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[X] QUARTERLY REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
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[ ] TRANSITION REPORT UNDER SECTION 13 OR 15(d) OF THE EXCHANGE ACT

For the transition period
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Commission file
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PART I - FINANCIAL INFORMATION

Item 1. Financial Statements.
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PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY

(A Development Stage Company)
(Previous Name - A. I. SOFTWARE INC.)

CONSOLIDATED BALANCE SHEETS

In U.S. Dollars (except share data)

December
31, 2004
(Unaudited)

ASSETS

CURRENT
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ASSETS:

$J65,409
Cash
and
cash
equivalents
2,439

Prepaid
expenses

24,807
Other
accounts
receivables

292,655
Total

current assets

22,204
LONG-TERM
RESTRICTED
LEASE
DEPOSIT

17,560
SEVERANCE
PAY
FUND

240,533
PROPERTY
AND
EQUIPMENT,
NET

287,238
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DEFERRED
ISSUANCE
EXPENSES

$ 860,190

assets

The accompanying notes are an integral part of the consolidated financial statements.
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PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY

(A Development Stage Company)
(Previous Name - A. I. SOFTWARE INC.)

CONSOLIDATED BALANCE SHEETS

In U.S. Dollars (except share data)

December
31, 2004

(Unaudited)
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LIABILITIES
AND
STOCKHOLDERS'
EQUITY

CURRENT
LIABILITIES:

12,539
Short-term
bank credit $

68,750
Current
maturities
know-how
licensors

110,574
Trade
payables

159,961
Accrued
expenses

58,568
Other
accounts
payable

410,392
Total

current liabilities

LONG-TERM
LIABILITIES

174,688
Know-how
licensors,
net of
current
maturities
150,000
Liability in
respect of
warrants

29,393
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Accrued
severance

pay
354,081

SIOCKHITES
EQUITY

Share
capital:

Common
stock
$0.00001 301
par value:
Authorized:
1,400,000,000
shares

Issued and
Outstanding:
30,108,483
shares

3,355,619

Additional
paid-in
capital

(3,260,203)
Deficit
accumulated
during the
development
stage

95,717

$ 860,190
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The accompanying notes are an integral part of the consolidated financial statements.
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PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY
(A Development Stage Company)
(Previous Name - A. I. SOFTWARE INC.)

CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)
In U.S. Dollars (except share and per share data)

Period
From May
11, 2001
Six Month Period Ended Three Month Period (Inception)
December 31, Ended Through
December 31, December
31,

2004 2003 2004 2003 2004

$ 4113058 394,117 $ 149,970 $ 188,041 $§ 1,768,737

478,857 279,836 265,508 169,061 2,410,893

- - - - 246,470

890,162 673,953 415,478 357,102 4,426,100

(181,207) 19,131 (13,597) 13,523 (1,165,897)



$

$

708,955 $ 693,084 $

(0.03) $ (0.03) $

27,423,700 22,495,398

(*) Reclassified
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401,881 $ 370,625 $ 3,260,203

0.01) $ (0.02)

27,953,592 22,558,483

10
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The accompanying notes are an integral part of the consolidated financial statements.
5

PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY

(A Development Stage Company)
(Previous Name - A. I. SOFTWARE INC.)

STATEMENTS OF CHANGES IN STOCKHOLDERS'
EQUITY (DEFICIENCY)

In U.S. Dollars (except
shares data)

Deficit

Accumulated Total
Additional ~ Receipts during the Stockholders'

paid-in On Development Equity

Common Stock account
Amount Capital of shares Stage (Deficiency)
Shares

- $ - $-8 $ - $ - $ -
,000,000 350 2,150 - - 2,500
,000,000 350 2,150 - - 2,500
- - - - (77,903) (77,903)
,000,000 350 2,150 - (77,903) (75,403)

11
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133,000 141 83,450 . - 83,591
; ; 11,760 ; ; 11,760
300,000  (273) 273 ; ; ;
; ; - 933464 . 933,464
. . . . (462,995) (462,995)
833,000  $218  $97,633 $  $(540,898) $ 490,417
933,464
6

PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY

(A Development Stage Company)
(Previous Name - A. I. SOFTWARE INC.)

