Edgar Filing: Ceres, Inc. - Form 10-Q

Ceres, Inc.
Form 10-Q
July 15, 2016

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

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

For the quarterly period ended May 31, 2016

OR

.TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT

OF 1934

For the Transition Period from to

Commission File Number: 001-35421

Ceres, Inc.

(Exact name of Registrant as specified in its charter)

Delaware 33-0727287
(State or Other Jurisdiction of (I.R.S. Employer



Edgar Filing: Ceres, Inc. - Form 10-Q

Incorporation or Organization) Identification Number)
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Under the Jumpstart Our Business Startups Act of 2012, or the JOBS Act, Ceres, Inc. qualifies as an “emerging growth
company,” as defined under the JOBS Act.

Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the latest practicable
date.

Class Outstanding at July 4, 2016
Common Stock, $0.01 par value per share 27,822,338
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PART I: FINANCIAL INFORMATION

Item 1. Financial Statements.

CERES, INC. AND SUBSIDIARIES
Condensed Consolidated Balance Sheets

(In thousands, except share amounts and par value)

August
May 31, 31,
2016 2015
(Unaudited)
ASSETS
Current assets:
Cash and cash equivalents $4,152 $8,095
Prepaid expenses 638 477
Accounts receivable 384 577
Assets held for sale - 474
Other current assets 231 143
Total current assets 5,405 9,766
Property and equipment, net 1,158 1,258
Other assets 180 98
Total assets $6,743 $11,122
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payable and accrued expenses $2,361 $4,402
Billings in excess of costs on uncompleted contracts 366 802
Deferred rent 18 18
Total current liabilities 2,745 5,222
Deferred rent 43 56
Common stock warrant liabilities 2,712 1,631
Total liabilities 5,500 6,909

Commitments and contingencies

Stockholders’ equity:

Preferred stock, $0.01 par value; 10,000,000 shares authorized; 2,210 shares issued and
outstanding at May 31, 2016; no shares issued and outstanding at August 31, 2015
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Common stock, $0.01 par value; 240,000,000 shares authorized; 22,359,858 shares issued
and outstanding at May 31, 2016; 8,830,700 shares issued and outstanding at August 31,

2015

Additional paid-in capital 338,262 335,424
Accumulated other comprehensive income 794 762
Accumulated deficit (338,037 ) (332,061)
Total stockholders’ equity 1,243 4,213
Total liabilities and stockholders’ equity $6,743 $11,122

See accompanying notes to the unaudited condensed consolidated financial statements.
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CERES, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Operations

(In thousands, except share and per share amounts)

(Unaudited)

Three Months Ended Nine Months Ended

May 31, May 31,

2016 2015 2016 2015
Revenues:
Product sales $84 $201 $107 $300
Services 1,331 924 2,601 1,568
Total revenues 1,415 1,125 2,708 1,868
Cost and operating expenses:
Cost of revenues 538 860 2,271 3,436
Research and development 1,113 2,516 4,288 7,469
Selling, general and administrative 2,005 3,639 5,506 10,949
Total cost and operating expenses 3,656 7,015 12,065 21,854
Loss from operations (2,241 ) (5,890 ) (9,357 ) (19,986 )
Interest expense 2 ) (20 ) (5 ) (32 )
Interest income 1 8 2 37
Costs associated with public offering - - (966 ) -
Other income 737 - 4,351 -
Loss before income taxes (1,505 ) (5,902 ) (5,975 ) (19,981 )
Income tax expense - - (1 ) )
Net loss $(1,505 ) $(5,902 ) $(5,976 ) $(19,982 )
Basic and diluted net loss per share $(0.08 ) $(0.98 ) $(0.42 ) $(3.31 )
Weighted average outstanding common shares:
Basic and diluted 19,843,437 6,063,326 14,238,649 6,032,347

See accompanying notes to the unaudited condensed consolidated financial statements.
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CERES, INC. AND SUBSIDIARIES

Condensed Consolidated Statements of Comprehensive Loss

(In thousands)
(Unaudited)
Three Months Nine Months
Ended Ended
May 31, May 31,
2016 2015 2016 2015
Net loss $(1,505) $(5,902) $(5,976) $(19,982)
Other comprehensive income (loss)
Foreign currency translation adjustments 93 ) 225 32 (46 )
Net unrealized gains on marketable securities - 1 - 10
Total comprehensive loss $(1,598) $(5,676) $(5,944) $(20,018)

See accompanying notes to the unaudited condensed consolidated financial statements.
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CERES, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Cash Flows
(In thousands)

(Unaudited)

Cash flows from operating activities:

Net loss

Adjustments to reconcile net loss to net cash used in operating activities:
Net gain on disposal of assets

Insurance proceeds

Depreciation and amortization

Net gain on sale of assets held for sale
Amortization of premiums on marketable securities
Non-cash interest income

Stock compensation

Change in fair value of common stock warrants
Changes in operating assets and liabilities:

Prepaid expenses

Accounts receivable

Inventories

Other assets

Accounts payables and accrued expenses

Other liabilities

Other

Net cash used in operating activities

Cash flows from investing activities:
Purchases of property and equipment
Proceeds from sale of property and equipment
Proceeds from sale of assets held for sale
Purchases of marketable securities

Maturities of marketable securities

Net cash provided by investing activities

Cash flows from financing activities:
Repayment of debt
Costs associated with public offering

Proceeds from issuance of common stock, preferred stock and common stock warrants

Nine Months Ended
May 31,
2016 2015

$(5,976 ) $(19,982)

(58 )
159 )
307
(106 )
998
(4,192 )
1s4 )
193
(166 )
(2,023 )
450 )
(11,786)
@5 )
59
598
572
966
6,281

2
505
131
(156 )
1,777
6 )
(346 )
69
(358 )
(683 )
426
181
(18,526)
(333 )
25
(720 )
21,500
20,472
40 )
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Net cash provided by (used in) financing activities 7,247 40
Effect of foreign currency translation on cash 24 100
Net (decrease) increase in cash and cash equivalents (3,943 ) 2,006
Cash and cash equivalents at beginning of period 8,095 3,423
Cash and cash equivalents at end of period $4,152 $5,429

See accompanying notes to the unaudited condensed consolidated financial statements.
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CERES, INC. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements (Unaudited)

(In thousands, except share and per share data)

1) The Company

Ceres, Inc. (Company) is an agricultural biotechnology company that develops and markets seeds and traits to produce
crops for feed, forages, sugar and other markets. The Company uses a combination of advanced plant breeding,
biotechnology and bioinformatics to develop seed products and biotechnology traits to address many of the current
limitations and future challenges facing agriculture. These technology platforms, which can increase crop
productivity, improve quality, reduce crop inputs and improve cultivation on marginal land, have broad application
across multiple end markets, including food, feed, fiber and fuel.

In January 2010, the Company formed a subsidiary, Ceres Sementes do Brasil Ltda. The Company’s ownership in this
subsidiary is 99.9% and Ceres Agrotechnologies Intl LLC (referred to hereinafter) owns the remaining interest. In
May 2014, the Company formed a wholly owned subsidiary, Ceres Agrotechnologies Intl LLC. In May 2014, the
Company also formed a subsidiary, CS Semillas de Mexico, S.de R.L. de C.V. The Company’s ownership in this
subsidiary is 99.9% and Ceres Agrotechnologies Intl LLC owns the remaining interest.

On December 17, 2015, the Company completed a public offering consisting of (1) the issuance of an aggregate of
2,905,000 shares of Common Stock and warrants to acquire 2,905,000 shares of common stock, including the partial
exercise of the underwriters’ overallotment option of 2,305,000 shares of common stock and warrants to acquire
2,305,000 shares of common stock, par value $0.01 per share, of the Company, at an offering price of $0.40 per share,
and (2) the issuance of (i) 6,460 shares of the Company’s Series A-1 Convertible Preferred Stock, par value $0.01 per
share (“Preferred Stock™), at an offering price of $1,000 per preferred share convertible into 16,150,000 shares of
common stock and (ii) the issuance of warrants to purchase 16,150,000 shares of common stock. Gross proceeds from
the offering were $7,622. Net proceeds received by the Company was $6,281 after deducting underwriting discounts,
commissions and estimated offering expenses totaling $1,341. Of the $1,341 in total costs associated with offering
$966 was recorded to costs associated with the public offering in the condensed consolidated statement of operations
since those costs were allocated to the warrant liabilities and $377 was recorded to additional paid-in capital in the
condensed consolidated balance sheets.

