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PART I

ITEM 1. FINANCIAL STATEMENTS

Amyris, Inc.

Condensed Consolidated Balance Sheets

(In Thousands, Except Shares and Per Share Amounts)

(Unaudited)

Assets

Current assets:

Cash and cash equivalents

Restricted cash

Short-term investments

Accounts receivable, net of allowance of $479 and $479, respectively
Related party accounts receivable, net of allowance of $410 and $490, respectively
Inventories, net

Prepaid expenses and other current assets
Total current assets

Property, plant and equipment, net
Restricted cash

Equity and loans in affiliates

Other assets

Goodwill and intangible assets

Total assets

Liabilities and Stockholders' Deficit
Current liabilities:

Accounts payable

Deferred revenue

Accrued and other current liabilities
Capital lease obligation, current portion
Debt, current portion

Related party debt

Total current liabilities

Capital lease obligation, net of current portion
Long-term debt, net of current portion
Related party debt

Deferred rent, net of current portion
Deferred revenue, net of current portion
Derivative liabilities

Other liabilities

Total liabilities

June 30,
2016

$822
275
1,685
4,070
587
9,996
4,043
21,478
65,200
5,958
34
12,633
560

$105,863

$9,808
7,717
30,858
1,370
54,421
25,558
129,732
99
62,150
39,263
9,338
4,469
6,752
3,244
255,047

December
31,2015

$11,992
216
1,520
4,004
1,176
10,886
4,583
34,377
59,797
957
68
10,357
560

$106,116

$7,943
6,509
24,268
523
36,281
75,524
176
72,854
42,839
9,682
4,469
51,439
7,589
264,572
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Mezzanine equity

Contingently redeemable common stock 5,000 —
Commitments and contingencies (Note 6)

Stockholders’ deficit:

Preferred stock - $0.0001 par value, 5,000,000 shares authorized, none issued and

outstanding

Common stock - $0.0001 par value, 500,000,000 and 400,000,000 shares authorized as of

June 30, 2016 and December 31, 2015, respectively; 228,418,370 and 206,130,282 shares 22 21

issued and outstanding as of June 30, 2016 and December 31, 2015, respectively

Additional paid-in capital 949,803 926,216
Accumulated other comprehensive loss (37,917 ) 47,198 )
Accumulated deficit (1,065,978) (1,037,104)
Total Amyris, Inc. stockholders’ deficit (154,070 ) (158,065 )
Noncontrolling interest (114 ) (391 )
Total stockholders' deficit (154,184 ) (158,456 )
Total liabilities, mezzanine equity and stockholders' deficit $105,863 $106,116

See the accompanying notes to the unaudited condensed consolidated financial statements.
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Amyris, Inc.
Condensed Consolidated Statements of Operations

(In Thousands, Except Shares and Per Share Amounts)

(Unaudited)
Three Months Ended June 30, Six Months Ended June 30,
2016 2015 2016 2015
Revenues
Renewable product sales $4,922 $3,340 $8,062 $5,435
Grants and collaborations revenue 4,677 4,503 10,347 10,280
Total revenues 9,599 7,843 18,409 15,715
Cost and operating expenses
Cost of products sold 7,891 10,959 19,068 17,602
Research and development 13,176 11,168 25,082 23,178
Sales, general and administrative 11,408 14,375 23,674 28,756
Total cost and operating expenses 32,475 36,502 67,824 69,536
Loss from operations (22,876 ) (28,659 ) (49415 ) (53,821 )
Other income (expense):
Interest income 82 58 139 144
Interest expense (9,704 ) (45,986 ) (18,062 ) (54,468 )
Galn (loss) from change in fair value of derivative 20,934 28.834 42,612 11,422
instruments
Loss upon extinguishment of debt (433 ) — (649 ) —
Other expense, net (1,431 ) (667 ) (3,246 ) (1,036 )
Total other income (expense) 9,448 (17,761 ) 20,794 (43,938 )
Lo§§ before income taxes and loss from investments in (13428 ) (46420 ) (28.621 ) (97759 )
affiliates
Provision for income taxes (138 ) (121 ) (253 ) (236 )
Net loss before loss from investments in affiliates (13,566 ) (46,541 ) (28,874 ) (97,995 )
Loss from investments in affiliates — (621 ) — (1,429 )
Net loss (13,566 ) 47,162 ) (28,874 ) (99,424 )
Net loss attributable to noncontrolling interest — 32 — 54

