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9635 Granite Ridge Drive, Suite 100

San Diego, California 92123

(858) 459-7800
(Name, address, including zip code, and telephone
number, including area code, of agent for service)

With copies of all correspondence to:

Jolie Kahn, Esq.

33 Edgewood

Locust Valley, NY 11560

(516) 217-6379

Merav Gershtenman, Esq.

H.C. Wainwright & Co., LLC

430 Park Avenue, 4th Floor

New York, NY 10022

Approximate date of commencement of proposed sale to the public: As soon as practicable after the effective date
hereof.

If any of the securities being registered on this Form are to be offered on a delayed or continuous basis pursuant to
Rule 415 under the Securities Act of 1933, check the following box:  [X]

If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act,
please check the following box and list the Securities Act registration statement number of the earlier effective
registration statement for the same offering.  [_]

If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same
offering.  [_]

If this Form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same
offering.  [_]
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of "large accelerated filer," "accelerated filer" and "smaller
reporting company" in Rule 12b-2 of the Exchange Act.

Large accelerated filer [_] Accelerated filer [_]
Non-accelerated filer [_]

(Do not check if a smaller reporting company)
Smaller reporting company [X]

Indicate by check mark whether the registrant is an emerging growth company as defined in Rule 405 of the Securities
Act of 1933 (§230.405 of this chapter) or Rule 12b-2 of the Securities Exchange Act of 1934 (§240.12b-2 of this
chapter).

 ☐Emerging growth company

 ☐
If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended
transition period for complying with any new or revised financial accounting standards provided pursuant to section
13(a) of the Exchange Act.

CALCULATION OF REGISTRATION FEE

Title of each class of securities to be registered

Proposed
maximum
aggregate
offering
price
(1) (2)

Amount of
registration
fee

Common stock, par value $0.001 7,500,000 $ 869.25

Warrants to purchase shares of common stock – –

Shares of common stock issuable upon exercise of the warrants 5,500,000 637.45

Placement agent’s warrants (3) – –

Shares of common stock issuable upon exercise of the Placement agent’s warrants (3) (4) 281,250 –
Total 13,281,250 $ 1,506.70
___________________________

(1) Estimated pursuant to Rule 457(o) of the Securities Act of 1933 solely for purposes of calculating the amount of
the registration fee.
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(2) Pursuant to Rule 416 of the Securities Act of 1933, this Registration Statement also shall cover any additional
shares of common stock that shall become issuable by reason of any stock dividend, stock split, recapitalization, or
other similar transaction by the registrant.

(3) No additional registration fee is payable pursuant to Rule 457(g) under the Securities Act of 1933, as amended.

(4) Represents warrants to purchase a number of shares of common stock equal to 3% of the number of shares of
common stock placed in this offering at an exercise price equal to 125% of the offering price per share and associated
warrant (excluding any shares of common stock underlying the warrants to purchase common stock placed in this
offering).

The registrant hereby amends this registration statement on such date or dates as may be necessary to delay its
effective date until the registrant shall file a further amendment which specifically states that this registration
statement shall thereafter become effective in accordance with section 8(a) of the Securities Act of 1933 or until
the registration statement shall become effective on such date as the Commission acting pursuant to said
section 8(a), may determine.
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The information in this preliminary prospectus is not complete and may be changed. These securities may not
be sold until the registration statement filed with the Securities and Exchange Commission is effective. This
preliminary prospectus is not an offer to sell these securities and we are not soliciting an offer to buy these
securities in any jurisdiction where the offer or sale is not permitted.

PRELIMINARY PROSPECTUS

Subject to completion, dated July 31, 2017

Aethlon Medical, Inc.

Up to ● Shares of Common Stock

Warrants to Purchase up to ● Shares of Common Stock

We are offering up to● shares of our common stock and warrants to purchase up to● shares of our common stock. Each
share of our common stock is being sold together with ● of a warrant. Each full warrant will be exercisable for share of
common stock at an exercise price equal to $____. The warrants will be immediately exercisable and will expire on
the fifth anniversary of the original issuance date. We are also offering the shares of our common stock that are
issuable from time to time upon exercise of the warrants. The shares of common stock and warrants are immediately
separable and will be issued separately, but will be purchased together in this offering.

Our common stock is listed on the NASDAQ Capital Market under the symbol “AEMD.” On July 28, 2017, the closing
bid price of our common stock as reported on the NASDQ Capital market was $2.05 per share. The public offering
price per share and related warrant will be determined between us, the placement agent and the investors in the
offering based on market conditions at the time of pricing, and may be at a discount to the current market price of our
common stock. There is no established trading market for the warrants, and we do not expect an active trading market
to develop. We do not intend to list the warrants on any securities exchange or other trading market. Without an active
trading market, the liquidity of the warrants will be limited.

Investing in our securities involves risks. You should carefully read and consider the “Risk Factors” beginning on
page 5 of this prospectus before investing.

Edgar Filing: AETHLON MEDICAL INC - Form S-1

6



Per
Share
and
Related
Warrant

Total

Public offering price $      ● $ ●
Placement agent fees $      ● $ ●
Proceeds, before expenses, to us $      ● $ ●

We have retained H.C. Wainwright & Co., LLC as our exclusive placement agent to use its reasonable best efforts to
solicit offers to purchase the securities in this offering. The placement agent has no obligation to buy any of the
securities from us or to arrange for the purchase or sale of any specific number or dollar amount of the securities.
Because there is no minimum offering amount required as a condition to closing in this offering, the actual public
offering amount, placement agent's fees, and proceeds to us, if any, are not presently determinable and may be
substantially less than the total maximum offering amounts set forth above.

We have agreed to pay the placement agent a total cash fee equal to 6.0% of the gross proceeds of this offering and a
management fee of 1% of the gross proceeds of this offering. In addition to the placement agent’s fees, we have agreed
to pay the placement agent a non-accountable expense allowance of $50,000, to reimburse the placement agent for
fees and expenses of its legal counsel in an amount up to $100,000 and to reimburse the placement agent for any
escrow or settlement fees in an amount not to exceed $10,000. As additional compensation, we plan to issue the
placement agent warrants to purchase a number of shares of common stock equal to 3% of the number of shares of
common stock placed in this offering to investors. The exercise price for these warrants will be $  per share, which
represents 125% of the public offering price per common stock and associated warrant. See “Plan of Distribution.”  

Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved of these securities or passed upon the adequacy or accuracy of this prospectus. Any representation
to the contrary is a criminal offense.

Delivery of the shares of our common stock and warrants is expected to be made on or about ●, 2017.

___________________

H.C. Wainwright & Co.

___________________

The date of this prospectus is                    , 2017.
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ABOUT THIS PROSPECTUS

You should rely only on the information contained in this prospectus. We have not authorized any person to
provide you with different information. If anyone provides you with different or inconsistent information, you
should not rely on it. We are not making an offer to sell these securities in any jurisdiction where the offer or
sale is not permitted. The information contained in this prospectus is accurate only as of the date of this
document, regardless of the time of delivery of this prospectus or the time of issuance or sale of any securities.
Our business, financial condition, results of operations and prospects may have changed since that date. You
should read this prospectus in its entirety before making an investment decision. You should also read and
consider the information in the documents to which we have referred you in the section of this prospectus
entitled “Where You Can Find More Information.”

For investors outside of the United States, neither we nor the placement agent have done anything that would
permit this offering or possession or distribution of this prospectus in any jurisdiction where action for that
purpose is required, other than in the United States. You are required to inform yourselves about and to
observe any restrictions relating to this offering and the distribution of this prospectus outside of the United
States.
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PROSPECTUS SUMMARY

This summary highlights certain information about us, this offering and selected information contained elsewhere in
this prospectus. This summary is not complete and does not contain all of the information that you should consider
before deciding whether to invest in our securities. You should carefully read the entire prospectus, including the
information set forth in the section entitled “Risk Factors.”

Company Overview

We are a medical technology company focused on addressing unmet needs in global health and biodefense. The
Aethlon Hemopurifier® is a clinical-stage therapeutic device designed for the single-use removal of life-threatening
viruses from the circulatory system of infected individuals. We believe the Hemopurifier® can fulfill the
broad-spectrum countermeasure objectives set forth by the U.S. Government to protect citizens from bioterror and
pandemic threats. In human studies, the Hemopurifier® has been administered to HIV, Hepatitis-C and Ebola infected
individuals. Additionally, the Hemopurifier® has also been validated to capture Zika virus, Lassa virus, MERS-CoV,
Cytomegalovirus, Epstein-Barr virus, Herpes Simplex virus, Chikungunya virus, Dengue virus, West Nile virus,
Smallpox related viruses, H1N1 Swine Flu virus, H5N1 Bird Flu virus, and the reconstructed Spanish flu virus of
1918. In several cases, these validations were conducted in collaboration with leading government or non-government
research institutes. In the United States, we are focused on the clinical advancement of the Hemopurifier® through
FDA cleared clinical studies. We recently concluded an FDA approved feasibility study to demonstrate safety of our
device in health compromised individuals infected with a viral pathogen. We are also the majority owner of Exosome
Sciences, Inc. (ESI), a company focused on the discovery of exosomal biomarkers to diagnose and monitor
life-threatening diseases. Included among ESI’s endeavors is the advancement of a TauSome™ biomarker candidate to
diagnose Chronic Traumatic Encephalopathy (CTE) in the living. ESI previously documented that TauSome levels in
former NFL players to be 9x higher than same age-group control subjects.

Corporate History

On March 10, 1999, Aethlon, Inc., a California corporation, Hemex, Inc., a Delaware corporation and the accounting
predecessor to Aethlon, Inc., and Bishop, Inc., a publicly traded company, completed an Agreement and Plan of
Reorganization structured to result in Bishop, Inc.'s acquisition of all of the outstanding common shares of Aethlon,
Inc. and Hemex, Inc. Under the plan's terms, Bishop, Inc. issued shares of its common stock to the stockholders of
Aethlon, Inc. and Hemex, Inc. such that Bishop, Inc. then owned 100% of each company. Upon completion of the
transaction, Bishop, Inc. was renamed Aethlon Medical, Inc. Our executive offices are located at 9635 Granite Ridge
Drive, Suite 100, San Diego, California 92123. Our telephone number is (858) 459-7800. Our website address is
www.aethlonmedical.com. Our website and the information contained on our website are not incorporated into this
prospectus or the registration statement of which it forms a part.
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Our Lead Device: The Aethlon Hemopurifier

The Aethlon Hemopurifier is a device that selectively targets the rapid elimination of circulating viruses and
tumor-secreted exosomes that promote cancer progression. More specifically, the Hemopurifier addresses antiviral
drug-resistance in Hepatitis C virus and Human Immunodeficiency Virus-infected individuals; serves as a
countermeasure against viral pathogens not addressed by drug or vaccine therapies; and, we believe, represents the
first therapeutic strategy to address cancer promoting exosomes. In clinical studies conducted in India, safety and
efficacy observations of Hemopurifier therapy have been observed in both Hepatitis C virus and Human
Immunodeficiency Virus-infected individuals. We have recently initiated patient recruitment for the first U.S. Food
and Drug Administration, or FDA, approved studies of Hemopurifier therapy in the U.S.

The Scientific Mechanism of the Hemopurifier

The Hemopurifier is an extracorporeal device designed for the single-use removal of viruses, viral toxins, and
deleterious exosomes from the circulatory system of treated patients. Delivery of Hemopurifier therapy can occur
through the established infrastructure of continuous renal replacement therapy and dialysis instruments routinely
found in hospitals and clinics worldwide. Many extracorporeal techniques, such as dialysis or plasmapheresis, are
designed to remove circulating particles solely by molecule size. However, the Hemopurifier incorporates a lectin
affinity agent that is designed to bind to a unique high mannose signature that is abundant on the surface of
tumor-derived exosomes and glycoproteins that reside on the outer membrane of infectious viruses. The Hemopurifier
is designed to provide a broad-spectrum mechanism to inhibit the presence of certain cancer and infectious disease
related particles. A single treatment with the Hempurifier can last from three to six and one half hours in duration.
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The Hemopurifier - U.S. Clinical Trials

On March 13, 2017, we disclosed that we concluded an FDA-approved feasibility study of Hemopurifier therapy,
which demonstrated safety of our device in health compromised individuals infected with a viral pathogen as a model
to advance our device as a broad-spectrum countermeasure against infectious viral pathogens. More specifically, the
feasibility study was conducted on Hepatitis C virus (HCV) infected dialysis patients at DaVita MedCenter Dialysis in
Houston, Texas. The principal investigator of the study was Dr. Ronald Ralph. We reported that there were no
device-related adverse events in enrolled subjects who met the study inclusion-exclusion criteria. We also reported
that an average capture of 154 million HCV viruses (in International Units, I.U.) within the Hemopurifier® during
4-hour treatments.

We now plan to submit an Expedited Access Pathway (EAP) program submission to the FDA, which will include a
request for a “Breakthrough Technology” designation, which was established under the 21st Century Cures Act signed
into law in 2016. If our application is accepted, we believe the regulatory advancement of our device with the FDA
will be accelerated.

Additionally, we are advancing the Hemopurifier® to fulfill the broad-spectrum treatment objectives of the 2016
Public Health Emergency Medical Countermeasure Enterprise (PHEMCE), which defines the plan of the U.S.
government to protect citizens against bioterror and pandemic threats. Based on preclinical and clinical studies, we
believe the Hemopurifier® is the most advanced broad-spectrum treatment countermeasure. Our goal would be for our
device to be procured by the U.S. government for the strategic national stockpile.   

Exosome Sciences, Inc. - Diagnostic Candidates

Through our majority-owned subsidiary Exosome, which is our diagnostic product-oriented business segment, we are
developing exosome-based product candidates to diagnose and monitor neurological disorders and cancer. Since it
began operations in 2013, Exosome researchers have disclosed that they have isolated brain-specific biomarkers
associated with Alzheimer's Disease and Chronic Traumatic Encephalopathy (CTE).  Specific to CTE, Exosome is
participating in a research collaboration with The Boston University CTE Center to study the correlation of a
biomarker known as tausome with CTE.
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THE OFFERING

Common stock
offered

Up to ● shares (assuming a combined public offering price of $● per share of our common stock
and related warrant, the closing bid price of our common stock on  ●, 2017)

Warrants offered

Warrants to purchase up to ● shares of our common stock (assuming a combined public offering
price of $● per share of our common stock and related warrant, the closing bid price of our
common stock on the NASDAQ on ●, 2017).  Each share of our common stock is being sold
together with ● of a warrant.  Each full warrant will be exercisable for ____ share of common
stock at an exercise price equal to ●%, will be immediately exercisable and will expire on the fifth
anniversary of the original issuance date.

We are also offering the shares of our common stock that are issuable from time to time upon
exercise of the warrants.

Common stock
outstanding prior
to the offering (1)

8,886,071 shares on July 28, 2017

Common stock
outstanding after
the offering (1)

● shares, or ● shares if the warrants sold in this offering are exercised in full (assuming a combined
public offering price of $● per share of our common stock and related warrant, the closing bid
price of our common stock on NASDAQ on ●, 2017)

Use of proceeds
We intend to use the net proceeds of this offering to continue clinical development of our product
candidates and for working capital and other general corporate purposes. See “Use of Proceeds” on
page ● of this prospectus.

Risk factors You should read the “Risk Factors” section of this prospectus for a discussion of factors to consider
carefully before deciding to invest in shares of our common stock.

Market symbol
and trading

Our common stock is listed on the NASDAQ Capital Market under the symbol “AEMD.” There is
no established trading market for the warrants, and we do not expect an active trading market to
develop. We do not intend to list the warrants on any securities exchange or other trading market.
Without an active trading market, the liquidity of the warrants will be limited.

_______________

(1)
The number of shares of our common stock outstanding prior to and to be outstanding immediately after this
offering, as set forth in the above table, is based on 8,886,071 shares of our common stock outstanding as of July
28, 2017 and excludes as of that date:
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·466,547 shares of common stock issuable upon exercise of outstanding stock options under our stock incentive plans
at a weighted average exercise price of $10.30 per share;

·2,464,739 additional shares of common stock reserved for issuance under outstanding warrants with a weighted
average exercise price of $3.48 per share;

·507,375 additional shares of common stock reserved for future issuance under our stock incentive plans;

·447,236 additional shares of common stock issuable under convertible notes, which includes accrued interest
through July 28, 2017;

·____________ shares of common stock issuable upon exercise of the warrants offered hereby; and

·____________ shares of common stock issuable upon exercise of warrants to be issued to the placement agent in
connection with this offering.