On April 5, 2016 the Company’s stockholders approved a proposal to effect a reverse split of all of the Company’s
outstanding shares of common stock by a ratio in the range of 1-for-10 and 1-for-20 with the exact range to be
determined by the Board of Directors of the Company (the “Board”). The proposal provides that the Board shall have
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sole discretion pursuant to Section 242(c) of the Delaware General Corporation Law to elect, as it determines to be in
the Company’s best interest, whether or not to effect the reverse stock split before April 5, 2017, such date as the
Company is required to comply with the minimum bid price requirements of NASDAQ Listing Rule 5550(a)(2) or to
abandon it. If the Board determines that effecting the reverse stock split is in the Company’s best interest, the reverse
stock split will become effective upon filing of an amendment to our Certificate of Incorporation with the Secretary of
State of the State of Delaware.

Liquidity and Going Concern

The Company has incurred substantial net losses from operations since its inception and its accumulated deficit as of
May 31, 2016 was $338,037. The Company expects to incur additional losses related to the continued development
and expansion of its business, including research and development, seed production and operations, and sales and
marketing.

As of May 31, 2016 the Company had cash and cash equivalents of $4,152. The Company plans to finance its
operations through August 2016 with cash on hand, and with cash inflows from collaboration and grant funding and
from product sales. On June 16, 2016, the Company, Land O’Lakes, Inc., and Roman Merger Sub, Inc., entered into an
Agreement and Plan of Merger as described further in Footnote 9, Subsequent Events. In the event that the merger
does not occur, the Company intends to seek additional funds through public or private debt or equity financings,
collaborations, licensing arrangements, government programs and the sale of intellectual property, technology or other
assets. The Company cannot provide any assurances that additional sources of funding will be available on terms
acceptable to the Company or at all, or that it will be successful in entering into collaborations or license agreements,
receiving funds under government grants or selling intellectual property, technology or other assets. If the Company is
unable to raise additional funds, the Company will not have adequate liquidity to fund its operations and will be
forced to significantly curtail or cease its operations. These circumstances raise substantial doubt about our ability to
continue as a going concern.

11
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(2) Summary of Significant Accounting Policies

Basis of Presentation

The accompanying unaudited condensed consolidated financial statements have been prepared in U.S. dollars and in
accordance with the accounting principles generally accepted in the United States of America (GAAP) and with the
instructions for Form 10-Q and Regulation S-X. Accordingly, they do not include all of the information and notes
required for complete financial statements. These condensed consolidated financial statements should be read in
conjunction with the consolidated financial statements and notes thereto contained in the Company’s Form 10-K for
the fiscal year ended August 31, 2015 filed with the Securities and Exchange Commission (SEC) on November 23,
2015.

The accompanying unaudited condensed consolidated financial statements have been prepared assuming the Company
will continue as a going concern, which contemplates the realization of assets and satisfaction of liabilities in the
normal course of business. The accompanying condensed consolidated financial statements and related disclosures are
unaudited, have been prepared on the same basis as the annual consolidated financial statements and, in the opinion of
management, reflect all adjustments, which include only normal recurring adjustments, necessary for a fair
presentation of the results of operations for the periods presented. The condensed consolidated results of operations
for any interim period are not necessarily indicative of the results to be expected for the full year or for any other
future year or interim period.

Principles of Consolidation

The condensed consolidated financial statements include the financial statements of the Company and its subsidiaries.
All significant intercompany balances and transactions have been eliminated in consolidation.

Use of Estimates

In preparing unaudited condensed consolidated financial statements, management makes estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities as of the date
of the unaudited condensed consolidated financial statements and reported amounts of revenue and expenses during
the reporting period. Significant items subject to such estimates and assumptions include the valuation of property and
equipment, valuation of equity instruments, and allowances of deferred tax assets, accounts receivable and inventory.

12
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Actual results could differ from those estimates.

Fair Value of Financial Instruments

Assets and liabilities recorded at fair value in the condensed consolidated financial statements are categorized based
upon the level of judgment associated with the inputs used to measure their fair value. Hierarchical levels that are
directly related to the amount of subjectivity associated with the inputs to the valuation of these assets or liabilities are
as follows:

Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the Company has
the ability to access at the measurement date.

Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for the asset or
liability, either directly or indirectly.

L evel 3 inputs are unobservable inputs for the asset or liability.

Financial Liabilities

Certain common stock warrants have been classified as liabilities due to some features which could enable the holder
to receive cash. The Company utilizes the Monte Carlo option pricing valuation model to determine the fair value of
its outstanding common stock warrant liabilities. The inputs to the model include fair value of the stock related to the
warrant, exercise price of the warrant, expected term, expected volatility, risk-free interest rate and dividend yield. As
several significant inputs are not observable, the overall fair value measurement of the common stock warrants are
classified as Level 3.

The following tables present the Company’s financial liabilities that were measured at fair value on a recurring basis as
of May 31, 2016 and August 31, 2015 by level within the fair value hierarchy:

May 31, 2016

Ifev?}evel 2 Level 3 Total
Financial Liabilities
Common stock warrant liabilities $—$ — $2,712 $2,712
Total $—$ — $2,712 $2,712

13
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August 31, 2015
Ifev?}evel 2 Level 3 Total
Financial Liabilities

Common stock warrant liabilities $—$ — $1,631 $1,631
Total $—$ — $1,631 $1,631

The change in fair value of the Company’s common stock warrant liabilities for the nine months ended May 31, 2016
were as follows:

Common
Stock
Warrant
Liabilities
Balance at August 31, 2015 $ 1,631
Issuance of common stock warrant liabilities 5,273
Fair value adjustment (included in other income) 4,192 )
Balance at May 31, 2016 $2,712

The fair value of the common stock warrant liabilities at May 31, 2016 and August 31, 2015 were estimated using the
following assumptions:

Nine Months Ended Year Ended

May 31, 2016 August 31, 2015
Expected term (in years) 4.16 —4.55 491-549
Expected volatility 72.80% 69.80%
Risk free interest rate 1.37% 1.54%
Expected dividend yield 0% 0%

Assets Held for Sale

The Company reclassifies long-lived assets to Assets Held for Sale when all required criteria for such reclassification
are met. The assets are recorded at the lower of the carrying value or fair value less costs to sell. Assets held for sale
must meet the following conditions: (1) management, having authority to approve the action, commits to a plan to sell
the asset, (2) the asset is available for immediate sale in its present condition, (3) an active program to locate a buyer
and other actions required to complete the plan to sell the asset have been initiated, (4) the sale of the asset is
probable, and transfer of the asset is expected to qualify for recognition as a completed sale, within one year, (5) the
asset is being actively marketed for sale at a price that is reasonable in relation to its current fair value, and (6) actions

15
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required to complete the plan indicate that it is unlikely that significant changes to the plan will be made or that the
plan will be withdrawn.

In connection with the announcement we made on June 19, 2015, to restructure our Brazilian seed operations, a
determination was made that the fixed assets in Brazil met the criteria to be classified as held for sale and the carrying
amount of those assets was in excess of their fair value. Fair value of the assets held for sale was determined using an
appraisal for certain assets and resale information available for certain assets. During the nine months ended May 31,
2016 we received net proceeds of $598 related to assets held for sale and recorded a gain of $106 to research and
development expense.

16
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Restructuring

At August 31, 2015, there was approximately $700 of accrued liability related to workforce reductions in connection
with fiscal 2015 restructurings. As of May 31, 2016, these accrued liabilities were paid.

Foreign Currency Translation

The Company’s reporting currency is the U.S. dollar. The Brazilian Real is the functional currency of the Company’s
subsidiary in Brazil. In addition, the Mexican Peso is the functional currency of the Company’s operations in Mexico.
Accordingly, assets and liabilities of operations in Brazil and Mexico are translated into United States dollars using
the current exchange rate in effect at the balance sheet date and equity accounts are translated into U.S. dollars using
historical exchange rates. Revenues, expenses and cash flows are translated at the average rate of exchange during the
reporting period. Gains and losses from foreign currency translation adjustments are represented as a component of
accumulated other comprehensive loss within the Company’s condensed consolidated balance sheets.

