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PART |

Forward-Looking Statements

This report includes “forward-looking statements” within the meaning ofi@e27A of the Securities Act
of 1933, as amended, and Section 21E of the Securities and Exchange Act @fls1@3énded. All statements
other than statements of historical facts are “forward-looking statésiefor purposes of these provisions,
including any projections of earnings, revenues or other financial itamsstatement of the plans and objectives
of management for future operations, any statements concerning proposeddaetpor strategic arrangements,
any statements regarding future economic conditions or performance, anthamgent of assumptions underlying
any of the foregoing. In some cases, forward-looking statements adenltiéed by the use of terminology such as
“may,” “will,” “expects,” “plans,” “anticipates,” “estimates ,” “potential,” “intends”, or “continue” or the
negative thereof or other comparable terminology. Although the Company andrityement believe that the
expectations reflected in the forward-looking statements containednharei reasonable, there can be no
assurance that such expectations or any of the forward-looking stateménsowe to be correct, and actual
results could differ materially from those projected or assuméideriorward-looking statements. The Company’s
future financial condition and results of operations, as well as anyaforwoking statements, are subject to
inherent risks and uncertainties, including but not limited to the Rasltdfs set forth under Item 1A, and for the
reasons described elsewhere in this report. All forward-looking rates and reasons why results may differ
included in this report are made as of the date hereof, and we assume noiabligatipdate these forward-
looking statements or reasons why actual results might differ.

ITEM 1. BUSINESS
General

HemaCare Corporation (“HemaCare” or the “Company”) providescustomized delivery of blood products and
services. The Company collects, processes and distribuies products to hospitals and research related
organizations. The Company operates and manages donas @rdanobile donor vehicles to collect transfusable
blood products from donors.

The Company also provides blood related services, principalkagletic apheresis procedures, stem cell
collection and other blood treatments to patients with eetyaof disorders. Blood related therapeutic services are
usually provided to hospitals under contract as an outside pactisarvice.

In May 2010, HemaCare entered into an agreement with Den@eqoration (NASDAQ: DNDN) to provide
cellular collection services in Los Angeles and Maine foeir new autologous cellular immunotherapy,
PROVENGE® (sipuleucel-T). This personalized medicg:®éndreon’s lead product and is the first autologous
cellular immunotherapy specifically designed to engage gatiewn immune systems to treat cancer. HemaCare
currently leverages its expertise in automated cell calectapheresis) and processing of blood products to
provide specialty collection services to Dendreon and otlganaations conducting cell therapy research and
clinical trials.

The Company has operated in Southern California since 19Y9998, the Company expanded operations to
include portions of the eastern United States. InuAu@006, the Company acquired Florida based Teragenix
Corporation, subsequently renamed HemaCare BioScience,(“lhemaBio”), which sourced, processed and
distributed human biological specimens, manufactured quatiytrol products and provided clinical trial
management and support services. As a result of projecsesliby HemaBio in the third and fourth quarters of
2007, and the resignations of key members of HemaBio'sagement, the Board of Directors of HemaBio, in
consultation with, and with the approval of, the Board afe@®ors of the Company, determined HemaBio’'s
business could not operate without senior management, aefiotieeclosed all operations of HemaBio, effective
November 5, 2007. See Note 3 of Notes to Consolidateddtah&@tatements.



The Company’s current strategy is to expand efforts utilizimg Company’s exemplary customer service,
expertise, and infrastructure to support developing cellbknapy technologies and research organizations. This
infrastructure and expertise enable the Company to colla@usgacellular components for cellular therapy
manufacturing and future personalized patient therapiee Cbhmpany already collects allogeneic, whole-blood
derived stem cells for hospital customers, researcmmag#ons and biotech companies to support their cellular
therapy research and manufacturing. In doing so, the Compaggstidileverages its equipment, facilities,
licensure, current good manufacturing protocols (cGMP), anditabselationships. Ultimately, the Company
believes these specialized collections will generate highgimaevenue through the support of advanced therapies
and research activities.

The Company renamed its two business segments at the beginr#gQofo reflect its increased emphasis on
customer service. The historically named blood products s#gmaes renamed the “blood services” segment, and
the historically named blood services segment was rendraétherapeutic services” segment.

Although most suppliers of transfusable blood products areni@eghas not-for-profit, tax-exempt organizations,

all suppliers charge fees for blood products to cover their afooperations. The Company believes that it is the
only investor-owned and taxable organization operating asisfuisble blood supplier with significant operations

in the U.S.

The Company was incorporated in the state of Califomi¥8.
Recent Developments

Weaknesses in the economy and blood utilization reduction inited have severely impacted the blood banking
industry.

Calendar year 2010 was an extremely challenging year for the bloodgs industry. Weaknesses in the
economy severely impacted the blood banking business, as hospitafeatitare providers made concerted
efforts to reduce blood utilization by as much as 30%spHals are educating themselves in blood management to
reduce usage as never before. Additionally the criteriayusgifolood transfusions have changed. There is a large
movement towards bloodless surgeries and intraoperative blrwiusions, which involves recovering blood lost
during surgery and re-infusing the blood into the patienttiefta also continued to postpone elective and non-
essential surgeries, which further reduced the demariddod products.

Management Changes

During the first quarter of 2010, John Doumitt and Robertt@hiresigned as the Company’'s Chief Executive
Officer and Chief Financial Officer, respectively. et& van der Wal was promoted to President and Chief
Executive Officer in February 2010, and was appointed Chiefrigial Officer in March 2010. Subsequently, in
August 2010, Lisa Bacerra was promoted to Chief Finandi@e® The Company also created the position of
Chief Operating Officer in August 2010, and appointed AnoalkSto serve in that capacity.

Business Segments

HemaCare operates in two primary business segments.fir§thes the blood services segment, which supplies
customers with red blood cells, apheresis platelets aihdr blood products. Included in this segment are
collections for research and cellular therapy customers.s€hond segment is the therapeutic services segment,
which includes therapeutic apheresis procedures, stenpéetttoon and other blood therapies provided to patients
typically in a hospital setting.

Blood Services Operations



This business segment collects, processes and distributes fnloddcts utilized by health research related
organizations, or cellular therapy companies, as webrasgnsfusion in a hospital setting,

In May 2010, HemaCare entered into an agreement withrBendorporation (NASDAQ: DNDN) to provide
cellular collection services in Los Angeles and Maineeir new autologous cellular immunotherapy,
PROVENGE® (sipuleucel-T). PROVENGE ® is the first&Rpproved autologous cellular immunotherapy for
the treatment of asymptomatic or minimally symptomatic state castrate resistant (hormone refractory) prostate
cancer. PROVENGE® is made using cells from a patientis immune system. It is designed to stimulate a
patient’s immune system to target prostate cances. déie process of making PROVENGE ® involves the
introduction of a patient’'s immune cells to a prothiat functions as a prostate cancer-associated anfgen

antigen is a substance that causes the body to react wittmame response. This process activates the patient’s
immune cells against prostate cancer cells to helpriheine system better fight the disease.

HemacCare leverages its expertise in automated celttioligapheresis) and processing of blood products to
provide specialty collection services to Dendreon and aitgamizations conducting cell therapy research and
clinical trials. Acting as one of Dendreon’s collectmartners, the Company collects blood from the patients and
forwards the blood to Dendreon for processing. Each Dengratient requires three separate blood draws, each
one week apart.

The Company contracts with hospitals to provide transfusable lgomtlicts and conduct blood drives in the

hospital's name, which provides the hospital with a sourcleazflly collected blood products and markets the
hospital to the community. The Company conducts whole blood totiedrives at sponsor organizations, such as
employers, schools or churches. The Company’s recruitmehinsidds with the staff of the sponsor organization

to encourage individuals associated with the sponsor tael®@od at a blood drive. The Company utilizes 15
mobile blood collection vehicles, 12 in California and 3 Nhaine, to transport equipment, supplies, and

occasionally staff, to blood drives. The actual collecpoocess is safe and simple for the donor. Whole blood
collected at blood drives is tested and processed into plaalticts, principally red blood cells and plasma.

The Company operates four free standing donor centers,inh@adifornia and one in Maine, where selected blood
components are collected, principally platelets, utiliangell separator. This process, known as apheresis, allows
for the collection of only selected components of a donodsdylreturning the other components to the donor’s
bloodstream. Apheresis platelet collection is more commhekexpensive than whole blood collection. Apheresis
equipment is costly and requires longer donation timesshmasult in higher labor costs. Recruiting donors for
apheresis platelet donations is considerably more diffitwalh trecruiting whole blood donors because of the
complexity of the donation process and longer donation tindAgsheresis platelet donors are recruited from the
most dedicated subset of the whole blood donor population. The Cornpamyemonstrated a consistent track
record of donor recruitment for apheresis platelet donors.

Platelet products are generally collected using apheresiadeeassufficient volume of platelets is collected from a

single donation to produce a transfusable unit. These produetknown as Single Donor Platelets. Platelet

products can be produced from whole blood donations as well; howevyeroduce a transfusable unit, platelets

from several whole blood donations are aggregated. Thesacpsaare known as Random Platelets. Random
Platelets are considered less desirable for transfustoaube the recipient is exposed to pathogen risk from
multiple donors, as opposed to only a single donor from Single Riatelets.

The Company also purchases blood products from other blood supplgassfy customer demand whenever the
Company’s operations cannot produce sufficient quantity.

The Company generally uses its own vehicles to deliver blood pgeodinectly to customers, but will occasionally
use a common carrier as well. The Company utilizes 11 eshi¢lin California and 4 in Maine, for the delivery of
blood products.



Blood services revenue depends on a number of factofadimg the success of the Company’s research and
cellular therapy marketing, the success of the Compangsiiteent efforts, the success of the Company’s
marketing efforts to attract and retain new customerd tlae ability of the Company to properly process, store and
transport blood products to customers.

Therapeutic Services Operations

Therapeutic apheresis is a technique for removing compomentsafpatient's blood and is used in the treatment of
autoimmune diseases and other disorders. These servicgeramally provided upon the request of a hospital,
which has received an order from a patient's physicidwerapeutic treatments are administered using mobile
equipment operated at the patient's bedside, a hbgpitpatient setting or in a physician’s office. Thebite
therapeutic equipment includes a blood cell separator andsfesdbles needed to perform the procedure. The
Company utilizes four vehicles, two in California and twattare garaged in New York, for the delivery of
equipment and supplies in support of its therapeutic seropaERtions. Treatments are primarily administered by
trained nurse-specialists, under the supervision of a physamal acting in accordance with documented operating
procedures and quality assurance protocols based on guidelusdspeel by the American Association of Blood
Banks, or AABB, and the Joint Commission on AccreditatioHedlthcare Organizations.

Since requests for therapeutic apheresis treatmentdt@nesporadic and unpredictable, many hospitals choose not
to equip, staff and maintain an apheresis unit. Theiegishortage of trained nurses in the U.S. has alsoriedde
hospital efforts to adequately staff apheresis unitse Tompany’s services enable hospitals to offer therapeutic
apheresis services to their patients on an "as needed'ia#sdut incurring the costs associated with maintaiaing
full-time team of apheresis specialists. In addititie, Company’s services can serve to supplement a hospital's
existing apheresis capability when demand exceeds capacity.

Therapeutic services utilization depends on a number wrdncluding the occurrence of disease states that are
appropriately treated by these services, and the pedcbmmeefits of blood therapies compared with alternative
courses of treatment. The Company believes that physédacation on the benefits of therapeutic apheresis
results in increased application of such treatmentsnedically appropriate circumstances. The Company’s
affiliated medical directors conduct educational semirfarsphysicians to inform them of the benefits of
therapeutic apheresis relative to other modes of patietineaa

The Company provides therapeutic services using all currenthgmezed treatment methods: plasma exchange,
red cell exchange, cell depletion, stem cell collectioth photopheresis. Patients suffering from diseasesasich
multiple myeloma, polyneuropathy, leukemia, systemic lupus ergtomms, scleroderma, hyperviscosity
syndrome, thrombocytosis, thrombotic thrombocytopenic purpayasthenia gravis and Guillain-Barre syndrome
may benefit from therapeutic apheresis treatments. Thep&uomprovides therapeutic apheresis services on a
regional basis in several states. Major operationsnaBouthern California and in several Mid-Atlantic states
including New York.

Competition

The blood services and therapeutic services industries hawepadticipants, from small limited service providers
to large full service organizations. There is competifmncustomers on the basis of many factors, including
reputation for reliable customized quality performance, diggeand experience in specific areas, scope of service
offerings, price, and customer service. The Company beliegempetes favorably in these areas.

Most U.S. transfusable blood products suppliers are orgaawedt-for-profit, tax-exempt entities. However, all
blood suppliers charge fees for the products utilized. Tieeseare generally set at levels based on the supply and
demand for specific products, and are influenced by thegebtion among blood products suppliers and federal
reimbursement rates to hospital customers. Many supplere greater financial, technical and personnel
resources than the Company. In addition, since many of thep&ys competitors are tax-exempt, they do not
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bear the tax burden the Company faces, and they have accessrtodsttax-exempt debt financing. Their status
as charitable institutions may also give them an advantageruiting volunteer donors.

Approximately 40% of U. S. transfusable blood products are sadpji¢ghe American Red Cross, or ARC, through
its national collection network, and approximately 60% are segbply local and regional blood centers, including
the Company.

The Company competes in the blood product marketplace thrawugitategy of offering blood supply services
tailored to the requirements of individual customers. CThewpany consistently reevaluates and revises its blood
supply services to respond to marketplace factors. Somestitonp have advantages over the Company as a result
of established positions and relationships within the commsnibey serve. In addition, the ARC’s size and
market dominance provides them with greater resources tairsysgriods of unprofitable sales, or to adopt
aggressive pricing strategies for the purpose of defendingm@asing market share.

Competition in the therapeutic blood services business is plyrmagional where we compete with community
blood banks, dialysis companies that also provide therapeutic bEyettes, and a wide range of small blood
services companies. In addition, since some diseastsbleewith therapeutic apheresis are also treatable by othe
medical therapies, the competition for the Company’s therapaotid services business includes companies that
market or provide many of these competing medical therapié® Company believes that it competes in this
market by offering customized quality performance, expedisE experience in specific areas, scope of service
offerings, price, and customer service. In addition, tbengany educates the medical community on the benefits
of therapeutic apheresis as a treatment solution foouarliseases by offering speakers at meetings with the
cooperation of hospital customers or at meetings of priofesorganizations, conducting dinner lectures where
clinical information is provided.

Sales to Major Customers

The Company provides products and services to healthcare providgp#als, and cellular therapy and research
related organizations, all of which are referred $0‘@stomers” for purposes of identifying concentration risk.
During 2010, one customer represented approximately 18.1% of ¢otiue. The next two largest customers
accounted for approximately 7.3% and 4.6% of total reveesggectively. The Company’s ten largest customers
accounted for 54.7% of total revenue. Other than lebspare for donor centers at customers’ facilities, the
Company’s only relationship with any of these customersaspsvider of blood products and services.

Human Resources

As of March 8, 2011, the Company had 214 employees, including S&rpar&nd temporary employees. Most of
the Company's professional and management personnel possesexperience in hospitals, medical service
companies or blood banks. None of the Company's employees iser@ece by a labor union. The Company
considers its relations with its employees to be good.

Suppliers

The Company maintains relationships with numerous suppliecsprovide cell separator equipment, disposable
supplies, replacement fluids, testing services and blood psodGenerally, the Company has no difficulty
obtaining most of its equipment and supplies; however, iethvere material adverse changes affecting the sources
of its supplies, the Company's operations could be adverdetted. In particular, in the event of a war or other
international conflict or natural disaster, the avallgbof critical supplies could be negatively affectedidne cost

of procuring these supplies could increase.

During 2010, the Company received goods and services from tveo wesgdors, the first of which is
CaridianBCT, which represented approximately 12.9% of the Coyiptotal operating costs from continuing
operations. This vendor provided products that support the Conspegllyseparation equipment used by both the
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blood services and therapeutic services segments. The sangest bendor is Creative Testing Solutions, which
represented approximately 9.7% of total operating casits dontinuing operations. This vendor provided
laboratory services. The Company has no relationship vtitareszendor other than as a consumer of the goods and
services provided by each.

The Company’s blood products consist of those produced from dopkatedets and whole blood, and blood
products purchased from other suppliers. The Company compitteshe ARC and other blood suppliers in
recruiting its donors. The growth of the Company's manufactol@atd products business is dependent on the
Company's ability to attract, screen and retain qudliienors, or purchase blood products from other suppliers.

Government Regulation
Blood Services Operations

Blood products suppliers are subject to extensive regulation andigesdef the Food and Drug Administration, or
FDA, the AABB, and various state licensing authoriti€®A regulations are comprehensive, complex and extend
to virtually all aspects of the blood products industry, includewuiting and screening blood donors; processing,
testing, labeling, storing and shipping blood products; recordkgepnd communications with hospital customers
and donors. FDA regulations also extend to the manufactofex critical supplies and equipment used in the
blood supply industry.

The Company views product safety and compliance with govertahregulations as paramount concerns at all
times. The Company has developed extensive procedures anthlirgeality control programs to increase
compliance with all governmental regulations and industrydatals. Employees routinely participate in training
classes. Employees are evaluated at the conclusionrohdr#éo insure that the desired level of understanding of
the Company’s compliance and safety procedures is achi®&weally, HemaCare’'s Regulatory Affairs and Quality
Assurance Department conducts periodic audits of each operatit to identify the level of compliance with
regulatory procedures.

Organizations within the blood supply industry are registereith@y¥DA to operate blood collection and/or blood
processing facilities. All of the Company'’s facilities ogge under FDA registrations.

The FDA also issues licenses to organizations withenblood supply industry to ship blood products across state
lines if the qualifying organization can demonstrate adequatgloyee training programs, procedure
documentation and quality control systems to insure the quédlibe products shipped. HemaCare holds a license
for its Van Nuys, California and Scarborough, Maine faed to ship selected blood products across state lines.