4
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RISK FACTORS

An investment in our securities involves a high degree of risk. You should carefully consider the risks described below
as well as the other information in this prospectus before deciding to invest in or maintain your investment in our
company. The risks described below are not intended to be an all-inclusive list of all of the potential risks relating to
an investment in our securities. Any of the risk factors described below could significantly and adversely affect our
business, prospects, financial condition and results of operations. Additional risks and uncertainties not currently
known or that are currently considered to be immaterial may also materially and adversely affect our business. As a
result, the trading price or value of our securities could be materially adversely affected and you may lose all or part
of your investment.

Risks Relating to Our Financial Position and Need for Additional Capital

We have incurred significant losses and expect to continue to incur losses for the foreseeable future.

We have never been profitable. We have generated revenues during the fiscal years ended March 31, 2017 and March
31, 2016, in the amounts of $392,073, and $886,572, respectively, primarily from our contract with the Defense
Advanced Research Projects Agency, or DARPA. However, our revenues continue to be insufficient to cover our cost
of operations. Additionally, our contracts with DARPA have now ended, and we cannot be assured when, if at all, we
will be able to enter into future government contracts. Future profitability, if any, will require the successful
commercialization of our Hemopurifier technology, other products that may emerge from our potential diagnostic
products or from additional government contract or grant income. We cannot assure you when or if we will be able to
successfully commercialize one or more of our products, or if commercialization is successful, whether we will ever
be profitable.

We have received an explanatory paragraph from our auditors regarding our ability to continue as a going
concern.

Our independent registered public accounting firm noted in their report accompanying our financial statements for our
fiscal year ended March 31, 2017 that our net loss and negative cash flows from operating activities during our fiscal
year ended March 31, 2017 and our accumulated deficit as of March 31, 2017 raised substantial doubt about our
ability to continue as a going concern. Note 1 to our financial statements for the year ended March 31, 2017 describes
management's plans to address these matters. We cannot assure you that our business plans will be successful in
addressing these issues. This explanatory paragraph about our ability to continue as a going concern could affect our
ability to obtain additional financing at favorable terms, if at all, as it may cause investors to lose faith in our
long-term prospects. If we cannot successfully continue as a going concern, our shareholders may lose their entire
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investment.

We will require additional financing to sustain our operations, and without it, we will not be able to continue
operations.

We raised $2,759,355 in net proceeds from sales of common stock and $577,460 in net proceeds from convertible
notes under our S-3 registration statement during the fiscal year ended March 31, 2017. However, we will require
significant additional financing to finalize the current and expected additional future clinical trials in the U.S., as well
as fund all of our continued research and development activities for the Hemopurifier and other future products
through the remainder of the fiscal year ending March 31, 2018. In addition, as we expand our activities, our overhead
costs to support personnel, laboratory materials and infrastructure will increase. Should the financing we require to
sustain our working capital needs be unavailable to us on reasonable terms, if at all, when we require it, we may be
unable to support our research and FDA clearance activities including our planned clinical trials. The failure to
implement our research and clearance activities would have a material adverse effect on our ability to commercialize
our products.

We will need to raise additional funds through debt or equity financings in the future to achieve our business
objectives and to satisfy our cash obligations, which would dilute the ownership of our existing stockholders.

We will need to raise additional funds through debt and/or equity financings in order to complete our ultimate
business objectives, including funding working capital to support development and regulatory clearance of our
products. We also may choose to raise additional funds in debt or equity financings if they are available to us on
reasonable terms to increase our working capital and to strengthen our financial position. Any sales of additional
equity or convertible debt securities would result in dilution of the equity interests of our existing stockholders, which
could be substantial. Also, new investors may require that we and certain of our stockholders enter into voting
arrangements that give them additional voting control or representation on our Board of Directors.

5
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Risks Related to Our Business Operations

We face intense competition in the medical device industry.

We compete with numerous U.S. and foreign companies in the medical device industry, and many of our competitors
have greater financial, personnel, operational and research and development resources than we do. Our competitors
are developing vaccine candidates, which could compete with the Hemopurifier medical device candidates we are
developing. Our commercial opportunities will be reduced or eliminated if our competitors develop and market
products for any of the diseases we target that:

·are more effective;

·have fewer or less severe adverse side effects;

·are better tolerated;

·are more adaptable to various modes of dosing;

·are easier to administer; or

·are less expensive than the products or product candidates we are developing.

Even if we are successful in developing the Hemopurifier and potential diagnostic products, and obtain FDA and other
regulatory approvals necessary for commercializing them, our products may not compete effectively with other
successful products. Researchers are continually learning more about diseases, which may lead to new technologies
for treatment. Our competitors may succeed in developing and marketing products that are either more effective than
those that we may develop, alone or with our collaborators, or that are marketed before any products we develop are
marketed. Our competitors include fully integrated pharmaceutical companies and biotechnology companies as well
as universities and public and private research institutions. Many of the organizations competing with us have
substantially greater capital resources, larger research and development staffs and facilities, greater experience in
product development and in obtaining regulatory approvals, and greater marketing capabilities than we do. If our
competitors develop more effective pharmaceutical treatments for infectious disease or cancer, or bring those
treatments to market before we can commercialize the Hemopurifier for such uses, we may be unable to obtain any
market traction for our products, or the diseases we seek to treat may be substantially addressed by competing
treatments. If we are unable to successfully compete against larger companies in the pharmaceutical industry, we may
never generate significant revenue or be profitable.

We have limited experience in identifying and working with large-scale contracts with medical device
manufacturers; manufacture of our devices must comply with good manufacturing practices in the U.S.
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To achieve the levels of production necessary to commercialize our Hemopurifier and other future products, we will
need to secure large-scale manufacturing agreements with contract manufacturers which comply with good
manufacturing practice standards and other standards prescribed by various federal, state and local regulatory agencies
in the U.S. and any other country of use. We have limited experience coordinating and overseeing the manufacture of
medical device products on a large-scale. We cannot assure you that manufacturing and control problems will not
arise as we attempt to commercialize our products or that such manufacturing can be completed in a timely manner or
at a commercially reasonable cost. In addition, we cannot assure you that we will be able to adequately finance the
manufacture and distribution of our products on terms acceptable to us, if at all. If we cannot successfully oversee and
finance the manufacture of our products when they have obtained regulatory clearances, we may never generate
revenue from product sales and we may never be profitable.

Our Aethlon Hemopurifier technology may become obsolete.

Our Aethlon Hemopurifier products may be made unmarketable by new scientific or technological developments
where new treatment modalities are introduced that are more efficacious and/or more economical than our products.
The homeland security industry is growing rapidly with many competitors that are trying to develop products or
vaccines to protect against infectious disease. Any one of our competitors could develop a more effective product
which would render our technology obsolete. Further, our ability to achieve significant and sustained penetration of
our key target markets will depend upon our success in developing or acquiring technologies developed by other
companies, either independently, through joint ventures or through acquisitions. If we fail to develop or acquire, and
manufacture and sell, products that satisfy our customers’ demands, or we fail to respond effectively to new product
announcements by our competitors by quickly introducing competitive products, then market acceptance of our
products could be reduced and our business could be adversely affected. We cannot assure you that our products will
remain competitive with products based on new technologies.

6
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Our use of hazardous materials, chemicals and viruses exposes us to potential liabilities for which we may not have
adequate insurance.

Our research and development involves the controlled use of hazardous materials, chemicals and viruses. The primary
hazardous materials include chemicals needed to construct the Hemopurifier cartridges and the infected plasma
samples used in preclinical testing of the Hemopurifier. All other chemicals are fully inventoried and reported to the
appropriate authorities, such as the fire department, who inspect the facility on a regular basis. We are subject to
federal, state, local and foreign laws governing the use, manufacture, storage, handling and disposal of such materials.
Although we believe that our safety procedures for the use, manufacture, storage, handling and disposal of such
materials comply with the standards prescribed by federal, state, local and foreign regulations, we cannot completely
eliminate the risk of accidental contamination or injury from these materials. We have had no incidents or problems
involving hazardous chemicals or biological samples. In the event of such an accident, we could be held liable for
significant damages or fines.

We currently carry a limited amount of insurance to protect us from damages arising from hazardous materials. Our
product liability policy has a $3,000,000 limit of liability that would cover certain releases of hazardous substances
away from our facilities. For our facilities, our property policy provides $25,000 in coverage for contaminant clean-up
or removal and $50,000 in coverage for damages to the premises resulting from contamination. Should we violate any
regulations concerning the handling or use of hazardous materials, or should any injuries or death result from our use
or handling of hazardous materials, we could be the subject of substantial lawsuits by governmental agencies or
individuals. We may not have adequate insurance to cover all or any of such claims, if any. If we were responsible to
pay significant damages for violations or injuries, if any, we might be forced to cease operations since such payments
could deplete our available resources.

Our success is dependent in part on a few key executive officers.

Our success depends to a critical extent on the continued services of our Chief Executive Officer, James A. Joyce, and
our President, Rodney S. Kenley. If one or both of these key executive officers were to leave us, we would be forced
to expend significant time and money in the pursuit of a replacement, which would result in both a delay in the
implementation of our business plan and the diversion of limited working capital. The unique knowledge and
expertise of these individuals would be difficult to replace within the biotechnology field. We can give you no
assurances that we can find satisfactory replacements for these key executive officers at all, or on terms that are not
unduly expensive or burdensome to us. Although Mr. Joyce has signed an employment agreement providing for his
continued service to us, that agreement will not preclude him from leaving us should we be unable to compete with
offers for employment he may receive from other companies. We do not currently carry key man life insurance
policies on any of our key executive officers which would assist us in recouping our costs in the event of the loss of
those officers. If either of our key officers were to leave us, it could make it impossible, if not cause substantial delays
and costs, to implement our long-term business objectives and growth.
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Our inability to attract and retain qualified personnel could impede our ability to achieve our business objectives.

We have six full-time employees consisting of our Chief Executive Officer, our President, our Chief Financial Officer,
two research scientists and an executive assistant. We utilize, whenever appropriate, consultants in order to conserve
cash and resources.

Although we believe that these employees and consultants will be able to handle most of our additional
administrative, research and development and business development in the near term, we will nevertheless be required
over the longer-term to hire highly skilled managerial, scientific and administrative personnel to fully implement our
business plan and growth strategies, including to mitigate the material weakness in our internal control over financial
reporting described above. Due to the specialized scientific nature of our business, we are highly dependent upon our
ability to attract and retain qualified scientific, technical and managerial personnel. Competition for these individuals,
especially in San Diego, California, where many biotechnology companies are located, is intense and we may not be
able to attract, assimilate or retain additional highly qualified personnel in the future. We cannot assure you that we
will be able to engage the services of such qualified personnel at competitive prices or at all, particularly given the
risks of employment attributable to our limited financial resources and lack of an established track record. Also, if we
are required to attract personnel from other parts of the U.S. or abroad, we may have significant difficulty doing so
due to the high cost of living in the Southern California area and due to the costs incurred with transferring personnel
to the area. If we cannot attract and retain qualified staff and executives, we will be unable to develop our products
and achieve regulatory clearance, and our business could fail.

7
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We plan to grow rapidly which will strain our resources; our inability to manage our growth could delay or derail
implementation of our business objectives.

We will need to significantly expand our operations to implement our longer-term business plan and growth strategies.
We will also be required to manage multiple relationships with various strategic partners, technology licensors,
customers, manufacturers and suppliers, consultants and other third parties. This expansion and these expanded
relationships will require us to significantly improve or replace our existing managerial, operational and financial
systems, procedures and controls; to improve the coordination between our various corporate functions; and to
manage, train, motivate and maintain a growing employee base. The time and costs to effectuate these steps may place
a significant strain on our management personnel, systems and resources, particularly given the limited amount of
financial resources and skilled employees that may be available at the time. We cannot assure you that we will
institute, in a timely manner or at all, the improvements to our managerial, operational and financial systems,
procedures and controls necessary to support our anticipated increased levels of operations and to coordinate our
various corporate functions, or that we will be able to properly manage, train, motivate and retain our anticipated
increased employee base. If we cannot manage our growth initiatives, we will be unable to commercialize our
products on a large-scale in a timely manner, if at all, and our business could fail.

As a public company with limited financial resources undertaking the launch of new medical technologies, we may
have difficulty attracting and retaining executive management and directors.

The directors and management of publicly traded corporations are increasingly concerned with the extent of their
personal exposure to lawsuits and stockholder claims, as well as governmental and creditor claims which may be
made against them, particularly in view of recent changes in securities laws imposing additional duties, obligations
and liabilities on management and directors. Due to these perceived risks, directors and management are also
becoming increasingly concerned with the availability of directors’ and officers’ liability insurance to pay on a timely
basis the costs incurred in defending such claims. While we currently carry directors’ and officers’ liability insurance,
such insurance is expensive and difficult to obtain. If we are unable to continue or provide directors’ and officers’
liability insurance at affordable rates or at all, it may become increasingly more difficult to attract and retain qualified
outside directors to serve on our Board of Directors. We may lose potential independent board members and
management candidates to other companies in the biotechnology field that have greater directors’ and officers’ liability
insurance to insure them from liability or to biotechnology companies that have revenues or have received greater
funding to date which can offer greater compensation packages. The fees of directors are also rising in response to
their increased duties, obligations and liabilities. In addition, our products could potentially be harmful to users, and
we are exposed to claims of product liability including for injury or death. We have limited insurance and may not be
able to afford robust coverage even as our products are introduced into the market. As a company with limited
resources and potential exposures to management, we will have a more difficult time attracting and retaining
management and outside independent directors than a more established public or private company due to these
enhanced duties, obligations and potential liabilities.
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If we fail to comply with extensive regulations of U.S. and foreign regulatory agencies, the commercialization of
our products could be delayed or prevented entirely.

Our Hemopurifier products are subject to extensive government regulations related to development, testing,
manufacturing and commercialization in the U.S. and other countries. The determination of when and whether a
product is ready for large-scale purchase and potential use will be made by the U.S. Government through consultation
with a number of governmental agencies, including the FDA, the National Institutes of Health, the Centers for Disease
Control and Prevention and the Department of Homeland Security. Our product candidates are in the pre-clinical and
clinical stages of development and have not received required regulatory approval from the FDA, or any foreign
regulatory agencies, to be commercially marketed and sold. The process of obtaining and complying with FDA and
other governmental regulatory approvals and regulations in the U.S. and in foreign countries is costly, time
consuming, uncertain and subject to unanticipated delays. Obtaining such regulatory approvals, if any, can take
several years. Despite the time and expense exerted, regulatory approval is never guaranteed. We also are subject to
the following risks and obligations, among others:

· the FDA may refuse to approve an application if they believe that applicable regulatory criteria are not satisfied;

· the FDA may require additional testing for safety and effectiveness;

· the FDA may interpret data from pre-clinical testing and clinical trials in different ways than we interpret them;

·if regulatory approval of a product is granted, the approval may be limited to specific indications or limited with
respect to its distribution; and

·the FDA may change their approval policies and/or adopt new regulations.

8
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Failure to comply with these or other regulatory requirements of the FDA may subject us to administrative or
judicially imposed sanctions, including:

·warning letters;

·civil penalties;

·criminal penalties;

· injunctions;

·product seizure or detention;

·product recalls; and

·total or partial suspension of productions.

Delays in successfully completing our planned clinical trials could jeopardize our ability to obtain regulatory
approval.

Our business prospects will depend on our ability to complete studies, clinical trials, obtain satisfactory results, obtain
required regulatory approvals and successfully commercialize our Hemopurifier product candidates. Completion of
our clinical trials, announcement of results of the trials and our ability to obtain regulatory approvals could be delayed
for a variety of reasons, including:

·serious adverse events related to our medical device candidates;

·unsatisfactory results of any clinical trial;

· the failure of our principal third-party investigators to perform our clinical trials on our anticipated schedules; and

·different interpretations of our pre-clinical and clinical data, which could initially lead to inconclusive results.