STATEMENTS OF CHANGES IN STOCKHOLDERS'
EQUITY

In U.S. Dollars (except
shares data)

12
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Deficit
accumulated
Additional  Receipts During the Total

paid-in on development  Shareholders'

Common account

Stock
Amount Capital of shares stage Equity
Shares

833,000 $218 $ 97,633 $933,464 $ (540,898) $ 490,417
725,483 7 1,235,752 (933,464) - 302,295
000,000 30 - - - 30
- - 192,000 - - 192,000
000,000 10 799,990 - - 800,000
- - 357,618 - - 357,618

300,000 3 224,997 - - 225,000



858,483
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- (2,010,350) (2,010,350)

$J68 $2,907,990 $- $(2,551,248) $357,010

7

PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY

(A Development Stage Company)
(Previous Name - A. I. SOFTWARE INC.)

STATEMENTS OF CHANGES IN STOCKHOLDERS'
EQUITY

In U.S. Dollars (except
shares data)

Deficit

accumulated
Additional  Receipts During the Total
paid-in on development  Shareholders'

Common account

14
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Stock
Amount capital of shares stage Equity
Shares
,858,483 $268 $2,907,990 $-  $(2,551,248) $ 357,010
- - 151,570 - - 151,570
,250,000 333 296,059 - - 296,092
- - - - (708,955) (708,955)

,108,483 $301 $3,355,619 $-  $(3,260,203) $95,717
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PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY

(A Development Stage Company)
(Previous Name - A. I. SOFTWARE INC.)

CONSOLIDATED STATEMENTS OF CASH FLOWS

In U.S. Dollars

Period from

May 11,
2001
(inception)
Six months through
ended December
December 31, 31
2004
2004 2003

'ASH
LOWS
ROM
PERATING
CTIVITIES:
et loss $  $(693,084) $

(708,955) (3,260,203)
djustments to
>concile net
)sS to net cash
sed in
perating
ctivities:
epreciation 15,675 43,192 125,476
nd
mortization
npairment of - - 264,807
now-how
mortization 69,868 - 131,972
f deferred
suance costs

151,570 - 1,309,188



tock-based
ompensation
) consultants

1-process -
>search and

evelopment

rite-off

now-how 5,811
CENSOrs -

nputed

iterest

1crease in (9,475)
ccounts
ceivable

ecrease 54,471
ncrease) in

repaid

Xxpenses

crease (2,301)
lecrease) in

ade payables

crease 39,814
lecrease) in

ther accounts

ayable and

ccrued

Xxpenses

\crease in -
ccrued

iterest due to

lated parties

inkage

ifferences (1,245)
nd interest on

ng-term

>stricted lease

eposit

hange in fair (270,000)
alue of

ability in

>spect of

‘arrants

ccrued 3,710
>verance pay,
et

let cash used (651,057)
1 operating
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15,082

(18,346)

(32,068)

(7,156)

(459)

2,555

(690,284)

246,470

29,288

(15,971)

(2,439)

101,167

(208,080)

3,450

(2,221)

(1,349,970)

11,833

(2,615,233)

17



ctivities

'ASH

LOWS
ROM
NVESTING
CTIVITIES:

cquisition of
luristem Ltd.
)

urchase of
roperty and
quipment

1vestment in
ng-term
stricted lease
eposit
urchase of
now-how

et cash used
1 investing
ctivities

'ASH

LOWS
ROM
INANCING
CTIVITIES:

suance of
ommon stock,
et of issuance
OSts

;suance of
‘arrants

eceipts on
ccount of
ocks

hort-term
ank credit,
et

epayment of
now-how
censors

roceeds from
otes and loan

(29,759)

(29,759)

296,092

12,516

(31,250)
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(24,530)

2,629

(21,901)

302,295

10,351

31,899

(155,416)

(1,176)

(100,000)

(224,693)

909,508

1,272,790

933,464

12,513

(31,250)

78,195

18



ayable to
lated parties

epayments of
now - how
censes

et cash
rovided by
nancing
ctivities

crease
lecrease) in
ash and cash
quivalents

ash and cash
quivalents at
1e beginning
f the period

‘ash and cash
quivalents at
1e end of the
eriod

277,358

(403,458)

668,867

$265,409
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- (69,885)

312,646 3,105,335

(399,539) 265,409

507,337 -

$ 107,798 $265,409

9

PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY

(A Development Stage Company)
(Previous Name - A. I. SOFTWARE INC.)