On May 5, 2006, the Company received a warning letter fromBi#egertaining to specific observations from an
inspection of the Company’s California operations. In Aug08X7, the FDA performed another inspection of the
Company’s California operations. As a result of this io8pe, the Company was provided with a list of
observations of regulatory issues and was informedtti@a006 warning letter would remain in effect. During
2009, the FDA conducted an inspection at the Company’s Van Nayifr@ia facility. At the conclusion of this
inspection, the FDA provided the Company with a list of olzg@ns of regulatory issues; however, the FDA did
not document any repeat observations of previous compliance.issne2010, the FDA inspected our remote
locations and did not identify any observations. The Comybelieves it has adequately addressed the issued raise
by the FDA, and believes the operations are in compliasttecurrent FDA regulations.

Periodically, the health departments of the states in whielCompany operates conduct audits of the Company’s
facilities and operations. These audits focus on compliaritte specific state laws that cover HemaCare's

operations. In 2010, there was one California state itispewith no documented compliance issues. The
Company believes that it is in compliance with stateleggns governing the Company’s operations.

Therapeutic Services Operations



Therapeutic services are generally provided under contraaipmdthe request of a hospital, which has received
an order from a patient's physician, and therefore is dered an outsourced function of the hospital’s treatment of
the patient. Treatments are primarily administered by Caognprained nurse-specialists, under the supervision of a
physician, and acting in accordance with documented sthnolaerating procedures and quality assurance
protocols.

Although such procedures are generally considered medsedirtent, and therefore not directly regulated by the
FDA and other regulatory agencies, the protocols usedased on guidelines developed by the AABB, the
Foundation for the Accreditation of Cellular Therapy, or HA@nd the Joint Commission on Accreditation of
Healthcare Organizations, or Joint Commission. As ghehCompany is obligated to adhere to these guidelines in
order to maintain its accreditation with the AABB, amdassist hospital customers to comply with their Joint
Commission and FACT accreditation.

In addition, the equipment and supplies used during the pericemaf therapeutic procedures are generally
approved by the FDA for the specific treatment perforinethe Company’s staff; however, physicians can request
that the Company use its equipment and supplies to perfeatments not approved by the FDA, which is
authorized as long as it is at the direction of the padi@hysician.

Blood Management Software Project

Federal and State regulations require that all donwisianations be tracked from donation though processing and
storage to final disposition. Regulations also requiv@t transfusing facilities, donors and patients receive
information regarding donors who test positive for a varidtgisease markers in years subsequent to original
donation.

HemaCare will begin the implementation of Haemonetics CGatjpm’'s EIDorado Donor software in the second
quarter of 2011. The implementation of the EIDorado Dondwsoé system is critical to the effective and effitien
management of donor and product information to meet business ardtoeg requirements for blood center
operations.

The ElDorado Donor software represents Haemonetics nextagjenesoftware intended as a comprehensive blood
management software application providing for the informatictiesy needs of blood banks and donor centers.
The software is designed to manage, automate, and coatigties associated with donors, donor collections,
testing, manufacturing, inventory, and distribution.

On February 18, 2011, the Company entered into an agreemetitagithonetics to purchase the El Dorado Donor
software system license. The Company also signed a hogfirgnaent for Haemonetics to host the El Dorado
software system for a period of three years, with anrerewal options.

Other Matters

State and federal laws set forth anti-kickback andreédfral prohibitions, and otherwise regulate finaneiadl
referral relationships between blood suppliers, hospitals,qgags and others in the blood supply industry. The
Company believes its present operations comply with aleotly applicable regulations in this area.

New health care regulations are continuously under coasiolerby lawmakers at the federal level, and in many of

the individual states in which the Company operates. Ngulagons could have a direct impact on the Company
and its operations. The Company is not aware of anyfgppcoposed regulation that would have a material

adverse impact on the Company; however, the Company is uncettat changes may be made in the future

regarding health care policies, especially those ragardospital reimbursements, health insurance coverage,
product testing, record keeping and managed care that atayialy impact the Company's operations.



Professional and Product Liability Insurance

The blood service and therapeutic service business is inlyeseriject to substantial potential liabilities for
personal injury claims. The Company maintains medical priofess liability insurance in the amount of
$4,000,000 for a single occurrence and $5,000,000 in the aggregateaperBased on the Company’s recent
history of claims filed for personal injury and the rethimonetary damages paid, the Company believes it has
adequate insurance; however, there can be no assurancettrtap insurance claims will not exceed present
coverage or that continued or additional insurance coveragtlwe available and affordable. If such insurance
were ineffective or inadequate for any reason, the Compaulg be exposed to significant liabilities.

Additional Information

The Company makes available free of charge through its teglhavw.hemacare.canits Annual Report on Form
10-K, Quarterly Reports on Form 10-Q, and Current RemortSorm 8-K, and amendments to those reports filed
or furnished pursuant to Section 13(a) of the Securities Exehdct of 1934, as soon as practical after those
reports are filed with the SEC. The Company’s filings msp be read and copied at the SEC’s Public Reference
Room at 100 F Street, N.E., Room 1580, Washington D.C. 2054#f@rmhtion on the operation of the Public
Reference Room may be obtained by calling the SEC at 8000SB0. The SEC also maintains an Internet site,
www.sec.gov, that contains reports, proxy and inforonastatements, and other information regarding isshats t
file electronically with the SEC.

ITEM 1A RISK FACTORS

The Company’s short and long-term success is subject to many factoerdéha¢yond management’s control.
Shareholders and prospective shareholders of the Company should consider ctrefidlipwing risk factors, in
addition to other information contained in this report. The Company'sessicould be harmed by any of these
risks. The trading price of the Company’s common stock could declirte dng of these risks, and investors may
lose all or part of their investment.

Changes in demand for blood products could affect profitability

The Company’'s operations are structured to produce partibidad products based on customers’ existing
demand, and perceived potential changes in demand, for tleeBesisr Sudden or unexpected changes in demand
for these products could have an adverse impact on the Compmaofitability. Increasing demand could harm
relationships with customers if the Company is unable & ptoduction capacity, or purchase products from other
suppliers, to fill orders adequately. This could resulaidecrease in overall revenue and profits. Decreases in
demand may require the Company to make sizeable investmergstitocture operations away from declining
products to the production of new products. Lack of accessficient capital, or lack of adequate time to proper|
respond to such a change in demand, could result in declemegue and profits as customers transfer to other
suppliers. Additionally, an increase in the supply of blood predincthe marketplace could result in declining
revenue and profits for the Company due to a market driveneatee in prices.

Costs increasing more rapidly than market prices could reduce pabflity

The cost of collecting, processing and testing blood productadeassignificantly in recent years and will likely
continue to increase. These cost increases are rétatev and improved testing procedures, increased regulato
requirements related to blood safety, and higher stalfffsapply costs related to collecting and processing blood
products. Competition and fixed price contracts may lim& Company’s ability to maintain existing operating
margins. Some competitors have greater resources th&othpany to sustain periods of marginally profitable or
unprofitable sales. Costs increasing more rapidly than markats, may reduce profitability and may have a
material adverse impact on the Company’s business and resotsrations.
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Competition may cause a loss of customers and an inability to massncreases in costs thereby impacting
profitability

Competition in the blood services and therapeutic servicasstines is primarily based on fees charged to
customers. The Company’s primary competition in the blood ptedumarket is the ARC, which owns a
significant market share advantage over the Company in thensetlie Company operates. As a result, the ARC
possesses significant market power to influence priceghwdan prevent the Company from passing along
increases in costs to customers. In addition, hospitadotidations and affiliations allow certain customers to
negotiate as a group, exerting greater price pressure @othpany. These changes may have a negative impact
on the Company’s future revenue, and may negatively impacefptofitability.

Changing economic conditions could impact the ability of custom&r pay the Company’s invoices

The Company’s principal customers are hospitals that dependyorepis from private insurance companies and
governments to fund operations, and to pay the Company’s invimicggoducts and services. Deteriorating
economic conditions can result in higher unemployment and adelass of medical insurance coverage for
hospital patients. Reduced reimbursement for medicalcgsraan strain the financial health of the Company’s
hospital customers, which could impact the ability of thesgommers to pay the Company’s invoices. The
Company does not have sufficient resources to sustain operédioan extended period of time if any significant
customer, or several smaller customers, failed to pa@dngpany’s invoices as expected.

Declining blood donations could affect profitability

The Company’s blood products business depends on the availabiionafed blood. Only a small percentage of
the population donates blood, and regulations intended toeedaaisk of introducing infectious diseases in the
blood supply, result in a decreased pool of potential donbrthellevel of donor participation declines, the
Company may not be able to reduce costs sufficiently toteaiprofitability in blood products. In addition, the
donor population is aging, resulting in fewer donors as thims®wrs develop health issues that make them
ineligible. There is an effort within the blood banking comriyuto attract younger and more diverse donors.

Operations depend on services of qualified professionals and conuefirr their services is strong

The Company is highly dependent upon obtaining the servicesalified professionals. In particular, the
Company’s operations depend on the services of registeredsnunedical technologists, regulatory and quality
assurance professionals, and others with knowledge of the bidodtry. Nationwide, the demand for these
professionals exceeds the supply and competition for theicssrig strong. The Company incurs significant costs
to hire and retain staff. If the Company is unable to dttad retain a staff of qualified professionals, openat
may be adversely affected which, in turn, may adversepact profitability. In California there is an additional
state licensure requirement for some licensed stsfffeaally medical technologists. This additional requirement
within the state of California further limits the pool @rain professional staff.

Industry regulations and standards could increase operating costeesult in closure of operations

The business of collecting, processing and distributing bloodupt®ds subject to extensive and complex
regulation by the state and federal governments. The Compamguged to obtain and maintain numerous
licenses in different legal jurisdictions regarding théetya quality, identity, purity and potency of products,
condition of facilities, medical waste disposal and #ygpropriate procedures are utilized. Periodically the FDA
conducts inspections of HemaCare's facilities and opesatioft the conclusion of each inspection, the FDA
provides the Company with a list, if any, of observationsegtilatory issues discovered during the inspection. In
2006, the FDA inspected the Company's California blood prodpetations and determined that deficiencies
existed to require the FDA issue a “Warning Letter'ntdify the Company that significant improvements were
required or further regulatory action was likely. Subsed to the issuance of this letter, the Company invested
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considerable time and money to address each of the issued bgigshe FDA. During 2009, the Company’s
California blood product operations were inspected agathéy¥ DA, and at the conclusion of this inspection, the
FDA provided the Company with a list of observations; however, th& Bl not document any repeat
observations of previous compliance issues. The Company respnttes FDA in September 2009. The FDA
responded with a request for more clarification on some painNovember 2009. The Company responded in
January 2010. The FDA accepted the Company’s response in Feb@léxyAlthough future inspections could
result in additional regulatory action, the Company’s focusaaddressing the specific issues raised in the FDA
Warning Letter, resulted in a vastly improved outcome coatp#r previous inspections.

The Company believes that its response and actions takddresa the FDA observations are sufficient and that it
is in compliance with current FDA regulations; howetke Company cannot insure against future FDA actions,
including possible sanctions or closure of selected Compaenations.

State and federal laws include anti-kickback and sedi4raf prohibitions and other regulations that affect the
shipment of blood products and the relationships between blodd,Hzospitals, physicians and other persons who
refer business to each other. Health insurers and govermpagers, such as Medicare and Medicaid, also limit
reimbursement for products and services, and require commpliaith certain regulations before reimbursement
will be made.

The Company devotes substantial resources to complying awit &nd regulations; however, the possibility
cannot be eliminated that interpretations of existamgsl and regulations will result in findings that the Conypa
has not complied with existing regulations. Such a findinglccanaterially harm the Company’s business.
Moreover, healthcare reform is continually under considerdly regulators, and the Company does not know how
laws and regulations will change in the future.

Pandemic or epidemic outbreak of disease could significantly impasb#ldonations and have a material
adverse impact on profitability

If HIN1 flu, avian flu, or other disease, were to develdp & worldwide pandemic or epidemic in one or more
regions in which the Company operates, the portion of theqotlialt typically donates blood to the Company may
be unable, or unwilling to donate, thereby significantly reduthe availability of blood that the Company relies

upon to manufacture blood products. In addition, even if suspestkds prove to be no more virulent than other
more common disease, the heightened fear among the public refultimgidespread media coverage may result
in dramatic decline in donations. Moreover, if a signiftcportion of the Company’s workforce becomes |ll, is

required to stay home to care for ill family membess,is required to stay home in connection with social
distancing programs intended to minimize disease transmigh®iCompany’s operations could be significantly

disrupted, which could have a material adverse impact cidhgany’s profitability.

Healthcare Reform Bill may have a material effect on the Compan

The Patient Protection and Affordable Care Act was signi® law on March 23, 2010 and was shortly thereafter
amended by the Health Care and Education Reconciliation A2013 which became law on March 30, 2010.
Healthcare reform will change health care insurance ageercost containment and payments. It is not possible at
this time to evaluate whether there will be a matenmgdact on the Company's operations or profitability from any
legislative enactments in this area, nor from any regulatctions pursuant to this legislation.

Leadership changes within our customers and competitors coutdafrevenue
Changes in leadership within our customers and competitord oophct the environment in which we compete
based on changes in their strategic direction. Leadershigebavithin our customer base could result in changes

to contract, thus impacting revenue. Changes in leadersthi;mwur competitors could also impact our current
customer base and thus revenue.
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Decrease in reimbursement rates may affect profitability

Reimbursement rates for blood products and services providetbdaaid, Medicare and commercial patients,
impact the fees that the Company is able to negotiate witbroass. In addition, to the degree that the Company’s
hospital customers receive lower reimbursement for the produacdservices provided by the Company, these
customers may reduce their demand for these goods and seandeadversely affect the Company’s revenue.

Not-for-profit status gives advantages to competitors

HemacCare is the only significant blood products supplier tpitads in the U.S. that is operated for profit and
investor owned. The not-for-profit competition is exempt fromdefal and state taxes, and has substantial
community support and access to tax-exempt financing.Cldmpany may not be able to continue to compete
successfully with not-for-profit organizations, and the bess and results of operations may suffer material
adverse harm.

Potential inability to meet future capital needs could impactlapito operate

The Company may not generate sufficient operating cadteifuture to finance its operations for the next year.
The Company may not utilize its credit facility with WeFargo to help finance its operations due to the
amendment to the credit agreement which changes the borrowiedrbasaccounts receivable to cash. This in
effect takes away the ability to draw on the line ofltreThe Company may need to raise additional capitdien t
debt or equity markets in order to finance future opersiteomd procure necessary equipment. There can be no
assurance that the Company will be able to obtain suahding on reasonable terms or at all. Additionally, there
is no assurance that the Company will be able to obtdficient capital to finance future expansion.

Reliance on relatively few vendors for significant suppliesdaservices could affect the Company’s ability to
operate

The Company currently relies on a relatively small nundferendors to supply important supplies and services.
Significant price increases, or disruptions in the abilitylitaim products and services from existing vendors, may
force the Company to find alternative vendors. Alternative vend@y not be available, or may not provide their

products and services at favorable prices. If the Company tcabtzon the products and services it currently uses,
or alternatives at reasonable prices, the Company’'s atilitgroduce products and provide services may be
severely impacted, resulting in a reduction of revenue asfdagility.

Potential adverse effect from changes in the healthcar@ustry, including consolidations, could affect access to
customers

Competition to gain patients on the basis of price, qualid service is intensifying among healthcare providers
who are under pressure to decrease the costs of healthcaeeyddlhere has been significant consolidation among
healthcare providers seeking to enhance efficiencies, andotigslmlation is expected to continue. As a result of
these trends, the Company may be limited in its abilitytoease prices for products in the future, even if costs
increase. Further, customer attrition as a result osadalation or closure of hospital facilities may adedys
impact the Company.

Future technological developments or alternative treatmerasid jeopardize the business

As a result of the risks posed by blood-borne diseasasy companies and healthcare providers are currently
seeking to develop alternative treatments for blood producsftrsions. HemaCare’'s business consists of
collecting, processing and distributing human blood products and prgbthod related therapeutic services, and

collecting blood for the cellular therapy and researchketar The introduction and acceptance in the market of
alternative treatments may cause material adverse tmthe future profitability for these products and to the

Company’s business.
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Limited access to insurance could affect ability to defend agaimossible claims

The Company currently maintains insurance coverage corisistén the industry; however, if the Company
experiences losses or the risks associated with the Imdogdtry increase in the future, insurance may become
more expensive or unavailable. The Company also cannot gsigamce as the business expands, or as the
Company introduces new products and services, that acditiability insurance on acceptable terms will be
available, or that the existing insurance will provideqadee coverage against any and all potential claims, Als
the limitations on liability contained in various agreerseahd contracts may not be enforceable and may not
otherwise protect the Company from liability for damages. Sueeessful assertion of one or more large claims
against the Company that exceeds available insurance coverafpanges in insurance policies, such as premium
increases or the imposition of large deductibles or carémee requirements, may materially and adversely impact
the Company’s business.

Ability to attract, retain and motivate management and other gdllemployees

The Company’s success depends significantly on the continnedeseof key management and skilled personnel.
Competition for qualified personnel is intense and theeeaalimited number of people with knowledge of, and
experience in, the blood services and therapeutic servicedrindu3he Company does not have employment
agreements with most key employees, nor maintain liferamee policies on them. The loss of key personnel,
especially without advance notice, or the Company’s iitghid hire or retain qualified personnel, could have a
material adverse impact on revenue and on the Company’s abilityaintain a competitive advantage. The
Company cannot guarantee that it can retain key managenteskiled personnel, or that it will be able to attract

assimilate and retain other highly qualified personnelerfuture.