Our development costs will increase if we have material delays in any clinical trial or if we need to perform more or
larger clinical trials than planned. If the delays are significant, or if any of our product candidates do not prove to be
safe or effective or do not receive required regulatory approvals, our financial results and the commercial prospects for
our product candidates will be harmed. Furthermore, our inability to complete our clinical trials in a timely manner
could jeopardize our ability to obtain regulatory approval.
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If we or our suppliers fail to comply with ongoing FDA or foreign regulatory authority requirements, or if we
experience unanticipated problems with our products, these products could be subject to restrictions or withdrawal
from the market.

Any product for which we obtain clearance or approval, and the manufacturing processes, reporting requirements,
post-approval clinical data and promotional activities for such product, will be subject to continued regulatory review,
oversight and periodic inspections by the FDA and other domestic and foreign regulatory bodies. In particular, we and
our third-party suppliers may be required to comply with the FDA’s Quality System Regulation, or QSR. These FDA
regulations cover the methods and documentation of the design, testing, production, control, quality assurance,
labeling, packaging, sterilization, storage and shipping of our products. Compliance with applicable regulatory
requirements is subject to continual review and is monitored rigorously through periodic inspections by the FDA. If
we, or our manufacturers, fail to adhere to QSR requirements in the U.S., this could delay production of our products
and lead to fines, difficulties in obtaining regulatory clearances, recalls, enforcement actions, including injunctive
relief or consent decrees, or other consequences, which could, in turn, have a material adverse effect on our financial
condition or results of operations.

9
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In addition, the FDA assesses compliance with the QSR through periodic announced and unannounced inspections of
manufacturing and other facilities. The failure by us or one of our suppliers to comply with applicable statutes and
regulations administered by the FDA, or the failure to timely and adequately respond to any adverse inspectional
observations or product safety issues, could result in any of the following enforcement actions:

·untitled letters, warning letters, fines, injunctions, consent decrees and civil penalties;
·unanticipated expenditures to address or defend such actions;
·customer notifications or repair, replacement, refunds, recall, detention or seizure of our products;
·operating restrictions or partial suspension or total shutdown of production;
·refusing or delaying our requests for 510(k) clearance or premarket approval of new products or modified products;
·withdrawing 510(k) clearances or premarket approvals that have already been granted;
·refusal to grant export approval for our products; or
·criminal prosecution.

Any of these sanctions could have a material adverse effect on our reputation, business, results of operations and
financial condition. Furthermore, our key component suppliers may not currently be or may not continue to be in
compliance with all applicable regulatory requirements, which could result in our failure to produce our products on a
timely basis and in the required quantities, if at all.

If our products, or malfunction of our products, cause or contribute to a death or a serious injury, we will be
subject to medical device reporting regulations, which can result in voluntary corrective actions or agency
enforcement actions.

Under the FDA medical device reporting regulations, medical device manufacturers are required to report to the FDA
information that a device has or may have caused or contributed to a death or serious injury or has malfunctioned in a
way that would likely cause or contribute to death or serious injury if the malfunction of the device or one of our
similar devices were to recur. If we fail to report these events to the FDA within the required timeframes, or at all,
FDA could take enforcement action against us. Any such adverse event involving our products also could result in
future voluntary corrective actions, such as recalls or customer notifications, or agency action, such as inspection or
enforcement action. Any corrective action, whether voluntary or involuntary, as well as defending ourselves in a
lawsuit, will require the dedication of our time and capital, distract management from operating our business, and may
harm our reputation and financial results.

Our products may in the future be subject to product recalls. A recall of our products, either voluntarily or at the
direction of the FDA or another governmental authority, including a third-country authority, or the discovery of
serious safety issues with our products, could have a significant adverse impact on us.
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The FDA and similar foreign governmental authorities have the authority to require the recall of commercialized
products in the event of material deficiencies or defects in design or manufacture. In this case, the FDA, the authority
to require a recall must be based on an FDA finding that there is reasonable probability that the device would cause
serious injury or death. In addition, foreign governmental bodies have the authority to require the recall of our
products in the event of material deficiencies or defects in design or manufacture. Manufacturers may, under their own
initiative, recall a product if any material deficiency in a device is found. The FDA requires that certain classifications
of recalls be reported to the FDA within 10 working days after the recall is initiated. A government-mandated or
voluntary recall by us or one of our international distributors could occur as a result of an unacceptable risk to health,
component failures, malfunctions, manufacturing errors, design or labeling defects or other deficiencies and issues.
Recalls of any of our products would divert managerial and financial resources and have an adverse effect on our
reputation, results of operations and financial condition, which could impair our ability to produce our products in a
cost-effective and timely manner in order to meet our customers’ demands. We may also be subject to liability claims,
be required to bear other costs, or take other actions that may have a negative impact on our future sales and our
ability to generate profits. Companies are required to maintain certain records of recalls, even if they are not reportable
to the FDA or another third-country competent authority. We may initiate voluntary recalls involving our products in
the future that we determine do not require notification of the FDA or another third-country competent authority. If
the FDA disagrees with our determinations, they could require us to report those actions as recalls. A future recall
announcement could harm our reputation with customers and negatively affect our sales. In addition, the FDA could
take enforcement action for failing to report the recalls when they were.

We are also required to follow detailed recordkeeping requirements for all firm-initiated medical device corrections
and removals. In addition, in December of 2012, the FDA issued a draft guidance intended to assist the FDA and
industry in distinguishing medical device recalls from product enhancements. Per the guidance, if any change or group
of changes to a device addresses a violation of the Federal Food, Drug, and Cosmetic Act, that change would
generally constitute a medical device recall and require submission of a recall report to the FDA.
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We outsource almost all of our operational and development activities, and if any party to which we have
outsourced certain essential functions fails to perform its obligations under agreements with us, the development
and commercialization of our lead product candidate and any future product candidates that we may develop could
be delayed or terminated.

We generally rely on third-party consultants or other vendors to manage and implement the day-to-day conduct of our
operations, including conducting clinical trials and manufacturing our current product candidates and any future
product candidates that we may develop. Accordingly, we are and will continue to be dependent on the timeliness and
effectiveness of their efforts. Our dependence on third parties includes key suppliers and third-party service providers
supporting the development, manufacture and regulatory approval of our products as well as support for our
information technology systems and other infrastructure. While our management team oversees these vendors, failure
of any of these third parties to meet their contractual, regulatory and other obligations or the development of factors
that materially disrupt the performance of these third parties could have a material adverse effect on our business. For
example, all of the key oversight responsibilities for the development and manufacture of our lead product candidate
are conducted by our management team but all activities are the responsibility of third-party vendors.

If a clinical research organization that we utilize is unable to allocate sufficient qualified personnel to our studies in a
timely manner or if the work performed by it does not fully satisfy the requirements of the FDA or other regulatory
agencies, we may encounter substantial delays and increased costs in completing our development efforts. Any
manufacturer that we select may encounter difficulties in the manufacture of new products in commercial quantities,
including problems involving product yields, product stability or shelf life, quality control, adequacy of control
procedures and policies, compliance with FDA regulations and the need for further FDA approval of any new
manufacturing processes and facilities. If any of these occur, the development and commercialization of our product
candidates could be delayed, curtailed or terminated because we may not have sufficient financial resources or
capabilities to continue such development and commercialization on our own. If we rely on only one source for the
manufacture of the clinical or commercial supplies of any of our product candidates or products, any production
problems or supply constraints with that manufacturer could adversely impact the development or commercialization
of that product candidate or product.

If we or our contractors or service providers fail to comply with regulatory laws and regulations, we or they could
be subject to regulatory actions, which could affect our ability to develop, market and sell our product candidates
and any other or future product candidates that we may develop and may harm our reputation.

If we or our manufacturers or other third-party contractors fail to comply with applicable federal, state or foreign laws
or regulations, we could be subject to regulatory actions, which could affect our ability to develop, market and sell our
current product candidates or any future product candidates under development successfully and could harm our
reputation and lead to reduced or non-acceptance of our proposed product candidates by the market. Even technical
recommendations or evidence by the FDA through letters, site visits, and overall recommendations to academia or
biotechnology companies may make the manufacturing of a clinical product extremely labor intensive or expensive,
making the product candidate no longer viable to manufacture in a cost-efficient manner. The mode of administration
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may make the product candidate not commercially viable. The required testing of the product candidate may make
that candidate no longer commercially viable. The conduct of clinical trials may be critiqued by the FDA, or a clinical
trial site’s Institutional Review Board or Institutional Biosafety Committee, which may delay or make impossible
clinical testing of a product candidate. The Institutional Review Board for a clinical trial may stop a trial or deem a
product candidate unsafe to continue testing. This may have a material adverse effect on the value of the product
candidate and our business prospects.

We will need to outsource and rely on third parties for the clinical development and manufacture, sales and
marketing of our current product candidates or any future product candidates that we may develop, and our future
success will be dependent on the timeliness and effectiveness of the efforts of these third parties.

We do not have the required financial and human resources to carry out on our own all the pre-clinical and clinical
development for our current product candidates or any other or future product candidates that we may develop, and do
not have the capability and resources to manufacture, market or sell our current product candidates or any future
product candidates that we may develop. Our business model calls for the partial or full outsourcing of the clinical and
other development and manufacturing, sales and marketing of our product candidates in order to reduce our capital
and infrastructure costs as a means of potentially improving our financial position. Our success will depend on the
performance of these outsourced providers. If such providers fail to perform adequately, our development of product
candidates may be delayed and any delay in the development of our product candidates would have a material and
adverse effect on our business prospects.

11
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We are and will be exposed to product liability risks, and clinical and preclinical liability risks, which could place a
substantial financial burden upon us should we be sued.

Our business exposes us to potential product liability and other liability risks that are inherent in the testing,
manufacturing and marketing of medical devices. We cannot be sure that claims will not be asserted against us. A
successful liability claim or series of claims brought against us could have a material adverse effect on our business,
financial condition and results of operations.

We cannot give assurances that we will be able to continue to obtain or maintain adequate product liability insurance
on acceptable terms, if at all, or that such insurance will provide adequate coverage against potential liabilities. Claims
or losses in excess of any product liability insurance coverage that we may obtain could have a material adverse effect
on our business, financial condition and results of operations.

Our Hemopurifier products may be used in connection with medical procedures in which it is important that those
products function with precision and accuracy. If our products do not function as designed, or are designed
improperly, we may be forced by regulatory agencies to withdraw such products from the market. In addition, if
medical personnel or their patients suffer injury as a result of any failure of our products to function as designed, or
our products are designed inappropriately, we may be subject to lawsuits seeking significant compensatory and
punitive damages. The risk of product liability claims, product recalls and associated adverse publicity is inherent in
the testing, manufacturing, marketing and sale of medical products. We have recently obtained general clinical trial
liability insurance coverage. We cannot give assurances that our insurance coverage will to be adequate or available.
We may not be able to secure product liability insurance coverage on acceptable terms or at reasonable costs when
needed. Any product recall or lawsuit seeking significant monetary damages may have a material effect on our
business and financial condition. Any liability for mandatory damages could exceed the amount of our coverage.
Moreover, a product recall could generate substantial negative publicity about our products and business and inhibit or
prevent commercialization of other future product candidates.

We have not received, and may never receive, approval from the FDA to market a medical device in the United
States.

Before a new medical device can be marketed in the U.S., it must first receive either premarket approval, or a PMA, or
510(k) clearance from the FDA, unless an exemption exists. A PMA submission, which is a higher standard than a
501(k) clearance, is used to demonstrate to the FDA that a new or modified device is safe and effective. The 510(k) is
used to demonstrate that a device is “substantially equivalent” to a predicate device (one that has been cleared by the
FDA). We expect that any product we seek regulatory approval for will require a PMA. The FDA approval process
involves, among other things, successfully completing clinical trials and filing for and obtaining a PMA. The PMA
process requires us to prove the safety and effectiveness of our products to the FDA’s satisfaction. This process, which
includes preclinical studies and clinical trials, can take many years and requires the expenditure of substantial
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resources and may include post-marketing surveillance to establish the safety and efficacy of the product.
Notwithstanding the effort and expense incurred, the process may never result in the FDA granting a PMA. Data
obtained from preclinical studies and clinical trials are subject to varying interpretations that could delay, limit or
prevent regulatory approval. Delays or rejections may also be encountered based upon changes in governmental
policies for medical devices during the period of product development. The FDA can delay, limit or deny approval of
a PMA application for many reasons, including:

·our inability to demonstrate safety or effectiveness to the FDA’s satisfaction;
· insufficient data from our preclinical studies and clinical trials to support approval;
·failure of the facilities of our third-party manufacturer or suppliers to meet applicable requirements;
· inadequate compliance with preclinical, clinical or other regulations;
·our failure to meet the FDA’s statistical requirements for approval; and

·changes in the FDA’s approval policies, or the adoption of new regulations that require additional data or additional
clinical studies.

Modifications to products that are approved through a PMA application generally need FDA approval. Similarly,
some modifications made to products cleared through a 510(k) may require a new 510(k). The FDA’s 510(k) clearance
process usually takes from three to 12 months, but may last longer. The process of obtaining a PMA is much costlier
and uncertain than the 510(k) clearance process and generally takes from one to three years, or even longer, from the
time the application is submitted to the FDA until an approval is obtained. Any of our products considered to be a
class III device, which are considered to pose the greatest risk and the approval of which is governed by the strictest
guidelines, will require the submission and approval of a PMA in order for us to market it in the U.S. We also may
design new products in the future that could require the clearance of a 510(k).
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Although we have received approval to proceed with clinical trials in the U.S. under the investigational device
exemption, we cannot assure you that the current approval from the FDA to proceed will not be revoked, that the
study will be successful, or that the FDA PMA approval will eventually be obtained and not revoked. Even if we
obtain approval, the FDA or other regulatory authorities may require expensive or burdensome post-market testing or
controls. Any delay in, or failure to receive or maintain, clearance or approval for our future products could prevent us
from generating revenue from these products or achieving profitability. Additionally, the FDA and other regulatory
authorities have broad enforcement powers. Regulatory enforcement or inquiries, or other increased scrutiny on us,
could dissuade some physicians from using our products and adversely affect our reputation and the perceived safety
and efficacy of our products.

The approval requirements for medical products used to fight bioterrorism are still evolving, and we cannot be
certain any products we develop for such uses would meet these requirements.

We are advancing product candidates under governmental policies that regulate the development and
commercialization of medical treatment countermeasures against bioterror and pandemic threats. While we intend to
pursue FDA market clearance to treat infectious bioterror and pandemic threats, it is often not feasible to conduct
human studies against these deadly high threat pathogens. Thus, we may not be able to demonstrate the effectiveness
of our treatment countermeasures through controlled human efficacy studies. Additionally, a change in government
policies could impair our ability to obtain regulatory approval and there is no assurance that the FDA will approve any
of our product candidates.

The Hemopurifier was used to treat one patient suffering from Ebola, and we have received a supplement to our
investigational device exemption to establish protocols to treat Ebola patients in the U.S.; however, you should not
construe these events as demonstrating that the device is effective in treating Ebola.

In October 2014, physicians at the Frankfurt University Hospital in Frankfurt, Germany administered Hemopurifier
therapy in a 6.5-hour treatment session to a patient infected with Ebola. This treatment was made on an emergency
basis. The patient was administered Hemopurifier therapy through special approval from The Federal Institute for
Drugs and Medical Devices (Bundesinstitut fur Arzneimittel und Medizinprodukte, BfArM), an independent federal
higher authority within the portfolio of the Federal Ministry of Health of Germany. While we believe the results of the
treatment of the Ebola patient in Germany to be positive with respect to the usage of the Hemopurifier to combat
Ebola, no medical organization or regulatory organization, inside or outside the U.S., has cleared the use of the device
for Ebola treatment on a commercial basis.