Accumulated Other Comprehensive Income

The Company’s unrealized gains and losses on foreign currency translation adjustments represents the components of
comprehensive loss and have been disclosed in the condensed consolidated balance sheets.

The following summarizes the changes in the balance of each component of accumulated other comprehensive loss
during the nine months ended May 31, 2016:

Foreign

Currency

Translation
Balance at August 31, 2015 $ 762
Foreign currency translation gain 32
Balance at May 31, 2016 $ 794

Basic and Diluted Net Loss Per Share

17
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Basic net loss per common share is computed by dividing net loss by the weighted average number of common shares
outstanding. Diluted net loss per common share is computed by dividing net loss by the weighted average number of
common shares and dilutive potential common share equivalents then outstanding, to the extent they are dilutive.
Potential common shares consist of shares issuable upon the exercise of stock options and warrants (using the treasury
stock method). Dilutive net loss per share is the same as basic net loss per share for all periods presented because the
effects of potentially dilutive items were anti-dilutive.

The following potentially dilutive, common share equivalents were excluded from the calculation of diluted net loss
per common share because their effect was antidilutive for each of the periods presented:

May 31,

2016 2015
Options to purchase common stock 283,986 423,082
Warrants to purchase common stock 22,165,083 320,255
Convertible preferred stock 5,525,000 -
Total 27,974,069 743,337

Recently issued accounting standards

In August 2014, the FASB issued ASU 2014-15, “Disclosure of Uncertainties about an Entity’s Ability to Continue as a
Going Concern” (“ASU 2014-15"). ASU 2014-15 provides guidance on management’s responsibility in evaluating
whether there is substantial doubt about a company’s ability to continue as a going concern and about related footnote
disclosures. For each reporting period, management will be required to evaluate whether there are conditions or events
that raise substantial doubt about a company’s ability to continue as a going concern within one year from the date the
financial statements are issued. The amendments in ASU 2014-15 are effective for annual reporting periods ending
after December 15, 2016, and for annual and interim periods thereafter. Early adoption is permitted. The Company
early adopted the methodologies prescribed by ASU 2014-1, the adoption of ASU 2014-15 did not have a material
effect on its financial position or results of operations.

The Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) 2016-09, “Stock
Compensation,” in March 2016. This update simplifies several aspects of the accounting for share-based payment
award transactions. This guidance is effective for the Company in fiscal year 2018. The Company is assessing the
potential impact of the guidance.

The FASB issued ASU 2016-02, “Leases,” in February 2016. This update was issued to increase transparency and
comparability among organizations by recognizing all lease transactions (with terms in excess of 12 months) on the
balance sheet as a lease liability and a right-of-use asset (as defined). This guidance is effective for the Company in
the first quarter of fiscal 2020. Upon adoption, the lessee will apply the new standard retrospectively to all periods

18
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presented or retrospectively using a cumulative effect adjustment in the year of adoption. The Company is assessing
the potential impact of this guidance.

The FASB issued ASU 2015-17, “Balance Sheet Reclassification of Deferred Taxes,” in November 2015. This update
eliminates the current requirement to present deferred tax liabilities and assets as current and non-current in a
classified balance sheet. Instead, entities will be required to classify all deferred tax assets and liabilities as
non-current. This guidance is effective for the Company in the first quarter of fiscal 2018. The Company expects no
reclassifications on its consolidated balance sheet upon adoption.

19
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Property and equipment are summarized as follows:

Land
Automobiles and trucks
Buildings

Office, laboratory, farm and warehouse equipment and furniture 10,802 10,863

Leasehold improvements

Property and equipment, net

May 31, August 31,

2016 2015

$43 $43
125 44
1,215 1,215

5,659 5,659

17,844 17,824
Less accumulated depreciation and amortization (16,686) (16,566 )

$1,158  $1,258

(4) Accounts Payable and Accrued Expenses

Accounts payable and accrued expenses consisted of the following:

Accounts payable

Accrued payroll and related expenses
Research and development contracts

Statutory taxes
Other

(5) Stock-Based Compensation

May 31, August 31,

2016 2015

$997 $ 2,000
599 1,581
111 283
466 395
188 143

$2,361 $ 4,402

Stock Option and Stock Issuance Plans

20
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The Company has established three equity plans: the Ceres, Inc. 2000 Stock Option/Stock Issuance Plan (2000 Plan),
the Ceres, Inc. 2010 Stock Option/Stock Issuance Plan (2010 Plan) and the Amended and Restated Ceres, Inc. 2011
Equity Incentive Plan (2011 Plan, and collectively with the 2000 Plan and the 2010 Plan, Equity Plans). The Equity
Plans provide for grants of Incentive Stock Options (ISOs) to employees and Nonqualified Stock Options (NSOs),
stock and restricted stock to employees, directors, and consultants. In addition, the 2011 Plan provides for the grant of
other equity based awards such as restricted stock units, stock appreciation rights and deferred stock to employees,
directors and consultants. The option term, as determined by the Board, may not exceed ten years. Vesting, also
determined by the Board, generally occurs ratably over four to five years. ISOs and NSOs may be granted at a price
per share not less than the fair market value at the date of grant.

Stock-based compensation expense included in operating expenses are as follows:

Three Nine Months

Months Ended

Ended

May 31, May 31,

2016 2015 2016 2015
Stock-based compensation expense $309 $572 $1,000 $1,780
Fair value changes of collaboration warrants - - 2 )y 3 )

$309 $572 $998  $1,777

There were no stock options exercised during the nine months ended May 31, 2016 and 2015, respectively.

10
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Stock Option Activity

The following table summarizes the stock option transactions under the Equity Plans during the nine months May 31,
2016:

Weighted
Shares Average
Exercise Price
Options outstanding at August 31, 2015 409,763 $ 43.87
Options granted 5,166 0.47
Options forfeited (130,943) 25.59
Options outstanding at May 31, 2016 283,986 $ 54.52

No tax benefits have been recorded on compensation costs recognized for options exercised. As of May 31, 2016,
there was $272 of total unrecognized compensation cost related to stock options. That cost is expected to be
recognized over a weighted average of 0.97 years. The Company’s policy is to issue new shares for options exercised.

Restricted Stock Activity

The following summarizes the restricted stock transactions under the Equity Plans during the nine months ended May
31, 2016:

Weighted
Average
Shares Grant Date
Fair Value
Restricted stock outstanding and unvested at August 31, 2015 37,242  § 25.17
Restricted stock vested (28,728) 18.45
Restricted stock forfeited (3,355 ) 15.35

Restricted stock outstanding and unvested at May 31, 2016 5,159 $ 424

As of May 31, 2016, there was $3 of total unrecognized compensation cost related to restricted stock awards. That
cost is expected to be recognized over a weighted average of 2.24 years.
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Stock Activity

During the nine months ended May 31, 2016, the Company granted 2,511 shares of common stock under the 2011
Plan with a fair market value of $1.11 per share. The Company recorded $2.8 of expense related to this stock grant.
There were no shares of common stock issued during the nine months ended May 31, 2015.

(6) Stockholders’ Equity

Common Stock

Holders of the Company’s common stock are entitled to dividends as and when declared by the Board, subject to rights
and holders of all classes of stock outstanding having priority rights to dividends. There have been no dividends
declared to date. Each share of common stock is entitled to one vote.

Preferred Stock

Pursuant to the Company’s amended and restated certificate of incorporation, the Company is authorized to issue
10,000,000 shares of Preferred Stock. The Board has the authority, without action by the Company’s stockholders, to
designate and issue shares of Preferred Stock in one or more series and to fix the rights, preferences, privileges and
restrictions thereof.

Warrants issued in connection with the July 30, 2015 registered public offering and concurrent private placement.

On July 30, 2015 the Company issued warrants exercisable for one share of Common Stock for each share purchased
in the July 30, 2015 offering for an aggregate of 1,200,000 shares of Common Stock at an exercise price of $1.62 per
share. The warrants are exercisable at any time or from time to time, in whole or in part, beginning on January 30,
2016 and expire on January 30, 2021. The fair value of these warrants at May 31, 2016 was $86.5 using the Monte
Carlo model based on a risk-free rate of 1.37%, volatility of 72.8%, expected term of 4.16 years and 0% dividend
yield.

