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Codexis, Inc.
Condensed Consolidated Balance Sheets

(Unaudited)
(In Thousands)
March 31, December 31,
2014 2013
Assets
Current assets:
Cash and cash equivalents $23,163 $22.130
Marketable securities 1,002 3,005
Accounts receivable, net of allowances of $460 at March 31, 2014 and
December 31, 2013 4,907 5,413
Inventories 2,045 1,487
Prepaid expenses and other current assets 1,730 1,567
Assets held for sale 1,394 2,179
Total current assets 34,241 35,781
Restricted cash 711 711
Non-current marketable securities 1,446 795
Property and equipment, net 7,396 8,446
Intangible assets, net 8,716 9,560
Goodwill 3,241 3,241
Other non-current assets 208 306
Total assets $55,959 $58,840
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable $3,487 $3,961
Accrued compensation 3,638 3,625
Other accrued liabilities 2,699 1,612
Deferred revenues 3,266 2,001
Total current liabilities 13,090 11,199
Deferred revenues, net of current portion 1,398 1,114
Other long-term liabilities 4,900 5,044
Total liabilities 19,388 17,357
Commitments and contingencies (note 10)
Stockholders’ equity:
Preferred stock, $0.0001 par value; 5,000 shares authorized, none issued and
outstanding o o
Common stock, $0.0001 par value; 100,000 shares authorized at March 31,
2014 and December 31, 2013; 38,661 and 38,351 shares issued and 4 4
outstanding at March 31, 2014 and December 31, 2013, respectively
Additional paid-in capital 299,431 298,370
Accumulated other comprehensive income (loss) 370 (32
Accumulated deficit (263,234 ) (256,859
Total stockholders’ equity 36,571 41,483
Total liabilities and stockholders’ equity $55,959 $58,840

See accompanying notes to the unaudited condensed consolidated financial statements
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Codexis, Inc.
Condensed Consolidated Statements of Operations
(Unaudited)
(In Thousands, Except Per Share Amounts)
Three Months Ended March 31,

2014 2013
Revenues:
Biocatalyst products $2,985 $9,137
Biocatalyst research and development 2,146 1,300
Revenue sharing arrangement 1,943 1,044
Total revenues 7,074 11,481
Costs and operating expenses:
Cost of biocatalyst product revenues 2,524 5,665
Research and development 4,834 7,322
Selling, general and administrative 6,112 8,124
Total costs and operating expenses 13,470 21,111
Loss from operations (6,396 ) (9,630
Interest income 9 27
Other expenses (118 ) (85
Loss before income taxes (6,505 ) (9,688
Benefit from income taxes (130 ) (65
Net loss $(6,375 ) $(9,623
Net loss per share, basic and diluted $(0.17 ) $(0.25
Weighted average common shares used in computing net loss per share, 38.506 37.842

basic and diluted

See accompanying notes to the unaudited condensed consolidated financial statements
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Codexis, Inc.
Condensed Consolidated Statements of Comprehensive Loss

(Unaudited)

(In Thousands)
Three Months Ended March 31,
2014 2013

Net loss $(6,375 ) $(9,623

Other comprehensive income:
Unrealized gain on marketable securities, net of tax of $248 and $123 for the

three months ended March 31, 2014 and 2013, respectively 402 192
Other comprehensive income 402 192
Total comprehensive loss $(5,973 ) $(9,431

See accompanying notes to the unaudited condensed consolidated financial statements
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Codexis, Inc.
Condensed Consolidated Statements of Cash Flows

(Unaudited)
(In Thousands)
Three Months Ended March 31,
2014 2013

Operating activities:
Net loss $(6,375 ) $(9,623 )
Adjustments to reconcile net loss to net cash used in operating activities:
Amortization of intangible assets 844 844
Depreciation and amortization of property and equipment 1,016 1,798