In addition, although the FDA approved a supplement to our investigational device exemption to establish a protocol
for the treatment of Ebola patients in the U.S., this approval is very limited and the results of such protocol and
potential treatments, if any, cannot be predicted. The usefulness of the Hemopurifier in treating Ebola is still unproven
in any clinical or regulatory process in the U.S. or elsewhere. Even if we enroll patients in the Ebola protocol, the
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results of such treatments may not demonstrate the safety and efficacy of the device, may be equivocal or may
otherwise not be sufficient to obtain approval of the Hemopurifier for any uses associated with Ebola. In addition, the
approval of the supplement to our investigational device exemption does not in any way ensure clearance or approval
of the Hemopurifier device for any purpose. In April 2015, we submitted a Humanitarian Use Devise submission to
the FDA to support market clearance of the Hemopurifier as a treatment for Ebola virus. If the application is
designated by the FDA, we then may submit a Humanitarian Device Exemption marketing application to the Center
for Devices and Radiological Health for marketing review. We cannot assure you that the Hemopurifier will be proven
to be useful in the treatment of Ebola or that it will ever be approved by U.S. or foreign regulatory agencies for such
use, or if approved, successfully commercialized by us for such use. We may never commercialize the Hemopurifier
specifically for use in treating Ebola.

The results of our clinical trials may not support our product candidate claims or may result in the discovery of
adverse side effects.

Any research and development, pre-clinical testing and clinical trial activities involving any products that we are or
may develop will be subject to extensive regulation and review by numerous governmental authorities both in the U.S.
and abroad. In the future, we may conduct clinical trials to support approval of new products. Clinical studies must be
conducted in compliance with FDA regulations or the FDA may take enforcement action. The data collected from
these clinical studies may ultimately be used to support market clearance for these products. Even if our clinical trials
are completed as planned, we cannot be certain that their results will support our product candidate claims or that the
FDA will agree with our conclusions regarding them. Success in pre-clinical studies and early clinical trials does not
ensure that later clinical trials will be successful, and we cannot be sure that the later trials will replicate the results of
prior trials and pre-clinical studies. The clinical trial process may fail to demonstrate that our product candidates are
safe and effective for the proposed indicated uses, which could cause us to abandon a product candidate and may
delay development of others. Any delay or termination of our clinical trials will delay the filing of our product
submissions and, ultimately, our ability to commercialize our product candidates and generate revenues. It is also
possible that patients enrolled in clinical trials will experience adverse side effects that are not currently part of the
product candidate’s profile.
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U.S. legislative or FDA regulatory reforms may make it more difficult and costly for us to obtain regulatory
approval of our product candidates and to manufacture, market and distribute our products after approval is
obtained.

From time to time, legislation is drafted and introduced in Congress that could significantly change the statutory
provisions governing the regulatory approval, manufacture and marketing of regulated products or the reimbursement
thereof. In addition, FDA regulations and guidance are often revised or reinterpreted by the FDA in ways that may
significantly affect our business and our products. Any new regulations or revisions or reinterpretations of existing
regulations may impose additional costs or lengthen review times of future products. In addition, FDA regulations and
guidance are often revised or reinterpreted by the agency in ways that may significantly affect our business and our
products. It is impossible to predict whether legislative changes will be enacted or FDA regulations, guidance or
interpretations changed, and what the impact of such changes, if any, may be.

Should our products be approved for commercialization, lack of third-party coverage and reimbursement for our
devices could delay or limit their adoption.

In both the U.S. and international markets, the use of medical devices is dependent in part on the availability of
reimbursement from third-party payors, such as government and private insurance plans. Healthcare providers that use
medical devices generally rely on third-party payors to pay for all or part of the costs and fees associated with the
medical procedures being performed or to compensate them for their patient care services. Should our products be
approved for commercialization by the FDA, we cannot assure you that our future products will be considered
cost-effective, that reimbursement will be available in other sites or in other countries, including the U.S., if approved,
or that reimbursement will be sufficient to allow sales of our future products on a profitable basis. The coverage
decisions of third-party payors will be significantly influenced by the assessment of our future products by health
technology assessment bodies. Such assessments are outside our control and we cannot assure you that such
evaluations will be conducted or that they will have a favorable outcome.

If approved for use in the U.S., we expect that any products that we develop will be purchased primarily by medical
institutions, which will in turn bill various third-party payors for the health care services provided to patients at their
facility. Payors may include the Centers for Medicare & Medicaid Services, or CMS, which administers the Medicare
program and works in partnership with state governments to administer Medicaid, other government programs and
private insurance plans. The process involved in applying for coverage and incremental reimbursement from CMS is
lengthy and expensive. Further, Medicare coverage is based on our ability to demonstrate the treatment is “reasonable
and necessary” for Medicare beneficiaries. Even if products utilizing our Aethlon Hemopurifier technology receive
FDA and other regulatory clearance or approval, they may not be granted coverage and reimbursement by any payor,
including by CMS. For some governmental programs, such as Medicaid, coverage and reimbursement differ from
state to state and some state Medicaid programs may not pay adequate amounts for the procedure necessary to utilize
products utilizing our technology system, or any payment at all. Moreover, many private payors use coverage
decisions and payment amounts determined by CMS as guidelines in setting their coverage and reimbursement
policies and amounts. If CMS or other agencies limit coverage or decrease or limit reimbursement payments for
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doctors and hospitals, this may affect coverage and reimbursement determinations by many private payors.

Should our products be approved for commercialization, adverse changes in reimbursement policies and
procedures by payors may impact our ability to market and sell our products.

Healthcare costs have risen significantly over the past decade, and there have been and continue to be proposals by
legislators, regulators and third-party payors to decrease costs. Third-party payors are increasingly challenging the
prices charged for medical products and services and instituting cost containment measures to control or significantly
influence the purchase of medical products and services.

For example, in the U.S., the Patient Protection and Affordable Care Act, as amended by the Health Care and
Education Reconciliation Act of 2010, or collectively, PPACA, among other things, reduced and/or limited Medicare
reimbursement to certain providers. The Budget Control Act of 2011, as amended by subsequent legislation, further
reduces Medicare’s payments to providers by 2 percent through fiscal year 2024. These reductions may reduce
providers’ revenues or profits, which could affect their ability to purchase new technologies. Furthermore, the
healthcare industry in the U.S. has experienced a trend toward cost containment as government and private insurers
seek to control healthcare costs by imposing lower payment rates and negotiating reduced contract rates with service
providers. Legislation could be adopted in the future that limits payments for our products from governmental payors.
In addition, commercial payors such as insurance companies, could adopt similar policies that limit reimbursement for
medical device manufacturers’ products. Therefore, we cannot be certain that our product or the procedures or patient
care performed using our product will be reimbursed at a cost-effective level. We face similar risks relating to adverse
changes in reimbursement procedures and policies in other countries where we may market our products.
Reimbursement and healthcare payment systems vary significantly among international markets. Our inability to
obtain international reimbursement approval, or any adverse changes in the reimbursement policies of foreign payors,
could negatively affect our ability to sell our products and have a material adverse effect on our business and financial
condition.
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Should our products be approved for commercialization, our financial performance may be adversely affected by
medical device tax provisions in the healthcare reform laws.

PPACA currently imposes, among other things, an excise tax of 2.3% on any entity that manufactures or imports
medical devices offered for sale in the U.S. Under these provisions, the Congressional Research Service predicts that
the total cost to the medical device industry may be up to $20 billion over the next decade. The Internal Revenue
Service issued final regulations implementing the tax in December 2012, which requires, among other things,
bi-monthly payments and quarterly reporting.

The Consolidated Appropriations Act, 2016 (Pub. L. 114-113), signed into law on Dec. 18, 2015, includes a two-year
moratorium on the medical device excise tax imposed by Internal Revenue Code section 4191. Thus, the medical
device excise tax does not apply to the sale of a taxable medical device by the manufacturer, producer, or importer of
the device during the period beginning on January 1, 2016, and ending on December 31, 2017.

Once we market products, if this regulation is not repealed, we will be subject to this or any future excise tax on our
sales of certain medical devices in the U.S. We anticipate that primarily all of our sales, once commenced, of medical
devices in the U.S. will be subject to this 2.3% excise tax following December 31, 2017.

Risks Related to Our Intellectual Property and Related Litigation

We rely upon licenses and patent rights from third parties which are subject to termination or expiration.

We rely upon third-party licenses and ownership rights assigned from third parties for the development of specific
uses for our Hemopurifier devices. For example, we are researching, developing and testing cancer-related
applications for our devices under patents assigned from the London Health Science Center Research, Inc. Should any
of our licenses be prematurely terminated for any reason, or if the patents and intellectual property assigned to us or
owned by such entities that we have licensed should be challenged or defeated by third parties, our research efforts
could be materially and adversely affected. We cannot assure you that any of our licenses or patents assigned to us
will continue in force for as long as we require for our research, development and testing of cancer treatments. We
cannot assure you that, should our licenses terminate, should the underlying patents and intellectual property be
challenged or defeated, or should patents and intellectual property assigned to us be challenged or defeated, suitable
replacements can be obtained or developed on terms acceptable to us, if at all. There is also the related risk that we
may not be able to make the required payments under any patent license or assignment agreement, in which case we
may lose to ability to use one or more of the licensed or assigned patents.
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We could become subject to intellectual property litigation that could be costly, result in the diversion of
management’s time and efforts, require us to pay damages, prevent us from selling our commercially available
products and/or reduce the margins we may realize from our products.

The medical devices industry is characterized by extensive litigation and administrative proceedings over patent and
other intellectual property rights. Whether a product infringes a patent involves complex legal and factual issues, and
the determination is often uncertain. There may be existing patents of which we are unaware that our products under
development may inadvertently infringe. The likelihood that patent infringement claims may be brought against us
increases as the number of participants in the infectious market increases and as we achieve more visibility in the
market place and introduce products to market.

Any infringement claim against us, even if without merit, may cause us to incur substantial costs, and would place a
significant strain on our financial resources, divert the attention of management from our core business, and harm our
reputation. In some cases, litigation may be threatened or brought by a patent holding company or other adverse patent
owner who has no relevant product revenues and against whom our patents may provide little or no deterrence. If we
were found to infringe any patents, we could be required to pay substantial damages, including triple damages if an
infringement is found to be willful. We also could be required to pay royalties and could be prevented from selling our
products unless we obtain a license or are able to redesign our products to avoid infringement. We may not be able to
obtain a license enabling us to sell our products on reasonable terms, or at all, and we cannot assure you that we would
be able to redesign our products in a way that would not infringe those patents. If we fail to obtain any required
licenses or make any necessary changes to our technologies or the products that incorporate them, we may be unable
to commercialize one or more of our products or may have to withdraw products from the market, all of which would
have a material adverse effect on our business, financial condition and results of operations.

15

Edgar Filing: AETHLON MEDICAL INC - Form S-1

40



If the combination of patents, trade secrets and contractual provisions upon which we rely to protect our
intellectual property is inadequate, our ability to commercialize our products successfully will be harmed.

Our success depends significantly on our ability to protect our proprietary rights to the technologies incorporated in
our products. We currently have four issued U.S. patents and seven pending U.S. patent applications. We also have
eighteen issued foreign patents and have applied for eight additional international patents. Our issued patents begin to
expire in 2019, with the last of these patents expiring in 2029, although terminal disclaimers, patent term extension or
patent term adjustment can shorten or lengthen the patent term. We rely on a combination of patent protection, trade
secret laws and nondisclosure, confidentiality and other contractual restrictions to protect our proprietary technology.
However, these may not adequately protect our rights or permit us to gain or keep any competitive advantage.

The issuance of a patent is not conclusive as to its scope, validity or enforceability. The scope, validity or
enforceability of our issued patents can be challenged in litigation or proceedings before the U.S. Patent and
Trademark Office or foreign patent offices where our applications are pending. The U.S. Patent and Trademark Office
or foreign offices may deny or require significant narrowing of claims in our pending patent applications. Patents
issued as a result of the pending patent applications, if any, may not provide us with significant commercial protection
or be issued in a form that is advantageous to us. Proceedings before the U.S. Patent and Trademark Office or foreign
offices could result in adverse decisions as to the priority of our inventions and the narrowing or invalidation of claims
in issued patents. The laws of some foreign countries may not protect our intellectual property rights to the same
extent as the laws of the U.S., if at all. Some of our patents may expire before we receive FDA approval to market our
products in the U.S. or we receive approval to market our products in a foreign country. Although we believe that
certain patent applications and/or other patents issued more recently will help protect the proprietary nature of the
Hemopurifier treatment technology, we cannot assure you that this protection will be sufficient to protect us during
the development of that technology.

Our competitors may successfully challenge and invalidate or render unenforceable our issued patents, including any
patents that may issue in the future, which could prevent or limit our ability to market our products and could limit our
ability to stop competitors from marketing products that are substantially equivalent to ours. In addition, competitors
may be able to design around our patents or develop products that provide outcomes that are comparable to our
products but that are not covered by our patents.

We have also entered into confidentiality and assignment of intellectual property agreements with all of our
employees, consultants and advisors directly involved in the development of our technology as one of the ways we
seek to protect our intellectual property and other proprietary technology. However, these agreements may not be
enforceable or may not provide meaningful protection for our trade secrets or other proprietary information in the
event of unauthorized use or disclosure or other breaches of the agreements.
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In the event a competitor infringes upon any of our patents or other intellectual property rights, enforcing our rights
may be difficult, time consuming and expensive, and would divert management’s attention from managing our
business. We cannot assure you that we will be successful on the merits in any enforcement effort. In addition, we
may not have sufficient resources to litigate, enforce or defend our intellectual property rights.

We may rely on licenses for new technology, which may affect our continued operations with respect thereto.

As we develop our technology, we may need to license additional technologies to optimize the performance of our
products. We may not be able to license these technologies on commercially reasonable terms or at all. In addition, we
may fail to successfully integrate any licensed technology into our proposed products. Our inability to obtain any
necessary licenses could delay our product development and testing until alternative technologies can be identified,
licensed and integrated. The inability to obtain any necessary third-party licenses could cause us to abandon a
particular development path, which could seriously harm our business, financial position and results of our operations.

New technology may lead to our competitors developing superior products which would reduce demand for our
products.

Research into technologies similar to ours is proceeding at a rapid pace, and many private and public companies and
research institutions are actively engaged in the development of products similar to ours. These new technologies
may, if successfully developed, offer significant performance or price advantages when compared with our
technologies. There is no assurance that our existing patents or our pending and proposed patent applications will
offer meaningful protection if a competitor develops a novel product based on a new technology.
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If we are unable to protect our proprietary technology and preserve our trade secrets, we will increase our
vulnerability to competitors which could materially adversely impact our ability to remain in business.

Our ability to successfully commercialize our products will depend on our ability to protect those products and our
technology with domestic and foreign patents. We will also need to continue to preserve our trade secrets. The
issuance of a patent is not conclusive as to its validity or as to the enforceable scope of the claims of the patent. The
patent positions of technology companies, including us, are uncertain and involve complex legal and factual
issues. We cannot assure you that our patents will prevent other companies from developing similar products or
products which produce benefits substantially the same as our products, or that other companies will not be issued
patents that may prevent the sale of our products or require us to pay significant licensing fees in order to market our
products.

From time to time, we may need to obtain licenses to patents and other proprietary rights held by third parties in order
to develop, manufacture and market our products. If we are unable to timely obtain these licenses on commercially
reasonable terms, our ability to commercially exploit such products may be inhibited or prevented. Additionally, we
cannot assure investors that any of our products or technology will be patentable or that any future patents we obtain
will give us an exclusive position in the subject matter claimed by those patents. Furthermore, we cannot assure
investors that our pending patent applications will result in issued patents, that patent protection will be secured for
any particular technology, or that our issued patents will be valid or enforceable or provide us with meaningful
protection.

If we are required to engage in expensive and lengthy litigation to enforce our intellectual property rights, such
litigation could be very costly and the results of such litigation may not be satisfactory.

Although we have entered into invention assignment agreements with our employees and with certain advisors, and
we routinely enter into confidentiality agreements with our contract partners, if those employees, advisors or contract
partners develop inventions or processes independently that may relate to products or technology under development
by us, disputes may arise about the ownership of those inventions or processes. Time-consuming and costly litigation
could be necessary to enforce and determine the scope of our rights under these agreements. In addition, we may be
required to commence litigation to enforce such agreements if they are violated, and it is certainly possible that we
will not have adequate remedies for breaches of our confidentiality agreements as monetary damages may not be
sufficient to compensate us. In addition, we may be unable to fund the costs of such litigation to a satisfactory
conclusion, which could leave us without recourse to enforce contracts that protect our intellectual property rights.