The Company also issued warrants to purchase an aggregate of 24,000 shares of our Common Stock at an exercise
price of $1.944 per share to the placement agent as part of the placement agent’s compensation. The warrants issued to
the placement agent are exercisable at any time or from time to time, in whole or in part, beginning on July 30, 2016
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and expire on July 30, 2020. The fair value of these warrants at May 31, 2016 was $1.4 using the Monte Carlo model
based on a risk-free rate of 1.37%, volatility of 72.8%, expected term of 4.16 years and 0% dividend yield.

11
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Warrants issued in connection with the August 26, 2015 registered public offering and concurrent private placement.

On August 26, 2015, the Company issued warrants exercisable for 0.75 shares of Common Stock for each share
purchased in the August 26, 2015 offering for an aggregate of 1,198,859 shares of Common Stock at an exercise price
of $1.22 per share. The warrants are exercisable at any time or from time to time, in whole or in part, beginning on
February 26, 2016 and expire on February 26, 2021. The fair value of these warrants at May 31, 2016 was $102.7
using the Monte Carlo model based on a risk-free rate of 1.37%, volatility of 72.8%, expected term of 4.24 years and
0% dividend yield.

The Company also issued warrants to purchase an aggregate of 31,970 shares of our Common Stock at an exercise
price of $1.83 per share to the placement agent as part of the placement agent’s compensation. The warrants issued to
the placement agent are exercisable at any time or from time to time, in whole or in part, beginning on August 26,
2016 and expire on August 26, 2020. The fair value of these warrants at May 31, 2016 was $2.2 using the Monte
Carlo model based on a risk-free rate of 1.37%, volatility of 72.8%, expected term of 4.24 years and 0% dividend
yield.

Warrant issued in connection with the December 17, 2015 registered public offering

On December 17, 2015, the Company issued warrants exercisable for one share of Common Stock for each share
purchased in the December 17, 2015 offering for an aggregate of 2,905,000 shares of Common Stock at an exercise
price $0.40 per share. The warrants are exercisable from time to time, in whole or in part, beginning December 17,
2016 and expire on December 17, 2021. The fair value of these warrants at May 31, 2016 was $372 using the Monte
Carlo model based on a risk free rate of 1.37%, volatility of 72.8%, expected term of 4.55 years and 0% dividend
yield.

The Company also issued warrants to purchase an aggregate of 16,150,000 shares of our Common Stock at an
exercise price of $0.40 per share. The warrants are exercisable from time to time, in whole or in part, beginning
December 17, 2016 and expire on December 17, 2021. The fair value of these warrants at May 31, 2016 was $2,107
using the Monte Carlo model based on a risk free rate of 1.37%, volatility of 72.8%, expected term of 4.55 years and
0% dividend yield.

The Company also issued warrants to purchase an aggregate of 335,000 shares of our Common Stock at an exercise
price of $$0.60 per share to the placement agent as part of the placement agent’s compensation. The warrants issued to
the placement agent are exercisable at any time or from time to time, in whole or in part, beginning on December 17,
2016 and expire on December 17, 2021. The fair value of these warrants at May 31, 2016 was $39.6 using the Monte
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Carlo model based on a risk-free rate of 1.37%, volatility of 72.8%, expected term of 4.55 years and 0% dividend
yield.

In connection with the change in the fair value of liability classified warrants, the Company recorded a gain of $4,192
for the nine months, and $737 for the three month ended May 31, 2016, respectively included in other income on the
accompanying condensed consolidated statement of operations.

(7) Commitments and Contingencies

The Company leases certain of its facilities and equipment under various noncancelable operating leases expiring
through 2023. The leases on the facilities contains provisions for future rent increases. The Company records monthly
rent expense equal to the total of the payments due over the lease term, divided by the number of months of the lease
term. The difference between rent expense recorded and the amount paid is credited or charged to deferred rent, which
is included in other current liabilities and other non-current liabilities in the accompanying condensed consolidated
balance sheets as of May 31, 2016, and August 31, 2015.

In connection with one of its facilities leases, the Company received a reimbursement for leasehold improvements of
$270. This reimbursement is a lease incentive which has been recognized as a liability in deferred rent and is being
amortized to rent expense on a straight-line basis over the lease term. Total rental expense recognized was $110 and
$166 for the three months ended May 31, 2016 and 2015, respectively, and $269 and $422 for the nine months ended
May 31, 2016 and 2015, respectively.

Future minimum payments under noncancelable operating leases as of May 31, 2016 are as follows:

Operating

Leases
Remaining three months of fiscal year 2016 $ 62
2017 597
2018 618
2019 631
2020 51
Total minimum lease payments $ 1,959

12
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Legal Proceedings

From time to time, we may be involved in litigation relating to claims arising out of our operations. Except as set forth
in the immediately following two paragraphs, we are not currently a party to any material litigation or other material
legal proceedings. We may, however, be involved in other material legal proceedings in the future. Such matters are
subject to uncertainty and there can be no assurance that such legal proceedings will not have a material adverse effect
on our business, results of operations, financial position or cash flows.

A claim was filed against the Company on December 2, 2015 in the Labor Court of Itumbiara, Goias, Brazil by the
estate of a deceased employee of the Company’s Brazilian subsidiary alleging that the employee’s death in an accident
while driving a Company vehicle resulted from a lack of proper maintenance of such vehicle and the plaintiff is
requesting damages of approximately $3,800 Brazilian Real (approximately $1,000 USD). The case was settled on
April 26, 2016 for $75 Brazilian Real (approximately $20 USD).

A lawsuit was filed in Los Angeles Superior Court, Ventura County on December 3, 2015 by a former employee of
the Company, asserting a number of claims. The lawsuit raises a number of allegations, including, among other things,
disability discrimination, failure to provide reasonable accommodation, failure to engage in the interactive process,
retaliation under California state laws, wrongful termination and several claims of violations under California
wage-hour laws, including alleged failure to pay required minimum wage, overtime, meal and rest break payments
and failure to provide accurate itemized wage statements. The Company intends to vigorously defend against the
lawsuit. The Company has secured Employment Practices Liability Insurance (“EPLI”) and has tendered the matter to
its EPLI carrier. The Company believes it has adequate insurance coverage to cover any potential claim amounts. The
Company has determined that there is no probable, estimable liability related to the case. Accordingly, the Company
has not accrued any liability related to the case.

Notice of Delisting

On January 12, 2016, the Company received a letter (the “Notice”) from The NASDAQ Stock Market LLC (“NASDAQ”)
indicating that, based on the Company’s closing bid price for the last 30 consecutive business days, the Company is not

in compliance with the minimum bid price requirement for continued listing of $1.00 per share, as set forth in

NASDAQ Listing Rule 5550(a)(2). The Notice has no immediate impact on the listing of the Company’s common

stock, which will continue to trade on the NASDAQ Capital Market under the symbol “CERE”. The Company intends

to actively monitor the bid price for its common stock and will consider available options to resolve the deficiency and
regain compliance with the NASDAQ minimum bid price requirement.
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(8) Research Collaboration Agreements

The Company has a number of research agreements with academic collaborators, including among others, Texas
A&M University (TAMU), Noble, and the Institute of Crop Sciences of the Chinese Academy of Agricultural
Sciences. In connection with these agreements, the Company receives certain exclusive options or licensing rights to
technology and intellectual property developed under these agreements. The Company expenses amounts under these
agreements to research and development expense in the period in which the services are rendered. The Company also
licenses technology from third parties. Where required, initial payments under these license agreements are capitalized
and expensed on a straight-line basis over the license term.

Future minimum payments under the Company’s research collaboration agreements as of May 31, 2016 are as follows:

Remaining three months of fiscal year 2016  $50
2017 50
$100

(9) Subsequent Events

The Company evaluates subsequent events and transactions that occur after the balance sheet date up to the date that
the financial statements are filed for potential recognition or disclosure. Based upon this review, the Company
identified the following subsequent events:

Merger

On June 16, 2016, the Company, Land O’Lakes, Inc., a cooperative corporation incorporated under the laws of
Minnesota (“Land O’Lakes”), and Roman Merger Sub, Inc., a corporation incorporated under the laws of Delaware
(“Merger Sub”) entered into an Agreement and Plan of Merger (the “Merger Agreement”), pursuant to which Merger Sub
commenced on July 1, 2016, a cash tender offer (the “Offer”) to purchase all of the issued and outstanding shares of the
common stock at a price of $0.40 per share in cash (the “Common Offer Price”), without interest and less any applicable
withholding taxes. Subject to the terms and conditions of the Merger Agreement, following the consummation of the
Offer, Merger Sub will be merged with and into the Company (the “Merger”), with the Company as the surviving
corporation as a wholly-owned subsidiary of Land O’Lakes.