CONSOLIDATED STATEMENTS OF CASH FLOWS

In U.S. Dollars

Period
from
May 11,

Six months 2001
ended (inception)
December 31, through

December
31,

19
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2004 2003 2004

Non-cash
investing and
financing
information:

Unpaid $-  $300,000 $268,750
know-how

Forgiveness $-  $11,760 $ 11,760
of debt

(1)
Acquisition
of Pluristem
Ltd.

Fair value of
assets
acquired
andR>

liabilities
assumed at
the
acquisition
date:

Working $(427,176)
capital

(excluding

cash and cash

equivalents)

Long-term 18,807
restricted
lease deposit

130,000
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Property and
equipment

In-process 246,470
research and

development

write-off

$(31,899)

The accompanying notes are an integral part of the consolidated financial statements.
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PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY

(A Development Stage Company)
(Previous Name - A. I. SOFTWARE INC.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

In U.S. Dollars
NOTE 1: - GENERAL

a. Pluristem Life Systems Inc. (the Company"), a Nevada Corporation, was incorporated and commenced operations
on May 11, 2001. The Company has a wholly owned subsidiary, Pluristem Ltd. (the "subsidiary") that was
incorporated under the laws of Israel, and began its activity in January 2004.

b. The Company is devoting substantially all of its efforts towards conducting research and development of critical
cell expansion services to cord blood banks. In the course of such activities, the Company and its subsidiary have
sustained operating losses and expect such losses to continue in the foreseeable future. The Company and its
subsidiary have not generated any revenues or product sales and have not achieved profitable operations or positive
cash flows from operations. The Company's deficit accumulated during the development stage aggregated to
approximately $3,260,203 through December 31, 2004. There is no assurance that profitable operations, if ever

21
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achieved, could be sustained on a continuing basis.

The Company plans to continue to finance its operations with a combination of stock issuance and private
placements and in the longer term, revenues from product sales. There are no assurances, however, that the Company
will be successful in obtaining an adequate level of financing needed for the long-term development and
commercialization of its planned products.

These conditions raise substantial doubt about the Company's ability to continue as a going concern. The
consolidated financial statements do not include any adjustments that might arise from this uncertainty, relating to the
recoverability and classification of recorded assets amounts or the amounts and classification of liabilities that might
be necessary should the Company be unable to continue as a going concern.

c. The accompanying unaudited interim consolidated financial statements have been prepared as of December 31,
2004 and for the six months and three months then ended, in accordance with United States generally accepted
accounting principles relating to the preparation of financial statements for interim periods. Accordingly, they do not
include all the information and footnotes required by generally accepted accounting principles for complete financial
statements. In the opinion of management, all adjustments (consisting of normal recurring accruals) considered
necessary for a fair presentation have been included. Operating results for the six-month period ended December 31,
2004 are not necessarily indicative of the results that may be expected for the year ended June 30, 2005.

11

PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY

(A Development Stage Company)
(Previous Name - A. I. SOFTWARE INC.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

In U.S. Dollars
NOTE 2: SIGNIFICANT ACCOUNTING POLICIES

a. The significant accounting policies applied in the annual consolidated financial statements of the Company as of
June 30, 2004 are applied consistently in these consolidated financial statements.

These financial statements should be read in conjunction with the audited annual financial statements of the
Company as of June 30, 2004 and their accompanying notes.

Certain amounts from prior years have been reclassified to conform to current period presentation.

b. Accounting for stock-based compensation

The Company has elected to follow Accounting Principles Board Opinion No. 25 "Accounting for Stock Issued to
Employees ("APB 25") and FASB Interpretation No. 44 "Accounting for Certain Transactions Involving Stock
Compensation ("FIN 44") in accounting for its employee stock option plan. Under APB 25, when the exercise price of
the Company's stock options is less than the market price of the underlying stocks on the date of grant, compensation
expense is recognized over the vesting period.