Other companies may claim that our technology infringes on their intellectual property or proprietary rights and
commence legal proceedings against us which could be time-consuming and expensive and could result in our
being prohibited from developing, marketing, selling or distributing our products.
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Because of the complex and difficult legal and factual questions that relate to patent positions in our industry, we
cannot assure you that our products or technology will not be found to infringe upon the intellectual property or
proprietary rights of others. Third parties may claim that our products or technology infringe on their patents,
copyrights, trademarks or other proprietary rights and demand that we cease development or marketing of those
products or technology or pay license fees. We may not be able to avoid costly patent infringement litigation, which
will divert the attention of management away from the development of new products and the operation of our
business. We cannot assure investors that we would prevail in any such litigation. If we are found to have infringed on
a third-party’s intellectual property rights, we may be liable for money damages, encounter significant delays in
bringing products to market or be precluded from manufacturing particular products or using particular technology.

Other parties may challenge certain of our foreign patent applications. If such parties are successful in opposing our
foreign patent applications, we may not gain the protection afforded by those patent applications in particular
jurisdictions and may face additional proceedings with respect to similar patents in other jurisdictions, as well as
related patents. The loss of patent protection in one jurisdiction may influence our ability to maintain patent protection
for the same technology in other jurisdictions.

17

Edgar Filing: AETHLON MEDICAL INC - Form S-1

44



Risks Related to U.S. Government Contracts

We may not obtain additional U.S. Government contracts to further develop our technology.

We can give no assurances that we will be successful in obtaining additional government grants or contracts. The
process of obtaining government contracts is lengthy with the uncertainty that we will be successful in obtaining
announced grants or contracts for therapeutics as a medical device technology. Accordingly, we cannot be certain that
we will be awarded any additional U.S. Government grants or contracts utilizing our Hemopurifier platform
technology.

U.S. Government agencies have special contracting requirements including a right to audit us which create
additional risks; a negative audit would be detrimental to us.

Our business plan to utilize the Aethlon Hemopurifier technology may continue to involve contracts with the U.S.
Government. Such contracts typically contain unfavorable termination provisions and are subject to audit and
modification by the government at its sole discretion, which subjects us to additional risks. These risks include the
ability of the U.S. Government to unilaterally:

· suspend or prevent us for a period of time from receiving new contracts or extending existing contracts
based on violations or suspected violations of laws or regulations;

· audit and object to our contract-related costs and fees, including allocated indirect costs;

· control and potentially prohibit the export of our products; and

· change certain terms and conditions in our contracts.

As a U.S. Government contractor, we are required to comply with applicable laws, regulations and standards relating
to our accounting practices and would be subject to periodic audits and reviews. As part of any such audit or review,
the U.S. Government may review the adequacy of, and our compliance with, our internal control systems and policies,
including those relating to our purchasing, property, estimating, compensation and management information systems.
Based on the results of its audits, the U.S. Government may adjust our contract-related costs and fees, including
allocated indirect costs. In addition, if an audit or review uncovers any improper or illegal activity, we would possibly
be subject to civil and criminal penalties and administrative sanctions, including termination of our contracts,
forfeiture of profits, suspension of payments, fines and suspension or prohibition from doing business with the U.S.
Government. We could also suffer serious harm to our reputation if allegations of impropriety were made against us.
Although we have not had any government audits and reviews to date, future audits and reviews could cause adverse
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effects. In addition, under U.S. Government purchasing regulations, some of our costs, including most financing costs,
amortization of intangible assets, portions of our research and development costs, and some marketing expenses,
would possibly not be reimbursable or allowed under such contracts. Further, as a U.S. Government contractor, we
would be subject to an increased risk of investigations, criminal prosecution, civil fraud, whistleblower lawsuits and
other legal actions and liabilities to which purely private sector companies are not.

As a U.S. Government contractor, we are subject to a number of procurement rules and regulations.

Government contractors must comply with specific procurement regulations and other requirements. These
requirements, although customary in government contracts, impact our performance and compliance costs. In
addition, current U.S. Government budgetary constraints could lead to changes in the procurement environment,
including the Department of Defense’s recent initiative focused on efficiencies, affordability and cost growth and other
changes to its procurement practices. If and to the extent such changes occur, they could impact our results of
operations and liquidity, and could affect whether and, if so, how we pursue certain opportunities and the terms under
which we are able to do so.

In addition, failure to comply with these regulations and requirements could result in reductions of the value of
contracts, contract modifications or termination, and the assessment of penalties and fines, which could negatively
impact our results of operations and financial condition. Our failure to comply with these regulations and requirements
could also lead to suspension or debarment, for cause, from government contracting or subcontracting for a period of
time. Among the causes for debarment are violations of various statutes, including those related to procurement
integrity, export control, government security regulations, employment practices, protection of the environment,
accuracy of records and the recording of costs, and foreign corruption. The termination of our government contract as
a result of any of these acts could have a negative impact on our results of operations and financial condition and
could have a negative impact on our reputation and ability to procure other government contracts in the future.
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Risks Relating to Our Common Stock and Our Corporate Governance

Historically we have not paid dividends on our common stock, and we do not anticipate paying any cash dividends
in the foreseeable future.

We have never paid cash dividends on our common stock. We intend to retain our future earnings, if any, to fund
operational and capital expenditure needs of our business, and do not anticipate paying any cash dividends in the
foreseeable future. Furthermore, future financing instruments may do the same. As a result, capital appreciation, if
any, of our common stock will be the sole source of gain for our common stockholders in the foreseeable future.

Our stock price is speculative, and there is a risk of litigation.

The trading price of our common stock has in the past and may in the future be subject to wide fluctuations in
response to factors such as the following:

·revenue or results of operations in any quarter failing to meet the expectations, published or otherwise, of the
investment community;

·reduced investor confidence in equity markets, due in part to corporate collapses in recent years;

·speculation in the press or analyst community;

·wide fluctuations in stock prices, particularly with respect to the stock prices for other medical device companies;

·announcements of technological innovations by us or our competitors;

·new products or the acquisition of significant customers by us or our competitors;

·changes in interest rates;

·changes in investors’ beliefs as to the appropriate price-earnings ratios for us and our competitors;

·changes in recommendations or financial estimates by securities analysts who track our common stock or the stock
of other medical device companies;

·changes in management;

·sales of common stock by directors and executive officers;
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· rumors or dissemination of false or misleading information, particularly through Internet chat rooms, instant
messaging, and other rapid-dissemination methods;

·conditions and trends in the medical device industry generally;

· the announcement of acquisitions or other significant transactions by us or our competitors;

·adoption of new accounting standards affecting our industry;

·general market conditions;

·domestic or international terrorism and other factors; and

·the other factors described in this section.
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Fluctuations in the price of our common stock may expose us to the risk of securities class action lawsuits. Although
no such lawsuits are currently pending against us and we are not aware that any such lawsuit is threatened to be filed
in the future, there is no assurance that we will not be sued based on fluctuations in the price of our common stock.
Defending against such suits could result in substantial cost and divert management’s attention and resources. In
addition, any settlement or adverse determination of such lawsuits could subject us to significant liability.

If at any time our common stock is subject to the Securities and Exchange Commission’s penny stock rules,
broker-dealers may experience difficulty in completing customer transactions and trading activity in our securities
may be adversely affected.

If at any time our common stock is not listed on a national securities exchange or we have net tangible assets of
$5,000,000 or less and our common stock has a market price per share of less than $5.00, transactions in our common
stock will be subject to the Securities and Exchange Commission’s, or SEC’s, “penny stock” rules. If our common stock
is subject to the “penny stock” rules promulgated under the Exchange Act, broker-dealers may find it difficult to
effectuate customer transactions and trading activity in our securities may be adversely affected. For any transaction
involving a penny stock, unless exempt, the rules require:

· that a broker or dealer approve a person’s account for transactions in penny stocks; and

·the broker or dealer receive from the investor a written agreement to the transaction, setting forth the identity and
quantity of the penny stock to be purchased.

In order to approve a person’s account for transactions in penny stocks, the broker or dealer must:

·obtain financial information and investment experience objectives of the person; and

·
make a reasonable determination that the transactions in penny stocks are suitable for that person and the person has
sufficient knowledge and experience in financial matters to be capable of evaluating the risks of transactions in
penny stocks.

The broker or dealer must also deliver, prior to any transaction in a penny stock, a disclosure schedule prescribed by
the Securities and Exchange Commission relating to the penny stock market, which, in highlight form:

·sets forth the basis on which the broker or dealer made the suitability determination; and

·that the broker or dealer received a signed, written agreement from the investor prior to the transaction.
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Generally, brokers may be less willing to execute transactions in securities subject to the “penny stock” rules. This may
make it more difficult for investors to dispose of our common stock and cause a decline in the market value of our
stock.

Disclosure also has to be made about the risks of investing in penny stocks in both public offerings and in secondary
trading and about the commissions payable to both the broker-dealer and the registered representative, current
quotations for the securities and the rights and remedies available to an investor in cases of fraud in penny stock
transactions. Finally, monthly statements have to be sent disclosing recent price information for the penny stock held
in the account and information on the limited market in penny stocks.

Our common stock has had an unpredictable trading volume which means you may not be able to sell our shares at
or near trading prices or at all.

Trading in our common shares historically has been volatile and often has been thin, meaning that the number of
persons interested in purchasing our common shares at or near trading prices at any given time may be relatively small
or non-existent. This situation is attributable to a number of factors, including the fact that we are a small company
which is relatively unknown to stock analysts, stock brokers, institutional investors and others in the investment
community that generate or influence sales volume, and that even if we came to the attention of such persons, they
tend to be risk-averse and would be reluctant to follow an unproven company such as ours or purchase or recommend
the purchase of our shares until such time as we became more seasoned and viable. As a consequence, there may be
periods of several days or more when trading activity in our shares is minimal, as compared to a seasoned issuer
which has a large and steady volume of trading activity that will generally support continuous sales without an
adverse effect on share price. We cannot give you any assurance that a broader or more active public trading market
for our common shares will develop or be sustained, or that current trading levels will be sustained.
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The market price for our common stock is volatile; you may not be able to sell our common stock at or above the
price you have paid for them, which may result in losses to you.

The market for our common shares is characterized by significant price volatility when compared to seasoned issuers,
and we expect that our share price will continue to be more volatile than a seasoned issuer for the indefinite future. In
fact, during the 52-week period ended March 31, 2017, the high and low closing sale prices of a share of our common
stock were $7.70 and $3.19, respectively. The volatility in our share price is attributable to a number of factors. First,
as noted above, trading in our common shares often has been thin. As a consequence of this lack of liquidity, the
trading of relatively small quantities of shares by our stockholders may disproportionately influence the price of those
shares in either direction. The price for our shares could, for example, decline precipitously in the event that a large
number of our common shares are sold on the market without commensurate demand, as compared to a seasoned
issuer which could better absorb those sales without adverse impact on its share price. Secondly, we are a speculative
investment due to our limited operating history, limited amount of revenue, lack of profit to date, and the uncertainty
of future market acceptance for our potential products. As a consequence of this enhanced risk, more risk-adverse
investors may, under the fear of losing all or most of their investment in the event of negative news or lack of
progress, be more inclined to sell their shares on the market more quickly and at greater discounts than would be the
case with the stock of a seasoned issuer. The following factors may add to the volatility in the price of our common
shares: actual or anticipated variations in our quarterly or annual operating results; acceptance of our proprietary
technology as a viable method of augmenting the immune response of clearing viruses and toxins from human blood;
government regulations, announcements of significant acquisitions, strategic partnerships or joint ventures; our capital
commitments and additions or departures of our key personnel. Many of these factors are beyond our control and may
decrease the market price of our common shares regardless of our operating performance. We cannot make any
predictions or projections as to what the prevailing market price for our common shares will be at any time, including
as to whether our common shares will sustain their current market prices, or as to what effect the sale of shares or the
availability of common shares for sale at any time will have on the prevailing market price.

We cannot assure you that we will be able to comply with the continued listing standards of the NASDAQ Capital
Market.

We cannot assure you that we will be able to comply with the listing standards that we are required to meet in order to
maintain a listing of our common stock on the NASDAQ Capital Market. Our failure to meet those requirements may
result in our common stock being delisted from the NASDAQ Capital Market.

On February 1, 2017, we received a written notification from the Nasdaq Stock Market LLC that we had not met the
minimum of $35,000,000 in Market Value of Listed Securities (“MVLS”) for the last 30 consecutive business days
(from December 15, 2016 - January 31, 2017) as set forth in Listing Rule 5550(b)(2). We were provided with a 180
calendar day period (by July 31, 2017) in which to gain compliance by closing with an MVLS of at least $35,000,000
for any 10 consecutive business days during that period, and this matter would then be automatically closed. There is
no assurance that we will be able to meet this requirement or in the alternative meet the requirement for the Nasdaq
Capital Market of $2.5 million in stockholders’ equity.
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Franklyn S. Barry, Jr, formerly one of our directors as well as a member of our Audit Committee, for health reasons
declined to stand for re-election at the Annual Meeting of Shareholders held on March 30, 2017. As a result, we have
two independent directors and members of our Audit Committee and thus no longer comply with Nasdaq’s
independent director and audit committee requirements as set forth in Listing Rule 5605. We received a notification
letter from Nasdaq on April 3, 2017 regarding this noncompliance.

Under Listing Rules 5605(b)(1)(A) and 5605(c)(4), Nasdaq shall provide us with time to regain compliance either
until the earlier of our next annual meeting or March 30, 2018; or if the next annual meeting is before September 26,
2017, until September 26, 2017.

In order to regain compliance, the Company must submit to Nasdaq documentation, including biographies of any new
directors, evidencing compliance with the rules no later than the applicable date set forth above. We are currently
evaluating new candidates to join our board of directors; however, if this does not occur within the time periods
proscribed we could be delisted.

The National Securities Markets Improvement Act of 1996, which is a federal statute, prevents or preempts the states
from regulating the sale of certain securities, which are referred to as “covered securities.” Because our common stock is
listed on the NASDAQ Capital Market, we believe such securities will be covered securities. Although the states
would be preempted from regulating the sale of our securities, in that event, the federal statute does allow the states to
investigate companies if there is a suspicion of fraud, and, if there is a finding of fraudulent activity, then the states
can regulate or bar the sale of covered securities in a particular case. Further, if our common stock is no longer listed
on the NASDAQ Capital Market, our securities would not be covered securities, and we would be subject to
regulation in each state in which we offer our securities.
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The Depository Trust Company imposed restrictions upon electronic trading of our common stock, which
negatively affected liquidity of the stock and our ability to raise capital.

In September 2011, The Depository Trust Company placed a "chill" on the electronic clearing of trades in our shares
which led to some brokerage firms being unwilling to accept certificates and/or electronic deposits of our stock. We
have since been successful in lifting the restrictions and our shares now clear electronically making more brokers
willing to trade in our common stock. We cannot assure you that The Depository Trust Company will not again place
a chill on our common stock. A chill, if placed on our common stock, would affect the liquidity of our shares which
may make it difficult to purchase or sell shares in the open market. It may also have an adverse effect on our ability to
raise capital since investors may be unable to resell shares into the market. Our inability to raise capital on terms
acceptable to us, if at all, could have a material and adverse effect on our business and operations.

Our directors and officers own or control approximately 10.6% of our outstanding common shares which may limit
your ability to propose new management or influence the overall direction of the business; this concentration of
control may also discourage potential takeovers that could otherwise provide a premium to you.

As of July 28, 2017, our officers and directors beneficially own or control approximately 10% of our outstanding
common shares (assuming the exercise of all outstanding options, restricted stock units and warrants held by our
officers and directors). These persons will have the ability to substantially influence all matters submitted to our
stockholders for approval and to control our management and affairs, including extraordinary transactions such as
mergers and other changes of corporate control, and going private transactions.

A large number of our common shares are issuable upon exercise of outstanding convertible securities which, if
exercised or converted, would be dilutive to your holdings.

As of March 31, 2017, there are outstanding purchase options and warrants entitling the holders to purchase 3,036,142
common shares at a weighted average exercise price of $4.68 per share. This includes 26,105 warrants that are
conditional upon the exercise of other warrants. As of March 31, 2017, there are 324,650 shares underlying
promissory notes convertible into common stock at a weighted average exercise price of $4.00. Additionally, as of
March 31, 2017, we had reserved 553,500 shares of common stock for issuance under our restricted stock unit
program.