13
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The obligation of Merger Sub to purchase shares of common stock tendered in the Offer is subject to certain
conditions, including, among others, the following: (i) the Company’s stockholders shall have validly tendered and not
validly withdrawn in the Offer the number of shares of Company common stock (not including any shares tendered
pursuant to guaranteed delivery procedures that have not yet been received by the depositary for the Offer in full
settlement or satisfaction of such guarantee) which, when added to the shares of Company common stock then owned
by Merger Sub, would represent one shares more than one half of all shares of Company common stock outstanding
immediately prior to the time Merger Sub, for the first time, irrevocably accepts for payment the shares of common
stock validly tendered and not withdrawn pursuant to the Offer (the “Offer Acceptance Time”) (for the avoidance of
doubt, including in the number of shares of Company common stock outstanding immediately prior to the Offer
Acceptance Time (a) to the extent that the Company has received a notice of conversion with respect to any Preferred
Stock prior to the Offer Acceptance Time, the shares of common stock issuable upon conversion of such Preferred
Stock, (b) to the extent the Company has received a notice of conversion with respect to any warrants to purchase
shares of Company common stock (“Company Warrants”) prior to the Offer Acceptance Time, the shares of common
stock that the Company would be required to issue upon the exercise of such Company Warrants and (c) to the extent
the Company has received a notice of exercise with respect to any options to purchase shares of Company common
stock (“Company Options”) prior to the Offer Acceptance Time, the shares of common stock that the Company would
be required to issue upon the exercise of such Company Options) (the “Minimum Condition”), (ii) the absence of a
material adverse effect with respect to the Company and (iii) certain other customary conditions. The consummation
of the Offer is not subject to any financing condition.

At the effective time of the Merger (the “Effective Time”), each share of Company common stock issued and
outstanding (excluding shares held by a holder who has properly demanded appraisal and otherwise complied with the
provisions of Section 262 of the Delaware General Corporation Law (the “DGCL”) and has not effectively withdrawn or
lost such holder’s rights to appraisal (such shares being referred to collectively as the “Dissenting Shares”)) will be
converted into the right to receive a cash amount equal to the Common Offer Price, without interest thereon (the
“Common Consideration”), subject to any applicable withholding or other taxes and certain other amounts specified in
the Merger Agreement. At the Effective Time, all of the issued and outstanding shares of Preferred Stock (excluding

the Dissenting Shares) will be converted into the right to receive a cash amount equal to $1,000.00 per share in cash,
without interest and subject to any applicable withholding or other taxes and certain other amounts specified in the
Merger Agreement.

At the Effective Time, each outstanding Company Option will be cancelled and converted into the right to receive an
amount in cash (subject to any applicable withholding or other taxes and certain other amounts specified in the Merger
Agreement) equal to the product of (i) the total number of shares of common stock subject to such Company Option
and (ii) the excess, if any, of the Common Consideration over the exercise price of the shares of common stock
previously subject to such Company Option.

The Company has issued certain restricted shares of common stock under its incentive plans. At the Effective Time,
each share of restricted stock will be cancelled and converted into the right to receive an amount in cash (subject to
any applicable withholding or other taxes and certain other amounts specified in the Merger Agreement) equal to the
Common Consideration payable in connection with the shares of restricted stock.
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At the Effective Time, each holder of certain unexpired and unexercised Company Warrants that include provisions
entitling the warrant holder to receive a “Black Scholes Value”, as defined in the applicable warrant agreement (each
such warrant a “BSV Warrant”), will be entitled to receive either (x) an amount of cash equal to the product of (1) the
aggregate number of shares of common stock for which such BSV Warrant was exercisable immediately prior to the
effective time of the Merger and (2) the excess, if any, of the Common Consideration over the per share exercise price
under such BSV Warrant, or (y) at the holder’s option, exercisable at any time concurrently with, or within thirty (30)
days following, the Effective Time, an amount in cash equal to the “Black Scholes Value” calculated pursuant to the
terms of the applicable warrant agreement. At the Effective Time, each unexpired and unexercised Company Warrant
that is not a BSV Warrant will be entitled to receive an amount of cash equal to the product of (I) the aggregate
number of shares of common stock for which such Company Warrant was exercisable immediately prior to the
effective time of the Merger and (II) the excess, if any, of the Common Consideration over the per share exercise price
under such Company Warrant. The aggregate amount payable in connection with the Merger with respect to the
Company Warrants is expected to be approximately $7.2 million.

The Merger will be governed by Section 251(h) of the DGCL, with no stockholder vote required to consummate the
Merger, provided that subject to the terms of the Merger Agreement, under certain circumstances Land O’Lakes may
cause the Merger Agreement to be governed by Section 253 of the DGCL. The Company has granted to Merger Sub
an irrevocable option (the “Top-Up Option™), if necessary, to purchase at a price per share equal to the Common Offer
Price from the Company up to a number of shares of Company common stock (the “Top-Up Shares”) that, when added
to the number shares of Company common stock already owned by Merger Sub as promptly as practicable after the
Offer Acceptance Time, would represent at least ninety percent (90%) of the shares of Company common stock
outstanding immediately after giving effect to the issuance of the Top-Up Shares. Merger Sub will exercise the
Top-Up Option as promptly as practicable after the Offer Acceptance Time if (i) certain specified triggering events
occur, (ii) the Offer Acceptance Time has occurred, (iii) the Minimum Condition has been satisfied, and (iv) Merger
Sub does not hold shares of Company common stock representing at least ninety percent (90%) of the shares of
Company common stock then outstanding. The parties have agreed that if the Top-Up Option is exercised, the parties
will use their best efforts to cause the Merger to be completed in accordance with Section 253 of the DGCL as
promptly as possible following the issuance of the Top-Up Shares on the same day as the closing of the purchase of
the Top-Up Shares. At the closing of the purchase of the Top-Up Shares, the purchase price for the Top-Up Shares
shall be paid to the Company, at Merger Sub’s option, either fully in cash or by (i) paying an amount in cash equal to
not less than the aggregate par value of the Top-Up Shares and (ii) executing and delivering to the Company a
promissory note having a principal amount equal to the aggregate purchase price of the Top-Up Shares less the
amount paid in cash for the Top-Up Shares at the Top-Up Shares closing.

14
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The Merger Agreement includes customary representations, warranties and covenants of the parties customary for a
transaction of this nature, including covenants (i) to as promptly as reasonably practicable effect all registrations,
filings and submissions required pursuant to the Securities Exchange Act of 1934, as amended (the “Exchange Act”),
and other applicable laws with respect to the Offer and the Merger, (ii) for each of the parties to use their reasonable
best efforts to take, or cause to be taken, all appropriate action to consummate and make effective the Offer, the
Merger and the other transactions contemplated by the Merger Agreement, (iii) for the Company to conduct its
business in the ordinary course and to be bound by customary restrictions relating to the operation of its business until
the effective time of the Merger or termination of the Merger Agreement, and (iv) for the Company not to solicit third
party proposals relating to alternative transactions or provide information or enter into discussions in connection with
alternative transactions, subject to exceptions to permit the Board to comply with its fiduciary duties.

The Merger Agreement includes certain termination provisions for both the Company and Land O’Lakes and provides
that, in connection with the termination of the Merger Agreement under certain specified circumstances, the Company
may be required to pay Land O’Lakes a termination fee of $695,000.

The Merger Agreement has been unanimously approved by the Board and the board of directors of Land O’Lakes, and
the Board has unanimously recommended that the holders of Company common stock tender their shares in the Offer.

Notice of Delisting

On July 12, 2016, the Company received a letter from NASDAQ Stock Market LLC (“NASDAQ”) indicating that, as a
result of the Company’s failure to regain compliance with the minimum bid price requirement for continued listing, the
NASDAQ staff has determined to delist the Company. NASDAQ’s delisting determination will not immediately result
in the delisting of the Company’s common stock. The Company plans to appeal NASDAQ’s delisting by requesting a
hearing before NASDAQ’s Hearing Panel (the “Panel”). The Company’s request for a hearing must be received no later
than 4:00 p.m. Eastern time on July 19, 2016. Under NASDAQ rules, the hearing request will stay the delisting action
pending the issuance of a final decision by the Panel. There can be no assurance that the Panel will grant the
Company’s request for continued listing.