(Gain) loss on disposal of property and equipment (66 ) 108
Gain on sale of Hungarian subsidiary (760 ) —
Stock-based compensation 1,229 1,472
(Accretion of discount) amortization of premium on marketable securities 1 43 )
Changes in operating assets and liabilities:
Accounts receivable 550 133
Inventories (557 ) (384 )
Prepaid expenses and other current assets (813 ) 1,301
Other assets 8 (464 )
Accounts payable (472 ) 792
Accrued compensation 162 656
Other accrued liabilities 1,279 (2,197 )
Deferred revenues 1,549 2,120
Net cash used in operating activities (2,405 ) (3,487 )
Investing activities:
Purchase of property and equipment (21 ) (48 )
Proceeds from maturities of marketable securities 2,000 2,500
Proceeds from sale of Hungarian subsidiary, net of selling costs 1,500 —
Proceeds from the sale of assets held for sale 10 —
Proceeds from sale of property and equipment 117 —
Net cash provided by investing activities 3,606 2,452
Financing activities:
Proceeds from exercises of stock options 62 263
Taxes paid related to net share settlement of equity awards (230 ) —
Net cash provided by (used in) financing activities (168 ) 263
Net increase (decrease) in cash and cash equivalents 1,033 (772 )
Cash and cash equivalents at the beginning of the period 22,130 32,003
Cash and cash equivalents at the end of the period $23,163 $31,231

See accompanying notes to the unaudited condensed consolidated financial statements
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Notes to Condensed Consolidated Financial Statements
(Unaudited)

1. Description of Business

Codexis, Inc. (the “Company”’) was incorporated in the State of Delaware in January 2002. The Company develops
biocatalysts for the pharmaceutical and fine chemicals market. Its proven technologies enable scale-up and
implementation of biocatalytic solutions to meet customer needs for rapid, cost-effective and sustainable process
development, from research to manufacturing.

Biocatalysts are enzymes or microbes that initiate and/or accelerate chemical reactions. Manufacturers have
historically used naturally occurring biocatalysts to produce many goods used in everyday life. However, inherent
limitations in naturally occurring biocatalysts have restricted their commercial use. The Company’s proprietary
technology platform is able to overcome many of these limitations, allowing us to evolve and optimize biocatalysts to
perform specific and desired chemical reactions at commercial scale.

The Company has commercialized its technology and products in the pharmaceuticals market, which is the Company’s
primary business focus. The Company’s pharmaceutical customers, which include several of the largest global
pharmaceutical companies, use the Company’s technology, products and services in their manufacturing process
development, including in the production of some of the world's bestselling and fastest growing drugs.

The Company has recently begun to use its technology to develop biocatalysts for use in the fine chemicals market.
The fine chemicals market is similar to the Company’s pharmaceutical business and consists of several large market
segments, including food, animal feed, polymers, flavors and fragrances and agricultural chemicals.

The Company creates its biocatalyst products by applying its CodeEvolver® directed evolution technology platform,
which introduces genetic mutations into microorganisms, giving rise to changes in the enzymes that they produce.
Once the Company identifies potentially beneficial mutations, it tests combinations of these mutations until it has
created variant enzymes that exhibit marketable performance characteristics superior to competitive products. This
process allows the Company to make continuous, efficient improvements to the performance of its enzymes.

In these Notes to Consolidated Financial Statements, the “Company” refers to Codexis, Inc. and its subsidiaries on a
consolidated basis.

2. Basis of Presentation and Summary of Significant Accounting Policies

Basis of Presentation and Principles of Consolidation

The accompanying condensed consolidated financial statements have been prepared in accordance with accounting
principles generally accepted in the United States of America (“GAAP”) and the applicable rules and regulations of the
Securities and Exchange Commission (“SEC”) for interim financial information. Accordingly, they do not include all of
the information and notes required by GAAP for complete financial statements. These interim condensed consolidated
financial statements should be read in conjunction with the consolidated financial statements and notes thereto
contained in the Company's Annual Report on Form 10-K for the year ended December 31, 2013. The condensed
consolidated balance sheet at December 31, 2013 has been derived from the audited consolidated financial statements
at that date, but does not include all disclosures including notes required by GAAP for complete financial statements.
The unaudited interim condensed consolidated financial statements have been prepared on the same basis as the
audited consolidated financial statements and, in the opinion of management, reflect all adjustments of a normal
recurring nature considered necessary to present fairly its financial position as of March 31, 2014 and results of its
operations, comprehensive loss and cash flows for the three months ended March 31, 2014 and 2013. The interim
results are not necessarily indicative of the results for any future interim period or for the entire year. Certain prior
period amounts have been reclassified to conform to current period presentation.