Net loss attributable to Amyris, Inc. common $(13.566 ) $(47.130 ) $(28.874 ) $(99.370 )

stockholders

Net loss per share attributable to common stockholders:

Basic $(0.06 ) $(0.59 ) $(0.13 ) $(1.25 )
Diluted $(0.11 ) $(0.62 ) $(0.23 ) $(1.25 )

Weighted-average shares of common stock outstanding
used in computing net loss per share of common stock:
Basic 223,112,019 80,041,152 216,393,705 79,633,864
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Diluted 262,896,140 87,421,439 258,809,405 79,633,864

See the accompanying notes to the unaudited condensed consolidated financial statements.
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Amyris, Inc.
Condensed Consolidated Statements of Comprehensive Loss
(In Thousands)

(Unaudited)

Comprehensive loss:

Net loss

Foreign currency translation adjustment, net of tax

Total comprehensive loss

Loss attributable to noncontrolling interest

Foreign currency translation adjustment attributable to noncontrolling
interest

Comprehensive loss attributable to Amyris, Inc.

Three Months Ended Six Months Ended
June 30, June 30,
2016 2015 2016 2015

$(13,566) $(47,162) $(28,874) $(99,424 )
4,593 3,142 9,281 (8,103 )
(8,973 ) (44,020) (19,593) (107,527)
— 32 — 54

— 19 — (248 )
$(8,973 ) $(43,969) $(19,593) $(107,721)

See the accompanying notes to the unaudited condensed consolidated financial statements.
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Condensed Consolidated Statements of Stockholders’ Deficit and Mezzanine Equity

(In Thousands, Except Shares)

(Unaudited)

December 31, 2015
Issuance of common
stock upon exercise
of stock options, net
of restricted stock
Issuance of common
stock upon
conversion of debt
Issuance of common
stock for settlement
of debt principal
payments

Issuance of warrants
with debt private
placement

Shares issued from
restricted stock
settlement
Stock-based
compensation
Contribution upon

Shares

206,130,282 $21

134

8,219,876

8,490,725

964,566

restructuring of Fuels —

IV

Issuance of
contingently
redeemable common
stock

Shares issued upon
ESPP purchase
Acquisition of
noncontrolling
interest

4,385,964

226,823

Common Stock

Additional
AmounPaid-in
Capital

$926,216

1 8,637

3,289

3,971

(201 )

3,840

4,251

123

(323 )

Accumulated
Accumulated Other Noncontrolllingal Mezzanine
Deficit Comprehensivaterest ~ Deficit Equity
Loss
$(1,037,104) $ (47,198 ) $ (391 ) $(158,456) $—

8,638 —

3,289 —

3,971 —

(201 ) —

3,840 —

4,251 —

5,000

123 —

277 (46

10
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Foreign currency

translation — — — 9,281 9,281 —
adjustment

Net loss — — — (28,874 ) — — (28,874 ) —
June 30, 2016 228,418,370 $22 $949,803 $(1,065,978) $(37,917 ) $ (114 ) $(154,184) $5,000

See the accompanying notes to the unaudited condensed consolidated financial statements.
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Amyris, Inc.
Condensed Consolidated Statements of Cash Flows
(In Thousands)

(Unaudited)

Operating activities
Net loss

Adjustments to reconcile net loss to net cash used in operating activities:

