2008 ahstzckholders meeting, which will be filed withetliSEC on or before April 29, 2008.
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PART IV

Iltem 15 . Exhibits, Financial Statement Schedules

@ (1) Financial Statements

Reports of KPMG LLP, Independent Registered Pubdicounting Firm

Consolidated Balance Sheets as of December 31, &@02006

Consolidated Statements of Operations and Compselehoss for the years ended December 31, 20@W5 26d 2005
Consolidated Statements of Stockholders’ Equityfiitg for the years ended December 31, 2007, 28062005
Consolidated Statements of Cash Flows for the yerailed December 31, 2007, 2006 and 2005

Notes to Consolidated Financial Stateme

@) (2) Financial Statement Bedules
SCHEDULE Il — VALUATION AND QUALIFYING ACCOUNTS

For the years ended December 31, 2007, 2006 aril 200
(in thousands of dollars)

Additions/
Balance at (Reductions) Charged to
beginning of ((charges)/ credits t Other Balance at
year expense) Accounts Deductions end of year
Allowance for doubtful accoun
Year ended December 31, 2007 $ 2 3 13 — $ 2 $ 1
Year ended December 31, 2006 $ 9 3 — $ — $ (M3 2
Year ended December 31, 2( $ 8 $ 13 — $ — $ 9
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@)(@3) Exhibits

Exhibit

Number Description

2.5 Asset Purchase Agreement dated May 30, 2007nthyatween Cytori Therapeutics, Inc. and MacroPRaguisition Sub, Inc
(filed as Exhibit 2.5 to our Form -Q Quarterly Report as filed on August 14, 2007 swcdrporated by reference here

3.1 Amended and Restated Certificate of Incorporatfided as Exhibit 3.1 to our Form 10-Q Quarterly Repas filed on August 13,
2002 and incorporated by reference her

3.2 Amended and Restated Bylaws of Cytori Therapeulinzs,(filed as Exhibit 3.2 to our Form 10-Q QualgteReport, as filed on
August 14, 2003 and incorporated by reference hg

3.3 Certificate of Ownership and Merger (effecting nacthange to Cytori Therapeutics, Inc.) (filed as iBikt8.1.1 to our Form 1-Q,
as filed on November 14, 2005 and incorporatecetigrence hereir

4.1 Rights Agreement, dated as of May 19, 2003, betvidgari Therapeutics, Inc. and Computershare T@gshpany, Inc. as Righ
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Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the regigthas duly caused this registration
statement to be signed on its behalf by the ungleesi, thereunto duly authorized.

CYTORI THERAPEUTICS, INC

By: /s/ Christopher J. Calhot

Christopher J. Calhot
Chief Executive Office
March 14, 200¢

Pursuant to the requirements of the Securities &xgé Act of 1934, this annual report has been ditpedow by the following persons on
behalf of the registrant and in the capacities@mthe dates indicated.

SIGNATURE TITLE DATE
/s/ Ronald D. Henrikse Chairman of the Board of Directors March 14, 2008
Ronald D. Henrikse

Chief Executive Officer, Vi-Chairman, Director (Principal Executiv March 14, 200¢
/s/ Christopher J. Calhot Officer)
Christopher J. Calhot
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/s/ Rick Hawkins Director March 14, 2008
Rick Hawkins
/sl E. Carmack Holmes, M Director March 14, 2008
E. Carmack Holmes, Ml
/s/ Paul W. Hawrai Director March 14, 200¢

Paul W. Hawrar
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Exhibit 10.28.1

AMENDMENT ONE TO LICENCE/COMMERCIAL AGREEMENT

Effective as of November 14, 2007, CYTORI THEHFEUTICS, INC., a Delaware corporation, locate@@20 Callan Road, San Diego,
92121, U.S.A. (“Cytori”), and Olympu€ytori, Inc. a Delaware corporation, located at B@allan Road, San Diego, CA 92121, U.!
(“NewCao"), agree as follows:

RECITALS:

A. Cytori and NewCo entered into LICENCE/COMMERQIAGREEMENT as of November 4, 2005 (hereinaftetezhithe Origina
Agreement”).

B. Cytori and NewCo entered into a License angldRy Agreement on August 23, 2007 (the “Royaltyréement”).

C. Cytori and NewCo hereby agree to make certain fioadiions to the Original Agreement to ensure thatterms of the Royal
Agreement will not conflict with the terms of thei@inal Agreement.

1.1 Cytori and NewCo agree that Section 2.1.5 of thigi@al Agreement is hereby amended in its entitelyead as follows

2.1.5 '‘Reservation of Rights for Cytori to Use the Cyt&i Cytori has and shall retain an unrestrictetitrig use all Cytori IP for tt
development, manufacture and sale of a first geioaraof commercial Cytori developed Licensed Prd¢k)ec CT-800 (“Cytori
Product(s)”);provided that such Cytori Product(s) may only bedufor regulatory and clinical trial purposes, amaly not otherwise |
generally commercially released, unless NewCo h#eadf to produce a commercially salable LicensemtiBet that reasonably me
Cytori’s specification for and serves the same ragas such specific Cytori Product (a “NewCo Conuia¢iProduct”)within three (3
years from the Effective Date. NewCo shall notibblé in any way for the commercial use of the @GyRsoduct unless it affirmative
elects to do so in writing. Cytori shall contingabhare and/or make available to NewCo all newrsdeel Product developm
information, and NewCo shall be entitled to incagie any such information into NewGoLicensed Product(s). At any time 1
NewCo has a NewCo Commercial Product, Cytori shatl have the right to sell, or offer to sell thet@y Product in the marke
served by the NewCo Commercial Product (unless




NewCo is unable to fulfill Cytors Orders for such NewCo Commercial Product(s) coedtance with Section 3 herein). In the e
Cytori has sold Cytori Product as allowed hereuratet the NewCo Commercial Product becomes avajl&@yiri shall only then t
allowed to manufacture and sell (i) replacementspéor Cytori Product(s) sold before the NewCo Caermeral Product becar
available; and (ii) disposable otiere use Cytori Product(s) but only to the exteguired to support Cytori Product(s) sold befoe
NewCo Commercial Product became available. Bothidzaacknowledge and agree that (i) Cytori shallehaesponsibility for repa
service and warranty on Cytori Product(s) sold lyyo@i, and (ii) NewCo and Olympus shall have nopassibility for repair, servic
and warranty on such Cytori Products. For avoidarfaoubt, Cytori shall not otherwise sell any catipg product for the first thr
years from the effective date. Cytori reservesrights to itself to use and exploit the Cytori 18 the further development of
therapeutic applications of the Cytori IP in aBlfis of use. Notwithstanding the foregoing, alkrefices in this Section 2.1.5 to
sale of Licensed Products by Cytori shall be inapee and of no effect during the term of the Roy&#lgreement dated August :
2007, which shall exclusively govern such actigtauring its term. Furthermore, Cytaritights to commercially sell Cytori Prodt
as provided herein shall at all times be subje¢héoobligation of Cytori to pay a royalty to Olyogequal to that required by Sec
2.2 of the Royalty Agreement in addition to theigations provided for in Section 2.3, 2.4 and Z.that Agreement.

1.2 This Amendment shall enter into force with retrozeeffect from August 23, 200

1.3 All capitalized terms used but not defined herdiallshave the same meaning as set forth in theil@didz\greement

1.4 The terms of this Amendment shall supersede angnsistent terms contained in the Original Agreemeémnicept as specifical

modified herein, the Original Agreement shall remiai full force and effeci

1.5 This Amendment shall be deemed to be incorporatieddy reference and a part of the Original Agreety

[Signature page follows]




IN WITNESS WHEREOF, the parties hereto have exetthess Amendment One To License/Commercial Agredrireduplicate originals t
their duly authorized officers or representatives.