Legal

Following the commencement of the Offer, three putative class action lawsuits were filed challenging the proposed
transaction. Each of these actions was filed in the Superior Court of the State of California, County of Los Angeles -
Central District: Gary Stryder, Leo Nguyen and Rajesh Joshi, Individually and On Behalf of All Others Similarly
Situated v. Ceres, Inc., Land O’Lakes, Inc., Roman Merger Sub, Inc., Cheryl P. Morley, Pascal Brandys, Richard
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Flavell, Robert Goldberg, and Richard Hamilton, Case No. BC626066 (filed July 5, 2016) (the “Stryder Action”); Knox
Varela, On Behalf of Himself and All Others Similarly Situated v. Ceres, Inc., Cheryl P. Morley, Pascal Brandys,
Richard Flavell, Robert Goldberg, Richard Hamilton, Land O’Lakes, Inc. and Roman Merger Sub, Inc., Case No.
BC626611 (filed July 11, 2016) (the “Varela Action”); and Benjamin Roberts, Individually and On Behalf of All Others
Similarly Situated v. Cheryl P. Morley, Pascal Brandys, Richard Flavell, Robert Goldberg, Richard Hamilton, and
Ceres, Inc., Case No. BC626808 (filed July 13, 2016) (the “Roberts Action” and collectively, with the Stryder Action
and the Varela Action, the “Actions”).

The Stryder Action and the Varela Action name as defendants the Company, the Board, Merger Sub and Land
O’Lakes. The Roberts Action names as defendants the Company and the Board. The Actions generally allege, among
other things, that the members of the Board breached their fiduciary duties by allegedly failing to maximize
stockholder value and agreeing to preclusive deal-protection devices. The Stryder Action and the Varela Action
generally allege, among other things, that Land O’Lakes and Merger Sub aided and abetted these alleged breaches of
fiduciary duties. The Varela Action and the Roberts Action also allege that the Company’s the
Solicitation/Recommendation Statement on Schedule 14D-9 filed with the SEC on July 1, 2016, as amended, omits or
misstates certain material information. The complaints generally seek, among other things: (i) declaration as a class
action; (ii) an order enjoining the proposed transactions; (iii) rescission, to the extent implemented, of the Merger
Agreement or rescissory damages; and (iv) an award of fees and costs of the action, including attorneys’ and experts’
fees. The Company intends to vigorously defend against the Actions and believes the lawsuits are without merit.

Conversion of Preferred Stock

As described in Note 1, as of July 4, 2016, 6,435 shares of Preferred Stock have been converted to common stock
representing 16,087,500 shares of commons stock outstanding. Subsequent to May 31, 2016, 2,185 shares of Preferred
Stock were converted into Common stock, representing 5,462,480 shares of Common stock.

15

32



Edgar Filing: Ceres, Inc. - Form 10-Q

ITEM 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

Forward-Looking Statements

The following discussion and analysis of our financial condition and results of operations should be read together
with our unaudited condensed consolidated financial statements and the other financial information appearing
elsewhere in this Quarterly Report on Form 10-Q, the information under the heading “Risk Factors” and
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” in our Annual Report on
Form 10-K filed with the Securities and Exchange Commission on November 23, 2015. This discussion contains
“forward-looking statements” within the meaning of Section 27A of the Securities Act of 1933, as amended, or the
Securities Act, and Section 21E of the Securities Exchange Act of 1934, as amended, or the Exchange Act. All
statements, other than statements of historical facts contained in this Quarterly Report on Form 10-Q, including
statements regarding our efforts to develop and commercialize our products, the merger agreement by and among us,
Land O’Lakes, Inc. and Roman Merger Sub, Inc. and the related tender offer, anticipated yields and product
performance, our short-term and long-term business strategies, market and industry expectations and future results of
operations and financial position, including anticipated cost savings and projected cash expenditures from our
restructuring plan and liquidity, are forward-looking statements. In many cases, you can identify forward-looking
statements by terms such as “may”, “will”, “should”, “expect”, “plan”, “anticipate”, “could”, “intend”, “target”,
“project”, “contemplate”, “believe”, “estimate”, “potential”, “continue” or other similar words. We based these
forward-looking statements largely on our current expectations and projections about future events or trends that we
believe may affect our business and financial performance. These forward-looking statements involve known and
unknown risks and uncertainties that may cause our actual results, performance or achievements to materially differ
from any future results, performance or achievements expressed or implied by these forward-looking statements. We
have described in the “Risk Factors” section in our Annual Report on Form 10-K filed with the Securities and
Exchange Commission on November 23, 2015 and elsewhere in this Quarterly Report on Form 10-Q, the material
risks and uncertainties that we believe could cause actual results to differ from these forward-looking statements.
Because forward-looking statements are inherently subject to risks and uncertainties, some of which we cannot
predict or quantify, you should not rely on these forward-looking statements as guarantees of future results,
performance or achievements. The forward-looking statements in this Quarterly Report on Form 10-Q represent our
views as of the date of the filing of this Quarterly Report on Form 10-Q. We undertake no obligation to update
publicly, except to the extent required by law, any forward-looking statements for any reason after the date we file this
Quarterly Report on Form 10-Q with the SEC to conform these statements to actual results or to changes in our
expectations.

Overview

We are an agricultural biotechnology company that develops and markets seeds and traits to produce crops for feed,
forages, sugar and other markets. We use a combination of advanced plant breeding, biotechnology and
bioinformatics to develop seed products and biotechnology traits to address many of the current limitations and future
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challenges facing agriculture. These technology platforms, which can increase crop productivity, improve quality,
reduce crop inputs and improve cultivation on marginal land, have broad application across multiple end markets,
including food, feed, fiber and fuel.

In 2014, we began realigning our business to focus on food and forage opportunities and biotechnology traits for
sugarcane and other crops. Previously, we prioritized our working capital in Brazil, where, since 2010 we focused on
the large-scale evaluation and adoption of sorghum for bioenergy production. We believe that these changes represent
an important step in the transformation of our business as we refocus on our strengths in agricultural technology and
redirect our existing seed products and trait pipelines toward food and feed markets being fueled by global prosperity
growth.

We operate in one segment, and accordingly, our results of operations are presented on a consolidated basis. To date
the majority of our revenue and expense has been denominated in U.S. dollars and Brazilian Real. In fiscal year 2015
there was a benefit to our operating expenses related to the impact of expenses incurred in Brazilian Real as a result of
the strengthening dollar which was offset by increased costs incurred in Brazil.

We generate revenues from product sales, research and development collaboration agreements, government grants and
software and services. We began selling products in 2008 and, while our product sales have been minimal to date, we
expect product sales to eventually become the primary source of our revenues. For the 2016 growing season in North
America, we expect to sell more than 7,500 acres of our Blade forage sorghum seed products compared to more than
4,000 acres planted in 2015. The increase in sales was primarily due to an increase in the number of customers
planting our forage sorghum seeds as well as an increase in the average order size. We expect future product revenues
to include a combination of seed sales and trait fees, similar to current business models used for food crops
incorporating biotech traits. As we continue to develop traits for our products, we expect that a significant portion of
our product revenues will be generated from the sale of seeds that include our traits.

Seed inventory costs are computed on a first-in, first-out basis and valued at the lower of cost or market with any
excess cost recognized during the period within cost of product sales. When inventory costs exceed expected market
value due to obsolescence or lack of demand, inventory write-downs are recorded for the difference between the cost
and the market value in the period based on our evaluation of such inventory.
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We have invested significantly in research, development and technology. For the fiscal years ended August 31, 2015
and 2014, we invested $9.7 million and $14.2 million, respectively, in research and development, with the main
emphasis on breeding and traits. For the nine months ended May 31, 2016 and 2015, we invested $4.3 million and
$7.5 million, respectively, in research and development. Our other operating expenses are related to selling, general
and administrative expenses incurred to establish and build our market presence and business infrastructure.