The unaudited interim condensed consolidated financial statements include the amounts of Codexis, Inc. and its
wholly-owned subsidiaries in the United States, Brazil, Hungary (through the sale date of March 13, 2014), India,
Mauritius, The Netherlands and Singapore. All significant intercompany balances and transactions have been
eliminated in consolidation.
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Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities, disclosures of contingent liabilities at the date of
the condensed consolidated financial statements, and the reported amounts of revenues and expenses during the
reporting period. The Company's management regularly assesses these estimates which primarily affect revenue
recognition, the valuation of marketable securities and accounts receivable, held for sale assets, intangible assets,
goodwill arising out of business acquisitions, inventories, accrued liabilities, stock awards and the valuation
allowances associated with deferred tax assets. Actual results could differ from those estimates and such differences
may be material to the condensed consolidated financial statements.

Foreign Currency Translation

The assets and liabilities of foreign subsidiaries, where the local currency is the functional currency, are translated
from their respective functional currencies into United States dollars at the exchange rates in effect at the balance
sheet date, with resulting foreign currency translation adjustments recorded in the consolidated statement of
comprehensive loss. Revenue and expense amounts are translated at average rates during the period.

Where the United States dollar is the functional currency, nonmonetary assets and liabilities originally acquired or
assumed in other currencies are recorded in United States dollars at the exchange rates in effect at the date they were
acquired or assumed. Monetary assets and liabilities denominated in other currencies are translated into United States
dollars at the exchange rates in effect at the balance sheet date. Translation adjustments are recorded in interest
expense and other, net in the accompanying condensed consolidated statements of operations. Gains and losses
realized from transactions, including intercompany balances not considered as permanent investments, denominated in
currencies other than an entity’s functional currency, are included in interest expense and other, net in the
accompanying consolidated statements of operations.

Concentrations of Credit Risk

Financial instruments that potentially subject the Company to significant concentrations of credit risk consist
primarily of cash and cash equivalents, marketable securities, accounts receivable and restricted cash. Cash and cash
equivalents, marketable securities and restricted cash are invested through banks and other financial institutions in the
United States, as well as in other foreign countries. Such deposits may be in excess of insured limits.

Credit risk with respect to accounts receivable exists to the extent of amounts presented in the condensed consolidated
financial statements. The Company estimates an allowance for doubtful accounts through specific identification of
potentially uncollectible accounts receivable based on an analysis of its accounts receivable aging. Uncollectible
accounts receivable are written off against the allowance for doubtful accounts when all efforts to collect them have
been exhausted. Recoveries are recognized when they are received. Actual collection losses may differ from its
estimates and could be material to its consolidated financial position, results of operations, and cash flows.

The Company's top five customers accounted for 90% and 94% of the Company's total revenues for the three months
ended March 31, 2014 and 2013, respectively. Major customers that represented more than 10% of total Company
revenue for the three months ended March 31, 2014 were Novartis at 28%, Exela at 27% and Merck at 22%. Major
customers that represented more than 10% of total Company revenue for the three months ended March 31, 2013 were
Merck at 41%, Arch at 19%, Novartis at 12% and Pfizer at 12%.

Accounts receivable balances for customers that represented more than 10% of accounts receivable as of March 31,
2014 were Novartis at 40%, Exela at 15% and Merck at 14%. Novartis had a balance of 50% of the Company's
accounts receivable as of December 31, 2013.

Fair Value of Financial Instruments

The carrying amounts of certain of the Company's financial instruments, including cash and cash equivalents,
restricted cash, accounts receivable and accounts payable, approximate fair value due to their short maturities.