Depreciation and amortization

(Gain)/loss on disposal of property, plant and equipment
Stock-based compensation

Amortization of debt discount and issuance costs

Loss upon extinguishment of debt

Change in fair value of derivative instruments

Loss on foreign currency exchange rates

Loss from investments in affiliates

Changes in assets and liabilities:

Accounts receivable

Related party accounts receivable

Inventories, net

Prepaid expenses and other assets

Accounts payable

Accrued and other liabilities

Deferred revenue

Deferred rent

Net cash used in operating activities

Investing activities

Purchase of short-term investments

Maturities of short-term investments

Change in restricted cash

Change in restricted cash related to contingently redeemable equity
Purchases of property, plant and equipment, net of disposals
Net cash used in investing activities

Financing activities

Proceeds from exercise of common stock, net of repurchase
Employees' taxes paid upon vesting of restricted stock units
Proceeds from issuance of contingently redeemable equity

Six Months Ended
June 30,
2016 2015

$(28,874) $(99,424)

5,720
(122 )
3,840
7,415
649
(42,612)
1,083

(183 )
587
1,910
1,695
1,190
8,132
939

344 )
(38,975)

(2,366 )
2,585

7
(5,000 )
(400 )
(5,174 )

123
(201 )
5,000

6,840
101
4,708
43,144

(11,422)

1,429

6,023
174
3,352
(2,298 )
2,966
6,715
5,143
242 )
(32,791)

(1,175 )
1,195

1o )
(1,812 )
(2,873 )

313 )
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Principal payments on capital leases

Proceeds from debt issued, net of discounts and issuance costs
Proceeds from debt issued to related parties

Principal payments on debt

Net cash provided by financing activities

Effect of exchange rate changes on cash and cash equivalents
Net decrease in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

(506 )
9,950
25,000
(6,573 )
32,793
186
(11,170)
11,992
$822

432 )
10,850
(6,596 )
5,544
(1,049 )
(31,169)
42,047
$10,878
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Amyris, Inc.
Condensed Consolidated Statements of Cash Flows—(Continued)

(In Thousands)

Six Months
Ended June 30,

2016
Supplemental disclosures of cash flow information:

2015

Cash paid for interest $3,735 $4,957
Supplemental disclosures of non-cash investing and financing activities:

Acquisitions of property, plant and equipment under accounts payable, accrued liabilities and notes $(521 ) $—
payable

Financing of equipment $1,276 $303
Financing of insurance premium under notes payable $(315 ) $@61 )
Interest capitalized to debt $2,052 $6,354
Issuance of common stock upon conversion of debt $8,638 $—
Issuance of common stock for settlement of debt principal payments $3,289 $—
Cancellation of debt and accrued interest on disposal of interest in affiliate $4,252 $—
Non-cash investment in joint venture $600 $401 )

See the accompanying notes to the unaudited condensed consolidated financial statements.
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Amyris, Inc.

Notes to Unaudited Condensed Consolidated Financial Statements

1. The Company

Amyris, Inc. (or "the Company") was incorporated in California on July 17, 2003 and reincorporated in Delaware on
June 10, 2010 for the purpose of leveraging breakthroughs in bioscience technology to develop and provide renewable
compounds for a variety of markets. The Company is currently applying its industrial synthetic biology platform to
engineer, manufacture and sell high performance, low cost products into a variety of consumer and industrial markets,
including cosmetics, flavors & fragrances (or "F&F"), solvents and cleaners, polymers, lubricants, healthcare products
and fuels, and it is seeking to apply its technology to the development of pharmaceutical products. The Company's
first commercialization efforts have been focused on a renewable hydrocarbon molecule called farnesene (Biofene®),
which forms the basis for a wide range of products including emollients, flavors and fragrance oils and diesel fuel.
While the Company's platform is able to use a wide variety of feedstocks, the Company has focused on Brazilian
sugarcane because of its abundance, low cost and relative price stability. The Company has established two principal
operating subsidiaries, Amyris Brasil Ltda. (formerly Amyris Brasil S.A., or "Amyris Brasil") for production in
Brazil, and Amyris Fuels, LLC (or "Amyris Fuels").

