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ANMNUAL REPORT TO SHAREHOLDEERS
Augnst 20 3014
DearMeoStem Shareholders,

We believe that cell therapy will play a large role n changing the natural history of diseases as
breakthrough therapies are mvestigated and developed, ultimately lessening the overall burden of
dizease onpatients andtheir farrilies aswell asthe econonme burdenthat these dizseases impose
upon modem society. In that vein, we are building NeoStem to be a leader in the emerging
cellular therapyindustry, pursuing the preservation and enhancement of linman health globally
through our efforts to develop cell based therapeutics that prevent, treat or cure dizease. Chr cell
therapy platfonms seek to address the pathology of disease using a person's own cells in order to
amplify the body’s natural repair mechanizms including enhancing the destmuction of cancer
mnitiating cells, repairing and replacing damaged or
agedtissue, cells and organs and restoring their normal
function.

Our mission is to transform
the future of medicine with
innovative cell therapies while
providing d evelopment and
manufacturing services that
drive the industry forward.

At MeoStem, our mission is to transfonm the future of
medicine with mmovative cell based therapies while
providing development andmanufachiing services that
drive the industry forward We are corumitted to showing the world the path to better medicine.
Our goal is to reduce a hifetime dependency on pills to a single dose of cells and help society

reduce the burden of an unsustainable healthcare system. Cur vision is a world where chromnic
diseaseis a problem ofthe past andpatients hawve the freedom to enjoy a healthier span of life.
We truly believe that cell therapies will be better medicine.

Cur business includes the investigation of novel proprietary cell therapy products, as wellasa
revenue-generating contract development andmarmfaching service business that weleveragem
the development efforts for our therapeutics while providing service to other companies in the
cell therapyimdustry. We believe this combination provides us with unique capabilities for cost
effective m-house product dewvelopment and
NeoStem is a standout enterprise | immediaterevenue and future cash flow to help
given its multi-dimensional and | underwrte our intemal development programs.
diversified approach to accelerating
its clinical pipeline. Areview ofthe current status of the cell therapy
zector reveals WeoStem as a standout enterpnse
given owr multi-dimensional and diversified approach to accelerating our clinical pipeline
through acquisition, intermal executive hires and pursuit of multiple mdependent platforms to

support our capaaty to grow shareholder value. The key dnvers of our growth will relate to the



generation of late stage clinical data, the diversity of our platfonms, and our unique set of
mndustry specific skills.

I'd like to share highlights regarding WeoStem's strategic growth and development plans.

CLINICAL AND DEVELOPMENT UPDATES

NeoStem contitues to advance its development activities. Our proprietary product development
pipeline targetsunmetmedical needs through multiple programs meluding our Targeted Cancer
Immunotherapy Program, our Echemic Repair Program, our Immune Modulation Program and
our Tissue Regeneration Program.

Targeted Cancer Immunotherapy Program

NeoStem's business model enables the Company NB520 Manufacturing Process

to be opportunistic in growing its pipeline as
evidenced by the Conpany's strategic acquisition
m May 2014 of Califormia Stem Cell, Inec.
{("CSC™), a cell biotechnology corporation that
was developing cellular imrmunetherapies for
cancer, an area we view to be one of the most
promising sub-zectors in biotechnology. The lead
product candidate in our irrmunctherapy pipelne,
as well as our overall lead product candidate in
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from CSC, andis targeting malignant melanoma
mitiating cells. This mumunotherapy being
mvestigated to treat Stage IV or recumrent Stage
I metastatic melanoma, which has been granted
fasttrack andorphan designation by the Foodand
Drug Administration ("FDA"), alsohas a Phasze 3
protocol that is the subject of a Special Protocol
Aszessment ("SPA"). The SPA indicates that the FDA is in agreement with the design, clinical
endpoints, and plarmed clinical analyses of the Phase 3 trial that would serve as the basis fora
Biologics License Application ("BLA"), which would be filed with the FDA if wamranted by the
results of the Phasze 3 trial requesting marketing approval of this therapeutic candidate. This
protocol calls for enrolling 230 evaluable patients, and the tnal ({the Intus clinical tnal) 1=
expectedto be mitiatedin 2014. We are evaluating other clinical mdications into which we may

adwanece this program, including liver, ovanan and lung cancers.
Ischemic Repair Program