Our condensed consolidated financial statements have been prepared assuming that we will continue as a going
concern which contemplates the realization of assets and satisfaction of liabilities in the normal course of business.
We expect to incur further losses in the operations of our business and have been dependent on funding our operations
through the issuance and sale of equity securities. Our accumulated deficit as of May 31, 2016 was $338.0 million.
Our cash and cash equivalents of $4.2 million as of May 31, 2016 is not sufficient to enable us to remain in business
beyond August 2016 without raising further capital or significantly curtailing our operations. These circumstances
raise substantial doubt about our ability to continue as a going concern.

Our condensed consolidated financial statements do not include any adjustments that might be necessary should we be
unable to continue as a going concern. Therefore, you should not rely on our consolidated financial statements as an
indication of the amount of proceeds that would be available to satisfy claims of creditors, and potentially be available
for distribution to stockholders, in the event of liquidation.

Historically, we have funded our operations with payments from collaborators and government grants and the
proceeds from issuances of common stock, convertible preferred stock, warrants, convertible notes and debt financing.
We have experienced significant losses as we invested heavily in research and development and selling, general and
administrative expenses, and those costs have exceeded revenues. We will continue to need capital to fund our
research and development projects, to commercialize our products and to provide working capital to fund other
aspects of our business. We are evaluating opportunities to secure additional financing, including the issuance of
equity or debt, sale or divesture of business units, and additional revenues from grants or collaborations. However
there are no assurances that such opportunities will be available or available on terms that are acceptable to the
Company. If we fail to raise sufficient funds and continue to incur losses, our ability to fund our operations, take
advantage of strategic opportunities, develop and commercialize products or technologies, or otherwise respond to
competitive pressures will be significantly limited. If this happens, we may be forced to obtain funds through
collaborative and licensing arrangements that may require us to relinquish commercial rights, grant licenses to our
technology and sell assets on terms that are not favorable to us or delay or terminate research and development
programs or the commercialization of products or significantly curtail or cease our operations.

During the fourth quarter of fiscal year 2015, we announced the continued realignment of our business to focus on
food and forage opportunities and biotechnology traits for sugarcane and other crops. The realignment, which was
substantially completed in February 2016, primarily involved a restructuring of our Brazilian seed operations which
included, among other actions, a workforce reduction that impacted 33 positions in Brazil primarily related to
administration, operations and manufacturing as well as 2 support positions in the United States. We have paid total
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charges of approximately $1.4 million with respect to these reductions, including $1.2 million of one time severance
expenses, and $0.2 million for continuation of salary and benefits until their work was completed. Our Brazilian
operations today are focused on sugarcane trait development activities for the Brazilian sugarcane market. We expect
to save up to approximately $8.0 to $10.0 million in cash in fiscal 2016 as a result of restructuring our operations as
described above. There can be no assurance that we will achieve the cost savings we expect in fiscal 2016 after fully
implementing the realignment plan.

Tender Offer by Land O’Lakes

On June 16, 2016, we, Land O’Lakes, Inc., a cooperative corporation incorporated under the laws of Minnesota (“Land
O’Lakes”), and Roman Merger Sub, Inc., a corporation incorporated under the laws of Delaware (“Merger Sub”) entered
into an Agreement and Plan of Merger (the “Merger Agreement”), pursuant to which Merger Sub commenced on July 1,
2016, a cash tender offer (the “Offer”) to purchase all of the issued and outstanding shares of Company common stock at
a price of $0.40 per share in cash (the “Common Offer Price”), without interest and less any applicable withholding
taxes. Subject to the terms and conditions of the Merger Agreement, following the consummation of the Offer, Merger
Sub will be merged with and into the Company (the “Merger”), with the Company as the surviving corporation as a
wholly-owned subsidiary of Land O’Lakes.

The obligation of Merger Sub to purchase shares of common stock tendered in the Offer is subject to certain
conditions, including, among others, the following: (i) our stockholders shall have validly tendered and not validly
withdrawn in the Offer the number of shares of Company common stock (not including any shares tendered pursuant

to guaranteed delivery procedures that have not yet been received by the depositary for the Offer in full settlement or
satisfaction of such guarantee) which, when added to the shares of Company common stock then owned by Merger
Sub, would represent one shares more than one half of all shares of Company common stock outstanding immediately
prior to the time Merger Sub, for the first time, irrevocably accepts for payment the shares of common stock validly
tendered and not withdrawn pursuant to the Offer (the “Offer Acceptance Time”) (for the avoidance of doubt, including
in the number of shares of Company common stock outstanding immediately prior to the Offer Acceptance Time (a)

to the extent that we have received a notice of conversion with respect to any Preferred Stock prior to the Offer
Acceptance Time, the shares of common stock issuable upon conversion of such Preferred Stock, (b) to the extent that
we have received a notice of conversion with respect to any warrants to purchase shares of Company common stock
(“Company Warrants”) prior to the Offer Acceptance Time, the shares of common stock that we would be required to
issue upon the exercise of such Company Warrants and (c) to the extent that we have received a notice of exercise

with respect to any options to purchase shares of Company common stock (“Company Options”) prior to the Offer
Acceptance Time, the shares of common stock that we would be required to issue upon the exercise of such Company
Options) (the “Minimum Condition”), (ii) the absence of a material adverse effect with respect to the Company and (iii)
certain other customary conditions. The consummation of the Offer is not subject to any financing condition.
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At the effective time of the Merger (the “Effective Time”), each share of Company common stock issued and
outstanding (excluding shares held by a holder who has properly demanded appraisal and otherwise complied with the
provisions of Section 262 of the Delaware General Corporation Law (the “DGCL”) and has not effectively withdrawn or
lost such holder’s rights to appraisal (such shares being referred to collectively as the “Dissenting Shares”)) will be
converted into the right to receive a cash amount equal to the Common Offer Price, without interest thereon (the
“Common Consideration”), subject to any applicable withholding or other taxes and certain other amounts specified in
the Merger Agreement. At the Effective Time, all of the issued and outstanding shares of Preferred Stock (excluding

the Dissenting Shares) will be converted into the right to receive a cash amount equal to $1,000.00 per share in cash,
without interest and subject to any applicable withholding or other taxes and certain other amounts specified in the
Merger Agreement.

At the Effective Time, each outstanding Company Option will be cancelled and converted into the right to receive an
amount in cash (subject to any applicable withholding or other taxes and certain other amounts specified in the Merger
Agreement) equal to the product of (i) the total number of shares of common stock subject to such Company Option
and (ii) the excess, if any, of the Common Consideration over the exercise price of the shares of common stock
previously subject to such Company Option.

We have issued certain restricted shares of common stock under our incentive plans. At the Effective Time, each share
of restricted stock will be cancelled and converted into the right to receive an amount in cash (subject to any
applicable withholding or other taxes and certain other amounts specified in the Merger Agreement) equal to the
Common Consideration payable in connection with the shares of restricted stock.

At the Effective Time, each holder of certain unexpired and unexercised Company Warrants that include provisions
entitling the warrant holder to receive a “Black Scholes Value”, as defined in the applicable warrant agreement (each
such warrant a “BSV Warrant”), will be entitled to receive either (x) an amount of cash equal to the product of (1) the
aggregate number of shares of common stock for which such BSV Warrant was exercisable immediately prior to the
effective time of the Merger and (2) the excess, if any, of the Common Consideration over the per share exercise price
under such BSV Warrant, or (y) at the holder’s option, exercisable at any time concurrently with, or within thirty (30)
days following, the Effective Time, an amount in cash equal to the “Black Scholes Value” calculated pursuant to the
terms of the applicable warrant agreement. At the Effective Time, each unexpired and unexercised Company Warrant
that is not a BSV Warrant will be entitled to receive an amount of cash equal to the product of (I) the aggregate
number of shares of common stock for which such Company Warrant was exercisable immediately prior to the
effective time of the Merger and (II) the excess, if any, of the Common Consideration over the per share exercise price
under such Company Warrant. The aggregate amount payable in connection with the Merger with respect to the
Company Warrants is expected to be approximately $7.2 million.