CYTORI THERAPEUTICS, INC. OLYMPUS-CYTORI, INC.
[s/ Mark Saad /sl Yasunobu Toyoshima
Name: Mark Saac Name: Yasunobu Toyoshin
Title: Chief Financial Officer Title: Board of Director

Date: November 14, 2007 Date: November 20, 2007







Exhibit 10.52

AGREEMENT FOR ACCELERATION AND/OR SEVERANCE

This agreement (this “Agreement”) is entered irg@hthe date signed by the last party to sigrindisated below, between Cytori
Therapeutics, Inc., a Delaware corporation (therf@any”) and Christopher J. Calhoun (“Executive®fting forth the following terms and
conditions.

1. Stock Option Acceleration.

Notwithstanding anything to the contrary in anycktoption agreement, all then-unvested Companyksiptions held by Executive
shall immediately and fully vest if (a) an Earlyp&eation Trigger occurs (provided, that Executiveymot exercise any such erstwhile-
unvested options until the Acquisition is consumedadnd thereby proves that the separation realtyameEarly Separation Trigger), or (b) an
Acquisition of the Company occurs and Executivatithat time still in the service of the Company.

2. Severance Contingency; Definitions

In the event of a Double Trigger, Executive (pr@dde timely executes and delivers a counterpah@greement and General
Release as set forth in Section 4 below) shalntiéded to the following severance, and no morkirap sum equal to (a) 18 times his monthly
base salary as of the Acquisition Agreement Ddtes (b) 18 times the indicated monthly COBRA premsufor medical and dental benefits
Executive and his eligible dependents (togethef$fawerance Payment”). It is understood that tveeBance Payment shall be subject to tax
withholding as required by law.

An “Acquisition” shall include any merger, stocKeseor asset sale by which the Company (or alubistgantially all of the Company’s
assets or stock) is acquired, or any other traimsaby which any person acquires beneficial ownigrefimore than 50% in interest of the
Companys voting securities, but in no event shall an issgeof securities by the Company for financing psas be deemed an Acquisition
the issuee for purposes of this Agreement. Iehiployment is continued by a successor or affikat@pany after an Acquisition, Executive’s
employment shall not be considered to have beenirtated solely because his employer is no longeCtbmpany; and where the context so
suggests, the defined term “the Company” shalldsed to include such successor or affiliate compan

The “Acquisition Agreement Date” means the firsy @@ which the Company and the acquirer formallinformally agree on the
terms of the acquisition. Informal agreement neetbe legally binding, and can be evidenced by sbimgs as a letter of intent (even if
legally non-binding) or taking steps, in reliangethe existence of an informal agreement, in coptation of the consummation of the
acquisition.

“Late Separation Trigger” means that a Forced Sajmar occurs during the first 18 months after amgéisition of the
Company. “Early Separation Trigger” means thabecEd Separation occurs during the period betweetquisition Agreement Date and
the date of such Acquisition. “Forced Separatim®@ans the Company’s termination of Executive’'s eymplent other than for Cause (as
defined below) or Executive’s resignation due te.(iwithin 20 days after) Good Reason (as defbddw). “Acquisition Trigger” means that
an Acquisition of the Company has been consummateduble Trigger” means that both (a) a “Separafiigger” (i.e., either an Early
Separation Trigger or a Late Separation Triggem), @) the Acquisition Trigger, have occurred.




“Cause” shall be defined to mean:

€)) Extended disability (defined as the inabitiyperform, with or without reasonable accommaxtgtithe
essential functions of Executive’s position for d&30 days within any continuous period of 150 dayseason of physical or mental
illness or incapacity);

(b)  Executive’s repudiation of his employmenbbthis Agreement;

(©) Executives conviction of (or plea of no contest with respegta felony, or of a misdemeanor involving mc
turpitude, fraud, misappropriation or embezzlement;

(d) Executive’s demonstrable and documented frausiappropriation or embezzlement against the Gmyp

(e)  Use of alcohol, drugs or any illegal subsgimcsuch a manner as to materially interfere withperformance
of employment duties;

® Intentional, reckless or grossly negligenti@e which causes material harm to the Companyudicg any
misappropriation or unauthorized use of the Comfsapsoperty or improper use or disclosure of coafitial information (but
excluding any good faith exercise of business jueigty

(9) Intentional failure to substantially perfomaterial employment duties or directives (othentfalowing
resignation for Good Reason as defined below)dhdailure has continued for 15 days after Exe@llias been notified in writing by
the Company of the nature of the failure to perfditrbeing understood that the performance of nigtduties or directives is satisfit
if Executive has reasonable attendance and malagsfgith business efforts to perform his dutiedehalf of the Company. The
Company may not terminate him for Cause basedysof@n the operating performance of the Company); o

(h)  Chronic absence from work for reasons othantiliness, permitted vacation or resignationGoiod Reason
as defined below.

“Good Reason” shall be defined to mean:

(&8 The Company’s material breach of its obligiatio pay Executive the compensation earned forpasy
service (at the rate which had been stated to b#eat for such period of service); or

(b) (A) a change in his position with the Comp#orysuccessor, affiliate, parent or subsidiarthef Company
employing him) which materially reduces his dutesl responsibilities as to the business conductetlebCompany as of the
Acquisition Agreement Date, (B) a reduction in legel of compensation (including base salary, fithgnefits (except as such
reduction applies to all employees generally) amnget bonus, but excluding stock-based compengdiijomore than 15% or (C) a
relocation of his place of employment by more tBArmiles, provided and only if such change, redunctir relocation is effected by
the Company without his consent.




(c)  Executive’s right to terminate employment &ood Reason shall not be affected by Executiveapacity
due to physical or mental illness. Executive’stoored employment shall not constitute consendt@ waiver of rights with respect
to, any circumstance constituting Good Reason hegpeovided, that the 20-day requirement imposettiéndefinition of “Forced
Separation” shall apply notwithstanding this seaéen

3. Other Termination.

For the avoidance of doubt, in the event Execusieghployment is terminated for Cause or due taléésh or disability or he resigns
without Good Reason, or in the event that in amyopeother than the 18 months following an Acquisitof the Company (or between the
Acquisition Agreement Date and the date of suchufgition), his employment terminates for any rea¢anshall not be entitled to receive the
Severance Payment.

4. General Release

Executive’s entitlement to the Severance Paymeintriker expressly conditioned upon his executiod delivery to the Company,
within 30 days after the occurrence of the secomttur of the Acquisition Trigger and the Separafirigger, of a counterpart of an
Agreement and General Release in the form of ti@chAment hereto. The Company shall be requirgadyahe Severance Payment within 10
business days after such execution and delivery.

5. At-Will Employment.

Executive expressly acknowledges that nothing i Algreement gives him any right to continue higpyment with the Company
for any period of time, nor does this Agreemengiiféire in any way with his right or the Companjyght to terminate that employment at any
time, for any reason, with or without cause.

6. Dispute Resolution.

Any and all controversies between the parties diggrthe interpretation or application of this Agneent, together with the
Attachment hereto, shall be, upon the written retjaéeither party, served on the other, be suleahitd final and binding arbitration pursuan
the non-union employment arbitration rules of thraekican Arbitration Association (AAA) then in eftecAny such arbitration shall be
conducted before a single neutral arbitrator setkeither by agreement of the parties or througgcsen from a panel appointed by
AAA. Neither side shall withhold their agreememtpiarticipate in said arbitration and to the exititer side is required to file a petition to
compel, the prevailing party should be awarded thitorneys fees. The arbitration shall be hel8am Diego County, unless otherwise
mutually agreed by the parties. The arbitratotl $ésue an award in writing and state the esskfitidings and conclusions on which the aw
is based. The Company shall bear the costs wster to the payment of any filing fees or arbibratosts.




7. Miscellaneous.

This Agreement, together with the Attachment hersthall be governed by and construed under the ¢dwee State of California (as
applies to agreements between California residentsred into and to be performed entirely withalifornia), and constitutes the entire
agreement of the parties with respect to the stbjetter hereof, superseding all prior or conterapepus written or oral agreements with
respect to such subject matter, and no amendmedition hereto shall be deemed effective unlgsseal to in writing by the parties
hereto. The parties acknowledge that each of tleéains the right to terminate their employmenatiehship, at any time and for any or no
reason, without liability except as provided by lamd except as expressly provided herein.