Product safety and product liability could provide exposure to claiamd litigation

Blood products carry the risk of transmitting infectiousedsses, including, but not limited to, hepatitis, HIV and
Creutzfeldt-Jakob disease. HemaCare screens donors, gslsduialified testing service providers, and conducts
selective blood testing, to test blood products for known patisoge accordance with industry standards, and
complies with all applicable safety regulations. Nevee®l the risk that screening and testing processes might
fail, or that new pathogens may be undetected by them, chermatmpletely eliminated. There is currently no test
to detect the pathogen responsible for Creutzfeldt-Jakob diskgsatients are infected by known or unknown
pathogens, claims may exceed insurance coverage and matenidladversely impact the Company’s financial
condition.

Targeted partner blood drives involve higher collection costs

Part of the Company’s current operations involves conducting bloeesdn partnership with hospitals. These
blood drives are conducted under the name of the hospitakpard require that all promotional materials and
other printed material include the name of the hospital pafies strategy lacks the efficiencies associated with
blood drives that are not targeted to benefit particuidapital partners. As a result, collection costs might gbdri
than those experienced by the Company’s competition and npagtmprofitability and growth plans.

Bio-Hazard risks could cause the Company to incur substantiasts

HemaCare’'s operations involve the controlled use of biordama materials and chemicals. Although the
Company believes that its safety procedures for handlingliapdsing of such materials comply with the standards
prescribed by state and federal regulations, the riskcoidental contamination or injury from these materials
cannot be completely eliminated. In the event of sucta@ident, the Company could be held liable for any
damages that result, and any such liability could exteedesources of the Company and its insurance coverage.
The Company may incur substantial costs to maintain conggiavith environmental regulations as it develops
and expands its business.
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Business interruption due to terrorism and increased sagumeasures in response to terrorism could adversely
impact profitability

HemacCare’s business depends on the free flow of products amcesehrough the channels of commerce and
freedom of movement for patients and donors. Delays or stoppagles transportation of perishable blood
products and interruptions of mail, financial or othervieess could have a material adverse impact on the
Company’s results of operations and financial condition.Heumiore, the Company may experience an increase in
operating costs, such as costs for transportation, ansarand security, as a result of terrorist activitied
potential activities, which may target health carelitgzs or medical products. The Company may also experience
delays in receiving payments from payers that have been irdpagteerrorist activities and potential activities.
The U.S. economy in general is adversely impacted by terragtivities, and potential activities, and any
economic downturn may adversely impact the Company’s resul{seohtions, impair its ability to raise capital or
otherwise adversely impact its ability to grow its business.

Business interruption due to earthquakes could adversely impaofitability

HemaCare’s principal operations, as well as the Compamyrgoate headquarters, are located in Southern
California, which is an area known for potentially destive earthquakes. A severe event in this location could
have a substantial negative impact on the ability of the Comjmaagntinue to operate. Any significant delay in
resuming operations following such an event could cause aiahadwerse impact on the profitability of the
Company. In addition, the Company’s insurance policies do not praxigleoverage for damages as a result of an
earthquake. Therefore, the Company would bear all of thits aocurred to resume operations after an earthquake
and the Company may not have sufficient resources to do so.

Evaluation and consideration of strategic alternatives, and othgmdficant projects, may distract management
from reacting appropriately to business challenges and lead to ceduprofitability

As a publicly traded Company, management must constantly évalnd consider new strategic alternatives, and
other significant projects, in an attempt to maximizarsholder value. The Company does not possess a large
management team that can both consider strategic aieshaand manage daily operations. Therefore,
management distractions associated with the evaluatioc@rgideration of strategic alternatives could prevent
management from dedicating appropriate time to immediate basohedlenges or other significant business
decisions. This may cause a material adverse impact duttine profitability of the Company.

Strategy to acquire companies may result in unsuitable acqiuosg or failure to successfully integrate acquired
companies, which could lead to reduced profitability

The Company may embark on a growth strategy through aogpussof companies or operations that complement
existing product lines, customers or other capabilities. Jtmpany may be unsuccessful in identifying suitable
acquisition candidates, or may be unable to consummatgradiacquisition. To the extent any future acquisitions
are completed, the Company may be unsuccessful in integaatquired companies or their operations, or if
integration is more difficult than anticipated, the G@amy may experience disruptions that could have a material
adverse impact on future profitability. Some of the risks thay affect the Company’s ability to integrate, or
realize any anticipated benefits from, acquisitions include

. unexpected losses of key employees or customers of thieestgampany;

. difficulties integrating the acquired company’s staddaprocesses, procedures and controls;

. difficulties coordinating new product and process development

. difficulties hiring additional management and other altfwersonnel;

. difficulties increasing the scope, geographic diversity,amplexity of the Company’s operations;
. difficulties consolidating facilities, transferring pesses and know-how;

. difficulties reducing costs of the acquired company’sress;
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. diversion of management’s attention from the managemehe & ompany; and
. adverse impacts on existing business relationships witbroass.

Articles of Incorporation and Rights Plan could delay or prever acquisition or sale of HemaCare

HemacCare’s Articles of Incorporation empower the BodrBicectors to establish and issue a class of preferre

stock, and to determine the rights, preferences and qgesl of the preferred stock. This gives the Board of
Directors the ability to deter, discourage or make mdifecdt a change in control of HemaCare, even if such a
change in control would be in the interest of a sigmificaumber of shareholders or if such a change in control
would provide shareholders with a substantial premium far giares over the then-prevailing market price for

the Company’s common stock.

In addition, the Board of Directors has adopted a SharatoRehts Plan designed to require a person or group
interested in acquiring a significant or controllingemast in HemaCare to negotiate with the Board. Under the
terms of the Company’s Shareholders’ Rights Plan, in geneaaperson or group acquires more than 15% of the
outstanding shares of common stock, all of the other shaekalvould have the right to purchase securities from
the Company at a discount to the fair market value ofctiramon stock, causing substantial dilution to the
acquiring person or group. The Shareholders’ Rights Planinfalyit a change in control and, therefore, may
materially adversely impact the shareholders’ ability ttizea premium over the then-prevailing market price for
the common stock in connection with such a transaction.

Quarterly revenue and operating results may fluctuate indtg periods, and the Company may fail to meet
investor expectations

The Company’s quarterly revenue and operating results hastedted significantly in the past, and are likely to
continue to do so in the future due to a number of factaany of which are not within the Company’s control. If
quarterly revenue or operating results fall below theeetations of investors, the price of the Company’s common
stock could decline significantly. Factors that mighiseaquarterly fluctuations in revenue and operating mesult
include the following:

. changes in demand for the Company’s products and servicesharability to obtain the required
resources to satisfy customer demand,

. ability to develop, introduce, market and gain market@ecee of new products or services in a timely
manner;

. ability to manage inventories, accounts receivable asd ftows;

. ability to control costs; and

. ability to attract qualified blood donors.

The level of expenses incurred depends, in part, on thectatjpe for future revenue. In addition, since many
expenses are fixed in the short term, the Company cargrofiantly reduce expenses if there is a decline in
revenue to avoid losses.

Stocks traded on the OTC Bulletin Board are subject to greater katirisks than those of exchange-traded
stocks since they are less liquid

HemaCare’s common stock trades on the OTC Bulletin B@ar@)ectronic, screen-based trading system operated
by the Financial Industry Regulatory Authority. Securitresled on the OTC Bulletin Board are, for the most part,
thinly traded and generally are not subject to the leveegifilation imposed on securities listed or traded on the
Nasdaqg Stock Market or on another national securikebasge. As a result, an investor may find it difficult to
dispose of the Company’s common stock or to obtain accuratequotations.

Stock price could be volatile
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The price of HemaCare’'s common stock has fluctuated ipaeeand may be more volatile in the future. Factors
such as the announcements of government regulation, new prodseisrices introduced by the Company or by
the competition, healthcare legislation, trends in heabbrance, litigation, fluctuations in operating resufid a
market conditions for healthcare stocks in general coalde ha significant impact on the future price of
HemaCare’s common stock. In addition, the stock markefrbas time to time experienced extreme price and
volume fluctuations that may be unrelated to the opera@niprmance of particular companies. The generally low
volume of trading in HemaCare’s common stock makes it mareesable to rapid changes in price in response to
market conditionsThe market price of the Company’s common stock could decli@eresult of sales by, or the
perceived possibility of sales by, existing stockholders. tMbthe Company’s outstanding shares are eligible for
public resale pursuant to Rule 144 under the Securities Act of 1938)ended. Future sales of common stock by
significant stockholders, including affiliates, or the periogpthat such sales may occur, could depress the price of
the Company’s common stock.

Future sales of equity securities could dilute the Comga@ncommon stock

The Company may seek new financing in the future througbatieeof its securities. Future sales of common stock
or securities convertible into common stock could rasudtilution of the common stock currently outstanding. In
addition, the perceived risk of dilution may cause some kbkers to sell their shares, which may further reduce
the market price of the common stock.

Lack of dividend payments could impact the price of the Companymroon stock

The Company intends to retain any future earnings for ugts ibusiness, and therefore does not anticipate
declaring or paying any cash dividends in the foreseeableefuhe declaration and payment of any cash
dividends in the future will depend on the Company’s earningsndial condition, capital needs and other factors
deemed relevant by the Board of Directors. In additionCibeapany’s credit agreement prohibits the payment of
dividends during the term of the agreement.

Ability to utilize net operating loss carryforwards may be liedt resulting in income taxes sooner than currently
anticipated

As of December 31, 2010, the Company had net operating laggocaards (“NOL”) of approximately $7.0
million for federal income tax purposes that will begiretgire in 2011, and $16.6 million for state income tax
purposes that will begin to expire in 2017. These NOLs neaysed to offset future taxable income, to the extent
the Company generates any taxable income, and thereby reduedisnioates future federal income taxes
otherwise payable. Section 382 of the Internal Revenue Coplesé® limitations on a corporation's ability to
utilize NOLs if it experiences an ownership change as defimefection 382. In general terms, an ownership
change may result from transactions increasing the ohipen$ certain stockholders in the stock of a corporation
by more than 50 percent over a three-year period. In the thagran ownership change has occurred, or were to
occur, utilization of the Company’s NOLs would be subject tammual limitation under Section 382 determined
by multiplying the value of the Company’s stock at the timéhefownership change by the applicable long-term
tax-exempt rate as defined in the Internal Revenue Codeudused annual limitation may be carried over to later
years. The Company could experience an ownership change3salem 382 as a result of events in the past in
combination with events in the future. If so, the use of then@any’s NOLs, or a portion thereof, against future
taxable income may be subject to an annual limitation uBdetion 382, which may result in expiration of a
portion of the NOLs before utilization. Therefore, then@pany could be liable for income taxes sooner than
otherwise would be true if the Company were not subjectdbdBe382 limitations.

Use and disclosure of patient or donor information is subject tovpdy and security regulations, which may
result in increased costs
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While collecting blood from donors, or while performing therajgeptocedures for patients, the Company may
collect, use, disclose, maintain and transmit patiefaramation in ways that will be subject to many of the
numerous state, federal and international laws and tegndagoverning the collection, use, disclosure, storage,
transmission and/or confidentiality of patient-identif@bhealth information, including the administrative
simplification requirements of the Health Insurance t&#tolity and Accountability Act of 1996 and its
implementing regulations (“HIPAA"). The HIPAA Privacy ule restricts the use and disclosure of patient
information, and requires safeguarding that informatidhe HIPAA Security Rule establishes elaborate
requirements for safeguarding patient information tratsdhor stored electronically. HIPAA applies to covered
entities, which may include healthcare facilities and doekide hospitals that will contract for the use of the
Company’s services. The HIPAA rules require covered estiid bind contractors like the Company to comply
with certain burdensome HIPAA rule requirements known as bgsassociate requirements. The Company may
be required to make costly system purchases or systadifications, and make significant and burdensome
changes to the Company’s policies and procedures in ordeonply with the HIPAA rule requirements.
Inappropriate disclosure of protected information may resudignificant liability to the Company and adversely
affect the Company’s profitability.

In addition, other federal and state consumer protectios taay also apply to the Company’s collection, use,
storage, and disclosure of other personal informatiodoabrs or patients. The Company’'s efforts to adhere to
these laws, or any failure to abide by these laws, mswitrin significant liability for the Company or incredke
Company’s cost of doing business.

Evaluation of internal control and remediation of potential problemsll be costly and time consuming and
could expose weaknesses in financial reporting

The regulations implementing Section 404 of the Sarbanes-@xlegf 2002 require management to perform an
assessment of the effectiveness of the Company’'s inteomfol over financial reporting beginning with its
Annual Report on Form 10-K for the fiscal year ending Deeer3th, 2007.

This process is expensive and time consuming, and recigeificant attention of management. This process can
reveal material weaknesses in internal controls thdt reduire remediation. (See “ltem 9A. Controls and
Procedures” elsewhere in this report.) The remedigtioness may also be expensive and time consuming, and
management can give no assurance that the remediatioh effobe completed on time or be effective. In
addition, management can give no assurance that additiotadiahaveaknesses in internal controls will not be
discovered. Management also can give no assurance thavtesgpof evaluation will be completed on time. The
disclosure of a material weakness, even if quickly remedied)d reduce the market's confidence in the
Company’s financial statements and harm the Companytk gince, especially if a restatement of financial
statements for past periods is required.

Discontinuation of the operations of the Company's Florida-based eash subsidiary may hinder the
Company’s ability to generate profits

The Company’sFlorida-based research subsidiary recorded a decreasmvenue and a related increase in
operating losses throughout the first three quarters of 2@7.November 5, 2007, the Board of Directors of
HemaBio closed this operation to avoid further losses. December 4, 2007, HemaBio executed an Assignment
for Benefit of Creditors, under Florida Statutes Qecfi27.101 et seq., assigning all of its assets to an assignee
who is responsible for taking possession of, protectmgserving, and liquidating such assets and ultimately
distributing the proceeds to creditors of HemaBio accorttirigeir priorities as established by Florida law. iDgir
2008, the assignee successfully liquidated most of HemaBis&tsa including inventory, furniture and equipment.
As of December 31, 2010, the assignee was still engaged flaterthe liquidation and closure activities. These
activities could temporarily increase costs, utilioarse financial resources, distract management and have a
material adverse impact on the Company and its results oftigmsra In addition, HemaBio creditors could
attempt to pursue HemaCare for recovery of unpaid claintey are not satisfied with the results of the
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Assignment for Benefit of Creditors process. If Hemé&Bureditors are successful, HemaCare may not have
sufficient liquidity to satisfy these obligations.

ITEM 1B UNRESOLVED STAFF COMMENTS
None.
ITEM 2 PROPERTIES

On February 24, 2006, the Company entered into a lease faxappately 19,600 square feet located in Van Nuys,
California to house corporate offices, mobile blood doperations, a blood component manufacturing lab and a
blood products distribution operation. The Company occupiedabilty in November 2006. The rent for this
facility started at approximately $36,000 per month; howeverletse provides for 3% rent escalation upon the
annual anniversary of the beginning of the lease term,@nddreases in the cost of common area maintenance.
The rent for this facility currently is approximately $30Q per month. The lease on this space expires July 31,
2017; however, the Company has one five-year option to extend thesded#ise then current market price. On
April 11, 2007, the Company entered into an amendment to addxapately 5,735 square feet to this lease to
house a donor center and supply warehouse. This amendment$d@280 per month in rent expense, which
adjusts annually by 3.9% on the anniversary of the lease coramentdate. The rent for this facility currently is
approximately $14,800 per month. As part of the lease agreetner@ompany received approximately $508,000
in tenant improvement allowance from the landlord.

As security for lease obligations associated with #esé¢, the Company is required to maintain a Letter ofitCred
The Letter of Credit was initially in the amount of $815,08@h 10% decreases each year on August 14, 2009,
2010, 2011 and 2012. The decreases become 20% each year on August 14, 2013 arichis Letter of Credit
was reduced to $660,000 on December 7, 2010, in accordanceevit@% decrease per year for 2009 and 2010.

The Company leases space for offices, a laboratory, aifawaring facility for blood components and a
distribution center in a 3,600 square foot facility in Scanbgho Maine. The monthly rent is approximately
$4,500, and the lease term expires October 31, 2012.

The Company also leases space for a donor center in a h@a@ goot facility in Scarborough, Maine. The
monthly rent is approximately $1,500. The initial lease terpired October 21, 2010 and was renewed for an
additional two years bringing the expiration date to Oct@ie2012. The rental rate adjusts 3.5% annually.

The Company entered into a lease agreement on June 1, 2@09,6&5 square foot office space in White Plains,
New York. This lease expires on May 14, 2014, and the dureahis $3,000 with annual adjustments of 2%.

The Company leases a 1,500 square foot donor center on the caingmesof its client hospitals for a monthly
amount of $3,700. The lease expires June 30, 2011. The Companey émtie a second lease agreement with this
client on August 1, 2009 for an additional 1,631 foot donor cenkéis lease expired on December 31, 2010 and
the monthly rent is $2,400. The Company rents the facility morth to month basis since December 31, 2010.

We believe that our facilities are suitable, in good diodi and adequate to meet our current and foreseeable
needs.

ITEM 3 LEGAL PROCEEDINGS

From time to time, the Company is involved in various roulgal proceedings incidental to the conduct of its

business. Management does not believe that any of thedgtegeedings will have a material adverse impact on

the business, financial condition or results of operatidriseoCompany, either due to the nature of the claims, or
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because management believes that such claims should eedeke limits of the Company’s insurance coverage.
The Company is not currently involved in any litigation ttefuires disclosure in this report.
ITEM 4 RESERVED

PART II

ITEM 5 MARKET FOR REGISTRANT'SCOMMON EQUITY , RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

The Company's common stock is quoted on the OTC BulletaxdBunder the symbol HEMA.OB.