The Company's renewable products business strategy is to focus on direct commercialization of specialty products
while moving established commodity products into collaboration or joint venture arrangements with leading industry
partners. To commercialize its products, the Company must be successful in using its technology to manufacture
products at commercial scale and on an economically viable basis (i.e., low per unit production costs) and developing
sufficient sales volume for those products to support its operations. The Company's prospects are subject to risks,
expenses and uncertainties frequently encountered by companies in this stage of development.

Liquidity

The Company expects to fund its operations for the foreseeable future with cash and investments currently on hand,
cash inflows from collaborations and grants, cash contributions from product sales, and proceeds from new debt and
equity financings as well as strategic asset divestments. The Company's planned 2016 and 2017 working capital needs
and its planned operating and capital expenditures are dependent on significant inflows of cash from new and existing
collaboration partners and from cash generated from renewable product sales, and will also require additional funding
from debt or equity financings as well as proceeds from strategic asset divestments.
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The Company has incurred significant operating losses since its inception and believes that it will continue to incur
losses and negative cash flow from operations into at least 2017. As of June 30, 2016, the Company had negative
working capital of $108.3 million, an accumulated deficit of $1,066.0 million, and cash, cash equivalents and short
term investments of $2.5 million. The Company will need to raise cash from additional financings or strategic asset
divestments as early as the third quarter of 2016 to support its liquidity needs. These factors raise substantial doubt
about the Company’s ability to continue as a going concern. The financial statements do not include any adjustments
that might result from the outcome of this uncertainty. If the Company is unable to continue as a going concern, it may
be unable to meet its obligations under its existing debt facilities, which could result in an acceleration of its
obligation to repay all amounts outstanding under those facilities, and it may be forced to liquidate its assets.

As of June 30, 2016, the Company's debt, net of discount and issuance costs of $44.7 million, totaled $181.4 million,
of which $80.0 million is classified as current. In addition to upcoming debt maturities, the Company's debt service
obligations over the next twelve months are significant, including $21.0 million of anticipated cash interest payments.
The Company's debt agreements contain various covenants, including certain restrictions on the Company's business
that could cause the Company to be at risk of defaults, such as the requirement to maintain unrestricted,

unencumbered cash in defined U.S. bank accounts in an amount equal to at least 50% of the principal amount
outstanding under its loan facility with Stegodon Corporation (or “Stegodon”), as assignee of Hercules Capital, Inc. As
discussed below, the Company has received a waiver of compliance with such covenant through October 31, 2016. A
failure to comply with the covenants and other provisions of the Company’s debt instruments, including any failure to
make a payment when required would generally result in events of default under such instruments, which could permit
acceleration of such indebtedness. If such indebtedness is accelerated, it would generally also constitute an event of
default under the Company’s other outstanding indebtedness, permitting acceleration of such other outstanding
indebtedness. Any required repayment of such indebtedness as a result of acceleration or otherwise would consume
current cash on hand such that the Company would not have those funds available for use in its business or for
payment of other outstanding indebtedness. Please refer to Note 5, “Debt” and Note 6, “Commitments and Contingencies”
for further details regarding the Company's debt service obligations and commitments. The Company also has
significant outstanding debt and contractual obligations related to capital and operating leases, as well as purchase
commitments.
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In addition to the need for financing described above, the Company may take the following actions to support its
liquidity needs through the remainder of 2016 and into 2017:

Effect significant headcount reductions, particularly with respect to employees not connected to critical or contracted
activities across all functions of the Company, including employees involved in general and administrative, research
and development, and production activities.

Shift focus to existing products and customers with significantly reduced investment in new product and commercial
development efforts.