CHRISTOPHER J. CALHOUN

/sl Christopher J. Calhot Dated: January 31, 200

CYTORI THERAPEUTICS, INC

By: /s/ Mark E. Saa Dated: January 31, 200




ATTACHMENT I

Agreement and General Release

For good and valuable consideration, renderedsolve and settle finally, fully, and completely alatters that now or may exist
between them, the parties below enter this Agre¢rmeth General Release (“Agreement”).

1. Parties. The parties to this Agreement are Christoph@alhoun, for himself and his heirs, legatees, etas,
representatives, administrators, spouse, familyamsityns (hereinafter referred to collectively Bge’cutive”) and Cytori Therapeutics, Inc., for
itself and its successors and assigns and itshemidsubsidiaries, affiliates, parents, and rela@apanies (hereinafter referred to collectivel
the “Company”).

2. Separation from Employment. Executive acknowledges and agrees that his emqgoywith the Company has ended and
that a Double Trigger has occurred pursuant tcAtireement for Acceleration and/or Severance dated , 2007 (the “Severance
Agreement”).

3. Severance Payment.As consideration for the promises and covenanExetutive set forth in this Agreement, the
Company agrees to provide him with the SeverangenBat in the gross amount required by the SeverAgceement, less applicable
withholding taxes, in a lump sum. This Severanagnient shall be delivered to Executive within 18ibass days following the Company's
receipt of a counterpart of this original Agreemeighed and dated by Executive.

4. No Other Payments Due. Executive acknowledges and agrees that he hawveglcall amounts due to him, and that the
only further payment to which he will be entitledrh the Company, assuming he signs this Agreemglhtye (a) the Severance Payment tc
provided under Paragraph 3 above, (b) any expeisdursements for pre-Separation-Trigger for whiethas previously submitted requests
in accordance with the Company’s written policiad avhich are validly reimbursable under the Compsamyritten policies, and (c) base sal
and vacation pay accrued before the Separatiom@irigs reflected on the Company’s books in accaelarith the Compang’written policies

5. Release of Claims By Executive . As consideration for the promises and covenaitise Company set forth in this
Agreement, Executive hereby fully and forever reésaand discharges the Company and its futurentuanel former owners, shareholders,
agents, employee benefit plans, representativeglogees, attorneys, officers, directors, businesters, successors, predecessors, related
companies, and assigns (hereinafter collectivelgd#he “Released Parties”), from all claims aadges of action, whether known or
unknown, including but not limited to those arisimgt of or relating in any way to Executive’s empitent with the Company, including the
termination of his employment, based on any actsvents occurring up until the date of Executiaature below.




Executive understands and agrees that this Relleaskelll and complete waiver of all claims, indlug, but not limited to, any claims
with respect to Executive’s entitlement to any wadmnuses, or other forms of compensation; arignslaf wrongful discharge, breach of
contract, breach of the covenant of good faith faimddealing, violation of public policy, defamatippersonal injury, emotional distress; any
claims under Title VII of the Civil Rights Act 0f9B4, as amended, the Fair Labor Standards AcfdleeDiscrimination in Employment Act
1967, the Employee Retirement Income Security Adt974, as amended (“ERISA”), as related to sevadenefits, the California Fair
Employment and Housing Act, California Government€ § 12900 et seqgthe California Labor Code, the California Busimé&sProfessions
Code, the Equal Pay Act of 1963, the Americans Witabilities Act, the Civil Rights Act of 1991; drany claims under any other federal,
state, and local laws and regulations. This Agesgrdoes not release claims that cannot be relessadnatter of law, including, but not
limited to, claims under Division 3, Article 2 dig California Labor Code (which includes indemrafion rights); any claims expressly
preserved under Paragraph 3 above; and any clailggnt to any agreements expressly preserved @adagraph 8 below.

6. Outstanding Claims. As further consideration and inducement for fkggeement, Executive represents that he has not
filed or otherwise pursued any charges, complaintdaims of any nature which are in any way pegdigainst the Company or any of the
Released Parties with any court or arbitrationforith respect to any matter covered by this Agrertnand that, to the extent permitted by
law, he agrees he will not do so in the future edtiive further represents that, with respect yocdrarge, complaint or claim he has filed or
otherwise pursued or will file or otherwise pursmi¢he future with any state or federal agency regfethe Company or any of the Released
Parties, he will forgo any monetary damages, inagithut not limited to compensatory damages, puaitiamages, and attorneys’ fees, to
which he may otherwise be entitled in connectiothwaid charge, complaint or claim. Nothing irsthigreement shall limit Executive’s right
to file a charge, complaint or claim with any statdederal agency or to participate or coopenatguich matters.

7. Civil Code 1542 Waiver. As a further consideration and inducement fog tjjreement, Executive hereby waives any and
all rights under Section 1542 of the CaliforniaiC¥ode or any other similar state, local, or feddaw, statute, rule, order or regulation or
common-law principle he may have with respect ®m@ompany and any of the Released Parties.

Section 1542 provides:

A GENERAL RELEASE DOES NOT EXTEND TO CLAIMS WHICH T HE CREDITOR
DOES NOT KNOW OR SUSPECT TO EXIST IN HIS OR HER FAVOR AT THE TIME OF
EXECUTING THE RELEASE, WHICH IF KNOWN BY HIM OR HER MUST HAVE
MATERIALLY AFFECTED HIS OR HER SETTLEMENT WITH THE DEBTOR .

Executive expressly agrees that this Agreement skind and apply to all unknown, unsuspecteduarahticipated injuries and damages as
well as those that are now disclosed.




8. Survival . Any written stock option agreement, indemnifieatagreement and any confidential information/pietary
information/and-or invention assignment agreemettwben the Company and Executive shall surviveAgigement in accordance with their
express written terms. Any such stock option agee shall be applied in accordance with its exprastten terms as to the effects of the fact
that Executive’s service has ceased.

9. Company Property. To the extent he has not already done so, Execatjvees to forthwith return to the Company all of
his keys and security cards to Company premiseshanCompany credit card, and all other properthis possession which belongs to the
Company. Executive specifically promises and agjtkat he shall not retain copies of any Company@mpany customer or patient)
documents or files (either paper or electronic).

10. No Rush Toward Agreement; Revocation Period Executive understands that he has the righttswt with an attorney
before signing this Agreement. Executive also ustd@ds that he is allowed 21 calendar days aftagipt of this Agreement within which to
review and consider it and decide to execute oeretute it. Executive also understands that fueraod of 7 calendar days after signing this
Agreement, he may revoke this Agreement by deligetd the Company, within said 7 calendar daystted stating that he is revoking it.

11. No Admission of Liability. By entering into this Agreement, the Company ah&aleased Parties do not admit any
liability whatsoever to Executive or to any otherson arising out of claims heretofore or hereafsserted by him, and the Company, for itself
and all Released Parties, expressly denies anglasdch liability.

12. Joint Participation In Preparation Of Agreement . The parties hereto participated jointly in thegatiation and
preparation of this Agreement, and each party hastliie opportunity to obtain the advice of legalresel and to review, comment upon, and
redraft this Agreement. Accordingly, it is agrebédt no rule of construction shall apply against party or in favor of any party. This
Agreement shall be construed as if the partiesljoprepared this Agreement, and any uncertaint@grobiguity shall not be interpreted against
any one party and in favor of the other.

13. Choice of Law. The parties agree that California law shall gavée validity, effect, and interpretation of tiigreement.

14. Entire Agreement. This Agreement constitutes the complete undedstg between Executive and the Company and
supersedes any and all prior agreements, prommégagsentations, or inducements, no matter itear form, concerning its subject matter, but
with the exception of any agreements expresslyapvesl under Paragraph 8 above, which remain irfdute and effect to the extent not
inconsistent with this Agreement. No promisesgreaments made after the execution of this Agreemethese parties shall be binding
unless reduced to writing and signed by authoriepdesentatives of these parties. Should anyeoptbvisions of this Agreement be found
unenforceable or invalid by a court or governmeygreey of competent jurisdiction, the remainderhig Agreement shall, to the fullest extent
permitted by applicable law, remain in full foraedeeffect.