The following table sets forth the range of high and low clobidgrices of the common stock, as reported by the
OTC Bulletin Board, for the periods indicated. Thesegs reflect inter-dealer quotations, without retaalrkups,
markdowns, or commissions, and do not necessarily repraseral transactions. The prices appearing below
were obtained from the National Quotation Bureau.

2010 2009
Quarter ended High Low High Low
March 31 $0.70 $0.50 $0.40 $0.20
June 30 $0.70 $0.46 $0.54 $0.31
September 30 $0.70 $0.40 $0.97 $0.37
December 31 $0.67 $0.42 $0.75 $0.46

On March 14, 2011, the closing bid price of the Company’s constark was $0.36 Shareholders are urged to
obtain current market quotations for the Company’s commoi.stoc

The Company has never paid any cash dividends on its commén Jtbe Company intends to retain any future
earnings for use in its business, and therefore, does noipate declaring or paying any cash dividends in the
foreseeable future. The declaration and payment of any disglends in the future will depend upon the

Company’s earnings, financial condition, capital needs, dheredit requirements and other factors deemed
relevant by the Board of Directors.

On March 14, 2011, the Company had approximately 247 sharehofdersord of its common stock.
ITEM 6 SELECTED FINANCIAL DATA
Intentionally omitted.
ITEM 7 MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS
General
HemaCare operates in two primary business segments. §hésfihe blood services segment which supplies
hospitals and health research related organizations wittblom#i cells, apheresis platelets, and other blood
products. The Company operates and manages donor centenslaiteldonor vehicles to collect blood products
from donors, and purchases blood products from other suppliersncliivde revenues from research projects and

cellular therapy collections in the blood services segm@dditionally, the Company operates a therapeutic
services segment, wherein the Company performs therapeutiesigsh@rocedures, stem cell collection and other
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blood treatments on patients with a variety of disorddrserapeutic services are usually provided under contract
with hospitals as an outside purchased service.

In November 2007, the Board of Directors of HemaBio close€tmpany’s Florida-based research blood products
subsidiary that sourced, processed and distributed human ballgpecimens, manufactured quality control

products and provided clinical trial management and suppweitesr With the closure of HemaBio, the Company
reports the financial results for 2010 and 2009 of HemaBioyelsas the impact of the closure activities, as

“Discontinued Operations” on the income statement.

Results of Operations

The following table sets forth, for the periods indicatgdtement of income data as a percentage of net revenue
and the percentage dollar (decrease) increase of sucfiatatperiod to period.

Percent of Total Revenue
Percentage (Decrease) Increase
Years Ended December 31,
Years Ended December 31,

2010 to 2009

2010 2009
Continuing Operations
Revenue 100.0% 100.0% (16.9%)
Operating costs 85.5% 82.3% (13.6%)
Gross profit 14.5% 17.7% (32.2%)
General and administrative
expenses 17.1% 15.3% (7.0%)
(Loss) income before
income taxes (2.7%) 2.4% (191.9%)
Benefit of income taxes (0.2%) (0.1%) 114.3%
Income (2.5%) 2.5% (182.4%)
Discontinued Operations
Loss from discontinued
operations (0.2%) (0.1%) 0.0%
Consolidated
Net (loss) income (2.6%) 2.4% (193.1%)

Year ended December 31, 2010 compared to the year ended December 31, 2009

Overview
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Calendar year 2010 was an extremely challenging year fordbd bervices industry. Weaknesses in the economy
severely impacted the blood banking business all through 2010. Aatibeal economy began to see a recovery in

many areas, healthcare reform was signed into law plaailaiifional pressure on our customers to cut their
operating costs. The blood products industry throughoutdbetiy has been dealing with intensely competitive

pricing pressures. There was an unprecedented industry wigleiss of blood products as blood suppliers were

generally slow to reduce production. In order to sell execesntory, blood suppliers lowered prices to levels not

seen in recent years. In the portion of Southern Caldotime Company services, four additional competitors

emerged in 2010, further increasing competition and dridowgn prices.

Concurrently, hospitals and healthcare providers have expatiémeer reimbursement rates. Health care reform
and ever increasing health costs have forced far readust containment initiatives which have had a major
impact on the blood industry. This environment has made price andawg concern to hospital products and
services vendors. In an effort to address these issaggitals are educating themselves in blood management to
reduce usage. Additionally, the criteria justifying blood tfasisns have changed. There is a large movement
towards bloodless surgeries and intraoperative autologous transfushich involves recovering blood lost during
surgery and re-infusing the blood into the patient. Pati@sts continued to postpone elective and non-essential
surgeries, which further reduced the demand for blood products.

We have been reevaluating the blood business and determining hoamwbange our business model in response
to these mounting changes. In August, 2010, we closed our Bavigme facility as a result of the decreased
volume in California. Our Bangor facility was producingtelets and sending them to our California facility,
where demand for these products had dropped. We decidetstagelling blood products from our New York
facility, which is currently offering only therapeutic se®s. We are focusing on using our existing infrastructure
and expertise to increase our position in growing indwsstugh higher margins, such as cellular therapy and
research where we are beginning to provide our services plaw to continue our efforts in growing this part of
our business.

By developing relationships with biotech companies and relsearganizations, both nationally and globally,
management is positioning the Company to better accessl giaskets. We are positioning to become the
supplier of choice with these customers because of our incgeseputation for compassionate patient care, and
excellent service and products.

In the future, the Company intends to leverage its core-businfastructure to enable collection of various
cellular components for biotech and pharmaceutical rdseaotnmercialization, manufacturing, cellular therapy
protocols, and personalized patient therapies. The Comjraayla collects allogeneic, whole-blood derived stem
cells for hospital customers, research organizations dret btotech companies to support their cellular therapy
research and manufacturing. In doing so, the Company direstdyages its expertise, equipment, facilities,
licensure, current good manufacturing protocols, and hospittiarships. Ultimately, the Company believes
these specialized collections will generate high margin tevéhrough the support of advanced therapies and
research activities.

The Company reported a net loss of $796,000 in 2010, or $0.08 bdgidwad loss per share, compared to net
income in 2009 of $855,000, or $0.09 basic and $0.08 diluted earningisgre.

The drop in revenue between 2010 and 2009 of just over $6,000,000, or 13%rinvarily due to decreased
revenue in the blood services segment for the reasons ddsabbee. The Company lost market share in 2010
due to increased competition. Gross profit also sedfen 2010, down 32% as compared to 2009, despite an
increase in gross profit from therapeutics business. Ehidted from the decrease in capacity utilization arising
from the decreased volume. The decrease in revenue ancttbasgein average selling price were both principally
the result of an overall decrease in sales volume ankhtéveeincrease in sales to more price-sensitive cus®me
during 2010.
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The Company instituted comprehensive expense reductioniv@saboth in operating costs and in general and
administrative costs throughout 2010.

The $50,000 loss from discontinued operations was the sartevas for 2009. The loss was attributable to
interest expense accrual for the two outstanding notes gayabie fully described in the discontinued operations
note in the notes to financial statements.

In 2010, the Company recorded a $60,000 benefit for income taxesireded federal filing for a net operating loss
carry back refund. The Company had recorded a benefit in 20828¢00 primarily as a result of a federal
refundable research and development tax credit.

Blood Services

For this business segment, the following table summarizegtkaue and gross profit for 2010 and 2009:
Blood Services

For the Years Ended December 31,

2010 2009 Variance $ Variance %
Revenues . ....... $ 22,366,000 $ 28,64R2,00 ($6,276,000) -22%
Gross Profit . . . ... 2,122,000 4,287,000 (2,165,000) -51%
Gross Profit% . . . . 9% 15%

Sales of whole blood units collected through our Califonmidbile blood collections department in 2010 decreased
by 21% as compared to 2009 and imported whole blood unit salessitiey 45%. Imported unit sales of
platelets in 2010 decreased significantly as compared to 206 ddld that had been collected in the Company’s
Van Nuys facility decreased 14%. In addition to the ovéoaler demand for blood products, our revenues were
adversely affected by the loss in June 2009 of a large custbatelecided to move its business to a lower priced
provider.

In our Maine facility, unit sales of whole blood decrease@&% in 2010 as compared to 2009, while platelet unit
sales decreased by 15%. This was primarily due to theofademand for blood products in California, which was
the market served by our Maine facility.

Therapeutic Services

For this business segment, the following table summarizegtkaue and gross profit for 2010 and 2009:
Therapeutic Services

For the Years Ended December 31,

2010 2009 Variance $ Variance %
Revenue.......... $7,886,000 $7,745,000 $141,00 2%
Gross Profit. ... .. $2,255,000 $2,165,000 $90,00 4%
Gross Profit% . . . . 29% 28%

The increase in revenue in therapeutic services in 2010ngsaced to 2009 was due to an increase of over 25% in
the number of procedures performed in the California regtoough the mix of procedures and the price of
procedures declined offsetting this increase. Additionallggaore volume in the Mid-Atlantic region dropped by
9%, due to increased competition in the market.
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General and Administrative Expenses

The following table summarizes general and administrativeresgs for 2010 and 2009:

General and Administrative Expenses
For the Years Ended December 31,

2010 2009 Variance $ Variance %
$5,183,000 $5,575,000 ($392,000) -T%

During the last three quarters of 2010, management institudga ©oSt reduction initiatives which brought costs
down significantly in many areas. In particular, by absorbnegvast majority of the work that in the past had been
fulfilled by outside consultants, temporary labor and outgidéessionals, the Company saved $352,000, or 35%,
in 2010 as compared to 2009. Investor relations and public compampliaaee costs decreased by 16%, or
$7,000, in 2010 as compared to 2009, and repairs, maintenanceesuppktage and small tools expense
decreased by $26,000 in 2010 as compared to 2009.

By amending the line of credit arrangement with Wells FargtkBa December 2009, bank charges decreased by
$139,000 in 2010 as compared to 2009, and since the Company did ndtairathe line of credit during 2010,
interest expense decreased to $0 in 2010 from $160,000 in 2009. dmdvehtertainment expenses decreased by
$17,000 in 2010 as compared to 2009.

Offsetting these decreases were increases in persongedmsoof $74,000, of which $65,000 was for an employer
401(k) matching contribution in 2010 as compared to no such matabtigocition in 2009; an increase in officer
salaries of $116,000; and an increase in office salari@&4000. Officer salaries increased as a result of the
$184,000 of severance related expenses paid to the former EXgefitive Officer and former Chief Financial
Officer early in 2010. Additionally, our Vice President of Cqgems was promoted to Chief Operating Officer in
August 2010, which resulted in an increase in officerreslaelating to this position and a corresponding decrease
in blood management salaries which is included in operatiats and expenses. The increase in office sakises

is due to an increase in personnel hired to replanpdeary workers, the cost of which had been included in
outside services.

Income Taxes

In 2010, the Company recorded a $60,000 benefit for income taxesireded federal filing for a net operating loss
carry back refund. The Company had recorded a benefit in 20828¢00 primarily as a result of a federal
refundable research and development tax credit.

Discontinued Operations

On November 5, 2007, the Board of Directors of the Companydlywowned subsidiary, HemaCare BioScience,
Inc. (“HemaBio”), in consultation with, and with the appal of, the Board of Directors of the Company, decided
that it was in the best interest of HemaBio's cr@ditto close all operations of HemaBio. On Decendhe&2007,
HemaBio executed an Assignment for Benefit of Creditors, rufderida Statutes Section 727.101 et seq.
(“Assignment”), assigning all of its assets to an assigwée, is responsible for taking possession of, protecting,
preserving, and liquidating such assets and ultimatelyildising the proceeds to creditors of HemaBio according
to their priorities as established by Florida law. Theigmee continues to fulfill his obligations under the
Assignment, but has not concluded his efforts to liquidateféale assets or complete a final distribution of all
proceeds to HemaBio's creditors. All of the costaiined in 2010 associated with the Assignment were estimate
and accrued in prior periods, with the exception of $50,00@téndst expense that HemaBio continues to accrue on
two notes payable to former investors of HemaBio.
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2010 and 2009 Quarterly Financial Data

The following table presents unaudited statement of incataefdr each of the eight quarters ended December 31,
2010. Management believes that all necessary adjustmaewseen included to fairly present the quarterly

information when read in conjunction with the consoliddtedncial statements. The operating results for any

quarter are not necessarily indicative of the resultarfgrsubsequent quarter.

UNAUDITED
(In Thousands, Except Share and Per Share Data)

2009 2010
Quarter Ended Quarter Ended
March 31 June 30 Sept. 30 Dec. 31 March 31 June 30 Sept. 30 Dec. 31
Continuing Operations
Revenue $ 9,711 $ 10,029 $ 8,401 $ 8,246 $ 7,847 $ 8,144 $ 7,250 $ 7,011
Gross profit 1,535 2,034 1,453 1,430 1,388 1,435 607 947
Income (loss) before other income taxes 84 417 158 218 (192) 247 (678) (183)
Income tax provision (benefit) 3 48 (88) 9 - 10 (70) -
Net income (loss) from continuir
operations $ 8L $ 369 $ 246 $ 209 % (192)$ 237 $ (608)$ (183)
Earnings (loss) per share
Basic $ 001 $ 0.04 $ 0.02 $ 002 $ (0.02)$ 002 $ (0.06)$ (0.02)
Diluted $ 001 $ 0.04 $ 0.02 $ 002 $ (0.02)$ 002 $ (0.06)$ (0.02)
Discontinued Operations
Loss from discontinued operatic $ (12) $ (12)$ (13)$ (13) % (12)$ (13)$ (13)$ (12)
Loss per share
Basic $ (0.00) $ (0.00)$ (0.00)$ 0.00) $ (0.00)$ (0.00)$ (0.00)$ (0.00)
Diluted $ (0.00) $ (0.00)$ (0.00)$ 0.00) $ (0.00)$ (0.00) $ (0.00)$ (0.00)

The Company’s quarterly revenue and operating results hastedted significantly in the past, and are likely to
continue to do so in the future, due to a number obfactmany of which are not within the Company’s control. If
quarterly revenue or operating results fall below theeetations of investors, the price of the Company’'s common
stock could decline significantly. Factors that mightige quarterly fluctuations in revenue and operating sesult
include the following:

» changes in demand for the Company’'s products and services, aathilibe to obtain the required
resources to satisfy customer demand,

» ability to develop, introduce, market and gain markeepitance of new products or services in a timely
manner;

» ability to manage inventories, accounts receivable asid fbaws;

» ability to control costs; and

» ability to attract qualified blood donors.

The level of expenses incurred depends, in part, on thetexipe for future revenue. In addition, since many
expenses are fixed in the short term, the Company cargrofiGntly reduce expenses if there is a decline in
revenue to avoid losses.

Critical Accounting Policies and Estimates

General
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Management’s discussion and analysis of the Company'’s falazandition and results of operations are based on
the Company's consolidated financial statements, which baea prepared in accordance with accounting
principles generally accepted in the United States. prlparation of these financial statements requires the
Company to make estimates and judgments that impact thee@mmounts of assets, liabilities, revenue and
expenses, and related disclosure of contingent assetmhitilds. On an on-going basis, the Company evaluates
its estimates, including those related to valuation reseimeome taxes and intangibles. The Company bases its
estimates on historical experience and on various othemassns that management believes are reasonable under
the circumstances, the results of which form the basiséting judgments about the carrying values of assets and
liabilities that are not readily apparent from other saircActual results may differ from these estimates under
different assumptions or conditions.

Accounting for Share-Based Incentive Programs

Pursuant to Financial Accounting Standards Board, Auoog Standards Codification (“ASC”) Topics 505,
Equity and 718,Stock Compensatioran entity shall account for share-based compensatamsactions with
employees in accordance with the fair-value-based mgthatlis, the cost of services received from employees in
exchange for awards of share-based compensation generdllgesimeasured based on the grant-date fair value of
the equity instruments issued or on the fair valu¢hefliabilities incurred. The Company’s assessment of the
estimated fair value of share-based payments is ingdngethe price of the Company's stock, as well as
assumptions regarding a number of complex and subjectivablesiand the related tax impact. Management
calculates fair value based on fair value of the stotkeatlate of issuance for restricted stock and restrattexk
units. Management utilized the Black-Scholes model to estithee fair value of share-based payments granted.
Valuation techniques used for employee share options anthrsinstruments estimate the fair value of those
instruments at a single point in time (for example, & ghant date). The assumptions used in a fair value
measurement are based on expectations at the time tharemeast is made, and those expectations reflect the
information that is available at the time of measureme

The Black-Scholes valuation model was developed for usstimading the fair value of traded options that have
no vesting restrictions and are fully transferable. Thisdeh also requires the input of highly subjective
assumptions including:

. The expected volatility of the common stock price, which determined based on historical
volatility of the Company’s common stock;

. expected dividends, which are not anticipated;

. expected life, which is estimated based on the histaiecise behavior of employees; and

. expected forfeitures.

In the future, management may elect to use different asgnspinder the Black-Scholes valuation model or a
different valuation model, which could result in a sigm@ifidy different impact on earnings.

During 2010, the Company used the 2006 Equity Incentive Plan (“2006) Bdais5ue stock option grants totaling
290,000 shares of the Company’s Common Stock to directors andr seaimmgement, which Company
determined, utilizing the Black-Scholes valuation model, thatfair value of these options was $154,000. During
2009, the Company used the 2006 Equity Incentive Plan (“2006 Ptais§ue stock option grants totaling 260,000
shares of the Company’s Common Stock to directors and ser@oagement, which Company determined,
utilizing the Black-Scholes valuation model, that the ¥ailue of these options was $109,000.

Allowance for Doubtful Accounts

The Company makes ongoing estimates on the collectability oliatscreceivable and maintains a reserve for
estimated losses resulting from the inability of custemermeet their financial obligations to the Company. In
determining the amount of the reserve, management congfuerkistorical level of credit losses and makes

24



judgments about the creditworthiness of significant custorbased on ongoing credit evaluations. Since
management cannot predict future changes in the financialitytaf customers, actual losses from uncollectible
accounts may differ from the estimates. If the finalhcondition of customers were to deteriorate, resulting in
their inability to make payments, a larger reserve may tp@reel. In the event it is determined that a smaller or
larger reserve is appropriate, the Company would recorelddt r a charge to general and administrative expenses
in the period in which such a determination is made.