Reduce production activity at the Company’s Brotas manufacturing facility to levels only sufficient to satisfy volumes
required for product revenues forecast from existing products and customers.

* Reduce expenditures for third party contractors, including consultants, professional advisors and other vendors.

Reduce or delay uncommitted capital expenditures, including non-essential facility and lab equipment, and
information technology projects.

Closely monitor the Company’s working capital position with customers and suppliers, as well as suspend operations
at pilot plants and demonstration facilities.

Implementing this plan could have a negative impact on the Company's ability to continue its business as currently
contemplated, including, without limitation, delays or failures in its ability to:

. Achieve planned production levels;
. Develop and commercialize products within planned timelines or at planned scales; and
. Continue other core activities.

Furthermore, any inability to scale-back operations as necessary, and any unexpected liquidity needs, could create
pressure to implement more severe measures. Such measures could have an adverse effect on the Company's ability to
meet contractual requirements, including obligations to maintain manufacturing operations, and increase the severity
of the consequences described above.
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2. Summary of Significant Accounting Policies

Basis of Presentation

The accompanying interim condensed consolidated financial statements have been prepared in accordance with the
accounting principles generally accepted in the United States of America (or “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 interim 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 December 31, 2015 as filed with the Securities and Exchange Commission (or the “SEC”) on
March 30, 2016. The unaudited condensed consolidated financial statements include the accounts of the Company and
its consolidated subsidiaries. All intercompany accounts and transactions have been eliminated in consolidation.

10
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The Company uses the equity method to account for investments in companies, if its investments provide it with the
ability to exercise significant influence over operating and financial policies of the investee. Consolidated net income
or loss includes the Company’s proportionate share of the net income or loss of these companies. Judgments made by
the Company regarding the level of influence over each equity method investment include considering key factors
such as the Company’s ownership interest, representation on the board of directors, participation in policy-making
decisions and material intercompany transactions.

Principles of Consolidation

The condensed consolidated financial statements of the Company include the accounts of Amyris, Inc., its subsidiaries
and two consolidated variable interest entities (or “VIEs”), with respect to which the Company is considered the primary
beneficiary, after elimination of intercompany accounts and transactions. Disclosure regarding the Company’s
participation in the VIEs is included in Note 7, "Joint Ventures and Noncontrolling Interest."

Variable Interest Entities

The Company has interests in joint venture entities that are VIEs. Determining whether to consolidate a VIE requires
judgment in assessing (i) whether an entity is a VIE and (ii) if the Company is the entity’s primary beneficiary and thus
required to consolidate the entity. To determine if the Company is the primary beneficiary of a VIE, the Company
evaluates whether it has (i) the power to direct the activities that most significantly impact the VIE’s economic
performance and (ii) the obligation to absorb losses or the right to receive benefits of the VIE that could potentially be
significant to the VIE. The Company’s evaluation includes identification of significant activities and an assessment of
its ability to direct those activities based on governance provisions and arrangements to provide or receive product and
process technology, product supply, operations services, equity funding and financing and other applicable

agreements and circumstances. The Company’s assessment of whether it is the primary beneficiary of its VIEs requires
significant assumptions and judgment.

Use of Estimates

In preparing the unaudited condensed consolidated financial statements, management must make 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 the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.

Unaudited Interim Financial Information
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The accompanying interim condensed consolidated financial statements and related disclosures are unaudited, have
been prepared on the same basis as the annual consolidated financial statements, except for the impact of adoption of
certain accounting standards as described below, and in the opinion of management, reflect all adjustments, which
include only normal recurring adjustments, necessary for a fair statement of the results of operations for the periods
presented. In the quarter ended March 31, 2016 the Company adopted Accounting Standards Update (“ASU”’) No.
2015-01, Simplifying Income Statement Presentation by Eliminating the Concept of Extraordinary Items, ASU No.
2015-02, Consolidation (Topic 810), ASU No. 2015-03, Interest - Imputation of Interest (Subtopic 835-30):
Simplifying the Presentation of Debt Issuance Costs, ASU 2015-05, Intangibles - Goodwill and Other - Internal-Use
Software (Subtopic 350-40) and ASU No. 2015-15, Presentation and Subsequent Measurement of Debt Issuance
Costs Associated with Line-of-Credit Arrangements. Refer to Note 5. "Debt" for the impact of adoption of ASU No.
2015-03 on the Company's condensed consolidated financial statements. None of the other ASU’s adopted had a
material impact on the Company’s condensed consolidated financial statements.