The exercise price for all of our outstanding options and warrants, or the conversion price of our convertible notes,
may be less than your cost to acquire our common shares. In the event of the exercise or conversion of these
securities, you could suffer substantial dilution of your investment in terms of your percentage ownership in us as well
as the book value of your common shares. In addition, the holders of the convertible notes, common share purchase
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options or warrants may sell common shares in tandem with their exercise or conversion of those securities to finance
that exercise or conversion, or may resell the shares purchased in order to cover any income tax liabilities that may
arise from their exercise of the options or warrants or conversion of the notes.

Our issuance of additional common shares, or convertible securities, would be dilutive to your holdings.

We are entitled under our Articles of Incorporation to issue up to 30,000,000 shares of common stock. We have
reserved for issuance 3,908,292 shares of common stock for existing restricted stock units, options, warrants and
convertible notes. As of March 31, 2017, we have issued and outstanding 8,797,086 shares of common stock. As a
result, as of March 31, 2017 we had 17,294,622 common shares available for issuance to new investors or for use to
satisfy indebtedness or pay service providers.

Our Board of Directors may generally issue shares of common stock, restricted stock units or options or warrants to
purchase those shares, without further approval by our stockholders based upon such factors as our Board of Directors
may deem relevant at that time. It is likely that we will be required to issue a large amount of additional securities to
raise capital to further our development. It is also likely that we will be required to issue a large amount of additional
securities to directors, officers, employees and consultants as compensatory grants in connection with their services,
both in the form of stand-alone grants or under our stock plans. We cannot give you any assurance that we will not
issue additional shares of common stock, or options or warrants to purchase those shares, under circumstances we may
deem appropriate at the time.
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Our issuance of additional shares of common stock in satisfaction of services, or to repay indebtedness, would be
dilutive to your holdings.

Our Board of Directors may generally issue shares of common stock to pay for debt or services, without further
approval by our stockholders based upon such factors that our Board of Directors may deem relevant at that time. For
the past four fiscal years (ending March 31, 2017), we issued a total of 1,193,300 shares for debt to reduce our
obligations. In the fiscal year ended March 31, 2017 we issued 33,091 shares of common stock at an average price
discount of 13% weighted by the number of shares issued for debt in that period. We did not issue any shares as
payment for services in the fiscal year ended March 31, 2016.

While we did not issue any shares as payment for services in the fiscal years ended March 31, 2017 and 2016, it is
likely that we will issue additional securities to pay for services and to reduce debt in the future. We cannot give you
any assurance that we will not issue additional shares of common stock at various discounts under circumstances we
may deem appropriate at the time.

Our officers and directors are entitled to indemnification from us for liabilities under our articles of incorporation,
which could be costly to us and may discourage the exercise of stockholder rights.

Our Articles of Incorporation contains provisions which eliminate the liability of our directors for monetary damages
to our company and stockholders. Our by-laws also require us to indemnify our officers and directors. We may also
have contractual indemnification obligations under our agreements with our directors, officers and employees. The
foregoing indemnification obligations could result in our company incurring substantial expenditures to cover the cost
of settlement or damage awards against directors, officers and employees that we may be unable to recoup. These
provisions and resultant costs may also discourage our company from bringing a lawsuit against directors, officers and
employees for breaches of their fiduciary duties, and may similarly discourage the filing of derivative litigation by our
stockholders against our directors, officers and employees even though such actions, if successful, might otherwise
benefit our company and stockholders.

Our by-laws and Nevada law may discourage, delay or prevent a change of control of our company or changes in
our management, would have the result of depressing the trading price of our common stock.

Provisions of Nevada anti-takeover law (NRS 78.378 et seq.) could have the effect of delaying or preventing a
third-party from acquiring us, even if the acquisition arguably could benefit our stockholders. Various provisions of
our by-laws may delay, defer or prevent a tender offer or takeover attempt of us that a stockholder might consider in
his or her best interest. Our by-laws may be adopted, amended or repealed by the affirmative vote of the holders of at
least a majority of our outstanding shares of capital stock entitled to vote for the election of directors, and except as

Edgar Filing: AETHLON MEDICAL INC - Form S-1

55



provided by Nevada law, our Board of Directors shall have the power to adopt, amend or repeal the by-laws by a vote
of not less than a majority of our directors. The interests of these stockholders and directors may not be consistent
with your interests, and they may make changes to the by-laws that are not in line with your concerns.

Our authorized but unissued shares of common stock are available for our Board or Directors to issue without
stockholder approval. We may use these additional shares for a variety of corporate purposes, however, faced with an
attempt to obtain control of us by means of a proxy context, tender offer, merger or other transaction our Board of
Directors acting alone and without approval of our stockholders can issue large amounts of capital stock as part of a
defense to a take-over challenge.

The existence of the foregoing provisions and other potential anti-takeover measures could limit the price that
investors might be willing to pay in the future for shares of our common stock. They could also deter potential
acquirers of our company, thereby reducing the likelihood that you could receive a premium for your common stock
in an acquisition.

We incur substantial costs as a result of being a public company and our management expects to devote substantial
time to public company compliance programs.

As a public company, we incur significant legal, insurance, accounting and other expenses, including costs associated
with public company reporting. We intend to invest resources to comply with evolving laws, regulations and
standards, and this investment will result in increased general and administrative expenses and may divert
management’s time and attention from product development and commercialization activities. If our efforts to comply
with new laws, regulations and standards differ from the activities intended by regulatory or governing bodies due to
ambiguities related to practice, regulatory authorities may initiate legal proceedings against us, and our business may
be harmed. These laws and regulations could make it more difficult and costly for us to obtain director and officer
liability insurance for our directors and officers, and we may be required to accept reduced coverage or incur
substantially higher costs to obtain coverage. These factors could also make it more difficult for us to attract and retain
qualified executive officers and qualified members of our Board of Directors, particularly to serve on our audit and
compensation committees. In addition, if we are unable to continue to meet the legal, regulatory and other
requirements related to being a public company, we may not be able to maintain the quotation of our common stock
on the Nasdaq Capital Market or on any other senior market to which we may apply for listing, which would likely
have a material adverse effect on the trading price of our common stock.
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If securities or industry analysts do not publish research or reports about our business, or if they change their
recommendations regarding our stock adversely, our stock price and trading volume could decline.

The trading market for our common stock will be influenced by the research and reports that industry or securities
analysts publish about us or our business. Our research coverage by industry and financial analysts is currently
limited. Even if our analyst coverage increases, if one or more of the analysts who cover us downgrade our stock, our
stock price would likely decline. If one or more of these analysts cease coverage of our company or fail to regularly
publish reports on us, we could lose visibility in the financial markets, which in turn could cause our stock price or
trading volume to decline.

Risks Relating to this Offering

There is no minimum offering amount required to consummate this offering.

There is no minimum offering amount which must be raised in order for us to consummate this offering. Accordingly,
the amount of money raised may not be sufficient for us to meet our business objectives. Moreover, if only a small
amount of money is raised, all or substantially all of the offering proceeds may be applied to cover the offering
expenses and we will not otherwise benefit from the offering. In addition, because there is no minimum offering
amount required, investors will not be entitled to a return of their investment if we are unable to raise sufficient
proceeds to meet our business objectives.

Management will have broad discretion as to the use of the net proceeds from this offering, and we may not use
these proceeds effectively.

We have not designated any portion of the net proceeds from this offering to be used for any particular purposes. Our
management will have broad discretion in the application of the net proceeds from this offering and could spend the
proceeds in ways that do not improve our results of operations or enhance the value of our common stock.
Accordingly, you will be relying on the judgment of our management with regard to the use of these net proceeds, and
you will not have the opportunity, as part of your investment decision, to assess whether the proceeds are being used
appropriately. Our failure to apply these funds effectively could have a material adverse effect on our business, delay
the development of our product candidates and cause the price of our common stock to decline.

You will experience immediate and substantial dilution in the net tangible book value per share of the common
stock you purchase.
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Since the public offering price per share of our common stock and related warrant being offered is expected to be
substantially higher than the net tangible book value per share of our common stock, you will suffer substantial
dilution in the net tangible book value of the common stock you purchase in this offering. Our net tangible book value
as of March 31, 2017 was approximately $510,000, or $0.06 per share. After giving effect to the assumed sale of
shares of our common stock in this offering at an assumed combined public offering price of $● per share of common
stock and related warrant (the closing bid price of our common stock on ●, 2017), and after deducting the estimated
placement agent fees and estimated offering expenses payable by us, and attributing no value to the warrants sold in
this offering, if you purchase shares of our common stock in this offering, you will suffer immediate and substantial
dilution of $● per share in the net tangible book value of the common stock you acquire. In the event that you exercise
your warrants, you will experience additional dilution to the extent that the exercise price of the warrants is higher
than the tangible book value per share of our common stock. See the section titled “Dilution” below for a more detailed
discussion of the dilution you would incur if you purchase shares of our common stock in this offering.

In addition, we have a significant number of stock options, common stock underlying convertible notes, and warrants
outstanding. To the extent that outstanding stock options or warrants, including the warrants offered in this prospectus,
have been or may be exercised or other shares issued, including shares underlying convertible notes, you may
experience further dilution.

Holders of our warrants will have no rights as a common stockholder until they acquire our common stock.

Until you acquire shares of our common stock upon exercise of your warrants, you will have no rights with respect to
shares of our common stock issuable upon exercise of your warrants. Upon exercise of your warrants, you will be
entitled to exercise the rights of a common stockholder only as to matters for which the record date occurs after the
exercise date.
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A large number of shares issued in this offering may be sold in the market following this offering, which may
depress the market price of our common stock.

A large number of shares issued in this offering may be sold in the market following this offering, which may depress
the market price of our common stock. Sales of a substantial number of shares of our common stock in the public
market following this offering could cause the market price of our common stock to decline. If there are more shares
of common stock offered for sale than buyers are willing to purchase, then the market price of our common stock may
decline to a market price at which buyers are willing to purchase the offered shares of common stock and sellers
remain willing to sell the shares. All of the shares of common stock issued in the offering will be freely tradable
without restriction or further registration under the Securities Act of 1933.

The warrants issued in this offering may not have any value.

Each warrant will have an exercise price equal to ●% of the closing bid price of our common stock as of the close of the
trading day immediately preceding the pricing of this offering and will expire on the fifth anniversary of the date they
first become exercisable. In the event our common stock price does not exceed the exercise price of the warrants
during the period when the warrants are exercisable, the warrants may not have any value.

If our common stock is not listed on a national securities exchange, U.S. holders of the warrants may not be able to
exercise their warrants without compliance with applicable state securities laws and the value of your warrants
may be significantly reduced.

If our common stock is not approved for listing on the NASDAQ Capital Market, or if our common stock is
subsequently delisted from the NASDAQ Capital Market and is not eligible to be listed on another national securities
exchange, the exercise of the warrants by U.S. holders may not be exempt from state securities laws. As a result,
depending on the state of residence of a holder of the warrants, a U.S. holder may not be able to exercise its warrants
unless we comply with any state securities law requirements necessary to permit such exercise or an exemption
applies. Although we plan to use our reasonable efforts to assure that U.S. holders will be able to exercise their
warrants under applicable state securities laws if no exemption exists, there is no assurance that we will be able to do
so. As a result, in the event that our common stock is not approved for listing on the NASDAQ Capital Market or our
common stock is delisted from the NASDAQ Capital Market and is not eligible to be listed on another securities
exchange, your ability to exercise your warrants may be limited. The value of the warrants may be significantly
reduced if U.S. holders are not able to exercise their warrants under applicable state securities laws.

There is no public market for the warrants to purchase shares of our common stock being offered in this offering.
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There is no established trading market for the warrants, and we do not expect an active trading market to develop. We
do not intend to list the warrants on any securities exchange or other trading market. Without an active trading market,
the liquidity of the warrants will be limited.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This prospectus contains forward-looking statements that are based on our management’s beliefs and assumptions and
on information currently available to us. The forward-looking statements are contained principally in, but not limited
to, the sections entitled “Prospectus Summary,” “Risk Factors,” “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” and “Business.” These statements relate to future events or to our future financial
performance and involve known and unknown risks, uncertainties, and other factors that may cause our or our
industry’s actual results, levels of activity, performance or achievements to be materially different from any future
results, levels of activity, performance or achievements expressed or implied by these forward-looking statements.
Forward-looking statements include, but are not limited to, statements about:

·
Our ability to continue as a going concern;

·our ability to achieve sufficient market acceptance of any of our products or product candidates;

·our perception of the growth in the size of the potential market for our products and product candidates;

·our estimate of the advantages of our products;

·our ability to become a profitable company;

·our estimates regarding our needs for additional financing and our ability to obtain such additional financing on
suitable terms;

·our ability to succeed in obtaining FDA clearance or approvals for our product candidates;

·
the timing, costs and other limitations involved in obtaining regulatory clearance or approval for any of our product
candidates and, thereafter, continued compliance with governmental regulation of our existing products and
activities;

·our ability to protect our intellectual property and operate our business without infringing upon the intellectual
property rights of others;

·our ability to obtain sufficient quantities and satisfactory quality of raw materials to meet our manufacturing needs;
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·our ability to secure manufacturing capacity to meet future demand;

· the timing of and our ability to conduct clinical trials;

·our ability to perform under our government contracts and accurately estimate our fixed costs under such contracts;

·

our ability to attract and retain a qualified management team, research team, scientific advisors and other qualified
personnel; and

·Our liquidity.

In some cases, you can identify forward-looking statements by terms such as “may,” “could,” “will,” “should,” “would,” “expect,”
“plan,” “intend,” “anticipate,” “believe,” “estimate,” “predict,” “potential,” “project” or “continue” or the negative of these terms or other
comparable terminology. These statements are only predictions. You should not place undue reliance on
forward-looking statements because they involve known and unknown risks, uncertainties and other factors, which
are, in some cases, beyond our control and which could materially affect results. Factors that may cause actual results
to differ materially from current expectations include, among other things, those listed under the heading “Risk Factors”
and elsewhere in this prospectus. If one or more of these risks or uncertainties occur, or if our underlying assumptions
prove to be incorrect, actual events or results may vary significantly from those implied or projected by the
forward-looking statements.

Any forward-looking statement in this prospectus reflects our current views with respect to future events and is
subject to these and other risks, uncertainties and assumptions relating to our operations, results of operations, industry
and future growth. Except as required by law, we assume no obligation to publicly update or revise any
forward-looking statements contained in this prospectus, whether as a result of new information, future events or
otherwise. The Private Securities Litigation Reform Act of 1995 and Section 27A of the Securities Act of 1933 do not
protect any forward-looking statements that we make in connection with this offering.
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USE OF PROCEEDS

We estimate that the net proceeds of this offering will be approximately $● million, assuming the sale of ● shares of our
common stock and ● warrants at a combined public offering price of $● per share of our common stock and related
warrant, the closing bid price of our common stock on ●, 2017, after deducting estimated placement agent fees and
estimated offering expenses payable by us and assuming no exercise of the warrants offered hereby.

A $● increase (decrease) in the assumed combined public offering price of $● per share of our common stock would
increase (decrease) the expected net cash proceeds of this offering to us by approximately $● million assuming the
number of shares and warrants remains the same. An increase (decrease) of ● in the assumed number of shares sold in
this offering would increase (decrease) the expected net cash proceeds of the offering to us by approximately $●,
assuming a combined public offering price of $● per share.

We intend to use the net proceeds of this offering to continue the clinical development of our product candidates and
for working capital and other general corporate purposes. Pending these uses, we intend to invest the net proceeds of
this offering primarily in investment grade, interest-bearing instruments. As of the date of this prospectus, we cannot
specify with certainty all of the particular uses for the net proceeds we will have upon completion of the offering.
Accordingly, we will retain broad discretion over the use of these proceeds.
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MARKET PRICE FOR COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

Our common stock is listed on the Nasdaq Capital Market under the trading symbol "AEMD." Trading in our
common stock historically has been volatile and often has been thin. On July 7, 2015, The NASDAQ Stock Market
LLC approved our application for listing our common stock on the Nasdaq Capital Market under the symbol “AEMD,”
and we commenced trading on the Nasdaq Capital Market on July 13, 2015. Previously, our common stock was
quoted on the OTCQB Marketplace under the trading symbol “AEMD.”