We are also mvestigating therapies to address ischenma through utilizing CD34 cells. Ischermia
occurs when the supply of oxygenated blood in the body is restricted. We seek to reverse this
restriction through the development and formation ofnewblood vessels. WB310 (also referred to



as AME-001)1s ourmest clinically advancedproduct candidate n our ischemic repair program
and is being imvestigated for the treatment of
damaged heart muscle following an acute
myocardial mfarction (heart attack or "ANI").
Fecent clinical data on investigational CD34 cell
therapiez published by third parties provides
evidence of mmproved event-free survival at five
vears post-treatment in patients with dilated
cardiomyopathy and higher probability of
amputation-free survival at one year post-treatrmert
for patients with crtical limb ischemia (CLI).
These data suggest the uze 0f CD34 cell therapy to
treat chronic heart failure and CLIL
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The Company’'s PreSERVE AMI study is a randomized, double-blinded, placebo-controlled
Phase 2 clinical tnial testingNES10, an autologous (donor and recipient are the same) adult sterm
cell product being investigated for the treatiment of patients with left ventricular dvsfunction
following acute 5T segment elevation myeocardial infarction (“STEMI™). An abstract for the
PreSERVE AMI study hazbeen accepted for presentation at the Amencan Heart Association's
Scientific Sessions being held November 15-19, 2014 although we anticipate results ofthe study
will be released earlier.

We are evaluating other clinical indications into which we may advance the ischemic repair
program, including trawmatic brain injury, chromc heart faihare, and critical litmb 1scherma.

Immune Modulation Program

Another platfonm technology mvestigates the use of T Regulatory Cells ("Tregs") to treat
dizeases caused by imbalances m an mdividual's mumune system. NeoStem's mmune
modulation program iz based on

the premise that many N I ]
autoimmune dizeazes are caused — — ——

by an mmbalance m the rmmune
systern between the T-effector
cells: and the T-regulatory cells.
By expanding and re-mfusing a
patient’s own T-regulatory cells,
we believe the imumune system
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suppressed.

Collaborating with the University of Califormia San Francisco ("UCSFT), we are utilizing the
technology platform held by our majonty-owned subsidiary, Athelos Corporation, to mvestigate
the restoration of munune balance by enhancing Treg cell mumber and function. Tregs are a
natural part of the human inmrmme system and regulate the activity of T effector cells, the cells



that are responsible for protecting the body from vinises and other foreign antigens. When Tregs
fimetion propely, only harmful foreign matenials are attackedby T-effector cells. In autorrmrame
dizeazes such as diabetes itis thought that deficient Treg activity penrits the T-effector cells to
attack the body's own tissues, while in allergic dizeases, like asthuma, it is thought that the
mumune system overreacts to hanmless foreign substances.

Presentation by UCSF on June 157 at the American Diabetes Association (“*ADA™) annual
meeting of the results of a Phase 1 study using autologous Tregulatory cells (MeoStem'slicensed
technology) in adult patients with type 1 diabetes mellitus (“T1DM™) indicated safety and
tolerability following a dministration, and conmplements recently published 12-month follow up
data showing feasibility and prelimmary evidence of efficacy in children with TIDM. Taken
together. the results provide preliminary data that support developing a novel therapy for the
treatment of T1 DM with the goal ofmducing immmume tolerance and preserving pancreatic beta
cell imction.

We planto mitiate in 2014 subjectto review and approval of the protocols by the appropniate
regulatory authonties, a Phasze 2 studyof WE303D, a Tregbased therapeutic, in the treattment of
tyvpe 1 diabetes, anda Phase 1 studyin Canada of WES03 A a Tregbaszed therapeutic, in support
of our steroid resistant asthma development program.