11
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The year-end condensed consolidated balance sheet data was derived from audited financial statements, but does not
include all disclosures required by GAAP. 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.

Recent Accounting Pronouncements

In June 2016, the Financial Accounting Standards Board (or “FASB”) issued ASU No. 2016-13, Allowance for Loan
and Lease Losses (Financial Instruments - Credit Losses Topic 326.). New impairment guidance for certain financial
instruments (including trade receivables) will replace the current “incurred loss” model for estimating credit losses with
a forward looking “expected loss” model. The ASU is effective for the Company for fiscal years beginning after
December 15, 2019, including interim periods within those fiscal years. Early application is permitted as of the fiscal
years beginning after December 15, 2018, including interim periods within those fiscal years. The Company is
evaluating the impact of this standard on its consolidated financial statements.

In March 2016, the FASB issued ASU No. 2016-09, Compensation - Stock Compensation (Topic 718): Improvements
to Employee Share-Based Payment Accounting. This ASU identifies areas for simplification involving several aspects
of accounting for share-based payment transactions, including the income tax consequences, classification of awards
as either equity or liabilities, an option to recognize gross stock compensation expense with actual forfeitures
recognized as they occur, as well as certain classifications on the statement of cash flows. This ASU will be effective
for fiscal years beginning after December 15, 2016, and interim periods within those annual periods. The Company is
currently assessing the potential impact of this ASU on its consolidated financial statements. Early adoption is
permitted. The Company is currently assessing the potential impact of this ASU on its consolidated financial
statements. Early adoption is permitted.

In March 2016, the FASB issued ASU No. 2016-06, Contingent Put and Call Options in Debt Instruments. The
amendments in this ASU clarify the requirements for assessing whether contingent call (put) options that can
accelerate the payment of principal on debt instruments are clearly and closely related to their debt hosts. An entity
performing the assessment under the amendments in this ASU is required to assess the embedded call (put) options
solely in accordance with the four-step decision sequence. The ASU is effective for financial statements issued for
fiscal years beginning after December 15, 2016, and interim periods within those fiscal years. Early adoption is
permitted. The Company is currently assessing the potential impact of this ASU on its financial statements.

In February 2016, the FASB issued Accounting Standards Update (or “ASU”) 2016-02-Leases with fundamental
changes to how entities account for leases. Lessees will need to recognize a right-of-use asset and a lease liability for
virtually all of their leases (other than leases that meet the definition of a short-term lease). The liability will be equal
to the present value of lease payments. The asset will be based on the liability, subject to adjustment, such as for initial
direct costs. Additional disclosures for leases will also be required. The standard is effective for fiscal years, and
interim periods within those fiscal years, beginning after December 15, 2018. Early adoption is permitted. The new
standard must be adopted using a modified retrospective transition, and provides for certain practical expedients. The
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new standard may materially impact the Company’s financial statements.

In January 2016, the FASB issued ASU 2016-01 Financial Instruments-Overall, which address certain aspects of
recognition, measurement, presentation, and disclosure of financial instruments. The amendments in this Update are
effective for fiscal years beginning after December 15, 2017, including interim periods within those fiscal years.
Earlier application is permitted under specific circumstances. The Company is currently assessing the potential impact
of this standard on its consolidated financial statements.