The following table sets forth for the calendar periods indicated the quarterly high and low closing or bid prices, as
applicable, for our common stock as reported by the Nasdaq Capital Market and/or the OTCQB Marketplace. The
prices represent quotations between dealers, without adjustment for retail markup, mark down or commission, and do
not necessarily represent actual transactions.

CLOSING/BID
PRICE

PERIOD HIGH LOW

Calendar 2017:
First Quarter $4.75 $3.19

Calendar 2016:
Fourth Quarter 5.14 4.11
Third Quarter 7.70 4.77
Second Quarter 6.14 4.70
First Quarter 7.01 4.34

Calendar 2015:
Fourth Quarter 8.20 6.17
Third Quarter 11.38 6.58
Second Quarter 14.00 6.51
First Quarter 19.50 8.50

There were approximately 84 record holders of our common stock at July 28, 2017. The number of registered
stockholders includes any beneficial owners of common shares held in street name.

On April 14, 2015, we completed a 1-for-50 reverse stock split. Accordingly, authorized common stock was reduced
from 500,000,000 shares to 10,000,000 shares, and each 50 shares of outstanding common stock held by stockholders
were combined into one share of common stock. The accompanying consolidated financial statements and
accompanying notes have been retroactively revised to reflect such reverse stock split as if it had occurred on April 1,
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2014. All shares and per share amounts have been revised accordingly.

The transfer agent and registrar for our common stock is Computershare Investor Services, located at 350 Indiana
Street, Suite 800, Golden, Colorado 80401.
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EQUITY COMPENSATION PLANS

SUMMARY EQUITY COMPENSATION PLAN DATA

Equity Compensation Plans

Summary equity compensation plan data

The following table sets forth information, as of March 31, 2017, about our equity compensation plans (including the
potential effect of debt instruments convertible into common stock) in effect as of that date:

Plan category

(a) 
Number of
securities
to be issued
upon
exercise
of
outstanding
options,
warrants
and rights
(1)(2)

(b)
Weighted-average
exercise price of
outstanding
options

(c)
Number of
securities
remaining
available
for future
issuance
under equity
compensation
plans
(excluding
securities
reflected in
column
(a))

Equity compensation plans approved by security holders (3)(5) 787,296 $ – 2,212,704

Equity compensation plans not approved by security holders
(1)(3)(4) 432,047 $ 10.98 28,845

Totals 1,219,343 $ 10.98 2,241,549
__________________

(1) The description of the material terms of non-plan issuances of equity instruments is discussed in Note 5 to the
accompanying consolidated financial statements.
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(2) Net of equity instruments forfeited, exercised or expired.

(3) Includes restricted 787,296 restricted stock unit grants to our officers and directors in August 2016.

(4) On March 31, 2017 we had 2,241,549 shares available under our 2010 Stock Incentive Plan.

(5) 3,000,000 share increase to the 2010 Stock Incentive Plan approved by shareholders.

2000 Stock Option Plan

Our 2000 Stock Option Plan provides for the grant of incentive stock options to our full-time employees (who may
also be directors) and nonstatutory stock options to non-employee directors, consultants, customers, vendors or
providers of significant services. The exercise price of any incentive stock option may not be less than the fair market
value of the common stock on the date of grant or, in the case of an optionee who owns more than 10% of the total
combined voting power of all classes of our outstanding stock, not be less than 110% of the fair market value on the
date of grant. The exercise price, in the case of any nonstatutory stock option, must not be less than 75% of the fair
market value of the common stock on the date of grant. The amount reserved under the 2000 Stock Option Plan is
10,000 options.

At March 31, 2017, all of the grants previously made under the 2000 Stock Option Plan had expired and 200 common
shares had been issued under the plan, with 9,800 available for future issuance.
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2010 Stock Incentive Plan

In August 2010, we adopted the 2010 Stock Incentive Plan, which provides incentives to attract, retain and motivate
employees and directors whose present and potential contributions are important to our success by offering them an
opportunity to participate in our future performance through awards of options, the right to purchase common stock,
stock bonuses and stock appreciation rights and other awards. We initially reserved a total of 70,000 common shares
for issuance under the 2010 Stock Incentive Plan.

In August 2010, we filed a registration statement on Form S-8 for the purpose of registering 70,000 common shares
issuable under this plan under the Securities Act, and in July 2012, we filed a registration statement on Form S-8 for
the purpose of registering 100,000 common shares issuable under this plan under the Securities Act.

On January 26, 2016, our Board of Directors approved an amendment to the 2010 Stock Incentive Plan to increase the
total number of shares of common stock reserved for issuance under the plan to 3,170,000 shares, subject to
amendment of our Articles of Incorporation to increase our authorized common stock. On March 29, 2016, we held an
annual stockholders meeting, at which our stockholders approved the Amended 2010 Stock Incentive Plan and an
amendment of our Articles of Incorporation to increase our authorized common stock to 30,000,000 shares. On March
31, 2016, we filed a Certificate of Amendment to our Articles of Incorporation to effect the increase in our authorized
common stock. As a result of such amendment, the Amended 2010 Stock Incentive Plan became effective on March
31, 2016.

At March 31, 2017, we had 2,241,549 shares available under this plan.

2012 Directors Compensation Program

In July 2012, our Board of Directors approved a board compensation program that modified and superseded the 2005
Directors Compensation Program, which was previously in effect. Under the 2012 program, in which only
non-employee directors may participate, an eligible director will receive a grant of $35,000 worth of ten-year options
to acquire shares of common stock, with such grant being valued at the exercise price based on the average of the
closing bid prices of the common stock for the five trading days preceding the first day of the fiscal year. In addition,
under this program, eligible directors will receive cash compensation equal to $500 for each committee meeting
attended and $1,000 for each formal board meeting attended.
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At March 31, 2017, we had issued 26,757 options under the 2005 program to outside directors and 79,309 options to
employee-directors, 21,756 outside directors’ options had been forfeited, 5,000 outside directors’ options had been
exercised, 79,309 employee-directors’ options had been forfeited and no options under the 2005 program remained
outstanding. There were no issuances of stock options to our outside directors in the fiscal years ended March 31,
2016 and 2017.

On June 6, 2014, our Board of Directors approved certain changes to the 2012 program. Under this modified program,
a new eligible director will receive an initial grant of $50,000 worth of options to acquire shares of common stock,
with such grant being valued at the exercise price based on the average of the closing bid prices of the common stock
for the five trading days preceding the first day of the fiscal year. These options will have a term of ten years and will
vest 1/3 upon grant and 1/3 upon each of the first two anniversaries of the date of grant. In addition, at the beginning
of each fiscal year, each existing director eligible to participate in the modified 2012 program also will receive a grant
of $35,000 worth of options valued at the exercise price based on the average of the closing bid prices of the common
stock for the five trading days preceding the first day of the fiscal year. Such options will vest on the first anniversary
of the date of grant. In lieu of per meeting fees, eligible directors will receive an annual board retainer fee of $30,000.
The modified 2012 program also provides for the following annual retainer fees: Audit Committee Chair - $5,000,
Compensation Committee chair - $5,000, Nominating Committee Chair - $5,000, Audit Committee member - $4,000,
Compensation Committee member - $4,000, Nominating Committee member $4,000 and lead independent director -
$15,000.

On August 9, 2016, the Board approved further modifications to the program. Under the modified 2012 Program, in
which only non-employee directors may participate, a new eligible director will receive an initial grant of $50,000
worth of RSUs or, at the discretion of the Board, options to acquire shares of Common Stock. RSUs granted under this
provision will be valued based on the average of the closing prices of the Common Stock for the five trading days
preceding and including the date of grant and will vest at a rate determined by the Board in its discretion. Options
granted under this provision will be valued at the exercise price, which will be based on the average of the closing
prices of the Common Stock for the five trading days preceding and including the date of grant. Such options will
have a term of ten years and will vest at a rate determined by the Board in its discretion.
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At the beginning of each fiscal year, each existing director eligible to participate in the 2012 Program will receive a
grant of $35,000 worth of RSUs or, at the discretion of the Board, options to acquire shares of Common Stock. RSUs
granted under this provision will be valued based on the average of the closing prices of the Common Stock for the
five trading days preceding and including the first day of the fiscal year (or preceding and including the date of grant,
if such grant is not made on the first day of the fiscal year) and will vest at a rate determined by the Board in its
discretion. Options granted under this provision will be valued at the exercise price, which will be based on the
average of the closing prices of the Common Stock for the five trading days preceding and including the first day of
the fiscal year (or preceding and including the date of grant, if such grant is not made on the first day of the fiscal
year). Such options will have a term of ten years and will vest at a rate determined by the Board in its discretion.

The RSU grants and the changes to the 2012 Program were approved and recommended by our Compensation
Committee prior to approval by the Board.

Stand-alone grants

From time to time our Board of Directors grants common stock or common share purchase options or warrants to
selected directors, officers, employees and consultants as equity compensation to such persons on a stand-alone basis
outside of any of our formal stock plans. The terms of these grants are individually negotiated. There were no stock
option grants to either employees or directors during the fiscal years ended March 31, 2017 and March 31, 2016.

CAPITALIZATION

The following table sets forth our cash and cash equivalents and our capitalization as of March 31, 2017:

·on an actual basis; and

·
on an as adjusted basis, based upon an assumed offering price of $● per share of common stock and corresponding
warrant, to give effect to the sale of ● shares of common stock in this offering, after deducting the estimated placement
agent discounts and commissions and estimated offering expenses payable by us.

Based on the assumed offering price of $● per share and associated warrant. The as adjusted information below is only
for illustrative purposes and our capitalization following the completion of this offering will be adjusted based on the
actual offering price and other terms of this offering determined at pricing. You should read this table in conjunction
with “Use of Proceeds” above as well as our “Management’s Discussion and Analysis of Financial Condition and Results
of Operations” and financial statements and the related notes appearing elsewhere in this prospectus.
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March 31, 2017

Unaudited
Actual

Unaudited
As
Adjusted

(in thousands except
share amounts)

Assets:
Cash & Cash Equivalents $1,559,701 $

Liabilities:
Total Liabilities $1,130,956 $

Stockholders’ Equity:

Common Stock, par value of $0.001 $8,796
Additional Paid-in-capital 94,445,739
Retained Earnings (Deficit) (93,778,156)
Total Stockholders’ Equity Before Noncontrolling Interests $676,379 $
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The total number of shares of our common stock outstanding in the table above is based on 8,797,086 shares
outstanding as of March 31, 2017, and excludes as of that date, the following:

(1)
The number of shares of our common stock outstanding prior to and to be outstanding immediately after this
offering, as set forth in the above table, is based on 8,797,086 shares of our common stock outstanding as of
March 31, 2017 and excludes as of that date:

·432,047 shares of common stock issuable upon exercise of outstanding stock options under our stock incentive plans
at a weighted average exercise price of $10.98 per share;

·2,604,096 additional shares of common stock reserved for issuance under outstanding warrants with a weighted
average exercise price of $3.64 per share;

·553,500 additional shares of common stock reserved for future issuance under our stock incentive plans;

·324,650 additional shares of common stock issuable under convertible notes, which includes accrued interest
through March 31, 2017;

·____________ shares of common stock issuable upon exercise of the warrants offered hereby; and

·____________ shares of common stock issuable upon exercise of warrants to be issued to the placement agent in
connection with this offering.

A $1.00 increase (decrease) in the offering price of $[_____] per share of common stock would increase (decrease)
cash and cash equivalents and total stockholders’ equity by $_____ million, assuming that the number of shares offered
by us, as set forth on the cover page of this prospectus, remains the same, and after deducting the estimated placement
agent fee and estimated offering expenses payable by us.

DIVIDEND POLICY

We have not paid any dividends on our common stock to date and do not anticipate that we will pay dividends in the
foreseeable future. Any payment of cash dividends on our common stock in the future will be dependent upon the
amount of funds legally available, our earnings, if any, our financial condition, our anticipated capital requirements
and other factors that the board of directors may think are relevant. However, we currently intend for the foreseeable
future to follow a policy of retaining all of our earnings, if any, to finance the development and expansion of our
business and, therefore, do not expect to pay any dividends on our common stock in the foreseeable future.
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DILUTION

If you purchase shares of our securities in this offering, you will experience dilution to the extent of the difference
between the price per share you pay in this offering and the net tangible book value per share of our common stock
immediately after this offering, assuming no value is attributed to the warrants and such warrants are accounted for
and classified as equity. Our net tangible book value as of March 31, 2017 was approximately $510,000, or
approximately $0.06 per share. Net tangible book value per share represents our total tangible assets less total tangible
liabilities, divided by the number of shares of common stock outstanding as of March 31, 2017.

After giving effect to the assumed sale by us of ● shares of our common stock and warrants to purchase ● shares of our
common stock in this offering at an assumed combined public offering price of $● per share of our common stock and
related warrant (the closing bid price of our common stock on ●, 2015), and after deducting the estimated placement
agent fees and estimated offering expenses payable by us, our as adjusted net tangible book value as of March 31,
2017 would have been approximately $● million, or approximately $● per share of common stock. This represents an
immediate increase in net tangible book value of approximately $● per share to existing shareholders and an immediate
dilution of approximately $● per share to new investors, attributing none of the assumed combined public offering price
to the warrants offered hereby. The following table illustrates this per share dilution:

Assumed combined public offering price per share and related warrant $●
Net tangible book value per share as of March 31, 2017 $0.06
Increase in net tangible book value per share attributable to new investors $●
As adjusted net tangible book value per share as of March 31, 2017, after giving effect to this offering $●
Dilution per share to new investors in the offering $●
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Each $● increase (decrease) in the assumed combined public offering price of $● per share and related warrant would
increase (decrease) our as adjusted net tangible book value after this offering by $● million, or $● per share, and the
dilution per share to new investors by $● per share, assuming that the number of shares of common stock and related
warrants offered by us, as set forth above, remains the same and after deducting the estimated placement agent fees
and estimated offering expenses payable by us. We may also increase or decrease the number of shares of common
stock and related warrants we are offering from the assumed number of shares of common stock and related warrants
set forth above. An increase (decrease) of ● shares of common stock and related warrants in the number of shares of
common stock and related warrants offered by us from the assumed number of shares of common stock and related
warrants set forth above at an assumed combined public offering price of $● (the closing bid price of our common stock
on ●, 2017) would increase (decrease) our as adjusted net tangible book value after this offering by $● million, or $● per
share, and the dilution per share to new investors by $● per share, assuming that the assumed public offering price
remains the same and after deducting the placement agent fees and estimated offering expenses payable by us. The
information discussed above is illustrative only and will adjust based on the actual combined public offering price, the
actual number of shares and warrants that we offer in this offering, and other terms of this offering determined at
pricing.

This table does not take into account further dilution to new investors that could occur upon the exercise of
outstanding options and warrants, including the warrants offered in this offering, having a per share exercise price less
than the public offering price per share in this offering.

(1)
The number of shares of our common stock outstanding prior to and to be outstanding immediately after this
offering, as set forth in the above table, is based on 8,797,086 shares of our common stock outstanding as of
March 31, 2017 and excludes as of that date:

·432,047 shares of common stock issuable upon exercise of outstanding stock options under our stock incentive plans
at a weighted average exercise price of $10.98 per share;

·2,604,096 additional shares of common stock reserved for issuance under outstanding warrants with a weighted
average exercise price of $3.64 per share;

·553,500 additional shares of common stock reserved for future issuance under our stock incentive plans;

·324,650 additional shares of common stock issuable under convertible notes, which includes accrued interest
through March 31, 2017;

·____________ shares of common stock issuable upon exercise of the warrants offered hereby; and

·____________ shares of common stock issuable upon exercise of warrants to be issued to the placement agent in
connection with this offering.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS FOR THE FISCAL YEARS ENDED MARCH 31, 2017 AND 2016

The following discussion and analysis should be read in conjunction with the consolidated Financial Statements and
Notes thereto appearing elsewhere in this registration statement.

Overview

We are a medical technology company focused on creating innovative devices that address unmet medical needs in
global health and biodefense. The Aethlon Hemopurifier® is a clinical-stage therapeutic device that eliminates
life-threatening viruses from the circulatory system of infected individuals.