Inventory and Supplies

Inventories consist of Company-manufactured platelets, whotel components and other blood products, as well
as component blood products purchased for resale. Suppliest guimsarily of medical supplies used to collect
and manufacture products and to provide therapeutic serimvesntories are stated at the lower of cost or market
and are accounted for on a first-in, first-out baManagement estimates the portion of inventory that might no
have future value by analyzing the sales history for thévémmonths prior to any balance sheet date. For each
inventory type, management establishes an obsolescerceeresjual to the value of inventory quantity in excess
of twelve months of historical sales quantity, using thst-in, first-out inventory valuation methodology.
Therefore, the Company periodically adjusts the inventoryved®msed on recent sales and inventory data, which
can cause the net value of inventory to fluctuate draalgticom period to period.

Income Taxes

The process of preparing the financial statements requagsgement estimates of income taxes in each of the
jurisdictions that the Company operates. This process invobt@siaging current tax exposure together with
assessing temporary differences resulting from differiegtitnent of items for tax and accounting purposes. These
differences result in deferred tax assets and liabjliidsch are included in the balance sheet. Pursuant to ASC
Topic 740,Income Taxesthe Company utilizes an asset and liability approach tlopires the recognition of
deferred tax assets and liabilities for the expectedduax consequences of events that have been recognized in
the Company’s financial statements or tax returns. Managiemust assess the likelihood that the deferred tax
assets or liabilities will be realized for future peis, and to the extent management believes that reatizatnot
likely, must establish a valuation allowance. To the extamtl@ation allowance is created or adjusted in a period,
the Company must include an expense or benefit within the taisfan in the statements of operations.

Significant management judgment is required in determiningribssion for income taxes, deferred tax assets and
liabilities and any valuation allowance recorded agamestdeferred tax assets. It is possible that a seleofion
different input variables could produce a materiallyedtéht estimate of the provision, asset, liability and waoa
allowance.

Based on management’s analysis of the Company’s recdotrpance, management determined that there was
insufficient evidence of guaranteed future profitability teure that the Company would realize any benefit from
the deferred tax assets. Therefore, as of December 31, tB@10ompany continued to record a 100% valuation
reserve against all of the deferred tax assets.

ASC Topic 740-10 prescribes a two-step process for the fadasteitement measurement and recognition of a tax
position. The first step involves the determination of whether more likely than not (greater than 50 percent

likelihood) that a tax position will be sustained upon exan@nabased on the technical merits of the position. The
second step requires that any tax position that meets ahe likely-than-not recognition threshold be measured

and recognized in the financial statements at the laagestint of benefit that is greater than 50 percentiltiketl

of being realized upon ultimate settlement. ASC TopicI@@lso provides guidance on the accounting for related
interest and penalties, financial statement clas$iio and disclosure. Interest and penalties relatecht¢ertain

tax positions will be recognized in income tax expense wiarried. As of December 31, 2010, the Company did
not incur any interest or penalties related to uncet@npositions. The oldest tax year that remains open to
possible evaluation and interpretation of the Company’pdaiion is 2006.
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In September 2009, the State of California suspended the ug¢ @perating loss carryforwards when calculating
income taxes for 2009 and 2010; however, due to other timing diffese this suspension did not materially
impact the Company’s 2010 tax provision to the State of California

Liquidity and Capital Resources

The Company’s primary sources of liquidity include cash amdhand cash generated from operations. Liquidity
depends, in part, on timely collections of accountsivabé. Any significant delays in customer payments could
adversely affect the Company’s liquidity.

For continuing operations, the Company, on December 31, RatiGzash, cash equivalents and restricted cash of
$2,298,000 and working capital of $3,928,000.

Management anticipates that cash on hand and cash gdrigyatperations will be sufficient to provide funding
for the Company’s needs during the next year, including worlapial requirements, equipment purchases and
operating lease commitments.

Line of Credit

On December 9, 2009, the Company, together with the Company’s sopsihaal Blood Services, Inc., entered
into a new Credit Agreement (the “New Wells Agreemerdf)d related security agreements, with Wells Fargo to
replace the Wells Fargo Agreement entered into on April 10, 200@. New Wells Agreement provided that the
Company could borrow the lesser of 80% of eligible accowusivable or $5 million, and had a maturity date of
December 1, 2011. Most of the terms in the New Welledgent were similar to those in the former Wells Fargo
Agreement; however, the New Wells Agreement provided thaCdimepany pay interest on a monthly basis on any
outstanding balance at 0.25% above the bank’s prime rate, buhatkchi any minimum monthly interest
requirement. The New Wells Agreement also grantethan& a first priority security interest in all of the etssof

the Company and Coral Blood Services, Inc.

The Company had no outstanding borrowings under the New Wgilseraent as of December 31, 2010, except
for a letter of credit issued by Wells Fargo asuség for lease obligations associated with the Compakigs
Nuys facility. The Company is required to maintairetiek of credit under the lease, initially in the amount of
$815,000 and reducing by 10% each year on August 14, 2009, 2010, 2011 and 2Q0% aadh year on August
14, 2013 and 2014. At December 31, 2010, the letter of credit w$660,000. No amounts have been drawn
against the letter of credit.

The New Wells Agreement also required that the Compaayntain certain financial covenants, including
minimum tangible net worth, maximum total liabilitiesdaminimum net income over a rolling two quarter basis.
As of December 31, 2010, the Company was out of compliancethgtiinancial covenants in the New Wells
Agreement.

Effective as of January 15, 2011, in consideration of Weltlgd-avaiving the Company’s existing defaults under
the Credit Agreement, the Company agreed to amend the Nélg AgFreement to provide that outstanding
borrowings, including outstanding advances and letters ditcehall not at any time exceed the amount of cash
collateral in a segregated, blocked deposit account amag@at by the Company with Wells Fargo and with respect
to which Wells Fargo has been granted a first pyicréicurity interest to secure all present and future iedeless

of the Company to Wells Fargo. Pursuant to this arrangeniee Company has pledged $660,000 in cash to Wells
Fargo, and the Company has outstanding letters of credarfaiggregate of $660,000 under the New Wells
Agreement.

Notes Payable of HemaBio

When the Company acquired HemaBio, two former HemaBio imgsir. Lawrence Feldman and Dr. Karen
Raben, each held a $250,000 note from HemaBio. The Boardeasft@rs of HemaBio decided that it was in the
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best interest of HemaBio’s creditors to close all apens of HemaBio, effective November 5, 2007 and these
notes remain unpaid.

Since August 29, 2007, HemaBio, now shown as discontinued opsragaoegnized accrued interest expense on
the outstanding balance on both notes at an interest fret@%, which totaled $50,000 for the year ended
December 31, 2010.

As of December 31, 2010, HemaBio's default on the notes toH2ldman and Raben remains unresolved. Both
of these notes are included in the Company’s December 31, 2Citcdaheet as part of Liabilities related to
Assets Held for Sale.

Cash Flows

Net cash provided by operating activities from continuipgrations was $1,057,000 for 2010, compared with
$3,249,000 for 2009, representing an decrease of $2,192,000. The deasake primarily to the $796,000 of
net loss realized in 2010 as compared to the $855,000 of net ineafiEed in 2009. The Company pledged
$660,000 cash to collateralize a letter of credit in assogiatith the Company’s Van Nuys facility lease.
Additionally, 2010 cash flows from operating activities weffecied by a smaller decrease in accounts receivable
in 2010 of $877,000 as compared to a decrease in accounts béeeiv&009 of $2,453,000, due in part to
improvements in collections and an overall decrease in aicoegeivable stemming from reduced sales. In 2010
the Company experienced a $27,000 decrease in accounts pagaumpared to a $1,583,000 decrease in 2009,
as the Company reduced payables with the proceeds it red¢ewedmproved collections of accounts receivable.
The Company calculates days sales outstanding utilizingubiege sales for the three months preceding the date
of the calculation. The Company’s days sales outstandingdotinuing operations stood at 36 days as of
December 31, 2010, compared with 41 days as of December 31, 2009.

Cash used in investing activities from continuing operatesreased to $234,000 in 2010 from $674,000 for
2009. This was primarily due to a decrease in investnmewgpital expenditures as well as the write off of
impaired assets in 2010 of $126,000, related to assets purébateel Company’s software project which were no
longer needed as management decided to utilize a hosting salfiéoed by the software vendor.

Cash used in financing activities from continuing operation2010 was $192,000 compared with $2,471,000 in
2009. In 2010, the Company repurchased its common stock in the taoh&281,000 offset by proceeds from the
sale of common stock of $83,000. In 2009, the Company paid off all euiess to Wells Fargo with the
exception of an outstanding letter of credit, accountinghfe entire use of investment activity cash for 2009.

Cash was used in discontinued operations was $5,000 in 2010 ednvygr $97,000 in 2009. The cash used in
2009 was for fees and other expenses associated witlethaBio Assignment.

Off-Balance Sheet Arrangements

At December 31, 2010, the Company did not have any relationshipsunitonsolidated entities or financial
partnerships, such as entities often referred to aststed finance, variable interest or special purposeiemtit
which would have been established for the purpose of fdiciteoff-balance sheet arrangements or other
contractually narrow or limited purposes. As such, the g2mm is not exposed to any financing, liquidity, market
or credit risk that could arise if it had engageduahsrelationships.

ITEM 7A QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Intentionally Omitted

ITEM 8 FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
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The Index to Financial Statements and Schedules appearsgerFph The Report of Independent Registered
Public Accounting Firm appears on page F-2, and the Consaiéfrancial Statements and Notes to Consolidated
Financial Statements appear beginning on page F-4

ITEM 9 CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE
None.
ITEM 9A CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

The Chief Executive Officer and the Chief Financial CHfi of the Company, with the participation of the
Company's management, carried out an evaluation of theietfgess of the Company's disclosure controls and
procedures (as defined in Rules 13a-15(e) or 15d-15(e) undercingti8e Exchange Act of 1934) as of December
31, 2010, the end of the period covered by this report. Rgrmdthat evaluation, the Chief Executive Officer and
the Chief Financial Officer concluded that the Company’slaksece controls and procedures were effective as of
December 31, 2010.

Changes in Internal Control Over Financial Reporting

There were no changes in the Company's internal control owencfal reporting during the quarter ended
December 31, 2010 that have materially impacted, oreasonably likely to materially impact, the Company’'s
internal control over financial reporting.

Management's Annual Report on Internal Control Over Finarcial Reporting

Management is responsible for establishing and maintaadeguate internal control over financial reporting (as
defined in Rules 13a-15(f) and 15d-15(f) under the Securities Exchiactgef 1934). Internal control over
financial reporting is a process designed by, or undesupervision of, the Company’s Chief Executive Officer
and the Chief Financial Officer and implemented by the @wy's Board of Directors, management and other
personnel, to provide reasonable assurance regarding thelitgliabfinancial reporting and the preparation of
financial statements for external purposes in accordanite generally accepted accounting principles in the
United States of America (“GAAP”).

The Company’s internal control over financial reportingudels those policies and procedures that: i) pertain to
the maintenance of records that, in reasonable datalirately and fairly reflect the transactions and disposi

of the assets of the Company; ii) provide reasonable assubatdeansactions are recorded as necessary to permit
preparation of financial statements in accordance with\iGAand that receipts and expenditures of the Company
are made only in accordance with authorizations of manageamel directors of the Company; and iii) provide
reasonable assurance regarding prevention or timely deteftunauthorized acquisition, use or disposition of the
Company’s assets that could have a material impact om#refal statements.

The Company’'s management, including the Chief Executive Ofticer the Chief Financial Officer, does not
expect that the Company’s disclosure controls and procedurése Company'’s internal controls over financial
reporting, will necessarily prevent all fraud and mategiabrs. An internal control system, no matter howl wel
conceived and operated, can provide only reasonable, not @sadsurance that the objectives of the control
system are met. Further, the design of a control systesh reflect the fact that there are resource constraints
the benefits of controls must be considered relative to tsis. Because of the inherent limitations on all ialern
control systems, the Company’s internal control systempcawide only reasonable assurance of achieving its
objectives and no evaluation of controls can provide absolutgaas® that all control issues and instances of

28



fraud, if any, within the Company have been detected. Theseemnthkmitations include the realities that
judgments in decision-making can be faulty, and that brealsl@an occur because of simple error or mistake.
Additionally, controls can be circumvented by the individugtaof some persons, by collusion of two or more
people, or by management override of the control. The desgmyafystem of internal control is also based in part
upon certain assumptions about the likelihood of future eventiscam provide only reasonable, not absolute,
assurance that any design will succeed in achievingpitsdsgoals under all potential future conditions. Over,time
controls may become inadequate because of changes in sfanwes, or the degree of compliance with the
policies and procedures may deteriorate.

Management of the Company, including the Chief Executive @faacel Chief Financial Officer, conducted an
evaluation of the effectiveness of the Company's internalaamter financial reporting as of December 31, 2010.
In making this assessment, management used the crigeriarth in the Internal Control-Integrated Framework
issued by the Committee of Sponsoring Organizations of tbadway Commission. Based on this evaluation, the
Company’s management concluded that as of December 31, 2013nip&ai@/’s internal control over financial
reporting was effective.

This annual report does not include an attestation réyaour registered public accounting firm regarding imaér
control over financial reporting. Management’s repors vt subject to attestation by our registered public
accounting firm pursuant to rules of the Securities andh&xge Commission that permit us to provide only our
management report in this annual report.

ITEM 9B OTHER |NFORMATION
None.
PART Il
ITEM 10 DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information concerning the directors and executive eBiof the Company and corporate governance is
incorporated herein by reference from the section emtifRroposal 1 - Election of Directors” contained in the
definitive proxy statement of the Company to be filed purst@aRtegulation 14A within 120 days after the end of
the Company’s fiscal year (the “Proxy Statement”).

ITEM 11 EXECUTIVE COMPENSATION

The information concerning executive compensation is parated herein by reference from the section entitled

“Proposal 1 - Election of Directors” contained in the Br8tatement.

ITEM 12 SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND M ANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information concerning the security ownership of certgneficial owners and management and related

stockholder matters is incorporated herein by referénare the section entitled “General Information - Security

Ownership of Principal Stockholders and Management” and “Bebdo- Election of Directors” contained in the
Proxy Statement.

ITEM 13 CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE
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The information concerning certain relationships and retaensactions and director independence is incorporated
herein by reference from the section entitled “Proposal leetiBn of Directors — Certain Relationships and
Related Transactions” contained in the Proxy Statement.
ITEM 14 PRINCIPAL ACCOUNTING FEES AND SERVICES
The information concerning the Company’s principal accouwstdees and services is incorporated herein by
reference from the section entitled “Proposal 2 — Ratifia of the Appointment of Independent Registered Public
Accounting Firm” in the Proxy Statement.
PART IV
ITEM 15 EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
The following are filed as part of this Report:
1. Financial Statements
An index to Financial Statements and Sclesdyppears on page F-1.

2. Financial Statement Schedules

The schedules for which provision is made in the applicatdeuating regulations of the SEC are not
required under related instructions or are inapplicablettaréfore have been omitted.

3. Exhibits

The following exhibits listed are filed or incorporatay reference as part of this Report.

Exhibit
Number Description
3.1 Restated Articles of Incorporation of the Regisiraworporated by reference to Exhibit 3.1 to
Form 10-K of the Registrant for the year ended December 31, 2002.
3.2 Amended and Restated Bylaws of the Registrant, as amendexporated by reference to
Exhibit 3.1 to Form 8-K of the Registrant filed on March 2808.
4.1 Rights Agreement between the Registrant and UoSk Stransfer Corporation dated March 3,
1998, incorporated by reference to Exhibit 4 to Form 8-Khef Registrant dated March 5,
1998.
411 Amendment and Extension of Rights Agreement datefdNagroh 3, 1998, between
HemaCare Corporation and Computershare Trust Company;, iNcArporated by reference to
Exhibit 99.1 to Registrant’s Current Report on Form 8-&dfibn March 24, 2008.
4.2 Form of Common Stock Certificate, incorporated by esfee to Exhibit 4.4 to Form S-8 of

the Registrant dated July 10, 2006.

10.1* Amended and Restated HemaCare Corporation 1996 Stockivecelan, dated December 31,
2008, incorporated by reference to Exhibit 99.6 to Formd@-the Registrant filed on January
8, 2009.
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10.2*

10.3*

10.4

10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

Amended and Restated HemaCare Corporation 2006 Equitytitec&tan, dated May 11,
2010, incorporated by reference to Exhibit 10.1 to Form 8-#keRegistrant filed on May 14,
2010.

2004 Stock Purchase Plan of the Registrant, incorpdmgitegference to Exhibit 10.2 to Form
10-K of the Registrant for the year ended December 31, 2004.

Lease agreement between HemaCare Corporationaas, t&nd ECI Sherman Plaza LLC, as
landlord for approximately 20,000 square feet located inNiays, California, dated February
10, 2006, incorporated by reference to Exhibit 99.1 of Form 84KeoRegistrant filed on
March 1, 2006.

Promissory Note dated August 29, 2006, in the principalianof $250,000, of Teragenix
Corporation, payable to Dr. Lawrence Feldman, incorpdrhy reference to Exhibit 99.7 to
Registrant’s Current Report on Form 8-K filed on Septmnal) 2006.

Promissory Note dated August 29, 2006, in the principalianof $250,000, of Teragenix
Corporation, payable to Dr. Karen Raben, incorporatagigyence to Exhibit 99.8 to
Registrant’s Current Report on Form 8-K filed on Septmnal) 2006.