Fair value is considered to be the price at which an asset could be exchanged or a liability transferred (an exit price) in
an orderly transaction between knowledgeable, willing parties in the principal or most advantageous market for the
asset or liability. Where available, fair value is based on or derived from observable market prices or other observable
inputs. Where observable prices or inputs are not available, valuation models are applied. These valuation techniques
involve some level of management estimation and judgment, the degree of which is dependent on the price
transparency for the instruments and the instruments’ complexity.

10
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Cash, Cash Equivalents and Marketable Securities

The Company considers all highly liquid investments with maturity dates of three months or less at the date of
purchase to be cash equivalents. Cash and cash equivalents consist of cash on deposit with banks and money market
funds. The majority of cash and cash equivalents are maintained with major financial institutions in North America.
Deposits with these financial institutions may exceed the amount of insurance provided on such deposits. Marketable
securities included in current assets are comprised of corporate bonds. The Company's investment in common shares
of CO, Solutions Inc. (“CQ Solutions”) is included in non-current marketable securities.

The Company performs separate evaluations of impaired debt and equity securities to determine if the unrealized
losses as of the balance sheet date are other-than-temporary impairment.

For the Company's investments in equity securities, its evaluation considers a number of factors including, but not
limited to, the length of time and extent to which the fair value has been less than cost, the financial condition and
near term prospects of the issuer, and its management’s ability and intent to hold the securities until fair value recovers.
The assessment of the ability and intent to hold these securities to recovery focuses on its current and forecasted
liquidity requirements and capital requirements. As of March 31, 2014, there were no unrealized losses related to the
Company's equity securities.

For the Company's investments in debt securities, management determines whether it intends to sell or if it is
more-likely-than-not that the Company will be required to sell impaired securities. This determination considers
current and forecasted liquidity requirements and capital requirements. For all impaired debt securities for which there
was no intent or expected requirement to sell, the evaluation considers all available evidence to assess whether it is
likely the amortized cost value will be recovered. The Company conducts a regular assessment of its debt securities
with unrealized losses to determine whether the securities have other-than-temporary impairment considering, among
other factors, the nature of the securities, credit rating or financial condition of the issuer, the extent and duration of
the unrealized loss, expected cash flows of underlying collateral and market conditions. As of March 31, 2014, there
were no unrealized losses related to the Company's debt securities.

The Company's investments in debt and equity securities are classified as available-for-sale and are carried at fair
value. Unrealized gains and losses are reported on the condensed consolidated statement of comprehensive loss unless
considered other-than-temporary. Amortization of purchase premiums and accretion of purchase discounts, realized
gains and losses of debt securities and declines in value deemed to be other than temporary, if any, are included in
interest income or other expenses. The cost of securities sold is based on the specific-identification method. There
were no significant realized gains or losses from sales of marketable securities during the three months ended

March 31, 2014 and 2013.

Impairment of Long-Lived Assets and Intangible Assets

Long-lived and intangible assets with finite lives are reviewed for impairment whenever events or changes in
circumstances indicate the carrying amount of an asset may not be recoverable. Recoverability of these assets is
measured by comparison of their carrying amounts to future undiscounted cash flows the assets are expected to
generate.

The Company's intangible assets with finite lives consist of customer relationships, developed core technology, trade
names, and the intellectual property (“IP”) rights associated with the acquisition of Maxygen Inc.'s ("Maxygen")
directed evolution technology in 2010. Intangible assets were recorded at their fair values at the date the Company
acquired the assets and, for those assets having finite useful lives, are amortized using the straight-line method over
their estimated useful lives. The Company's long-lived assets include property, plant and equipment, and other
non-current assets.

The Company determined that it has a single entity wide asset group (“Asset Group”). The directed evolution
technology patent portfolio acquired from Maxygen (“Core IP”) is the most significant component of the Asset Group
since it is the base technology for all aspects of the Company's research and development activities, and represents the
basis for all of the Company's identifiable cash flow generating capacity. Consequently, the Company does not believe
that identification of independent cash flows associated with its long-lived assets is currently possible at any lower
level than the Asset Group.