The Merger will be governed by Section 251(h) of the DGCL, with no stockholder vote required to consummate the
Merger, provided that subject to the terms of the Merger Agreement, under certain circumstances Land O’Lakes may
cause the Merger Agreement to be governed by Section 253 of the DGCL. We have granted to Merger Sub an

37



Edgar Filing: Ceres, Inc. - Form 10-Q

irrevocable option (the “Top-Up Option™), if necessary, to purchase at a price per share equal to the Common Offer
Price from us up to a number of shares of Company common stock (the “Top-Up Shares”) that, when added to the
number shares of Company common stock already owned by Merger Sub as promptly as practicable after the Offer
Acceptance Time, would represent at least ninety percent (90%) of the shares of Company common stock outstanding
immediately after giving effect to the issuance of the Top-Up Shares. Merger Sub will exercise the Top-Up Option as
promptly as practicable after the Offer Acceptance Time if (i) certain specified triggering events occur, (ii) the Offer
Acceptance Time has occurred, (iii) the Minimum Condition has been satisfied, and (iv) Merger Sub does not hold
shares of Company common stock representing at least ninety percent (90%) of the shares of Company common stock
then outstanding. The parties have agreed that if the Top-Up Option is exercised, the parties will use their best efforts
to cause the Merger to be completed in accordance with Section 253 of the DGCL as promptly as possible following
the issuance of the Top-Up Shares on the same day as the closing of the purchase of the Top-Up Shares. At the closing
of the purchase of the Top-Up Shares, the purchase price for the Top-Up Shares shall be paid to the Company, at
Merger Sub’s option, either fully in cash or by (i) paying an amount in cash equal to not less than the aggregate par
value of the Top-Up Shares and (ii) executing and delivering to us a promissory note having a principal amount equal
to the aggregate purchase price of the Top-Up Shares less the amount paid in cash for the Top-Up Shares at the
Top-Up Shares closing.

The Merger Agreement includes customary representations, warranties and covenants of the parties customary for a
transaction of this nature, including covenants (i) to as promptly as reasonably practicable effect all registrations,
filings and submissions required pursuant to the Securities Exchange Act of 1934, as amended (the “Exchange Act”),
and other applicable laws with respect to the Offer and the Merger, (ii) for each of the parties to use their reasonable
best efforts to take, or cause to be taken, all appropriate action to consummate and make effective the Offer, the
Merger and the other transactions contemplated by the Merger Agreement, (iii) for us to conduct its business in the
ordinary course and to be bound by customary restrictions relating to the operation of its business until the effective
time of the Merger or termination of the Merger Agreement, and (iv) for us not to solicit third party proposals relating
to alternative transactions or provide information or enter into discussions in connection with alternative transactions,
subject to exceptions to permit our Board to comply with its fiduciary duties.
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The Merger Agreement includes certain termination provisions for both us and Land O’Lakes and provides that, in
connection with the termination of the Merger Agreement under certain specified circumstances, we may be required
to pay Land O’Lakes a termination fee of $695,000.

The Merger Agreement has been unanimously approved by the our Board and the board of directors of Land O’Lakes,
and our Board has unanimously recommended that the holders of Company common stock tender their shares in the
Offer.

Tender and Support Agreements

In connection with the Merger Agreement, Land O’Lakes and our directors and certain of our officers (the “Supporting
Stockholders™) have entered into tender and support agreements dated as of June 16, 2016 (the “Tender and Support
Agreement”). The Tender and Support Agreements provide, among other things, that the Supporting Stockholders shall
(i) validly tender all of their shares of common stock (other than restricted stock) in the Offer and (ii) vote against and
not consent to any competing acquisition proposal, any extraordinary transaction involving the Company other than
the Merger, or any corporate action that would frustrate, prevent or delay the transactions contemplated by the Merger
Agreement. The Supporting Stockholders have also agreed not to withdraw tendered Common Shares unless Land
O’Lakes terminates the Offer in accordance with the terms of the Merger Agreement, or the Tender and Support
Agreement has been terminated in accordance with its terms. Excluding shares of common stock underlying stock
options, restricted stock and other compensatory awards, the Supporting Stockholders collectively beneficially owned,
in the aggregate, 109,459 shares of common stock as of June 27, 2016 (or approximately 0.41% of all shares of
common stock outstanding as of June 27, 2016). Including shares of common stock which may be issued under stock
options, restricted stock and other compensatory awards which are exercisable for or may become vested and settled
for shares of common stock within 60 days of June 27, 2016, the Supporting Stockholders collectively beneficially
owned, in the aggregate, 284,931 Common Shares as of June 27, 2016 (or approximately 1.05% of the total of all
shares of common stock that are outstanding and all additional shares of common stock that are deemed outstanding
for purposes of calculating the Supporting Stockholders’ percentage ownership in accordance with Rule 13d-3(d)(1)(i)
under the Exchange Act as of June 27, 2016).

Second Amended and Restated Bylaws

On June 16, 2016, our Board approved an amendment and restatement of our bylaws (the “Second Amended and
Restated Bylaws”), effective immediately. The Second Amended and Restated Bylaws amend and restate in their
entirety the Company’s Amended and Restated Bylaws to include a new Article VIII, which, unless the Company
consents in writing, establishes certain Delaware courts as the exclusive forum for certain types of claims involving
the Company.
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Public Offerings

On March 10, 2014, we completed a registered public offering of 2,875,000 shares of common stock (including
375,000 shares purchased by the underwriter upon the exercise in full of their right to purchase up to an additional
375,000 shares to cover over-allotments) at a price to the public of $8.00 per share. We received approximately
$20.8 million of proceeds from the offering, after deducting underwriting discounts and commissions and estimated
offering expenses.

On July 30, 2015, we completed a registered public offering of an aggregate of 1,200,000 shares of common stock,
par value $0.01 per share, of the Company, at an offering price of $1.296 per share for estimated net proceeds of
approximately $1.0 million, after deducting the placement agent fee and related offering expenses. In connection with
the offering, we issued warrants exercisable for one share of common stock for each share purchased at an exercise
price of $1.62 per share. We also issued warrants to purchase an aggregate of 24,000 shares of common stock at an
exercise price of $1.944 per share to the placement agent as part of the placement agent’s compensation.

On August 26, 2015, we completed a registered public offering of an aggregate of 1,598,478 shares of common stock,
par value $0.01 per share, of the Company, at an offering price of $1.22 per share for estimated net proceeds, together
with the concurrent private placement, of approximately $1.7 million, after deducting the placement agent fee and
related offering expenses. In connection with the offering, we issued warrants exercisable for 0.75 shares of common
stock, for an aggregate of 1,198,859 shares of common stock at an exercise price of $1.22 per share. We also issued
warrants to purchase an aggregate of 31,970 shares of common stock at an exercise price of $1.83 per share to the
placement agent as part of the agent's compensation.

On December 17, 2015, the Company completed a public offering consisting of (1) the issuance of an aggregate of
2,905,000 shares of Common Stock and warrants to acquire 2,905,000 shares of common stock, including the partial
exercise of the underwriters’ overallotment option of 2,305,000 shares of common stock and warrants to acquire
2,305,000 shares of common stock, par value $0.01 per share, of the Company, at an offering price of $0.40 per share,
and (2) the issuance of 6,460 shares of preferred stock at an offering price of $1,000 per share convertible into
16,150,000 shares of common stock and (3) the issuance of warrants to purchase 16,150,000 shares of common stock.
The Company received net cash proceeds of approximately $6.3 million, after deducting the placement agent fee and
related offering expenses.
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Critical Accounting Policies and Estimates

Our discussion and analysis of our financial condition and results of operations is based upon our consolidated
financial statements, which have been prepared in accordance with accounting principles generally accepted in the
United States. The preparation of these consolidated financial statements requires us to make estimates and
assumptions that affect the reported amounts of assets, liabilities, revenues, expenses and related disclosures. We base
our estimates and assumptions on historical experience and on various other factors that we believe to be reasonable
under the circumstances. We evaluate our estimates and assumptions on an ongoing basis. The results of our analysis
form the basis for making assumptions about the carrying values of assets and liabilities that are not readily apparent
from other sources. Our actual results may differ from these estimates under different assumptions or conditions.

We believe the following critical accounting policies involve significant areas of management’s judgments and
estimates in the preparation of our financial statements.

Revenue Recognition

Revenues are recognized when the following criteria are met: (1) persuasive evidence of an arrangement exists; (2)
transfer of product or technology has been completed or services have been rendered; (3) the fee is fixed or
determinable; and (4) collectability is reasonably assured. To date, our primary source of revenues has been derived
from research collaborations and government grants and, to a lesser extent, product sales.

Product Sales

Product sales are derived from sales of seeds, trait fees,