Assignment for the Benefit of Creditors made as oeBeer 4, 2007, incorporated by
reference to Exhibit 99.1 to Registrants Current RepoFaym 8-K filed on December 14,
2008.

First Amendment to Lease between HemaCare Corpoeatimmant and ECI Sherman Plaza,
Inc. as landlord, dated August 17, 2006, incorporated leyeniete to Exhibit 10.35 to Form 10-
K of the Registrant for the year ended December 31, 2007.

Second Amendment to Lease between HemaCare Corpasitemant and ECI Sherman
Plaza, Inc. as landlord, dated April 11, 2008, incorporayectference to Exhibit. 10.36 to
Form 10-K of the Registrant for the year ended December 31, 2007.

Indemnification Agreement between HemaCare Corporatidwdian Steffenhagen, executed
March 11, 2008, incorporated by reference to Exhibit 99.1 tesRegt's Current Report on
Form 8-K filed on March 17, 2008.

Credit Agreement among HemaCare Corporation, Coral Blendces, Inc. and Wells Fargo
Bank, dated December 4, 2009, incorporated by refererieehibit 10.1 to Form 8-K of the
Registrant filed on December 15, 2009.

Revolving Line of Credit Note by HemaCare CorporaiwhCoral Blood Services, Inc. to the
benefit of Wells Fargo Bank, dated December 4, 2010, pacated by reference to Exhibit
10.2 to Form 8-K of the Registrant filed on December 15, 2009.

Third Party Security Agreement: Rights to Paymedtlaventory between Coral Blood
Services, Inc. and Wells Fargo Bank, dated Decemi#2008, incorporated by reference to
Exhibit 10.3 to Form 8-K of the Registrant filed on Deceniier2009.

Third Party Security Agreement: Rights to Paymedtlaventory between HemaCare
Corporation, and Wells Fargo Bank, dated December 4, d@08oorated by reference to
Exhibit 10.4 to Form 8-K of the Registrant filed on Deceniier2009.

Continuing Security Agreement: Rights to Paymentmrenhtory among HemaCare
Corporation, Coral Blood Services, Inc. and Wells F&agok, dated December 4, 2009,
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10.16

10.17

10.18

10.19

10.20

10.21

10.22*

10.23*

10.24*

10.25%

10.267

10.27%

10.28%

incorporated by reference to Exhibit 10.5 to Form 8-K ofRkgistrant filed on December 15,
20009.

Third Party Security Agreement: Equipment betwgeral Blood Services, Inc. and Wells
Fargo Bank, dated December 4, 2009, incorporated byereferto Exhibit 10.6 to Form 8-K
of the Registrant filed on December 15, 2009.

Third Party Security Agreement: Equipment betwéemaCare Corporation, and Wells Fargo
Bank, dated December 4, 2009, incorporated by refererieenibit 10.7 to Form 8-K of the
Registrant filed on December 15, 2009.

Security Agreement among HemaCare Corporation, Cload Bervices, Inc. and Wells
Fargo Bank, dated December 4, 2009, incorporated byereferto Exhibit 10.8 to Form 8-K
of the Registrant filed on December 15, 2009.

Amendment to Credit Agreement, dated as of Janua®p15b, among Wells Fargo Bank,
HemaCare Corporation and Coral Blood Services, Intorporated by reference to Exhibit
10.6 to Form 8-K of the Registrant filed on January 15, 2011.

First Modification to Promissory Note, dated a3asfuary 15, 2011, between HemaCare
Corporation, Coral Blood Services, Inc. and Wells F&aok, incorporated by reference to
Exhibit 10.7 to Form 8-K of the Registrant filed on January203.1.

Security Agreement Specific Rights to Payment, ditedary 15, 2011, between HemaCare
Corporation and Wells Fargo Bank, with addendum, incorpdray reference to Exhibit 10.8
to Form 8-K of the Registrant filed on January 15, 2011.

Separation Agreement between HemaCare CorporatiaioAndDoumitt, dated February 26,
2010, incorporated by reference to Exhibit 10.2 to Form@-the Registrant filed on March
16, 2010.

Employment Agreement between HemaCare Corporation éaddreder Wal, President and
Chief Executive Officer dated March 2, 2010, incorpordtedeference to Exhibit 10.1 to
Form 8-K of the Registrant filed on March 16, 2010.

Separation Agreement between HemaCare CorporatidRaret Chilton, dated March 11,
2010, incorporated by reference to Exhibit 10.3 to Formd@-the Registrant filed on March
16, 2010.

Blood Donor Center Management Community Mobile Bloode€dins Services Agreement,
USC Blood Donor Center, USC University Hospital, betwd&C University Hospital, Inc.
and HemaCare Corporation.

First Amendment to the Blood Donor Center Managemeni@aity Mobile Blood
Collections Services Agreement, entered into as oEM@, 2006, between USC University
Hospital, Inc. and HemaCare Corporation.

Second Amendment to the Blood Donor Center Management @dsniviobile Blood
Collections Services Agreement, entered into as oil AQr 2007, between USC University
Hospital, Inc. and HemaCare Corporation.

Third Amendment to the Blood Donor Center Management QaitynMobile Blood
Collections Services Agreement, entered into as of M&009, between University of
Southern California, on behalf of USC University Hoahiand HemaCare Corporation.
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10.29%

Therapeutic Apheresis Services Agreement, enteépedsrof January 30, 2003, between
Kenneth Norris Jr. Cancer Hospital and HemaCare Cdipora
First Amendment to Services Agreement, entere@itd August 18, 2006, between Tenet

Second Amended and Restated Services Agreement, entieresi of April 1, 2008, between

Third Amendment to Services Agreement, enteredagtd November 1, 2009, between
University of Southern California, on behalf of USC Nei@ancer Hospital, and HemaCare

Software License and Support Services Agreement datof February 14, 2011, between

Code of Ethics — incorporated by reference to Exhibit Fotm 10-K of the Registrant for the

Subsidiaries of the Registrant, incorporated by referenExhibit 21 to Form 10-K of the

Consent of Stonefield Josephson, Inc., IndependgitBe®d Public Accounting Firm.

Consent of Marcum LLP, Independent Registered Pubtioukting Firm.

Certification Pursuant to Rule 13a-14(a) of the Secuitxehange Act of 1934, Adopted

Certification Pursuant to Rule 13a-14(a) of the Secuitxehange Act of 1934, Adopted

Certification Pursuant to 18 U.S.C. 1350, Adopted Pursoi&dction 906 of the Sarbanes-

10.30

Healthsystem Norris, Inc. and HemaCare Corporation.
10.31

Tenet Healthsystem Norris, Inc. and HemaCare Coriporat
10.32

Corporation.
10.33

Haemonetics Corporation and HemaCare Corporation
14.

year ended December 31, 2004.
21.

Registrant for the year ended December 31, 2009.
23.1
23.2
24. Power of attorney (see signature page).
31.1

Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
31.2

Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
32.1

Oxley Act of 2002.
* Management contracts and compensatory plans and amantge
T

Certain portions of this agreement have been omittedilad separately with the Securities and Exchange
Commission pursuant to a request for an order grantingdemrti@l treatment pursuant to Rule 24b-2 of the
General Rules and Regulations under the Securities Eyehfert of 1934.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) ofeberiies Exchange Act of 1934, the Registrant has duly
caused this report to be signed on its behalf by the undersitpeeelinto duly authorized.

Dated: March 21, 2011 HEMACARE CORPORATION

By: /s/Lisa Bacerra
Lisa Bacerra, Chief Financial Officer

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each persgiose signature appears below hereby
constitutes and appoints Pete van der Wal and Lisa Baegrd each of them, his or her true and lawful atterney
in-fact and agents, with full power of substitution, tgnsand execute on behalf of the undersigned any and all
amendments to this report, and to perform any acts ra@gdasorder to file the same, with all exhibits theratm
other documents in connection therewith with the Securities EBxchange Commission, granting unto said
attorneys-in-fact and agents full power and authority tarmtb perform each and every act and thing requested and
necessary to be done in connection therewith, as fully totatits and purposes as he might or could do in person,
hereby ratifying and confirming all that said attornaydact and agents, or their or his or her substitutes| db

or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities ExchangefA@34, this report has been signed below by the
following persons on behalf of the Registrant in the caaditidicated on the 2Hay of March, 2011.

Signature Title
/sl Pete van der Wal President and Chief Executive Officer and
Pete van der Wal Director

(Principal Executive Officer)

/s/ Lisa Bacerra Chief Financial Officer
Lisa Bacerra (Principal Financial and Accounting Officer)

/sl Steven Gerber
Steven Gerber

€hairman of the Board, Director

/s/ Julian Steffenhagen Director
Julian Steffenhagen

/sl Teresa Sligh Director
Teresa Sligh
/sl Terry Van Der Tuuk Director

Terry Van Der Tuuk
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINKERM

To the Audit Committee of the
Board of Directors and Shareholders
of HemaCare Corporation and Subsidiaries:

We have audited the accompanying consolidated balance shdeimaiCare Corporation and subsidiaries (the
“Company”) as of December 31, 2010 and the related consoligtttEments of operations, shareholders’ equity
and cash flows for the year then ended. These consolidatetifl statements are the responsibility of the
Company’s management. Our responsibility is to express mmonpon these consolidated financial statements
based on our audit.

We conducted our audit in accordance with the standardsedPtiblic Company Accounting Oversight Board
(United States). Those standards require that we and perform the audit to obtain reasonable assurance about
whether the consolidated financial statements are freeatérial misstatement. The Company is not required to
have, nor were we engaged to perform, an audit oftésnal control over financial reporting. Our audit included
consideration of internal control over financial reporting aadasis for designing audit procedures that are
appropriate in the circumstances, but not for the purpossxmfessing an opinion on the effectiveness of the
Company’s internal control over financial reporting. Actiogly, we express no such opinion. An audit also
includes examining, on a test basis, evidence supportingnioeints and disclosures in the financial statements,
assessing the accounting principles used and significamaéss made by management, as well as evaluating the
overall financial statement presentation. We belibaé dur audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statementsmedeto above present fairly, in all material respeitts,
financial position of HemaCare Corporation and subsidiasesf December 31, 2010, and the consolidated results
of their operations and their cash flows for the year #raed in conformity with accounting principles generally
accepted in the United States of America.

/s/ Marcum LLP

Irvine, California
March 21, 2011
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINKERM

To the Board of Directors and Shareholders of
HemaCare Corporation and Subsidiaries:

We have audited the accompanying consolidated balancecfiémtinaCare Corporation and subsidiaries
(the “Company”), as of December 31, 2009, and the relatedoldated statements of income,
shareholders' equity and cash flows for the year ¢mgled. The Company’s management is responsible
for these financial statements. Our responsibilityoiexpress an opinion on these financial statements
based on our audit.

We conducted our audit in accordance with the standardsed?ublic Company Accounting Oversight
Board (United States). Those standards require that weapld perform the audit to obtain reasonable
assurance about whether the financial statementsesmef material misstatement. The Company is not
required to have, nor were we engaged to perform, ana@iutstinternal control over financial reporting.
Our audit included consideration of internal control dirncial reporting as a basis for designing audit
procedures that are appropriate in the circumstancespbtarthe purpose of expressing an opinion on
the effectiveness of the Company's internal contrel dwmancial reporting. Accordingly, we express no
such opinion. An audit also includes examining, on a tessbavidence supporting the amounts and
disclosures in the financial statements, assessingctimuating principles used and significant estimates
made by management, as well as evaluating the overaikcfalestatement presentation. We believe that
our audit provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statementsrredl to above present fairly, in all material
respects, the financial position of HemaCare Corporaiml subsidiaries as of December 31, 2009, and
the results of their operations and their cash floavdte year then ended in conformity with accounting
principles generally accepted in the United States ofriime

/sl Stonefield Josephson, Inc.

Irvine, California
March 23, 2010
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HEMACARE CORPORATION
CONSOLIDATED BALANCE SHEETS

December 31, December 31,
2010 2009
Assets
Current assets:
Cash and cash equivalents $ 1,638,000 $ 1,007,000
Restricted cash 660,000
Accounts receivable, net of allowance for
doubtful accounts of $91,000 in 2010 and $87,0020i09 2,780,000 3,669,000
Product inventories and supplies 617,000 870,000
Prepaid expenses 522,000 558,000
Assets held for sale 210,000 215,000
Other receivables 168,000 56,000
Total current assets 6,595,000 6,375,000
Plant and equipment, net of accumulated
depreciation and amortization of $7,704,000 in 28460
$6,654,000 in 2009 3,100,000 4,035,000
Other assets 148,000 165,000
Total assets $ 9,843,000 $ 10,575,000
Liabilities and Shareholders' Equity
Current liabilities:
Accounts payable $ 1,486,000 $ 1,601,000
Accrued payroll and payroll taxes 636,000 583,000
Other accrued expenses 319,000 217,000
Current portion of capital lease 16,000 -
Liabilities related to assets held for sale 2,094,000 2,049,000
Total current liabilities 4 551,000 4,450,000
Deferred rent 533,000 600,000
Long term portion of capital lease 77,000 -
Shareholders' equity:
Common stock, no par value - 20,000,000 share®eanéd,
9,712,948 issued and outstanding in 2010 and 1(5889n 2009 16,289,000 16,336,000
Accumulated deficit (11,607,000) (10,811,000)
Total shareholders' equity 4,682,000 5,525,000
Total liabilities and shareholders' equity $ 9,843,000 $ 10,575,000

The accompanying notes are an integral part obtheasolidated financial statements

F4



HEMACARE CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS

For the Years Ended Decmber 31,

Twelve Months Ended
December 31,

Revenue
Blood services
Therapeutic services
Total revenue

Operating costs and expenses
Blood services
Therapeutic services
Total operating costs and expenses

Gross profit

General and administrative expenses
(Loss) income from operations

Benefit from income taxes

(Loss) income from continuing operations

Loss from discontinued operations
Net (loss) incom

(Loss) income per share
Basic
Continuing operations

Discontinued operations
Total

Diluted
Continuing operatior

Discontinued operations
Total

Weighted average shares outstanding-basic

Weighted average shares outstanding-dil

2010 2009
$ 22,366,000 $ 28,642,000
7,886,000 7,745,000
30,252,000 36,387,000
20,244,000 24,355,000
5,631,000 5,580,000
25,875,000 29,935,000
4,377,000 6,452,000
5,183,000 5,575,000
(806,000) 877,000
(60,000) (28,000)
(746,000) 905,000
(50,000) (50,000)
$ (796,000 $ 855,00(
$ 0.07) $ 0.09
$ 0.00) $ -
$ (0.08) $ 0.09
$ (0.07 $ 0.0¢
$ 0.01) $ -
$ (0.08) $ 0.08
9,968,120 10,008,000
9,968,12! 10,132,00

The accompanying notes are an integral part oktheasolidated financial statements
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HEMACARE CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
For the Years Ended December 31, 2010 and 2009

Balance as of December 31, 2008. .

Conversion of restricted stock and
restricted stock units to common

Share-based compensation expense .
Netincome...................
Balance as of December 31, 2009 . .

Issuance of common stock throough
Employee Stock Purchase Plan.......

Stock options exercised...................
Stock repurchased.................oc ..

Share-based compensation expense .

Balance as of December 31, 2010 . .

Common Stock

Accumulated

Shares Deficit Total
9,886,955 ($11,666,000) $4,538,000
162,585
132,000 - 132,000
855,000 855,000
10,049,540 (10,811,000) 5,525,000
150,908 083,0
22,500 11,000
(510,000) (28@)00
140,000 140,000
(796,000) (796,000)
9,712,948 ($11,607,000) $4,682,000

The accompanying notes are an integral part of these aatedl financial statements.
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HEMACARE CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Years Ended December 31,

2010 2009
Cash flows from operating activitic
Net (loss) incom $ (796,000 $ 855,00(
Adjustments to reconcile net (loss) income
net cash provided by operating activit
Loss from discontinued operatic 50,00( 50,00(
Provision for (recovery of) bad de 12,00( (71,000
Depreciation and amortizati 1,134,001 1,054,001
Loss on disposal of ass 7,00C 2,00c
Share-based compensa 140,00( 132,00(
Impairment of capitalized asset in prog 126,00( -
Changes in operating assets and liabili
(Increase) in restricted ci (660,000 -
Decrease in accounts receiv: 877,00( 2,453,001
Decrease in inventories, supplies and pre 289,00( 347,00(
(Increase) decrease in other receive (112,000 2,00(¢
Decrease in other ass 17,00( 8,00(
Decrease in accounts payable, accrued pa
accrued expenses and deferred (27,000 (1,583,000
Net cash provided by operating activi 1,057,001 3,249,001
Cash flows from investing activitie
Proceeds from the sale of plant and equip 6,00(C 10,00(
Purchases of plant and equipn (240,000 (684,000
Net cash used in investing activil (234,000 (674,000
Cash flows from financing activitie
Proceeds from sale of common s 83,00( -
Proceeds from the exercise of stock op 11,00( -
Repurchases of common st (281,000 -
Principal payments on capital leg (5,000
Principal payments on notes pay: - (2,471,000
Net cash used in financing activit (192,000 (2,471,000
Net cash provided by continuing operati 631,00( 104,00(
Cash Flows - Discontinued Operati
Net cash used in operating activi (5,000 (97,000
Net cash used in discontinued operal (5,000 (97,000
Increase in cash and cash equiva 626,00( 7,00(
Cash and cash equivalents at beginning of p 1,222,001 1,215,001
Cash and cash equivalents at end of p 1,848,001 1,222,001
Cash, cash equivalents - Continuing operations 1,638,000 1,007,000
Cash and cash equivalents - Assets held fo 210,00( 215,00(
Total cash and cash equivalt $ 1,848,001 $ 1,222,001
Supplemental disclosu
Interest pai $ 3,00(C 160,00(
Income taxes refund 5 (18,000 (26,000
Capital lease addition for capital equipm ™% 98,000 P -

The accompanying notes are an integral part oethessolidated financial statements
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HEMA CARE CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31,2010

Note 1 - Organization

HemaCare Corporation (“HemaCare or the “Company”), aloiig its wholly-owned subsidiary Coral Blood
Services, Inc., collects, processes and distributes blood psadubospitals and research related organizations in
the United States, and has operations in Southern @edifoMaine and Mid-Atlantic United States. In 2006,
HemaCare acquired 100% of the capital stock of TerageoppdCation, subsequently renamed HemaCare
BioScience, Inc. (“HemaBio”). On November 5, 2007, tharBloof Directors of HemaBio decided to close all
operations of HemaBio.