16. Nondisparagement . The parties agree that each will use its reasenadst efforts to not make any voluntary statements
written or verbal, or cause or encourage othersgke any such statements that defame, dispardgeany way criticize the reputation,

business practices or conduct of Executive (incdse of the Company) or the Company or any of therdreleased Parties (in the case of
Executive).

17. V oluntary Decision. Executive hereby acknowledges that he has neddiaderstands the foregoing Agreement and that
he signs it voluntarily and without coercion.

Dated: CHRISTOPHEHRCALHOUN

Dated: CYTORI THEREUTICS, INC.

By







Exhibit 10.53

AGREEMENT FOR ACCELERATION AND/OR SEVERANCE

This agreement (this “Agreement”) is entered irg@hthe date signed by the last party to sigrindisated below, between Cytori
Therapeutics, Inc., a Delaware corporation (the@any”) and Marc H. Hedrick (“Executive”), settifgyth the following terms and
conditions.

1. Stock Option Acceleration.

Notwithstanding anything to the contrary in anycktoption agreement, all then-unvested Companyksiptions held by Executive
shall immediately and fully vest if (a) an Earlyp&eation Trigger occurs (provided, that Executiveymot exercise any such erstwhile-
unvested options until the Acquisition is consumedadnd thereby proves that the separation reallyameEarly Separation Trigger), or (b) an
Acquisition of the Company occurs and Executivatithat time still in the service of the Company.

2. Severance Contingency; Definitions

In the event of a Double Trigger, Executive (pr@dde timely executes and delivers a counterpah@greement and General
Release as set forth in Section 4 below) shalntiéded to the following severance, and no morkirap sum equal to (a) 12 times his monthly
base salary as of the Acquisition Agreement Ddtes (b) 12 times the indicated monthly COBRA premsufor medical and dental benefits
Executive and his eligible dependents (togethef$fawerance Payment”). It is understood that tveeBance Payment shall be subject to tax
withholding as required by law.

An “Acquisition” shall include any merger, stocKeseor asset sale by which the Company (or alubistgantially all of the Company’s
assets or stock) is acquired, or any other traimsaby which any person acquires beneficial ownigrefimore than 50% in interest of the
Companys voting securities, but in no event shall an issgeof securities by the Company for financing psas be deemed an Acquisition
the issuee for purposes of this Agreement. Iehiployment is continued by a successor or affikat@pany after an Acquisition, Executive’s
employment shall not be considered to have beenirtated solely because his employer is no longeCtbmpany; and where the context so
suggests, the defined term “the Company” shalldsed to include such successor or affiliate compan

The “Acquisition Agreement Date” means the firsy @@ which the Company and the acquirer formallinformally agree on the
terms of the acquisition. Informal agreement neetbe legally binding, and can be evidenced by sbimgs as a letter of intent (even if
legally non-binding) or taking steps, in reliangethe existence of an informal agreement, in coptation of the consummation of the
acquisition.

“Late Separation Trigger” means that a Forced Sajmar occurs during the first 12 months after amgéisition of the
Company. “Early Separation Trigger” means thabecEd Separation occurs during the period betweetquisition Agreement Date and
the date of such Acquisition. “Forced Separatim®@ans the Company’s termination of Executive’'s eymplent other than for Cause (as
defined below) or Executive’s resignation due te.(iwithin 20 days after) Good Reason (as defbddw). “Acquisition Trigger” means that
an Acquisition of the Company has been consummateduble Trigger” means that both (a) a “Separafiigger” (i.e., either an Early
Separation Trigger or a Late Separation Triggem), @) the Acquisition Trigger, have occurred.

1




“Cause” shall be defined to mean:

(@) Extended disability (defined as the inabitiyperform, with or without reasonable accommautgtithe
essential functions of Executive’s position for d&30 days within any continuous period of 150 dayseason of physical or mental
illness or incapacity);

(b)  Executive’s repudiation of his employmenbbthis Agreement;

(©) Executives conviction of (or plea of no contest with respegta felony, or of a misdemeanor involving mc
turpitude, fraud, misappropriation or embezzlement;

(d) Executive’s demonstrable and documented frausiappropriation or embezzlement against the Gmyp

(e)  Use of alcohol, drugs or any illegal subsgimcsuch a manner as to materially interfere withperformance
of employment duties;

® Intentional, reckless or grossly negligenti@e which causes material harm to the Companyudicg any
misappropriation or unauthorized use of the Comfsapsoperty or improper use or disclosure of coafitial information (but
excluding any good faith exercise of business jueigty

(9) Intentional failure to substantially perfomaterial employment duties or directives (othentfalowing
resignation for Good Reason as defined below)dhdailure has continued for 15 days after Exe@llias been notified in writing by
the Company of the nature of the failure to perfditrbeing understood that the performance of nigtduties or directives is satisfit
if Executive has reasonable attendance and malagsfgith business efforts to perform his dutiedehalf of the Company. The
Company may not terminate him for Cause basedysof@n the operating performance of the Company); o

(h)  Chronic absence from work for reasons othantiliness, permitted vacation or resignationGoiod Reason
as defined below.

“Good Reason” shall be defined to mean:

(&8 The Company’s material breach of its obligiatio pay Executive the compensation earned forpasy
service (at the rate which had been stated to b#eat for such period of service); or




(b)  (A) achange in his position with the Compédarsuccessor, affiliate, parent or subsidiaryhef Company
employing him) which materially reduces his dutesl responsibilities as to the business condugtetlebCompany as of the
Acquisition Agreement Date, (B) a reduction in legel of compensation (including base salary, fithgnefits (except as such
reduction applies to all employees generally) andedt bonus, but excluding stock-based compengdiiomore than 15% or (C) a
relocation of his place of employment by more tBArmiles, provided and only if such change, redunctir relocation is effected by
the Company without his consent.

(c)  Executive’s right to terminate employment &ood Reason shall not be affected by Executiveapacity
due to physical or mental illness. Executive’stoared employment shall not constitute consendt@ waiver of rights with respect
to, any circumstance constituting Good Reason hegpeovided, that the 20-day requirement imposettiéndefinition of “Forced
Separation” shall apply notwithstanding this seaéen

3. Other Termination.

For the avoidance of doubt, in the event Execusieehployment is terminated for Cause or due talééth or disability or he resigns
without Good Reason, or in the event that in amyopeother than the 12 months following an Acquisitof the Company (or between the
Acquisition Agreement Date and the date of suchugition), his employment terminates for any reasenshall not be entitled to receive the
Severance Payment.

4. General Release

Executive’s entitlement to the Severance Paymefntriker expressly conditioned upon his executiod delivery to the Company,
within 30 days after the occurrence of the seconattur of the Acquisition Trigger and the Separafirigger, of a counterpart of an
Agreement and General Release in the form of ti@chAment hereto. The Company shall be requirgadyahe Severance Payment within 10
business days after such execution and delivery.

5. At-Will Employment.

Executive expressly acknowledges that nothing i Algreement gives him any right to continue higpyment with the Company
for any period of time, nor does this Agreemengiiféire in any way with his right or the Companjyght to terminate that employment at any
time, for any reason, with or without cause.

6. Dispute Resolution.

Any and all controversies between the parties diggrthe interpretation or application of this Agneent, together with the
Attachment hereto, shall be, upon the written retjaéeither party, served on the other, be suleahitd final and binding arbitration pursuan
the non-union employment arbitration rules of thmekican Arbitration Association (AAA) then in eftecAny such arbitration shall be
conducted before a single neutral arbitrator seteetther by agreement of the parties or througgcsen from a panel appointed by
AAA. Neither side shall withhold their agreememtpiarticipate in said arbitration and to the exititer side is required to file a petition to
compel, the prevailing party should be awarded tagorneys fees. The arbitration shall be hel8am Diego County, unless otherwise
mutually agreed by the parties. The arbitratotl $bsue an award in writing and state the esskfitidings and conclusions on which the aw
is based. The Company shall bear the costs wsitert to the payment of any filing fees or arbitratosts.