The Core IP is the only finite-lived intangible asset on the Company's consolidated balance sheet as of March 31,
2014 and is considered the primary asset within the Asset Group. There has been no significant change in the

12
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utilization or estimated life of the Core IP since the Company acquired the technology patent portfolio from Maxygen.
The carrying value of the Company's long-lived assets in the Asset Group may not be recoverable based upon the
existence of one or more indicators of impairment which could include: a significant decrease in the market price of
the Company's common stock; current period cash flow losses or operating losses combined with a history of losses
or a forecast of continuing losses associated with the use of the assets; slower growth rates in the Company's industry;
significant adverse changes in the business climate or legal factors; accumulation of costs significantly in excess of the
amount originally expected for the

9
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acquisition or construction of the assets; loss of significant customers or partners; or the current expectation that the
assets will more likely than not be sold or disposed of significantly before the end of their estimated useful life.

The Company evaluates recoverability of its long-lived assets and intangible assets based on the sum of the
undiscounted cash flows expected to result from the use, and the eventual disposal of, the Asset Group. The Company
makes estimates and judgments about the future undiscounted cash flows over the remaining useful life of the Asset
Group. The Company's anticipated future cash flows include its estimates of existing or in process product revenues,
production and operating costs, future capital expenditures, working capital needs, and assumptions regarding the
ultimate sale of the Asset Group at the end of the life of the primary asset. The useful life of the Asset Group was
based on the estimated useful life of the Core IP, the primary asset at the time of acquisition. There has been no
change in the estimated useful life of the Asset Group. Although the Company's cash flow forecasts are based on
assumptions that are consistent with our plans, there is significant judgment involved in determining the cash flows
attributable to the Asset Group over its estimated remaining useful life.

In the fourth quarter of 2013, the Company determined that its continued annual operating losses and a decline in
market price of the Company’s common stock, reduced anticipated future cash flows related to potential CodeXymé&
cellulase enzyme and CodeXol® detergent alcohols transactions and reduced future revenue growth to reflect the
Company’s most recent outlook were indicators of impairment. As a result, the Company undertook an impairment
analysis in the fourth quarter of 2013.

The results of the Company's fourth quarter 2013 impairment analysis indicated that the undiscounted cash flows for
the Asset Group were greater than the carrying value of the Asset Group by approximately 37%. Based on the results
obtained, the Company determined there was no impairment of the Company's intangible assets as of December 31,
2013.

During the first quarter of 2014, the Company made no changes to the underlying forecasts nor did the Company
identify any additional indicators of potential impairment or other new information that would have a material impact
on the forecast or the impairment analysis prepared as of December 31, 2013.

Valuation of Goodwill

The Company reviews goodwill impairment annually in the fourth quarter of each of its fiscal years and whenever
events or changes in circumstances indicate the carrying value of goodwill may not be recoverable.

The Company determined that it has only one operating segment and reporting unit under the criteria in ASC 280,
Segment Reporting. Accordingly, the Company's review of goodwill impairment indicators is performed at the
Company level.

The goodwill impairment test consists of a two-step process. The first step of the goodwill impairment test, used to
identify potential impairment, compares the fair value of the reporting unit to its carrying value. If the fair value of the
reporting unit exceeds its carrying amount, goodwill of the reporting unit is considered not impaired, and the second
step of the impairment test is not required.

The Company uses its market capitalization as an indicator of fair value. The Company believes that since its
reporting unit is publicly traded, the ability of a controlling stockholder to benefit from synergies and other intangible
assets that arise from control might cause the fair value of the Company's reporting unit as a whole to exceed its
market capitalization. However, the Company believes that the fair value measurement need not be based solely on
the quoted market price of an individual share of the Company's common stock, but also can consider the impact of a
control premium in measuring the fair value of its reporting unit.

If the Company were to use an income approach it would establish a fair value by estimating the present value of its
projected future cash flows expected to be generated from its business. The discount rate applied to the projected
future cash flows to arrive at the present value would be intended to reflect all risks of ownership and the associated
risks of realizing the stream of projected future cash flows. The Company's discounted cash flow methodology would
consider projections of financial performance for a period of several years combined with an estimated residual value.
The most significant assumptions it would use in a discounted cash flow methodology are the discount rate, the
residual value and expected future revenues, gross margins and operating costs, along with considering any implied
control premium.