Tissue Regeneration Program

Pre-clinical assetsinclude our VSEL™ (Very Small Embryvonic Like) Technology regenerative
medicine platfonm. Eegenerative medicine holds the promizse of improving climical outcomes and
reducing overallhealtheare costs. We are working on a Department of Defense fimded study of
WSELs™ for the treatment of chronic wounds. Other preclinical work with VSELs™ includes
exploring macular degeneration as a target indication through a research collaboration with
MMassachusetts Eve and Ear/Schepens Eve Besearch Institute.

Becent pre-clinical datain animal models suggest that VSELsT™ mav be capable of developing
into cells of all three genm layers which, if substantiated by further research, could wmply
significant potential forrestorative healing. Independent nvestigators in prechinical models have
demonstratedthe regenerative potential of VEELs™ and we will continue to support preclinical
and early clinical studies to further assess the regenerative potential of VEEL™ Technology.

PROGENITOR CELL THERAPY

NeoStem is taking advantage of the dramatic growth in the cell [

therapy mdustry both for our clients and for our intemal pipeline by o pCT
vertically integrating the collection, storage and processing of CELL THERAFY SERVICES
cellular matenal and by developing, manufacturing, distnbuting, and delivenng investigational

cell therapyproducts forthe conduct of clinical tnals and in anticipation of a new and growing
conumercial marketplace.



Progenitor Cell Therapy, LLC {"PCT") iz a contract development and manufacturing
organization(CDMO)in the cellular therapyimdustry that generates revemmie. This wholly owned
subsidiary, which we acquired m 2011, is an imdustry leader in providing high quality
manufachming capahilities and support to developers of cell-bazed therapies to enable them to
mmprove efficiencies andprofitability and reduce the capital mvestment required for their own
development activities. Since its inception more than 13 years ago, PCT has provided pre-
chnical and cliical cumrent Good Manufactunng Practice (PocGMP™) development and
manufacturng services to more than 100 clients. PCT has expenence advancing regenerative
medicine product candidates from product meeption through ngorous quahbty standards all the
way through to human testing, BLA filing and FDA product approval.

PCT's core competencies in the cellular therapy mdustry mclude manufactuning of cell therapy-
based products, engimeenng and mnevation services, product and process development, cell and
tissue processing, regulatory suppor,

storage, distribution and delivery and
consulting services. g
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nowhasthree cGMP, state-ofthe art, cell

therapy research, development, and PRODUET CONSULTING
i ; 5 DEVELOPMENT & REGULATORY
manufactunng facilities located on both m

the East (MNew Jersey) and West CELLETISSUE  STORAGES

{Califormia) Coasts to support its intermal TR ety

E.&D efforts and to provide the cell therapy conmmrnty with mtegrated and regulatory conpliart
services. Our Irvine, Califormia facility will provide manufactwing support forthe Intus Phase 3
melanoma chinical trial of WBS20, and we are nowin a position to leverage the mmnotherapy
expertise at this facility to the technologies of PCT's client base aswell. PCT continues to pursue
commercial expansion ofits contract operations both inthe .5, and intemationally. In ourlatest
reported quarter, we alsonoted a substantial merease m the mumber of clinical service contracts
and active clients at PCT.

As the field ofregenerative medicine matiures and an mcereasing mumber of products are poised to
reach the marketplace, valuable lessons are beingleamed about the strengths and weaknesses of
varous business models that mav allow for
therapies to be delivered to a large number of | PCT's newly formed Engineering
patients. PCT: newly formed Engineering & | & Innovation Fmtﬂ is “:nrl:ing,
Innovation Center iz working, on behalf of on behalf of }_"ms_tmls ml:ern_al
NeoStem'sintemal developmentpipeline and forits dEﬂi-’Elel.:nB:ll: plpElme and for its
own clients, to think beyvond cumrent practices to sy l:llEl:ll:S,_ o | Sumis | meyad
: : : current practices

accelerate the use of automation, mtegration and

other engineenng strategies to address the mmportant issues of scale up, cost of goods, and
mmproved robustness of manufacthuring processes in anticipation of conumercial production.