7. Miscellaneous.

This Agreement, together with the Attachment hersthall be governed by and construed under the ¢dwee State of California (as
applies to agreements between California residentsred into and to be performed entirely withalifornia), and constitutes the entire
agreement of the parties with respect to the stbjetter hereof, superseding all prior or conterapepus written or oral agreements with
respect to such subject matter, and no amendmedition hereto shall be deemed effective unlgsseal to in writing by the parties
hereto. The parties acknowledge that each of tleéains the right to terminate their employmenatiehship, at any time and for any or no
reason, without liability except as provided by lamd except as expressly provided herein.

MARC H. HEDRICK

/s/ Marc H. Hedrick Dated: _January 31, 2008

CYTORI THERAPEUTICS, INC

By: /s/ Christopher J. Calhot Dated: January 31, 200




ATTACHMENT I

Agreement and General Release

For good and valuable consideration, renderedsolve and settle finally, fully, and completely alatters that now or may exist
between them, the parties below enter this Agre¢rmeth General Release (“Agreement”).

1. Parties. The parties to this Agreement are Marc H. Hédffier himself and his heirs, legatees, execut@esentatives,
administrators, spouse, family and assigns (hefteingeferred to collectively as “Executive”) angtGri Therapeutics, Inc., for itself and its
successors and assigns and its and their subsggliaffiliates, parents, and related companieifhiter referred to collectively as the
“Company”).

2. Separation from Employment. Executive acknowledges and agrees that his emqgoywith the Company has ended and
that a Double Trigger has occurred pursuant tcAtireement for Acceleration and/or Severance dated , 2007 (the “Severance
Agreement”).

3. Severance Payment. As consideration for the promises and covenanExetutive set forth in this Agreement, the
Company agrees to provide him with the SeverangenBat in the gross amount required by the SeverAgceement, less applicable
withholding taxes, in a lump sum. This Severanagnient shall be delivered to Executive within 18ibass days following the Company's
receipt of a counterpart of this original Agreemeighed and dated by Executive.

4. No Other Payments Due. Executive acknowledges and agrees that he hawveglcall amounts due to him, and that the
only further payment to which he will be entitledrh the Company, assuming he signs this Agreemglhtye (a) the Severance Payment tc
provided under Paragraph 3 above, (b) any expeisdursements for pre-Separation-Trigger for whiethas previously submitted requests
in accordance with the Company’s written policiad avhich are validly reimbursable under the Compsamyritten policies, and (c) base sal
and vacation pay accrued before the Separatiom@irigs reflected on the Company’s books in accaelarith the Compang’written policies

5. Release of Claims By Executive . As consideration for the promises and covenaitise Company set forth in this
Agreement, Executive hereby fully and forever reésaand discharges the Company and its futurentuanel former owners, shareholders,
agents, employee benefit plans, representativeglogees, attorneys, officers, directors, businesters, successors, predecessors, related
companies, and assigns (hereinafter collectivelgd#he “Released Parties”), from all claims aadges of action, whether known or
unknown, including but not limited to those arisimgt of or relating in any way to Executive’s empitent with the Company, including the
termination of his employment, based on any actsvents occurring up until the date of Executiw{mature below. Executive understands
and agrees that this Release is a full and complaiteer of all claims, including, but not limited,tany claims with respect to Executive’s
entitlement to any wages, bonusesspther forms of compensation; any claims of wifahdischarge, breach of contract, breach of theenant
of good faith and fair dealing, violation of pubpolicy, defamation, personal injury, emotionaltdiss; any claims under Title VIl of the Civil
Rights Act of 1964, as amended, the Fair Labor&rais Act, the Age Discrimination in Employment A£t1967, the Employee Retirement
Income Security Act of 1974, as amended (“ERISAY related to severance benefits, the CaliforniaBraployment and Housing Act,
California Government Code § 12900 et sefe California Labor Code, the California Busmé&sProfessions Code, the Equal Pay Act of
1963, the Americans With Disabilities Act, the CiRights Act of 1991; and any claims under any ofederal, state, and local laws and
regulations. This Agreement does not release sl#ia@t cannot be released as a matter of law,divgdy but not limited to, claims under
Division 3, Article 2 of the California Labor Codehich includes indemnification rights); any claimspressly preserved under Paragraph 3
above; and any claims pursuant to any agreemeptesly preserved under Paragraph 8 below.




6. Outstanding Claims. As further consideration and inducement for tkigeement, Executive represents that he has not
filed or otherwise pursued any charges, complaintdaims of any nature which are in any way pegdigainst the Company or any of the
Released Parties with any court or arbitrationforith respect to any matter covered by this Agreeinand that, to the extent permitted by
law, he agrees he will not do so in the future edstive further represents that, with respect tocrarge, complaint or claim he has filed or
otherwise pursued or will file or otherwise pursnighe future with any state or federal agency regtahe Company or any of the Released
Parties, he will forgo any monetary damages, inoigithut not limited to compensatory damages, pumitiamages, and attorneys’ fees, to
which he may otherwise be entitled in connectiothwaid charge, complaint or claim. Nothing irstAigreement shall limit Executive’s right
to file a charge, complaint or claim with any statdederal agency or to participate or coopenatguch matters.

7. Civil Code 1542 Waiver. As a further consideration and inducement fog thjjreement, Executive hereby waives any and
all rights under Section 1542 of the California iCiwode or any other similar state, local, or feddaw, statute, rule, order or regulation or
common-law principle he may have with respect ®@ompany and any of the Released Parties.

Section 1542 provides:

A GENERAL RELEASE DOES NOT EXTEND TO CLAIMS WHICH T HE CREDITOR
DOES NOT KNOW OR SUSPECT TO EXIST IN HIS OR HER FAVOR AT THE TIME OF
EXECUTING THE RELEASE, WHICH IF KNOWN BY HIM OR HER MUST HAVE
MATERIALLY AFFECTED HIS OR HER SETTLEMENT WITH THE DEBTOR .

Executive expressly agrees that this Agreement ektnd and apply to all unknown, unsuspecteduaradhticipated injuries and damages as
well as those that are now disclosed.




8. Survival . Any written stock option agreement, indemnifieatagreement and any confidential information/pietary
information/and-or invention assignment agreemettwben the Company and Executive shall surviveAgigement in accordance with their
express written terms. Any such stock option agee shall be applied in accordance with its exprastten terms as to the effects of the fact
that Executive’s service has ceased.

9. Company Property. To the extent he has not already done so, Execatjvees to forthwith return to the Company all of
his keys and security cards to Company premiseshanCompany credit card, and all other properthis possession which belongs to the
Company. Executive specifically promises and agjtkat he shall not retain copies of any Company@mpany customer or patient)
documents or files (either paper or electronic).

10. No Rush Toward Agreement; Revocation Period Executive understands that he has the righttswt with an attorney
before signing this Agreement. Executive also ustd@ds that he is allowed 21 calendar days aftagipt of this Agreement within which to
review and consider it and decide to execute oeretute it. Executive also understands that fueraod of 7 calendar days after signing this
Agreement, he may revoke this Agreement by deligetd the Company, within said 7 calendar daystted stating that he is revoking it.

11. No Admission of Liability. By entering into this Agreement, the Company ah&aleased Parties do not admit any
liability whatsoever to Executive or to any otherson arising out of claims heretofore or hereafsserted by him, and the Company, for itself
and all Released Parties, expressly denies anglasdch liability.

12. Joint Participation In Preparation Of Agreement . The parties hereto participated jointly in thegatiation and
preparation of this Agreement, and each party hastliie opportunity to obtain the advice of legalresel and to review, comment upon, and
redraft this Agreement. Accordingly, it is agrebédt no rule of construction shall apply against party or in favor of any party. This
Agreement shall be construed as if the partiesljoprepared this Agreement, and any uncertaint@grobiguity shall not be interpreted against
any one party and in favor of the other.

13. Choice of Law. The parties agree that California law shall gavée validity, effect, and interpretation of tiigreement.