In June 2013, the U.S. Food and Drug Administration, or FDA, approved our investigational device exemption
application to initiate a ten-patient human clinical trial in one location in the U.S. to treat dialysis patients who are
infected with the Hepatitis C virus. Successful outcomes of that human trial as well as at least one follow-on human
trial will be required by the FDA in order to commercialize our products in the U.S. The regulatory agencies of certain
foreign countries where we intend to sell this device will also require one or more human clinical trials.

Some of our patents may expire before we receive FDA approval to market our products in the U.S. or we receive
approval to market our products in a foreign country. However, we believe that certain patent applications and/or
other patents issued more recently will help protect the proprietary nature of the Hemopurifier treatment technology.

Through our majority-owned subsidiary, Exosome Sciences, Inc., or Exosome, we are also studying potential
diagnostic techniques for identifying and monitoring neurological conditions and cancer. We consolidate Exosome’s
activities in our consolidated financial statements.
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Fiscal Years Ended March 31, 2017 and 2016

Results of Operations

Revenues

We recorded government contract revenue in the fiscal years ended March 31, 2017 and 2016. This revenue arose
from work performed under our government contract with the Defense Advanced Research Projects Agency, or
DARPA, and our subcontract with Battelle Memorial Institute, or Battelle (both of which are now completed), as
follows:

Fiscal
Year
Ended
3/31/17

Fiscal
year
Ended
3/31/16

Change in
Dollars

DARPA contract $387,438 $863,011 $(475,573)
Battelle subcontract 4,635 23,561 (18,926 )
Total government contract revenue $392,073 $886,572 $(494,499)

DARPA Contract

We entered into a contract with DARPA on September 30, 2011. Under the DARPA award, we were engaged to
develop a therapeutic device to reduce the incidence of sepsis, a fatal bloodstream infection that often results in the
death of combat-injured soldiers. The award from DARPA was a fixed-price contract with potential total payments to
us of $6,794,389 over the course of five years. Fixed price contracts require the achievement of multiple, incremental
milestones to receive the full award during each year of the contract. Under the terms of the contract, we performed
certain incremental work towards the achievement of specific milestones against which we invoiced the government
for fixed payment amounts.

Originally, only the base year (year one of the contract) was effective for the parties; however, DARPA subsequently
exercised its option on the remaining years of the contract. The milestones were comprised of planning, engineering
and clinical targets, the achievement of which in some cases required the participation and contribution of third-party
participants under the contract. We commenced work under the contract in October 2011 and completed the contract
in September 2016.
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In February 2014, DARPA reduced the scope of our contract in years three through five of the contract. The reduction
in scope focused our research on exosomes, viruses and blood processing instrumentation. This scope reduction
reduced the possible payments under the contract by $858,469 over years three through five.

In the fiscal year ended March 31, 2017, we invoiced the U.S. Government for the final two milestones under our
DARPA contract in the aggregate amount of $387,438. In the fiscal year ended March 31, 2016, we invoiced the U.S.
Government for four milestones under our DARPA contract in the amount of $863,011.

Battelle Subcontract

We entered into a subcontract agreement with Battelle in March 2013. Battelle was chosen by DARPA to be the prime
contractor on the systems integration portion of the original DARPA contract, and we are one of several
subcontractors on that systems integration project. The Battelle subcontract is under a time and materials basis and we
began generating revenues under the subcontract in the three months ended September 30, 2013. That contract has
now concluded. The Battelle subcontract was our first cost-reimbursable contract.

Our revenue under this contract was a function of cost reimbursement plus an overhead mark-up for hours devoted to
the project by specific employees (with specific hourly rates for those employees), for travel expenses related to the
project, for any equipment purchased for the project and for the cost of any consultants hired by us to perform work
on the project. Each payment required approval by the program manager at Battelle.
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Operating Expenses

Consolidated operating expenses were $6,490,430 for the fiscal year ended March 31, 2017 compared to $5,271,406
in the fiscal year ended March 31, 2016, an increase of $1,219,024. The net increase of $1,219,024 was due to
increases in payroll and related expenses of $1,396,050, which was partially offset by a decrease in professional fees
of $97,504 and a decrease in general and administrative expense of $79,522.

The $1,396,050 increase in payroll and related expenses was principally driven by a $1,983,465 increase in our
stock-based compensation due to the vesting of restricted stock units granted during the fiscal year, which was
partially offset by a $371,041 decrease in cash payroll and related expenses of Aethlon Medical due primarily to
reductions in headcount and in bonus payments and by a $216,374 decrease in the payroll and related expenses of
Exosome due to headcount reductions.

The $97,504 decrease in our professional fees arose from a $97,316 decrease in DARPA-related professional fees
coupled with a decrease in our non-DARPA-related professional fees of $6,230, which were partially offset by an
increase in Exosome’s professional fees of $6,042. The primary factor in our $97,316 decrease in our DARPA-related
professional fees was the completion of our DARPA contract in September 2016.

The $79,522 decrease in general and administrative expenses primarily arose from a decrease in the general and
administrative expenses at Exosome of $68,036 and a decrease in our non-DARPA-related activities of $29,823.
Those decreases were partially offset by an increase in the general and administrative expenses in our DARPA-related
activities of $18,337.

Other Expense

In the fiscal year ended March 31, 2017, we recognized other expenses of $1,208,369 compared to $573,782 of other
expense in the fiscal year ended March 31, 2016. The following table breaks out the various components of our other
expense over the fiscal years ended March 31, 2017 and 2016:

Components of Other Expense
in Fiscal Year Ended

March 31,
2017

March
31,
2016

Change
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Loss on debt extinguishment $558,198 $– $558,198

Interest and other debt expenses 304,330 573,782 (269,452)

Warrant repricing expense 345,841 – 345,841

Total other expense $1,208,369 $573,782 $634,587

Loss on Debt Extinguishment

Our aggregate loss on debt extinguishment for the fiscal year ended March 31, 2017 arose from a $616,889 loss
associated with the June 2016 amendments to our November 2014 convertible notes coupled with a gain on debt
extinguishment of $58,691, which netted to an overall loss on debt extinguishment of $558,198 - see below.

June 2016 Amendments - This loss on debt extinguishment arose from the Amendments (the “Amendments”) to our
November 2014 convertible notes The Amendments provided that the maturity date of the notes was extended from
June 1, 2016 to July 1, 2017 and that the conversion price was reduced from $5.60 per share of common stock to
$5.00 per share of common stock. In addition, we reduced the purchase price of warrants issued in connection with the
notes from $8.40 per share to $5.00 per share. In connection with these modifications, each of the Investors signed a
consent and waiver providing its consent under certain restrictive provisions, and waiving certain rights, including a
right to participate in certain offerings made by us, under a securities purchase agreement dated June 23, 2015, (the
“2015 SPA”) to which we, the Investors and certain other investors are parties, in order to facilitate an at-the-market
equity program described in the liquidity and capital resources section of this report below. This loss also included an
$80,000 fee to extend the November 2014 convertible notes from June 1, 2016 to July 1, 2017. The $80,000 amount
was not a cash payment but rather was added to the principal of the notes.
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December 2016 Financing - In connection with the issuance of the December 2016 10% Convertible Notes, the
conversion price of the November 2014 10% Convertible Notes was reduced from $5.00 to $4.00 per share and the
expiration date of the November 2014 10% Convertible Notes was extended from July 1, 2017 to July 1, 2018.

The modification of the Notes was evaluated under FASB Accounting Standards Codification (“ASC”) Topic No.
470-50-40, “Debt Modification and Extinguishments”. Therefore, according to the guidance, the instruments were
determined to be substantially different, and the transaction qualified for extinguishment accounting. As a result, we
recorded a gain on debt extinguishment of $58,691, which is included in other (income) expenses in the
accompanying condensed consolidated statements of operations. The recording of the modified Notes resulted in a
beneficial conversion of $233,748 which is the result of the effective conversion price of the new Notes being less
than the market price of the underlying common stock on the date of modification.

Loss on Warrant Repricing

On June 27, 2016, we and certain investors (the “Unit Investors”) entered into Consent and Waiver and Amendment
agreements (the “CWAs”), relating to an aggregate of 264,000 Warrants to Purchase Common Stock (the “Unit
Warrants”) we had issued to the Unit Investors on December 2, 2014 pursuant to a Securities Purchase Agreement
dated November 26, 2014 (the “2014 SPA”). In the CWAs, each of the Unit Investors provided its consent under certain
restrictive provisions, and waived certain rights, including a right to participate in certain offerings made by us, under
the 2014 SPA in order to facilitate the at-the-market equity program described in the notes to the Financial Statements.
Pursuant to the CWAs, we reduced the Exercise Price (as defined in the Unit Warrants) from $15.00 per share of
common stock to $5.00 per share of common stock.

On June 27, 2016, each of the Unit Investors also entered into a Consent and Waiver providing its consent under
certain provisions, and waiving certain rights, including a right to participate in certain offerings made by us, under
the 2015 SPA in order to facilitate the at-the-market equity program described in the notes to the Financial Statements.

We measured the change in fair value that arose from the reduction in exercise price from $15.00 to $5.00 and
recorded a charge of $345,841 to our other expense to reflect this change.

There was no comparable loss on debt extinguishment in the fiscal year ended March 31, 2016.

Interest and other debt expenses
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Our interest and other debt expense decreased by $269,452 from the fiscal year ended March 31, 2016 to the fiscal
year ended March 31, 2017. The following table breaks out the various components of our interest expense over the
fiscal years ended March 31, 2017 and 2016:

Components of Interest Expense
and Other Debt
Expenses in Fiscal Year Ended
March
31,
2017

March
31,
2016

Change

Interest expense $83,891 $56,549 $27,342

Amortization of deferred financing costs 27,641 144,683 (117,042)

Amortization of note discounts 192,798 372,550 (179,752)

Total interest and other debt expenses $304,330 $573,782 $(269,452)

As noted in the above table, the primary factors in the $269,452 overall decrease in interest and other debt expenses
was a $179,752 decrease in the amortization of note discounts and a $117,042 decrease in the amortization of deferred
financing costs.

As a result of the above factors, our net loss before noncontrolling interests increased from $4,958,616 for the fiscal
year ended March 31, 2016 to $7,306,726 for the fiscal year ended March 31, 2017.
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Liquidity and Capital Resources

At March 31, 2017, we had a cash balance of $1,559,701 and working capital of $985,496. This compares to a cash
balance of $2,123,737 and working capital of $1,849,891 at March 31, 2016. Significant additional financing must be
obtained in order to provide a sufficient source of operating capital and to allow us to continue to operate as a going
concern. In addition, we will need to raise capital to complete anticipated future human clinical trials in the U.S. We
anticipate the primary source of this additional financing will be from proceeds of the Company’s at-the-market
offering program and other forms equity placements.

We raised $2,759,355 in net proceeds from sales of common stock under our S-3 registration statement during the
fiscal year ended March 31, 2017. However, we will require significant additional financing to finalize the current and
expected additional future clinical trials in the U.S., as well as fund all of our continued research and development
activities for the Hemopurifier and other future products through the remainder of the fiscal year ending March 31,
2018. In addition, as we expand our activities, our overhead costs to support personnel, laboratory materials and
infrastructure will increase. Should the financing we require to sustain our working capital needs be unavailable to us
on reasonable terms, if at all, when we require it, we may be unable to support our research and FDA clearance
activities including our planned clinical trials. The failure to implement our research and clearance activities would
have a material adverse effect on our ability to commercialize our products.

Future capital requirements will depend upon many factors, including progress with pre-clinical testing and clinical
trials, the number and breadth of our clinical programs, the time and costs involved in preparing, filing, prosecuting,
maintaining and enforcing patent claims and other proprietary rights, the time and costs involved in obtaining
regulatory approvals, competing technological and market developments, as well as our ability to establish
collaborative arrangements, effective commercialization, marketing activities and other arrangements. We expect to
continue to incur increasing negative cash flows and net losses for the foreseeable future.

Going Concern

The accompanying consolidated financial statements have been prepared assuming that we will continue as a going
concern, which contemplates, among other things, the realization of assets and satisfaction of liabilities in the ordinary
course of business. We have incurred continuing losses from operations and at March 31, 2017 had an accumulated
deficit of approximately $93,778,000. These factors, among other matters, raise substantial doubt about our ability to
continue as a going concern. A significant amount of additional capital will be necessary to advance the development
of our products to the point at which they may become commercially viable. We intend to fund operations, working
capital and other cash requirements for the fiscal year ending March 31, 2018 through debt and/or equity financing
arrangements.
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We are currently addressing our liquidity issue by seeking additional investment capital through issuances of common
stock under our existing S-3 registration statement and by applying for additional grants issued by government
agencies in the United States. We believe that our cash on hand and funds expected to be received from additional
debt and equity financing arrangements will be sufficient to meet our liquidity needs for fiscal 2018. However, no
assurance can be given that we will receive any funds in addition to the funds we have received to date.

The successful outcome of future activities cannot be determined at this time and there is no assurance that, if
achieved, we will have sufficient funds to execute our intended business plan or generate positive operating results.

The consolidated financial statements do not include any adjustments related to this uncertainty and as to the
recoverability and classification of asset carrying amounts or the amount and classification of liabilities that might
result should we be unable to continue as a going concern.
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Cash Flows

Cash flows from operating, investing and financing activities, as reflected in the accompanying Consolidated
Statements of Cash Flows, are summarized as follows (in thousands):

(In thousands)
For the year
ended
March
31, 
2017

March
31, 
2016

Cash (used in) provided by:
Operating activities $(3,506) $(4,329)
Investing activities (16 ) (9 )
Financing activities 2,958 5,607
Net (decrease) increase in cash $(564 ) $1,269

We used cash in our operating activities due to our losses from operations. Net cash used in operating activities was
approximately $3,506,000 in fiscal 2017 compared to net cash used in operating activities of approximately
$4,329,000 in fiscal 2016, a decrease of approximately $823,000. The $823,000 decrease was primarily due to the
combination of the change in collection of accounts receivable of approximately $206,000, an increase in our accounts
payable and other current liabilities of approximately $369,000, and a decrease in fiscal 2017 in the cash used in
operations before changes in operating assets and liabilities of approximately $236,000.

Net Cash from Investing Activities.

During the fiscal year ended March 31, 2017, we purchased approximately $16,000 of equipment while in March 31,
2016, we purchased approximately $9,000 of equipment, an increase of approximately $7,000 in our investing
activities.

Net Cash from Financing Activities.

Net cash generated from financing activities decreased from approximately $5,607,000 in the fiscal year ended March
31, 2016 to approximately $3,506,000 in the fiscal year ended March 31, 2017. In fiscal 2017, we raised
approximately $2,759,000 from the issuance of common stock and approximately $577,000 from the issuance of
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convertible notes. That source of cash from our financing activities was partially offset by the use of approximately
$379,000 to pay for the tax withholding on restricted stock units. The net cash provided by financing activities in
fiscal 2016 was all from the issuance of common stock.

At the date of this filing, we plan to invest significantly into purchases of our raw materials and into our contract
manufacturing arrangement.

Current Events

In April 2017, we agreed with two individual investors to exchange 11,497 restricted shares for the cancellation of
22,993 warrants.

In April 2017, we issued 15,000 shares of restricted common stock at a price of $2.24 per share in payment for digital
communications consulting services valued at $33,600 based on the value of the services provided.

In April 2017, 46,125 RSUs held by our executives were exchanged into the same number of shares of our common
stock. As our executives elected to return a portion of their RSU’s in exchange for the Company paying the related
withholding taxes on the share issuance, 23,655 of the RSUs were cancelled and we issued a net 22,470 shares to our
executives.

In April 2017, we terminated a previously recorded but unissued share award of 68,000 shares under a restricted stock
grant to our CEO and issued to him 32,674 shares as a net settlement of shares and the Company paid the withholding
taxes associated with that share issuance in return for the cancellation of 35,326 shares. The compensation cost of that
restricted stock grant had been fully recorded over prior fiscal years, therefore no expense was recorded regarding this
net issuance.
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In the period since March 31, 2017, sold 1,000 shares of common stock under our Common Stock Sales Agreement
with H.C. Wainwright. We raised aggregate net proceeds of $1,903 (net of $63 in commissions to H.C. Wainwright
and $133 in other offering expenses) under this agreement at an average price of $1.90 per share of net proceeds.

In June 2017, we issued options to four of our employees to purchase 34,500 shares of common stock at a price of
$1.68 per share, the closing price on the date of the approval of the option grants by our compensation committee.
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