Note 2 - Summary of Accounting Policies

Principles of ConsolidationThe accompanying consolidated financial statements includedteunts of the
Company and its subsidiaries. All significant intercompanyrizads and transactions have been eliminated in
consolidation.

Use of EstimatesThe preparation of financial statements in conformityh accounting principles generally
accepted in the United States requires management to rek@tes and assumptions that impact the reported
amounts of assets and liabilities and disclosure of cominggsets and liabilities at the date of the financial
statements. Estimates also impact the reported amotimessenue and expenses during the reporting period.
Actual results could differ from those estimates. Sigaiit estimates include, but are not limited to, accruals
stock based compensation, estimates used in the deteomin&fair value of stock options and the provision for
doubtful accounts.

Cash and Cash EquivalentShe Company considers all highly liquid investments withoaiginal maturity of
three months or less to be cash equivalents. The Compainyains cash balances at various financial insitsti
Deposits not exceeding $250,000 for each institution are insurédeblfederal Deposit Insurance Corporation
Section 343 of the Dodd-Frank Act amends the Federal Dejmssitance Act to include noninterest-bearing
transaction accounts as a new temporary deposit irgencount category. All funds held in noninterest-bearing
transaction accounts will be fully insured, withoutitinrom December 31, 2010, through December 31, 2012. At
December 31, 2010, the Company had uninsured restricted c&H @000, and on December 31, 2009, the
Company had $754,000 of unrestricted, uninsured cash and ecagalents, The Company had $660,000 of cash
restricted to Wells Fargo Bank at December 31, 2010, asityefor a Letter of Credit as required as part a th
lease obligation at the Company’s Van Nuys facility. Tmenpany had no restricted cash at December 31, 2009.

Fair Value Disclosure of Financial InstrumenfBhe Company has estimated the fair value amounts ffascial
instruments using the available market information and tialuanethodologies considered to be appropriate and
has determined that the book value of the Company's cash asid equivalents, restricted cash, accounts
receivable, inventories, prepaid expenses, accounts payaioiejed expenses, and income tax payable as of
December 31, 2010 and 2009 approximate fair value. The intatestpplied to capital leases is based upon the
Company's borrowing rate, and therefore their carryingevahproximates fair value.

Revenue and Accounts Receivabléie Company recognizes revenue upon shipment of its produats to
customers, provided that the Company either has a contrédcthei customer, received a purchase order or the
price is fixed, collection of the resulting receivableeasonably assured and transfer of title and risk ofHass
occurred. Revenue is recognized upon acceptance of the fimoddcts or the performance of blood services.
Occasionally the Company receives advance payment againstdetivery of blood products or services. Until
the related products or services are delivered, the Compaagds advance payments as deferred revenue, which
appears as a current liability on the balance sheet. Theiaservices revenue consists primarily of mobile
therapeutics sales, while blood services revenue consistarpyi of sales of single donor platelets, whole blood
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components or other blood products that are manufactured dragertand distributed by the Company. Accounts
receivable are reviewed periodically for collectability

Inventories and Suppliesnventories consist of Company-manufactured platelets, evblolod components and
other blood products, as well as component blood products purclasestdle. Supplies consist primarily of
medical supplies used to collect and manufacture productsoaprb¥ide therapeutic services. Inventories are
stated at the lower of cost or market and are accodotexh a first-in, first-out basis. Management estanahe
portion of inventory that might not have future value by anatyhistorical sales history for the twelve months
prior to any balance sheet date. For each inventory tgppagement establishes an obsolescence reserve equal to
the value of inventory quantity in excess of twelve momthkistorical sales quantity, using the first-in, fiostt
inventory valuation methodology. The Company did not record essrves for obsolete inventory in either 2010

or 2009.

Inventories are comprised of the following as of December 31,

2010 2009
Supplies $ 461,000 $ 691,000
Blood products 156,000 179,000
Total $ 617,000 $ 870,000

Plant and Equipment:Plant and equipment are stated at original cost Bscumulated depreciation and
amortization and impairment charges. Furniture, fixturegsiipenent and vehicles are depreciated using the
straight-line method over five to ten years. Leasehold impremtsrare amortized over the lesser of their useful
life or the length of the lease, ranging from threeeto years. The cost of normal repairs and maintenance are
expensed as incurred.

Long-lived AssetsAll long-lived assets are reviewed for impairment in ealuhen changes in circumstances
dictate, based upon undiscounted future operating cash flypropriate losses are recognized and reflected in
current earnings, to the extent the carrying amount @sant exceeds its estimated fair value determined by the
use of appraisals, discounted cash flow analyses or cablpdair values of similar assets.

Income TaxesUnder the provisions of ASC Topic 74hcome Taxesthe Company must utilize an asset and
liability approach that requires the recognition of defetsed assets and liabilities for the expected future tax
consequences of events that have been recognized in the G&snfiaancial statements or tax returns.
Management must assess the likelihood that the deferredsais or liabilities will be realized for future pespd
and to the extent management believes that realizatioot iBkely, must establish a valuation allowance. To the
extent a valuation allowance is created or adjustedperiad, the Company must include an expense or benefit,
within the tax provision in the statements of operations.dmapany determined that it was unlikely to realize any
future benefit from the deferred tax asset in 2010 and 2009 amfiotteebooked a 100% valuation allowance as of
both December 31, 2010 and December 31, 2009.

On January 1, 2007, the Company adopted ASC Topic 740:@¢0me Taxeswhich clarifies the accounting for
uncertainty in income taxes by prescribing rules for redmgmi measurement and classification in financial
statements of tax positions taken or expected tokemta a tax return.

Per Share DataEarnings per share-basic is computed by dividing net incoméeyweighted average shares
outstanding. Earnings per share-diluted is computed by wigvidket income by the weighted average number of
shares outstanding including the diluted effect of optiewricted stock, restricted stock units and warrants.

Interest ExpenseDuring the years ended December 31, 2010 and 2009, the Company indenmest expense of
$4,000 and $160,000, for continuing operations and $50,000 and $50,08@éntidued operations, respectively.
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Share-Based Compensatiofs per the ASC Topics 50%quity and 718,Stock Compensatioran entity shall
account for share-based compensation transactiongmiployees in accordance with the fair-value-based method,
that is, the cost of services received from employeesdnamge for awards of share-based compensation generally
shall be measured based on the grant-date fair valtleecéquity instruments issued or on the fair valuéhef
liabilities incurred. The Company’s assessment of thmattd fair value of share-based payments is impacted by
the price of the Company’s stock, as well as assumptionsdiegax number of complex and subjective variables
and the related tax impact. Management utilized the Bbatloles model to estimate the fair value of share-based
payments granted. Valuation techniques used for employge sptions and similar instruments estimate the fair
value of those instruments at a single point in t{foe example, at the grant date). The assumptions useéhin a
value measurement are based on expectations at the timedserement is made, and those expectations reflect
the information that is available at the time of measwnt.

The Black-Scholes valuation model was developed for usstimading the fair value of traded options that have
no vesting restrictions and are fully transferable. Thisdeh also requires the input of highly subjective
assumptions including:

(@) The expected volatility of the common stock price, whwels determined based on historical volatility of
the Company’s common stock;

(b) expected dividends, which are not anticipated;

(©) expected life, which is estimated based on theriialaexercise behavior of employees; and

(d) expected forfeitures.

In the future, management may elect to use different asmumapinder the Black-Scholes valuation model or a
different valuation model, which could result in a sig@ifidy different impact on earnings.

Note 3 — Discontinued Operations

In the first six months of 2007, HemaBio produced significaltlyer earnings than anticipated by the Company
and HemaBio’s management team. In the third quart20@7, HemaBio’s management team projected a net loss
from operations of approximately $300,000, and projected furtsees for the fourth quarter of 2007 as well. On
November 2, 2007, HemaBio received letters of resignatam Mr. Joseph Mauro, HemaBio’s President, and Mr.
Valentin Adia, HemaBio's Vice President of Business Dagpelent. Mr. Mauro and Mr. Adia both stated that
their resignations were submitted under the “good reason” prosisiotheir employment agreements. The Board
of Directors of HemaBio, in consultation with, and lwihe approval of, the Board of Directors of the Company,
determined that HemaBio’s business could not operate sfultebecause i) HemaBio was always operated as a
separate and independent business from the Company, ii) HemaBipleyees, principally Mr. Mauro and Mr.
Adia, possessed all knowledge of HemaBio’s suppliers, marketsastomers, iii) without senior management
there were no other individuals at HemaBio who could rurbtisgness and find a pathway to future profitability,
iv) none of the Company's management were available, nor podsH#sseknowledge, to take over the
responsibility to run HemaBio, and v) the projected operdtsges at HemaBio were growing, and HemaBio did
not have sufficient financial resources to operate far time period required to recruit, hire and train new
management. Therefore, the Board of Directors of Hieémndecided that it was in the best interest of Hero@Bi
creditors to close all operations of HemaBio, efiextiovember 5, 2007.

On December 4, 2007, HemaBio executed an Assignment foriBeh€freditors, under Florida Statutes Section
727.101 et seq. (“Assignment”), assigning all of its assedstassignee, who is responsible for taking possession
of, protecting, preserving, and liquidating such assets utiately distributing the proceeds to creditors of
HemaBio according to their priorities as established byide law.

Per ASC Topic 205-2@iscontinued Operationsand ASC Topic 360-10mpairment or Disposal of Long-Lived
Assetsthe results of operations of HemaBio, along with aimade of all closure related costs, were recorded in
2007. The following is the breakdown of the assets held forasal¢he liabilities related to the assets held for sale
for the discontinued operations as of December 31, 201Deceimber 31, 2009:
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HEMACARE BIOSCIENCE, INC
Discontinued Operations

December 31, December 31,
2010 2009
Assets held for Sale
Cash and cash equivalents $ 210,000 $ 215,000
Total assets held for si $ 210,000 $ 215,00(
Liabilities related to assets held for sale
Accounts payable $ 774,000 $ 779,000
Accrued payroll and payroll taxes 603,000 603,000
Accrued interest 217,000 167,000
Notes payable 500,000 500,000
Total liabilities related to assets held for sale $ 092,000 $ 2,049,000

When the Board of Directors of HemaBio authorized the wi@t of the Assignment of Benefit of Creditors,
HemaBio conveyed all of its assets, defined as “all peaperty, fixtures, goods, stock inventory, equipment,
furniture, furnishings, accounts receivable, bank depositsh, cpromissory notes, cash value and proceeds of
insurance policies, claims and demands”, to the Assignée AEsignee is then responsible for liquidating any
non-monetary assets, for the purpose of eventually satisfyyngrad all creditor claims against HemaBio. Unlike
a federal bankruptcy proceeding, the Florida ABC process doasayainy legal action the creditors might choose
to force HemaBio to pay claims.

Therefore, management concluded that given liabilitiesame®dl outstanding throughout the ABC, it was
appropriate to keep these liabilities on the books of Hema8ioutstanding until such time as the Assignee pays
these claims, the claims are dismissed by a courheoclaimants rights to pursue claims expires per thedalori
Statute of Limitations.

Management analyzed all of the claims submitted to tregAse, and after reviewing the applicable Florida
Statute of Limitations, management determined that #nenaht’s rights to pursue claims would not expire for at
least three years. Therefore, management concludedah@f the claims against HemaBio can be removed as of
December 31, 2010.

Note 4 - Allowance for Doubtful Accounts

The Company periodically reviews the outstanding balances dyeits customers. Generally, the Company
recognizes an allowance for doubtful accounts for any badamwed that are 90 days or more past due based on
the invoice date, unless substantial evidence exists thatetie@/able is collectable, such as subsequent cash
collection. In addition, balances less than 90 days pestrck reserved based on the Company’s recent bad debt
experience.

For 2010, the Company recorded an increase to the allowancmudbtful accounts of $12,000 for continuing
operations as a result of management’s review of outstareliegzables, whereas for 2009 the Company recorded
a decrease of $71,000. In 2009, the decrease was due to coléaimtomer balances previously included in the
allowance. The Company’s policy is to write-off a receivablgen collection efforts are terminated and the
probability of collection is very low.

Note 5 - Plant and Equipment

Plant and equipment consists of the following:
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December 31, December 31,

2010 2009
Furniture, fixtures and equipment . ............ $8,511,000 $ 8,375,000
Leasehold improvements ................ 2,293,000 2,314,000
Less accumulated depreciation and amortization..  704/000) (6.654,000)
$ 3,100,000 $ 4,035,000

Depreciation and amortization expense for 2010 and 2009 wagtg)03and $1,054,000, respectively.

The Company wrote off impaired assets in 2010 totaling $126,0@0eddio assets purchased for the Company’s
software project which were no longer needed as managenedédi¢o utilize a hosting solution offered by the
software vendor.

Note 6 - Line of Credit and Notes Payable

On December 9, 2009, the Company, together with the Company’s ampsfioral Blood Services, Inc., entered
into a new Credit Agreement (the “New Wells Agreemerdf)d related security agreements, with Wells Fargo to
replace the Wells Fargo Agreement entered into on April 10, 200@. New Wells Agreement provided that the
Company could borrow the lesser of 80% of eligible accowusivable or $5 million, and had a maturity date of
December 1, 2011. Most of the terms in the New Welledgent were similar to those in the former Wells Fargo
Agreement; however, the New Wells Agreement provided thaCdimepany pay interest on a monthly basis on any
outstanding balance at 0.25% above the bank’s prime rate, buhatkchi any minimum monthly interest
requirement. The New Wells Agreement also grantetdan& a first priority security interest in all of the etssof

the Company and Coral Blood Services, Inc.

The Company had no outstanding borrowings under the New WgilseAent as of December 31, 2010, except
for a letter of credit issued by Wells Fargo asuség for lease obligations associated with the Compakgs
Nuys facility. The Company is required to maintairetiek of credit under the lease, initially in the amount of
$815,000 and reducing by 10% each year on August 14, 2009, 2010, 2011 and 2Q0% aadh year on August
14, 2013 and 2014. At December 31, 2010, the letter of credit w§660,000. No amounts have been drawn
against the letter of credit.

The New Wells Agreement also required that the Compaayntain certain financial covenants, including
minimum tangible net worth, maximum total liabilitiesdaminimum net income over a rolling two quarter basis.
As of December 31, 2010, the Company was out of compliancetiétfinancial covenants in the New Wells
Agreement.

Effective as of January 15, 2011, in consideration of Weltlgd-avaiving the Company’s existing defaults under
the Credit Agreement, the Company agreed to amend the Nélg AgFeement to provide that outstanding
borrowings, including outstanding advances and letters ditcehall not at any time exceed the amount of cash
collateral in a segregated, blocked deposit account ama@at by the Company with Wells Fargo and with respect
to which Wells Fargo has been granted a first pyicréicurity interest to secure all present and future iedeless

of the Company to Wells Fargo. Pursuant to this arrangeniee Company has pledged $660,000 in cash to Wells
Fargo, and the Company has outstanding letters of credarfaiggregate of $660,000 under the New Wells
Agreement.

Note 7 - Leases

The Company leases its facilities and certain equipnneter operating leases that expire through the year 2017.
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Future minimum rentals under operating and capital lease®htinuing operations are as follows:

Years ending December 31, Operating Capital

2011 $ 813,000 $ 16,000
2012 793,000 20,000
2013 747,000 20,000
2014 744,000 23,000
2015 740,000 14,000
Thereafter 1,202,000 -
Total $ 5,039,000 $ 93,000

For continuing operations total rent expense under atatimg leases was $977,000 and $893,000 for the years
ended December 31, 2010 and 2009, respectively.

Most of the operating leases for facilities includei@m to renew the lease at the then current fair marke var
periods of one to five years. In most cases, managemegttexpat in the normal course of business, leases will
be renewed or replaced by other leases.

On February 24, 2006, the Company entered into a lease faxappately 19,600 square feet located in Van Nuys,
California intended to house corporate offices, mobitodldrive operations, a blood component manufacturing
lab and a blood products distribution operation. The Compampmatthis facility in November 2006. The rent
for this facility started at approximately $36,000 per month; éwvar the lease provides for an annual 3% rent
escalation upon the annual anniversary of the beginning of the tiesan and for increases in the cost of common
area maintenance. The lease on this space expire31Judp17; however, the Company has one five-year option
to extend this lease at the then current market priceAgdih11, 2007, the Company entered into an amendment
to add approximately 5,735 square feet to this lease intendealise a donor center and supply warehouse. This
amendment added $13,250 per month in rent expense, which adjustflyabhy 3.9% on the anniversary of the
lease commencement date. As part of the lease agreaimer@ompany received approximately $508,000 in
tenant improvement allowance from the landlord.

The Company recognizes the total rent obligation for duditly, net of the tenant improvement allowance, as rent
expense on a straight line basis over the term of the. [EaseCompany allocates on a straight-line basis the total
lease payments, including rent escalation, abated rehteaant improvement reimbursement, over the term of the
lease. As a result, the Company recognizes approximately $4h,0@@nthly rent expense over the term of the
lease. As of December 31, 2010, the Company recorded $66,00firedeent included in accrued expenses
associated with this lease to be utilized over the mestve months. As of December 31, 2010, the Company has
remaining $533,000 deferred rent associated with this leasegéacin other long-term liabilities on the balance
sheet.