Should the Company's market capitalization be less than the total stockholder's equity as of the Company's annual test
date or as of any interim impairment testing date, the Company would also consider market comparables, recent trends

14
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in the Company's stock price over a reasonable period and, if appropriate, use an income approach to determine
whether the fair value of its reporting unit is greater than the carrying amount.

The second step, if required, compares the implied fair value of the reporting unit goodwill with the carrying amount
of that goodwill. If the carrying amount of the reporting unit's goodwill exceeds its implied fair value, an impairment
charge is

10
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recognized in an amount equal to that excess. Implied fair value is the excess of the fair value of the reporting unit
over the fair value of all identified assets and liabilities. The Company bases its fair value estimates on assumptions it
believes to be reasonable. Actual future results may differ from those estimates.

Goodwill was tested for impairment in the fourth quarter of 2013. The Company concluded that the fair value of the
reporting unit exceeded the carrying value and no impairment existed. No impairment charges were recorded during
the year ended December 31, 2013. During the first quarter of 2014, the Company did not identify any indicators of
impairment that would indicate that the carrying value of goodwill may not be recoverable.

Restricted Cash

Restricted cash consisted of amounts invested in money market accounts primarily for purposes of securing a standby
letter of credit as collateral for the Company's Redwood City, California facility lease agreement.

Revenue Recognition

Revenues are recognized when the four basic revenue recognition criteria are met: (1) persuasive evidence of an
arrangement exists; (2) products have been delivered, transfer of technology has been completed or services have been
rendered; (3) the fee is fixed or determinable; and (4) collectability is reasonably assured.

The Company's primary sources of revenues consist of biocatalyst product revenues, biocatalyst research and
development agreements and revenue sharing arrangements. Biocatalyst research and development agreements
typically provide the Company with multiple revenue streams, including up-front fees for licensing, exclusivity and
technology access, fees for full time employee ("FTE") services and the potential to earn milestone payments upon
achievement of contractual criteria and royalty fees based on future product sales or cost savings achieved by the
Company's customers.

For each source of biocatalyst research and development revenues, biocatalyst product revenues and revenue sharing
revenues, the Company applies the following revenue recognition criteria:

Biocatalyst product revenues are recognized once passage of title and risk of loss has occurred and contractually
specified acceptance criteria, if any, have been met, provided all other revenue recognition criteria have also been met.
Product revenues consist of sales of biocatalyst intermediates, active pharmaceutical ingredients and Codex
Biocatalyst Panels and Kits. Cost of product revenues includes both internal and third party fixed and variable costs
including amortization of purchased technology, materials and supplies, labor, facilities and other overhead costs
associated with the Company's biocatalyst product revenues.

Revenue sharing arrangement revenues are recognized based upon sales of licensed products by the Company's
revenue share partner Exela (see Note 9 "Related Party Transactions"). Revenue share amounts received are net of
product and selling costs. The Company bases its estimates of earned revenue on notification from its revenue share
partner of the Company’s share of net profit based on the contractual percentage from the sale of licensed product. The
Company bases its estimates on notification of the sale of revenue sharing products and related costs by its revenue
share partner.

Up-front fees received in connection with biocatalyst research and development agreements, including license fees,
technology access fees, and exclusivity fees, are deferred upon receipt, are not considered a separate unit of
accounting and are recognized as revenues over the relevant performance periods related to the combined units of
accounting appropriate for each customer arrangement.