14. Entire Agreement. This Agreement constitutes the complete undedstg between Executive and the Company and
supersedes any and all prior agreements, prommégagsentations, or inducements, no matter itear form, concerning its subject matter, but
with the exception of any agreements expresslyapvesl under Paragraph 8 above, which remain irfdute and effect to the extent not
inconsistent with this Agreement. No promisesgreaments made after the execution of this Agreemethese parties shall be binding
unless reduced to writing and signed by authoriepdesentatives of these parties. Should anyeoptbvisions of this Agreement be found
unenforceable or invalid by a court or governmeygreey of competent jurisdiction, the remainderhig Agreement shall, to the fullest extent
permitted by applicable law, remain in full foraedeeffect.




16. Nondisparagement . The parties agree that each will use its reasenadst efforts to not make any voluntary statements
written or verbal, or cause or encourage othersgke any such statements that defame, dispardgeany way criticize the reputation,

business practices or conduct of Executive (incdse of the Company) or the Company or any of therdreleased Parties (in the case of
Executive).

17. V oluntary Decision. Executive hereby acknowledges that he has neddiaderstands the foregoing Agreement and that
he signs it voluntarily and without coercion.

Dated: MARC H. HEORI

Dated: CYTORI THERATICS, INC.

By







Exhibit 10.54

AGREEMENT FOR ACCELERATION AND/OR SEVERANCE

This agreement (this “Agreement”) is entered irg@hthe date signed by the last party to sigrindisated below, between Cytori
Therapeutics, Inc., a Delaware corporation (therf@any”) and Mark E. Saad (“Executive”), settingtfothe following terms and conditions.

1. Stock Option Acceleration.

Notwithstanding anything to the contrary in anyc&toption agreement, all then-unvested Companyksiptions held by Executive
shall immediately and fully vest if (a) an Earlyp&eation Trigger occurs (provided, that Executiveymot exercise any such erstwhile-
unvested options until the Acquisition is consunedadnd thereby proves that the separation readyameEarly Separation Trigger), or (b) an
Acquisition of the Company occurs and Executivatithat time still in the service of the Company.

2. Severance Contingency; Definitions

In the event of a Double Trigger, Executive (pr@dde timely executes and delivers a counterpah@greement and General
Release as set forth in Section 4 below) shallntided to the following severance, and no morkirap sum equal to (a) 12 times his monthly
base salary as of the Acquisition Agreement Ddtes () 12 times the indicated monthly COBRA premsufor medical and dental benefits
Executive and his eligible dependents (togethef$fawerance Payment”). It is understood that tvee®ance Payment shall be subject to tax
withholding as required by law.

An “Acquisition” shall include any merger, stocKeseor asset sale by which the Company (or alubistgantially all of the Company’s
assets or stock) is acquired, or any other traimsably which any person acquires beneficial ownigrsfimore than 50% in interest of the
Companys voting securities, but in no event shall an issgeof securities by the Company for financing psas be deemed an Acquisition
the issuee for purposes of this Agreement. Iehiployment is continued by a successor or affiia@pany after an Acquisition, Executive’s
employment shall not be considered to have beemirtiated solely because his employer is no longeQbmpany; and where the context so
suggests, the defined term “the Company” shalldsed to include such successor or affiliate compan

The “Acquisition Agreement Date” means the firsy da which the Company and the acquirer formalljnformally agree on the
terms of the acquisition. Informal agreement neettbe legally binding, and can be evidenced by sbimgs as a letter of intent (even if
legally non-binding) or taking steps, in reliancetbe existence of an informal agreement, in coptation of the consummation of the
acquisition.

“Late Separation Trigger” means that a Forced Sejmer occurs during the first 12 months after amnjéisition of the
Company. “Early Separation Trigger” means thabecEd Separation occurs during the period betwieetquisition Agreement Date and
the date of such Acquisition. “Forced Separatio®ans the Company’s termination of Executive’s @yiplent other than for Cause (as
defined below) or Executive’s resignation due te.(iwithin 20 days after) Good Reason (as defbeddw). “Acquisition Trigger” means that
an Acquisition of the Company has been consummadteduble Trigger” means that both (a) a “Separafiwigger” (i.e., either an Early
Separation Trigger or a Late Separation Triggem), @) the Acquisition Trigger, have occurred.




“Cause” shall be defined to mean:

(@) Extended disability (defined as the inabitiyperform, with or without reasonable accommautgtithe
essential functions of Executive’s position for d&30 days within any continuous period of 150 dayseason of physical or mental
illness or incapacity);

(b)  Executive’s repudiation of his employmenbbthis Agreement;

(©) Executives conviction of (or plea of no contest with respegta felony, or of a misdemeanor involving mc
turpitude, fraud, misappropriation or embezzlement;

(d) Executive’s demonstrable and documented frausiappropriation or embezzlement against the Gmyp

(e)  Use of alcohol, drugs or any illegal subsgimcsuch a manner as to materially interfere withperformance
of employment duties;

® Intentional, reckless or grossly negligenti@e which causes material harm to the Companyudicg any
misappropriation or unauthorized use of the Comfsapsoperty or improper use or disclosure of coafitial information (but
excluding any good faith exercise of business jueigty

(9) Intentional failure to substantially perfomaterial employment duties or directives (othentfalowing
resignation for Good Reason as defined below)dhdailure has continued for 15 days after Exe@llias been notified in writing by
the Company of the nature of the failure to perfditrbeing understood that the performance of nigtduties or directives is satisfit
if Executive has reasonable attendance and malagsfgith business efforts to perform his dutiedehalf of the Company. The
Company may not terminate him for Cause basedysof@n the operating performance of the Company); o

(h)  Chronic absence from work for reasons othantiliness, permitted vacation or resignationGoiod Reason
as defined below.

“Good Reason” shall be defined to mean:

(&8 The Company’s material breach of its obligiatio pay Executive the compensation earned forpasy
service (at the rate which had been stated to b#eat for such period of service); or




(b)  (A) achange in his position with the Compédarsuccessor, affiliate, parent or subsidiaryhef Company
employing him) which materially reduces his dutesl responsibilities as to the business condugtetlebCompany as of the
Acquisition Agreement Date, (B) a reduction in legel of compensation (including base salary, fithgnefits (except as such
reduction applies to all employees generally) andedt bonus, but excluding stock-based compengdiiomore than 15% or (C) a
relocation of his place of employment by more tBArmiles, provided and only if such change, redunctir relocation is effected by
the Company without his consent.

(c) Executive’s right to terminate employment @ood Reason shall not be affected by Executiveapacity
due to physical or mental illness. Executive’stoared employment shall not constitute consendt@ waiver of rights with respect
to, any circumstance constituting Good Reason hegpeovided, that the 20-day requirement imposettiéndefinition of “Forced
Separation” shall apply notwithstanding this seaéen

3. Other Termination.

For the avoidance of doubt, in the event Execusieehployment is terminated for Cause or due talééth or disability or he resigns
without Good Reason, or in the event that in anyopeother than the 12 months following an Acqudsitof the Company (or between the
Acquisition Agreement Date and the date of suchugition), his employment terminates for any reasenshall not be entitled to receive the
Severance Payment.

4. General Release

Executive’s entitlement to the Severance Paymefntriker expressly conditioned upon his executiod delivery to the Company,
within 30 days after the occurrence of the seconattur of the Acquisition Trigger and the Separafirigger, of a counterpart of an
Agreement and General Release in the form of ti@chAment hereto. The Company shall be requirgadyahe Severance Payment within 10
business days after such execution and delivery.

5. At-Will Employment.

Executive expressly acknowledges that nothing i Algreement gives him any right to continue higpyment with the Company
for any period of time, nor does this Agreemengiifeire in any way with his right or the Companjyght to terminate that employment at any
time, for any reason, with or without cause.