Pro forma information regarding the Company's net loss and net loss per stock as required by Financial Accounting
Standards Board Statement No. 148 "Accounting for Stock Based Compensation - Transaction and Disclosure ("SFAS

22
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No. 148") that amended Financial Accounting Standards Board Statement No. 123 ("SFAS 123") has been determined
as if the Company had accounted for its stock options under the fair value method prescribed by SFAS No. 123.

The fair value for options granted is amortized over their vesting period and estimated at the date of grant using a
Black-Scholes option pricing model with the following weighted average assumptions:

Dividend yield
Volatility
Weighted average risk-free interest rate

Expected life (in years)

12

PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY

(A Development Stage Company)
(Previous Name - A. I. SOFTWARE INC.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
In U.S. Dollars

NOTE 2: SIGNIFICANT ACCOUNTING POLICIES (continued)

Pro forma information under SFAS No. 123, is as follows:

Period from
Six months ended Three May 11,
December 31, months2001 (In
endedinception)
Decembethrough
31, December
31,

2004 2003 2002003 2004

loss

lable to $ 708,955 $401,881 $

imon stock 693,084 370,625 $
Reported 3,260,203

0%

98%

4.2%

10

23



uct -
k-based
loyee
pensation -
nsic value

- stock
d
loyee
pensation-
value

forma net

c and

ed net loss
stock as
rted

c and

ed pro

1a net loss
stock

396,238

$1,105,193

$(0.03)

$(0.04)
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2026M8 1,207 1,595,438
$$ $
6506209 $4.855,641
371,832
$SO0D)
$(0.02)
$®03R) $
(0.02)

c. Non-royalty-bearing grants

The Company receives non-royalty-bearing grants from the European Union Research and
Development Program, and from the MOST and STRIMM consortiums, which are part of the Office
of the Chief Scientist Magnet program. These grants are recognized at the time the Company is
entitled to such grants on the basis of the costs incurred and are recorded as a reduction of research
and development costs.

24
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PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY

(A Development Stage Company)
(Previous Name - A. I. SOFTWARE INC.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
In U.S. Dollars

NOTE 2: SIGNIFICANT ACCOUNTING POLICIES (continued)

c. Impact of recently issued accounting standards:

On December 16, 2004, the Financial Accounting Standards Board (FASB) issued FASB Statement No. 123 (revised
2004), Share-Based Payment, which is revision of FASB Statement No. 123, Accounting for Stock-Based
Compensation. Statement 123(R) supersedes APB Opinion No. 25 Accounting for Stock Issued to Employees, and
amends FASB Statement No. 95, Statement of cash flows. Generally the approach in statement 123(R) is similar to
the approach described in statement 123. However, Statement 123(R) requires all shares-based payment to employees,
including grants of employee stock options, to be recognized in the income statement based on their fair value. Pro
forma disclosure is no longer an alternative. Statement 123 (R) must be adopted no later then period beginning after
December 15, 2005. Early adoption will be permitted in periods in which financial statements have not yet been
issued. We expect to adopt statement 123(R) on January 1,2006.

NOTE 3: - CHANGES IN SHARE CAPITAL

a. Warrants issued to consultants:

In the framework of the stock option plan, the Company issued on December 30, 2003, 500,000 warrants to a
consultant, for carrying out investor relation's activities over a period of two years ending December 31, 2004. On July
2004, the Company's board of directors approved to modify the terms of those 500,000 options (of which 250,000 are
with an exercise price of $1 per stock and 250,000 with an exercise price of $1.25 per stock) to provide for a cashless
exercise of the options. The board of directors also resolved that the options' exercise price will be reduced to $0.4 and
that the options will be fully vested.

In addition, it was resolved to grant the consultant additional 500,000 options with an exercise price of $0.4 per
stock, vested immediately and with a cashless exercise feature.
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The Company accounted for its warrants to consultants under the fair value method in accordance of SFAS 123 and
EITF 96-18 "Accounting for Equity Instruments that are Issued to other than Employees for Acquiring, or in
Conjunction with selling Goods or Services". The fair value for these warrants was estimated using Black-Scholes
option-pricing model with the following weighted-average assumptions: risk-free interest rates of 4.12%, expected
dividend yield of 0%, expected volatility of 98%, and a weighted-average contractual life of the warrants of
approximately 9.5 years.