Revenues related to FTE services recognized as research services are performed over the related performance periods
for each contract. The Company performs biocatalyst research and development activities as specified in each
respective customer agreement. The payments received are not refundable and are based on a contractual
reimbursement rate per FTE working on the project. When up-front payments are combined with FTE services in a
single unit of accounting, the Company recognizes the up-front payments using the proportionate performance method
of revenue recognition based upon the actual amount of research and development labor hours incurred relative to the
amount of the total expected labor hours to be incurred by the Company, up to the amount of cash received. In cases
where the planned levels of research services fluctuate substantially over the research term, the Company is required
to make estimates of the total hours required to perform the Company's obligations. Research and development
expenses related to FTE services under the collaborative research and development agreements approximate the
research funding over the term of the respective agreements.

16



Edgar Filing: CODEXIS INC - Form 10-Q

A payment that is contingent upon the achievement of a substantive milestone is recognized in its entirety in the
period in which the milestone is achieved. A milestone is an event (i) that can only be achieved based in whole or in
part on either the Company's performance or on the occurrence of a specific outcome resulting from its performance,
(i) for which there is substantive uncertainty at the date the arrangement is entered into that the event will be
achieved, and (iii) results in additional

11
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payments being due to the Company. Milestones are considered substantive when the consideration earned from the
achievement of the milestone (i) is commensurate with either the Company's performance to achieve the milestone or
the enhancement of value of the item delivered as a result of a specific outcome resulting from its performance, (ii)
relates solely to past performance, and (iii) is reasonable relative to all deliverable and payment terms in the
arrangement.

Other payments received for which such payments are contingent solely upon the passage of time or the result of a
collaborative partner’s performance are recognized as revenue when earned in accordance with the contract terms and
when such payments can be reasonably estimated and collectability is reasonably assured.

The Company recognizes revenues from royalties based on licensees’ sales of products using the Company's
technologies. Royalties are recognized as earned in accordance with the contract terms when royalties from licensees
can be reasonably estimated and collectability is reasonably assured. The Company bases its estimates on notification
the sale of licensed products from licensees.

Through 2012, the Company received payments from government entities for work performed in the form of
government awards. Government awards are agreements that generally provide the Company with cost reimbursement
for certain types of expenditures in return for research and development activities over a contractually defined period.
Revenues from government awards are recognized in the period during which the related costs are incurred, provided
that the conditions under which the government awards were provided have been met and the Company has only
perfunctory obligations outstanding.

Shipping and handling costs charged to customers are recorded as revenues. Shipping costs are included in the
Company's cost of biocatalyst products revenues. Such charges were not significant in any of the periods presented.
Income Taxes

The Company uses the liability method of accounting for income taxes, whereby deferred tax assets or liability
account balances are calculated at the balance sheet date using current tax laws and rates in effect for the year in
which the differences are expected to affect taxable income. Valuation allowances are provided when necessary to
reduce deferred tax assets to the amount that will more likely than not be realized.

The Company makes certain estimates and judgments in determining income tax expense for financial statement
purposes. These estimates and judgments occur in the calculation of tax credits, benefits and deductions and in the
calculation of certain tax assets and liabilities, which arise from differences in the timing of recognition of revenues
and expenses for tax and financial statement purposes. Significant changes to these estimates may result in an increase
or decrease to the Company's tax provision in a subsequent period.

In assessing the realizability of deferred tax assets, the Company considers whether it is more likely than not that
some portion or all of the deferred tax assets will be realized on a jurisdiction by jurisdiction basis. The ultimate
realization of deferred tax assets is dependent upon the generation of taxable income in the future. The Company has
recorded a deferred tax asset in jurisdictions where ultimate realization of deferred tax assets is more likely than not to
occur.

The Company makes estimates and judgments about its future taxable income that are based on assumptions that are
consistent with its plans and estimates. Should the actual amounts differ from its estimates, the amount of its valuation
allowance could be materially impacted. Any adjustment to the deferred tax asset valuation allowance would be
recorded in the income statement for the periods in which the adjustment is determined to be required. With the sale of
the Hungarian subsidiary during the quarter ended March 31, 2014, the related net operating losses and other tax
attributes are no longer available to the Company. The related deferred tax assets had a full valuation allowance and,
as a result, their removal did not have a material impact to the financial statements.

The Company accounts for uncertainty in income taxes as required by the provisions of ASC Topic 740, Income
Taxes, which clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s financial statemen