6. Dispute Resolution.

Any and all controversies between the parties diggrthe interpretation or application of this Agneent, together with the
Attachment hereto, shall be, upon the written retjaéeither party, served on the other, be suleahitd final and binding arbitration pursuan
the non-union employment arbitration rules of thmekican Arbitration Association (AAA) then in eftecAny such arbitration shall be
conducted before a single neutral arbitrator seteetther by agreement of the parties or througgcsen from a panel appointed by
AAA. Neither side shall withhold their agreememtpiarticipate in said arbitration and to the exititer side is required to file a petition to
compel, the prevailing party should be awarded tagorneys fees. The arbitration shall be hel8am Diego County, unless otherwise
mutually agreed by the parties. The arbitratotl $bsue an award in writing and state the esskfitidings and conclusions on which the aw
is based. The Company shall bear the costs wsitert to the payment of any filing fees or arbitratosts.




7. Miscellaneous.

This Agreement, together with the Attachment hersthall be governed by and construed under the ¢dwee State of California (as
applies to agreements between California residentsred into and to be performed entirely withalifornia), and constitutes the entire
agreement of the parties with respect to the stbjetter hereof, superseding all prior or conterapepus written or oral agreements with
respect to such subject matter, and no amendmedition hereto shall be deemed effective unlgsseal to in writing by the parties
hereto. The parties acknowledge that each of tleéains the right to terminate their employmenatiehship, at any time and for any or no
reason, without liability except as provided by lamd except as expressly provided herein.

MARK E. SAAD

/s/ Mark E. Saad Dated: January 31, 2008

CYTORI THERAPEUTICS, INC

By: /s/ Christopher J. Calhot Dated: January 31, 200




ATTACHMENT I

Agreement and General Release

For good and valuable consideration, renderedsolve and settle finally, fully, and completely alatters that now or may exist
between them, the parties below enter this Agre¢rmeth General Release (“Agreement”).

1. Parties. The parties to this Agreement are Mark E. S&adhimself and his heirs, legatees, executorgessmtatives,
administrators, spouse, family and assigns (hefteingeferred to collectively as “Executive”) angtGri Therapeutics, Inc., for itself and its
successors and assigns and its and their subsggliaffiliates, parents, and related companieifhiter referred to collectively as the
“Company”).

2. Separation from Employment. Executive acknowledges and agrees that his emqaoywith the Company has ended and
that a Double Trigger has occurred pursuant tcAtireement for Acceleration and/or Severance dated , 2007 (the “Severance
Agreement”).

3. Severance Payment. As consideration for the promises and covenanExetutive set forth in this Agreement, the
Company agrees to provide him with the SeverangenBat in the gross amount required by the SeverAgceement, less applicable
withholding taxes, in a lump sum. This Severanagnient shall be delivered to Executive within 18ibass days following the Company's
receipt of a counterpart of this original Agreemeighed and dated by Executive.

4. No Other Payments Due. Executive acknowledges and agrees that he hawveglcall amounts due to him, and that the
only further payment to which he will be entitledrh the Company, assuming he signs this Agreemglhtye (a) the Severance Payment tc
provided under Paragraph 3 above, (b) any expeisdursements for pre-Separation-Trigger for whiethas previously submitted requests
in accordance with the Company’s written policiad avhich are validly reimbursable under the Compsamyritten policies, and (c) base sal
and vacation pay accrued before the Separatiom@irigs reflected on the Company’s books in accaelarith the Compang’written policies

5. Release of Claims By Executive . As consideration for the promises and covenaitise Company set forth in this
Agreement, Executive hereby fully and forever reésaand discharges the Company and its futurentuanel former owners, shareholders,
agents, employee benefit plans, representativeglogees, attorneys, officers, directors, businesters, successors, predecessors, related
companies, and assigns (hereinafter collectivelgd#he “Released Parties”), from all claims aadges of action, whether known or
unknown, including but not limited to those arisimgt of or relating in any way to Executive’s empitent with the Company, including the
termination of his employment, based on any actsvents occurring up until the date of Executiw{mature below. Executive understands
and agrees that this Release is a full and complaiteer of all claims, including, but not limited,tany claims with respect to Executive’s
entitlement to any wages, bonuses, or other fofneempensation; any claims of wrongful dischargeglsh of contract, breach of the cover
of good faith and fair dealing, violation of pubpolicy, defamation, personal injury, emotionaltdiss; any claims under Title VIl of the Civil
Rights Act of 1964, as amended, the Fair Labor&rais Act, the Age Discrimination in Employment A£t1967, the Employee Retirement
Income Security Act of 1974, as amended (“ERISAY related to severance benefits, the CaliforniaBraployment and Housing Act,
California Government Code § 12900 et sefe California Labor Code, the California Busmé&sProfessions Code, the Equal Pay Act of
1963, the Americans With Disabilities Act, the CiRights Act of 1991; and any claims under any ofederal, state, and local laws and
regulations. This Agreement does not release sl#ia@t cannot be released as a matter of law,divgdy but not limited to, claims under
Division 3, Article 2 of the California Labor Codehich includes indemnification rights); any claimspressly preserved under Paragraph 3
above; and any claims pursuant to any agreemeptesly preserved under Paragraph 8 below.




6. Outstanding Claims. As further consideration and inducement for tkigeement, Executive represents that he has not
filed or otherwise pursued any charges, complaintdaims of any nature which are in any way pegdigainst the Company or any of the
Released Parties with any court or arbitrationforith respect to any matter covered by this Agreeinand that, to the extent permitted by
law, he agrees he will not do so in the future edstive further represents that, with respect tocrarge, complaint or claim he has filed or
otherwise pursued or will file or otherwise pursnighe future with any state or federal agency regtahe Company or any of the Released
Parties, he will forgo any monetary damages, inoigithut not limited to compensatory damages, pumitiamages, and attorneys’ fees, to
which he may otherwise be entitled in connectiothwaid charge, complaint or claim. Nothing irstAigreement shall limit Executive’s right
to file a charge, complaint or claim with any statdederal agency or to participate or coopenatguch matters.

7. Civil Code 1542 Waiver. As a further consideration and inducement fog thjjreement, Executive hereby waives any and
all rights under Section 1542 of the California iCiwode or any other similar state, local, or feddaw, statute, rule, order or regulation or
common-law principle he may have with respect ®@ompany and any of the Released Parties.

Section 1542 provides:

A GENERAL RELEASE DOES NOT EXTEND TO CLAIMS WHICH T HE CREDITOR
DOES NOT KNOW OR SUSPECT TO EXIST IN HIS OR HER FAVOR AT THE TIME OF
EXECUTING THE RELEASE, WHICH IF KNOWN BY HIM OR HER MUST HAVE
MATERIALLY AFFECTED HIS OR HER SETTLEMENT WITH THE DEBTOR .

Executive expressly agrees that this Agreement ektnd and apply to all unknown, unsuspecteduaradhticipated injuries and damages as
well as those that are now disclosed.




8. Survival . Any written stock option agreement, indemnifieatagreement and any confidential information/pietary
information/and-or invention assignment agreemettwben the Company and Executive shall surviveAgigement in accordance with their
express written terms. Any such stock option agee shall be applied in accordance with its exprastten terms as to the effects of the fact
that Executive’s service has ceased.

9. Company Property. To the extent he has not already done so, Execatjvees to forthwith return to the Company all of
his keys and security cards to Company premiseshanCompany credit card, and all other properthis possession which belongs to the
Company. Executive specifically promises and agjtkat he shall not retain copies of any Company@mpany customer or patient)
documents or files (either paper or electronic).

10. No Rush Toward Agreement; Revocation Period Executive understands that he has the righttswt with an attorney
before signing this Agreement. Executive also ustd@ds that he is allowed 21 calendar days aftagipt of this Agreement within which to
review and consider it and decide to execute oeretute it. Executive also understands that fueraod of 7 calendar days after signing this
Agreement, he may revoke this Agreement by deligetd the Company, within said 7 calendar daystted stating that he is revoking it.

11. No Admission of Liability. By entering into this Agreement, the Company ah&aleased Parties do not admit any
liability whatsoever to Executive or to any otherson arising out of claims heretofore or hereafsserted by him, and the Company, for itself
and all Released Parties, expressly denies anglasdch liability.