Compensation expenses of $153,546 were recognized during the six month period ended December 31, 2004 in
respect of the warrants to this consultant.
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PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY

(A Development Stage Company)

(Previous Name - A. I. SOFTWARE INC.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

In U.S. Dollars

NOTE 3: CHANGES IN SHARE CAPITAL (continued)

b. On October 17, 2004 the Board of Directors decided to reduce the exercise price of the options that were
granted to the Company's employees and directors from $0.76 to $0.3. According to APB Opinion No. 25 and
FIN 44 when the exercise price of a fixed stock option award is reduced, the award shall be accounted for as
variable from the date of modification to the date the award is exercised, forfeited, or expires unexercised. The
reduction of the exercise price did not result in compensation expenses in the reported period.

c. In October 2004 the Company Board of Directors approved a private placement agreement ("the
Agreement") to issue up to 15,000,000 units. Each unit is comprised of one common stock and one warrant.
The warrant is exercisable for one common stock at an exercise price of $0.30 per stock, and may be
exercised until November 30, 2006. The Agreement includes a finder's fee of a cash amount equal to 5% of
the amount invested and issuance of warrants for number of shares equal to 5% of the number of shares that
will be issued with an exercise price of $0.3 per stock exercisable until November 30, 2006.

In November 2004, the Company issued according to the Agreement 3,250,000 units comprised of
3,250,000 common stock and 3,250,000 warrants to a group of investors, for total consideration of $296,092
(net of cash issuance costs of $28,908), and additional 162,500 warrants to finders as finders' fee.

In January 2005 the Company issued according to the Agreement an additional 4,300,000 units for total

consideration of $408,500 (net of cash issuance costs of $21,500), and additional 215,000 warrants were
issued to finders as a finders' fee The investors have the right to purchase up to additional 7,450,000 units with
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the same terms of the Agreement until February 28, 2005.

d. On January 31, 2005 the Company issued 7,000,000 units under another private placement in
consideration for $700,000. Each unit is comprised of one common stock and one warrant. The warrant is
exercisable for one common stock at a price of $0.30 per stock and may be exercised until November 30,
2006. The Company agreed to pay finders' fee in cash equal to 5% of the amount invested and to issue
warrants for number of shares equal to 5% of the number of shares issued for this investor with an exercise
price of $0.30 per stock exercisable until November 30, 2006.

NOTE 4: -
GRANT RECEIVED FROM THE GOVERNMENT OF ISRAEL

The Company's subsidiary received funding as part of its participation in the Office of Chief Scientist Magnet
program operated by Israel's Ministry of Industry and Trade. Through December

31, 2004, the subsidiary received grants in the amount of $54,267.

HEH#H#H
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Item 2. Management's Discussion and Analysis or Plan of Operation.
FORWARD LOOKING STATEMENTS

This quarterly report contains forward-looking statements as that term is defined in the Private Securities Litigation
Reform Act of 1995. These statements relate to future events or our future financial performance. In some cases, you

non non

can identify forward-looking statements by terminology such as "may", "should", "expects", "plans", "anticipates",
"believes", "estimates", "predicts", "potential” or "continue" or the negative of these terms or other comparable
terminology. These statements are only predictions and involve known and unknown risks, uncertainties and other
factors, including the risks in the section entitled "Risk Factors", that may cause our company's or our industry's actual
results, levels of activity, performance or achievements to be materially different from any future results, levels of

activity, performance or achievements expressed or implied by these forward-looking statements.

Although we believe that the expectations reflected in the forward-looking statements are reasonable, we cannot
guarantee future results, levels of activity, performance or achievements. Except as required by applicable law,
including the securities laws of the United States, we do not intend to update any of the forward-looking statements to

conform these statements to actual results.

Our financial statements are stated in United States Dollars (US$) and are prepared in accordance with United States
Generally Accepted Accounting Principles.

In this quarterly report, unless otherwise specified, all dollar amounts are e
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