On August 18, 2010, the Company entered into a capital leaseHwiiba Financial Services for the lease of
equipment used in processing in the Company’s Van Nuys labprtataility. The total value of the lease is
$98,000 at 10.5% interest which is payable monthly in the anud$2,100 and expires in July 2015.

Note 8 - Income Taxes

The provision for income taxes for the years ended Decedih@010 and 2009 is as follows:
2010 2009
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Federal - Net operating loss carryback $(63,000) &

Federal - Refundable research and development credit . . - (12,000)
State — current year provision . ....... ... ... .. 3,000 14,000
State — prior year amendments and refunds . .......... .. - (30,000)
Income tax (benefit) provision .................... $(60,000) $(28,000)

For continuing operations, the Company recorded a $60,000 benefitricome taxes for 2010 compared with a
$28,000 benefit from income taxes for 2009.

ASC Topic 740-10 prescribes a two-step process for the fadasteitement measurement and recognition of a tax
position. The first step involves the determination of whether more likely than not (greater than 50 percent

likelihood) that a tax position will be sustained upon exan@nabased on the technical merits of the position. The
second step requires that any tax position that meets ahe likkely-than-not recognition threshold be measured

and recognized in the financial statements at the laagestint of benefit that is greater than 50 percentiltiketl

of being realized upon ultimate settlement. ASC TopicI@@lso provides guidance on the accounting for related
interest and penalties, financial statement clas$iio and disclosure. Interest and penalties relatecht¢ertain

tax positions will be recognized in income tax expense wiarried. As of December 31, 2010, the Company did
not incur any interest or penalties related to uncet@npositions. The oldest tax year that remains open to
possible evaluation and interpretation of the Company’pdaiion is 2006.

Differences between the provision for income taxes and iadares at the statutory federal income tax rate for the
years ended December 31, 2010 and 2009 are as follows:

201(C 200¢

Income tax expense at federal statutory rate.. . . . . $ (297,000) $ 296,000
Refundable research and development credit...... .. - (12,000)
State income taxes, net of federal benefit ... . . . (6,000) 26,000
Change in valuation allowance . ... ............. 348,000 (514,000)
Permanent differences . ........ .. .o L. 30,000 44,000
Change in deferred tax asset and other . ... - 5,000
Expiration of federal credit. . ... ... ............. .. (72,000) 157,000
Income tax exXpense . .. ...t i 3,000 2,000
State prior period tax amendments and refunds... . - (30,000)
Federal NOL carryback...........c.covvivviiiiniiiininnn (63,000) -
Income tax benefit . . .......... . ... $ (60,000 $ (28,000

The Company recognized no net deferred tax asset as of Dec8int?010 and 2009. The components of the net
deferred tax asset at December 31, 2010 and 2009 are as follows
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2010 2009

Current:

Accounts receivable reserve . .. $ 33,000 $ 26,000
Accrued expenses and other . .. 562,000 623,000

Total current deferred tax asset . $ 595,000 $ 649,000
Noncurrent:

Net operating loss carryforward . $ 2,801,000 $ 2,489,000
Depreciation and amortization . . 34,000 (126,000)
Tax credit carryforward ... .... 5300 85,000

Stock compensation .......... 200,0 192,000

Other...................... (180,000) (122,000)
Valuation allowance .. ........ (3,519p0 (3,167,000)
Total non-current deferred tax . . (595,000) (649,000)
Total deferred tax asset . ... ... $ - $ -

A valuation allowance is recorded if the weight of avadaéWidence suggests it is more likely than not that some
portion or the entire deferred tax asset will not begazed.

The Company determined at the end of 2010 and 2009 that, basecmino@erating results, it was unlikely that
the Company would realize any of the deferred tax assdtsrefbre, the Company recorded a 100% valuation
reserve against all of the net deferred tax assetsescaimber 31, 2010 and December 31, 2009.

As of December 31, 2010, the value of the Company’s federadtatelnet operating loss carryforwards were $7.0
million and $16.6 million, respectively. The difference in tie¢ operating loss carryovers for Federal and State
purposes relate to the filing of combined versus stand afmoene tax returns. The ability of the Company to
utilize the available federal net operating loss carwdéod is scheduled to expire over time starting in 2011 and
ending in 2030. The ability for the Company to utilize the ak#alatate net operating loss is scheduled to expire
over time starting in 2017 and ending 2030.

Utilization of our net operating loss may be subject to tsuttigl annual limitation as a result of a change in
ownership as provided by the Internal Revenue Code and sstakarprovisions. Such a limitation could result in
the expiration of the net operating loss before utilization.

Note 9 - Shareholders' Equity

Stock Options

On May 24, 2006, the shareholders approved the 2006 Equity Inceldivg“P006 Plan”) since the 1996 Plan
expired in July 2006. The following is a summary of the 2006:Pla

Background and Purpose.The primary purpose of the 2006 Plan is to encourage ownensttip Company by
key personnel whose long-term service is considered essentihe Company’s continued progress, thereby
linking these employees directly to stockholder interestaigrancreased stock ownership.

Eligible Participants. Awards may be granted under the 2006 Plan to any of th@&ws officers, directors, or

consultants or Company affiliates. An incentive stockamptnay be granted under the 2006 Plan only to a person
who, at the time of the grant, is an employee of the Cagnpraa related corporation.
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Number of Shares of Common Stock Availabfetotal of 1,200,000 shares of common stock had beervegser
for issuance under the 2006 Plan upon inception, and an amendrtfen2@06 Equity Incentive Plan, to increase
the maximum number of shares of common stock that magsbed pursuant to all types of awards granted under
the Plan from 1,200,000 to 2,200,000 shares, was approved at the MiQIgnnual shareholder’'s meeting. |If
an award is cancelled, terminates, expires, or ldps@sy reason without having been fully exercised oreggsir

is settled for less than the full number of sharesomfimon stock represented by such award actually besngds
the unvested, cancelled, or unissued shares of commdagtoerally will be returned to the available pool of
shares reserved for issuance under the 2006 Plan. In addititre Company experiences a stock dividend,
reorganization, or other change in capital structure, theréstrator may, in its discretion, adjust the number of
shares available for issuance under the 2006 Plan and any ougtandirds as appropriate to reflect the stock
dividend or other change. The share number limitations dedun the 2006 Plan will also adjust appropriately
upon such event.

As of December 31, 2010, the Company had utilized 1,137,835 of thes shaeeved under the 2006 Plan, and
1,062,165 shares remain available. Awards may be grantediyteemployee, director or consultant of the
Company or its subsidiaries, or those of the Company’sad.

At the March 11, 2010 meeting of the Board of Directors,nibie-employee directors were awarded, pursuant to
the Company’s director compensation policy, their 2010 annud sfion grants utilizing the closing stock price
on March 11, 2010 the date of the meeting, and the Black-Scolallestion model. Since this grant was intended
as compensation for annual service, the Company recorded $64,80@re-based compensation for the year
ended December 31, 2010.The recorded share based-compensati@naionual stock option grants awarded to
non-employee directors as compensation for annual séovitiee year ended December 31, 2009 was $37,000.

Total share-based compensation expense for award grsunsl i®5 employees for the years ended December 31,
2010 and 2009 was $76,000 and $95,000 respectively.

The table below summarizes stock option activity for 201D2099:

2010 2009
Weighted Weighted
Average Average
Exercise Exercise
Shares Price Shares Price
Outstanding at beginning of year . 1,815,000 $ 1.14 1,641,000 $ 1.23
Granted ... .................. 290,000 $ 061 260,000 $ 042
Exercised ................... (22,5000 $ 0.49 - $ -
Forfeited . . .................. (155,750) $ 0.63 - $ -
Expired..................... 35¢,750) $ 134 (86,0000 $ 0.74
Outstanding at end of year . . . . .. 1,569,000 $ 1.05 1,815,000 $ 1.14
Vestedatend of year .......... 1,252,000 $ 1.17 1,453,000 $ 1.25

As of December 31, 2010, the total aggregate intrinsicevafuall fully vested stock options, and of all stock
options outstanding, was $149,000 and $200,000, respectively.

The following table summarizes the range of exercise pwegghted average remaining contractual life (“Life”)
and weighted average exercise price (“Price”) fortalls options outstanding as of December 31, 2010:

Options Outstanding Options Exercisable
Range of Exercise Price Shares Life Price Shares Price
$0.18t0$0.75 . . . ... . ... .. ... 892,000 7.3years $ 0.48 585,000 $ 0.44
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$0.76t0$1.50. . .............. 370,000 2.3years $ 1.2 370,000 $ 124
$1.51t0%$250................ 157,000 4.8years $ 2.35 147,000 $ 235
$251t0$2.71 .. ... 150,000 6.1years $ 2.68 150,000 $ 2.68

1,569,000 5.7years $ 1.05 1,252,000 $ 1.1°

The table below summarizes restricted stock activity @0 and 2009:
2010 2009
Shares Price Shares Price
Outstanding at beginning of year . - $ - 115,585 $ 0.00
Granted . .................... - - - -
Exercised ................... - - (115,585) 0.00
Forfeited . .. ................. - - - -
Expired . .................... - - - -
Outstanding at end of year . . . . .. - $ - - $ 0.00
Exercisable at end of year ... ... - - - -
The table below summarizes restricted stock unit actieit010 and 2009:
2010 2009
Shares Price Shares Price

Outstanding at beginning of year . - $ - 47,200 $ 0.00
Granted . .................... - - - -
Exercised ................... - - (47,200) 0.00
Forfeited . .. ................. - - - -
Expired..................... - - - -
Outstanding at end of year......... - $ - - $ 0.00

Exercisable at end of year.......... - - - -

The Black-Scholes option pricing model is used by the Compadgtesmine the weighted average fair value of
share-based payments. The fair value of options at dlageant and the assumptions utilized to determine such
values are indicated in the following table:

Years Ended December 31,

2010 2009
Weighted average fair value at date of gre
for options granted during the period. ... $ 0.53 $ 0.39
Weighted average fair value for options
exercised during the period . .. ........ $ 045 $ 0.00
Weighted average fair value for options
vested during the period ............. $ 0.67 $ 0.57
Risk-free interestrates . . .. ........... 2.8% 2.9%

Expected stock price volatility .........



157.0% 157.0%

Expected dividend yield ............. 0.0% 0.0%
Expected forfeitures . ............... 29.5% 29.5%
Expected Option Term . ............. 6.5 years 6.5 years

For the year ended December 31, 2010, the Company recognized non-casbaskd compensation costs of
$140,000, in accordance with ASC Topics 505 and 718, reducirigdtme before taxes and net income by this
amount.

The following summarizes the activity of the Company’s stoutkons that have not vested for the year ended
December 31, 2010:

Shares Weighted
average fair
value

Nonvested at January 1, 2010 . .. ... ... ........ 361,750 $ 0.61
Granted . . ... e 290,000 540.
Vested . ... e (179,000) 0.68
Cancelled ......... ... .. . . . ... (155,750) 0.57
Nonvested at December 31,2010 ......... .ccocoeeen .. 317,000 $ 0.53

As of December 31, 2010, the unrecognized compensation castdrétanonvested awards is $99,000 with a
weighted-average period over which such unrecognized comjmensagxpected to be recognized of 3.7 years.

As of December 31, 2010, there were 1,252,000 fully vested spbick® outstanding with a weighted average fair
value of $0.40 and an average contractual term of 5.0 years.

Stock Repurchase Plan

The Board of Directors of the Company approved a plan orukgb26, 2010 to purchase and retire up to
1,000,000 shares of the Company's common stock, or approximatelgf d¥6ent shares outstanding, over a
twelve month period. Subsequently, on November 10, 2010, the BbBicectors approved the expansion of the
plan to 2,000,000 shares and extension of the plan for @oadttwelve months ending December 31, 2011.The
Company anticipates that these stock repurchases will e fr@m time to time, depending on market prices,
from cash on hand.

Pursuant to the stock repurchase program, the Company put&@66 shares of common stock during the
second quarter of 2010, and purchased 505,000 shares of comnkodustog the third quarter of 2010, for
aggregate purchases of 510,000 shares for the year endedo@e@dm2010. These shares have all been retired.

Employee Stock Purchase Plan

On May 25, 2004, the Board of Directors of the Company apprée@aompany’s 2004 Stock Purchase Plan, (the
“ESPP”), which initially provided for the issuance of up t60D,000 shares of the Company's Common Stock
(subject to adjustment). The Company registered 1,000,000 suels silaa Registration Statement on Form S-8
(File No. 333-116405) filed with the Commission on June 10, 2004. @QuosA®, 2009, the Board of Directors of

the Company increased the number of shares which may lsel iasd sold under the ESPP from 1,000,000 to
2,000,000 (subject to adjustment). On August 19, 2009, the Comachy fRegistration Statement on Form S-8

with the SEC to register 1,000,000 additional shares of the Corap@ogimon Stock for issuance pursuant to the
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ESPP, and such indeterminate number of additional shameaybecome available under the ESPP as a result of
the adjustment provisions thereof.

Three purchases were made from the Employee Stock Purdhas¢ESPP”) during 2010. On August 23, 2010,
Pete van der Wal made two purchases totaling 90,909 shareth#@ian at $.55 each for a total of $50,000, and
on the same date, Steven Gerber purchased 60,000 sharelsefjolamtat $.55 each for a total of $33,000.

As of December 31, 2010, there were 419,191 remaining sharesE8 &
Note 10 — Earnings per Share

The following table provides the calculation methodology for theematar and denominator for earnings per
share:

Years Ended December 31,

2010 2009
Net (loss) income from continuing operations . . ............. $  (746,000) $ 905,000
Weighted average shares outstanding . ... ................. 9,968,000 10,008,000
Net effect of diluted options and warrants . . ........ . . ... ... - 124,000
Weighted average dilutive shares outstanding . . .......... . .. 9,968,000 10,132,000
(Loss) earnings per share from continuing operatialilsted . . $ (0.07) $ 0.09
Net loss from discontinued operations . . . . .cccc. .. .. ..... $ (50,000) $ (50,000)
Loss per share from discontinued operations - diluted..... $ (0.01) $ (0.00)
Net (I0SS) INCOME . . ... . it e $ (796p00 $ 855,000
(Loss) earnings per share -diluted . ... ............... $ (0.08) $ 0.08

Options outstanding representing 1,569,000 and 1,450,000 shares of comokdiorsthe years ended December
31, 2010 and 2009, have been excluded from the above calculation bdwmuséfect would have been anti-
dilutive.

Note 11— 401(k) Profit Sharing Plan

The HemaCare Corporation 401(k) Profit Sharing Plan geslifin form, under Section 401(k) of the Code. The
Company accrued a matching contribution to be paid in 201théd2010 plan year of $65,000. The Company did
not match any 401(k) contribution in 2010 for the 2009 plan year.

Note 12 - Commitments and Contingencies

State and federal laws set forth anti-kickback and séd#dral prohibitions and otherwise regulate financial
relationships between blood banks and hospitals, physiaimh®ther persons who refer business to them. While
the Company believes its present operations comply withcappe# regulations, there can be no assurance that
future legislation or rule making, or the interpretationya$teng laws and regulations will not prohibit or adversely
impact the delivery by HemaCare of its services and preduct
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Healthcare reform is continuously under consideration Wynkakers, and it is not certain as to what changes may
be made in the future regarding health care policies. Howpskcies regarding reimbursement, universal health
insurance and managed competition may materially inthacd€ompany's operations.

The Company is party to various claims, actions and praeg®dhicidental to its normal business operations. The
Company believes the outcome of such claims, actions andgatiogs, individually and in the aggregate, will not
have a material adverse effect on the business and finaoowition of the Company.

Note 13 — Concentration Risk

The Company provides products and services to healthcare pspvidspitals and research and cellular therapy
related organizations, all of which are referred $d‘@stomers” for purposes of identifying concentration rsk i
this note. During 2010, one customer represented 18.1% of the Commalrevenue from continuing operations.
The next two largest customers accounted for approximat8¥ and 4.6% of total revenue respectively. The
Company’s ten largest customers accounted for 54.7% ofréatahue. Other than the lease of space for two donor
centers at a customer’s facility, the Company’s only imiahip with any of these customers is as a provider of
blood products and services.

In addition, consolidations and affiliations within the htspindustry have changed the environment for the blood
services segment. The newly consolidated or affiliatexpiteds have started to negotiate with the Company as a
group, and therefore exert greater pressure on the Compapyiderdiscounts. This may force the Company to
offer price discounts to retain sales volume that presly would not have been granted if the hospitals wetre no
negotiating as a group.

During 2010, the Company received goods and services from two veajdors; the first of which is CaridianBCT,
which represented approximately 12.9% of the Company’s tpeating costs from continuing operations. This
vendor provided products that support the Company’s cell sepaegigmment used by both the blood services and
therapeutic services segments. The second largest vendaeasiv€ Testing Solutions, which represented
approximately 9.7% of total operating costs from continuipgrations. This vendor provided laboratory services.
The Company has no relationship with either vendor other tharcansumer of the goods and services provided by
each.

Note 14 -Subsequent Events

Amendment to New Wells Agreement

Effective as of January 15, 2011, the Company entered Iateeragreement (the “Amendment”) with Wells
Fargo Bank (the “Bank’), pursuant to which the parties ametigeNew Wells Agreement, by and among the

Company, the Bank and Coral Blood Services, Inc. and the Bainvkeavthe Company’s existing defaults under the
Credit Agreement.

In connection with the Amendment, the Company also entered FitstaModification To Promissory Note, and a
Security Agreement Specific Rights to Payment, as maldifiethe Addendum attached thereto, each dated as of
January 15, 2011

Blood Management Software Project
On February 18, 2011, the Company entered into an agreemhritdaamonetics, Inc. to purchase the license to

the EI Dorado Donor software system. The Company ajg®dia hosting agreement for Haemonetics to host the
El Dorado software system for a period of three yesith,annual renewal options.
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