12. Joint Participation In Preparation Of Agreement . The parties hereto participated jointly in thegatiation and
preparation of this Agreement, and each party hastliie opportunity to obtain the advice of legalresel and to review, comment upon, and
redraft this Agreement. Accordingly, it is agrebédt no rule of construction shall apply against party or in favor of any party. This
Agreement shall be construed as if the partiesljoprepared this Agreement, and any uncertaint@grobiguity shall not be interpreted against
any one party and in favor of the other.

13. Choice of Law. The parties agree that California law shall gavée validity, effect, and interpretation of tiigreement.

14. Entire Agreement. This Agreement constitutes the complete undedstg between Executive and the Company and
supersedes any and all prior agreements, prommégagsentations, or inducements, no matter itear form, concerning its subject matter, but
with the exception of any agreements expresslyapvesl under Paragraph 8 above, which remain irfdute and effect to the extent not
inconsistent with this Agreement. No promisesgreaments made after the execution of this Agreemethese parties shall be binding
unless reduced to writing and signed by authoriepdesentatives of these parties. Should anyeoptbvisions of this Agreement be found
unenforceable or invalid by a court or governmeygreey of competent jurisdiction, the remainderhig Agreement shall, to the fullest extent
permitted by applicable law, remain in full foraedeeffect.




16. Nondisparagement . The parties agree that each will use its reasenadst efforts to not make any voluntary statements
written or verbal, or cause or encourage othersgke any such statements that defame, dispardgeany way criticize the reputation,

business practices or conduct of Executive (incdse of the Company) or the Company or any of therdreleased Parties (in the case of
Executive).

17. V oluntary Decision. Executive hereby acknowledges that he has neddiaderstands the foregoing Agreement and that
he signs it voluntarily and without coercion.

Dated: MARK E. SAAD

Dated: CYTORI THEERFICS, INC.

By







EXHIBIT 23.1
Consent of Independent Registered Public Accountingirm

The Board of Directors
Cytori Therapeutics, Inc.:

We consent to the incorporation by reference inrédggstration statement (Nos. 333-82074 and 33392Pon Form S-8 and (Nos. 333087!
and 333-134129) on Form Bef Cytori Therapeutics, Inc. of our reports datédMarch 13, 2008, with respect to the consolidatalanc
sheets of Cytori Therapeutics, Inc. and subsidiaaeof December 31, 2007 and 2006, and the retatezblidated statements of operations
comprehensive loss, stockholders' equity (defieit)d cash flows for each of the years in the tlyesg-period ended December 31, 2007
accompanying schedule of valuation and qualifyimgoants, and the effectiveness of internal contmisr financial reporting of Cytc
Therapeutics, Inc. and subsidiaries as of DecerdbgP007, and to the reference to our firm in I@&relected Financial Datawhich report
appear in the December 31, 2007, annual repordion 10-K of Cytori Therapeutics, Inc.

/sl KPMG LLP

San Diego, Californi
March 13, 200¢



EXHIBIT 31.1

Certification of Chief Executive Officer Pursuant to
Securities Exchange Act Rule 13a-14(a)
As Adopted Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

I, Christopher J. Calhoun, the Chief Executive €fiof Cytori Therapeutics, Inc., certify that:
1. | have reviewed this annual reporfonm 10-K of Cytori Therapeutics, Inc.;

2. Based on my knowledge, this reportsdu@ contain any untrue statement of a mater@ldaomit to state a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nigtadisg with respect to the period
covered by this report;

3. Based on my knowledge, the finandialesnents, and other financial information includethis report, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amdtfe periods presented in this report;

4. The registrant’s other certifying offi and | are responsible for establishing and tamiimg disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))5{or the registrant and have:

(a) designed such disclosure controlsmndedures, or caused such disclosure controlpartdures to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us
others within those entities, particularly duritg fperiod in which this report is being prepared;

(b) evaluated the effectiveness of tlggsteant’s disclosure controls and procedures aadgmted in this report our conclusions
about the effectiveness of the disclosure contants procedures, as of the end of the period cougyeddis report based on such
evaluation; and

(©) disclosed in this report any changéhie registrant’s internal control over finanaigborting that occurred during the
registrant’s most recent fiscal quarter that hasenally affected, or is reasonably likely to maadly affect, the registrant’s internal
control over financial reporting; and

5. The registrant’s other certifying offr and | have disclosed, based on our most resahtation of internal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfws persons performing the equivalent
functions):

€) all significant deficiencies and nra&geweaknesses in the design or operation of fatlecontrol over financial reporting
which are reasonably likely to adversely affectrbgistrant’s ability to record, process, summaad report financial information;
and

(b) any fraud, whether or not materigttinvolves management or other employees who aaignificant role in the

registrant’s internal control over financial repogt

Date: March 14, 200

/s/ Christopher J. Calhot
Christopher J. Calhoul
Chief Executive Office




EXHIBIT 31.2

Certification of Chief Financial Officer Pursuant to
Securities Exchange Act Rule 13a-14(a)
As Adopted Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

I, Mark E. Saad, the Chief Financial Officer of GgtTherapeutics, Inc., certify that:
1. | have reviewed this annual reporfonm 10-K of Cytori Therapeutics, Inc.;

2. Based on my knowledge, this reportsdu@ contain any untrue statement of a mater@ldaomit to state a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtadisg with respect to the period
covered by this report;

3. Based on my knowledge, the finandialesnents, and other financial information includethis report, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amdtfe periods presented in this report;

4. The registrant’s other certifying offi and | are responsible for establishing and tamiimg disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@&))5{or the registrant and have:

(a) designed such disclosure controlsmndedures, or caused such disclosure controlpeortdures to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us
others within those entities, particularly duritg fperiod in which this report is being prepared;

(b) evaluated the effectiveness of tlggsteant’s disclosure controls and procedures aadgmted in this report our conclusions
about the effectiveness of the disclosure contants procedures, as of the end of the period cougyeddis report based on such
evaluation; and

(©) disclosed in this report any changéhie registrant’s internal control over finanaigborting that occurred during the
registrant’s most recent fiscal quarter that hasenally affected, or is reasonably likely to maadly affect, the registrant’s internal
control over financial reporting; and

5. The registrant’s other certifying offr and | have disclosed, based on our most resahtation of internal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfws persons performing the equivalent
functions):

€) all significant deficiencies and nra&geweaknesses in the design or operation of fatlecontrol over financial reporting
which are reasonably likely to adversely affectrbgistrant’s ability to record, process, summaad report financial information;
and

(b) any fraud, whether or not materigttinvolves management or other employees who aaignificant role in the

registrant’s internal control over financial repogt

Date: March 14, 200
/s/ Mark E. Saa

Mark E. Saad

Chief Financial Office!




EXHIBIT 32.1

CERTIFICATIONS PURSUANT TO 18 U.S.C. SECTION 1350/SECURITIES EXCHANGE ACT RULE 13a-14(b), AS ADOPTED
PURSUANT TO SECTION 906 OF THE SARBANES — OXLEY ACT OF 2002

In connection with the Annual Report on Form 104ftCgtori Therapeutics, Inc. for the year ended Deloer 31, 2007 as filed with the
Securities and Exchange Commission on the dat®heZaristopher J. Calhoun, as Chief Executive @ffiof Cytori Therapeutics, Inc., and
Mark E. Saad, as Chief Financial Officer of Cyfbhierapeutics, Inc., each hereby certifies, respelgti that:

1. The Form 10-K report of Cytori Therapeutics, Iftattthis certification accompanies fully complieishathe requirements of section 13(a)
of the Securities Exchange Act of 19

2. The information contained in the Form 10-K repdrCgtori Therapeutics, Inc. that this certificatiancompanies fairly presents, in all
material respects, the financial condition and ltsesaf operations of Cytori Therapeutics, i

By: /s/ Christopher J. Calhot
Dated: March 14, 200 Christopher J. Calhot
Chief Executive Office

By: /s/ Mark E. Saa
Dated: March 14, 200 Mark E. Saac
Chief Financial Officel