PCT iz applving engimeenng principles to transition cell therapy products from their scientific
foundationto efficient, reliable, and cost-effective manufaching. To prepare for successful



commercial-scale manufachiming, we have established prineciples we call Development by Design
that guide a structured manufachinng developmentmethodelogy centered on urit operations. In
addition to building cur ntemal core of engineering and mnovation expertise, we are partnenng
with corumercial enterprizes and academic institutions to both leverage existing and develop
novel manufachiming technologies to meet needs such as closed system design, automation, and
mtegration, all with the aim to optimize manufactiring processes. In this way, we believe we
will be able to support the mammifacture of cell therapy products with consistently high quality, at
areasonable cost of goods, to meetproduct dermand in a scalable marmer throughout the product
life cycle.

PCT's business modeluniquely positions NeoStemto talee advantage ofrevermes generatedin a
growing industry, while reducing our reliance onthe success ofNeoStem’s intemal development
platforms. This wique revenue-generating CDRO business allows NeoStem to remain up-to-
date onthe most mnovative developiments i the sector, mforming our decisions as we seek to
co-develop andfor acquire new technologies.

SUMMARY

Strategic acquisitions have beenthe comerstone of NeoStem's growth and have been selected in
order to provide value to stockhelders by taling advantage ofthe mfrastnictirs we have created
which includes strong development regulatory andmanufachmng expertize. By adding WNES20,
a late stage novel proprietary investigational cancer cell therapy to our pipeline, we look to
further advancetowards our goal of delivenng transformative cell based therapies to the marlket
to help patients suffering from life-threatening medical conditions. Coupled with our strong
manufactunng capability, we beleve the stage is set for us to realize meanmgful clinical
development and manufactunng efficiencies, firther positioning MeoStem to lead the cell
therapy mdustry. We appreciate vour continued confidence m the Company’s agenda and will
continue to provide updates on our progress as we work to save lives and end suffenng for the
millions of people afflicted with chronic diseasze.

Toleammore, please visit neostem. com

Eegards.

i

FobinL Smith, M.D., MBA
Chammman and ChiefExecutive Officer

Forward-Looking Statements

This letter contains foreard-looking statements within the meanng ofthe Private Secunties
Litigation Beform Act of 1995, Forward-looking statemernts reflect management's current



expectations, as ofthe date ofthisletter, and mwvolve certain risks and uncertamties. Foreard-
looking statements include statements herein with respect to the successful execiution ofthe
Company's business strategy, including with respect to the Comp arry's ability to develop and
grow its business, the successful development of cellular therapies, meluding with respect to the
Company's researchand development and climeal evaluation efforts in connection with the
Company's Targeted Cancer Imrnmmotherapy Program Izchenic Fepair Program, Inumme
MModulation Program and Tissue Fegeneration Program the fuhwe ofthe regenerative medicine
mdustry and therole of stem cells and cellular therapyin that mdustry andthe perfonmance and
planned expanzionofthe Comparty's contract development andmarmifachiing business. The
Company's actualresults could differ matenally from those anticipated in these foreard-looking
statements as a result of vanous factors. Factors that could cause fuhire results to matenally
differ from the recent results orthose projectedin forward-loolang stataments include the "Risk
Factors" described in the Comparry’s Arimual B eport on Form 10-E filed with the Securities and
Exchange Conmrassion onMarch 13, 2014 and Currertt Feport on Form 2-EK filed with the
Securities and Exchange Conmmussion onhav g, 2014 and in the Company's penodic filings with
the SEC. The Company's further developmert is highly dependent on future medical and
research developments andmarket aceeptance, whichis outside its control.