In July 2015, the FASB issued ASU 2015-11, Simplifying the Measurement of Inventory, which requires that
inventory within the scope of the guidance be measured at the lower of cost and net realizable value. The new
standard is being issued as part of the simplification initiative. Prior to the issuance of the standard, inventory was
measured at the lower of cost or market (where market was defined as replacement cost, with a ceiling of net
realizable value and floor of net realizable value less a normal profit margin). The new guidance will be effective for
fiscal years beginning after December 15, 2016, including interim periods within those years. Prospective application
is required and early adoption is permitted. The Company is currently assessing the impact of adopting this new
accounting standard on its financial statements.

In August 2014, the FASB issued new guidance related to the disclosure around going concern. The new standard
provides guidance around management's responsibility to evaluate whether there is substantial doubt about an entity's
ability to continue as a going concern and to provide related footnote disclosure if substantial doubt exists. The new
standard is effective for annual periods ending after December 15, 2016 and for annual periods and interim periods
thereafter. Early adoption is permitted. The adoption of this standard is not expected to have a material impact on the
Company's financial statements.
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In May 2014, the FASB issued new guidance related to revenue recognition. In March, April and May 2016, the
FASB issued additional amendments to the new revenue guidance relating to reporting revenue on a gross versus net
basis, identifying performance obligations, licensing arrangements, collectability, noncash consideration, presentation
of sales tax, and transition. This new standard will replace all current GAAP guidance on this topic and eliminate all
industry-specific guidance. The new revenue recognition update guidance provides a unified model to determine how
revenue is recognized. The core principle of the guidance is that an entity should recognize revenue to depict the
transfer of promised goods or services to customers in an amount that reflects the consideration to which the entity
expects to be entitled in exchange for those goods or services. The FASB has issued several updates to the standard
which i) clarify the application of the principal versus agent guidance (ASU 2016-08); ii) clarify the guidance on
inconsequential and perfunctory promises and licensing (ASU 2016-10) and iii) narrow-scope improvements and
practical expedients (ASU 2016-12). On July 9, 2015, the FASB voted to defer the effective date by one year to
December 15, 2017 for interim and annual reporting periods beginning after that date and permitted early adoption of
the standard, but not before the original effective date of December 15, 2016. Therefore, the new standard will be
effective commencing with our quarter ending March 31, 2018. The Company is currently assessing the potential
impact of this new standard on its consolidated financial statements.

3. Fair Value of Financial Instruments

The inputs to the valuation techniques used to measure fair value are classified into the following categories:

Level 1: Quoted market prices in active markets for identical assets or liabilities.

Level 2: Observable market-based inputs or unobservable inputs that are corroborated by market data.

Level 3: Unobservable inputs that are not corroborated by market data.

There were no transfers between the levels, and as of June 30, 2016, the Company’s financial assets and financial
liabilities at fair value were classified within the fair value hierarchy as follows (in thousands):

Balance
as of
June 30,
2016

Level 1 Level2 Level 3
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Financial Assets

Money market funds $1,121 $— $— $1,121
Certificates of deposit 1,685 — — 1,685
Total financial assets $2,806 $— $— $2.806
Financial Liabilities

Loans payable (1) $— $29,263 $— $29,263
Credit facilities (D — 22,851 — 22,851
Convertible notes (I — — 121,931 121,931
Compound embedded derivative liabilities — — 3,266 3,266
Currency interest rate swap derivative liability —— 3,486 — 3,486
Total financial liabilities $— $55,600 $125,197 $180,797

(1) These liabilities are carried on the condensed consolidated balance sheet on a historical cost basis.

The Company’s assessment of the significance of a particular input to the fair value measurement in its entirety
requires management to make judgments and consider factors specific to the asset or liability. The fair values of
money market funds and certificates of deposit are based on fair values of identical assets. The fair values of the loans
payable, convertible notes, credit facilities and currency interest rate swaps are based on the present value of expected
future cash flows and assumptions about current interest rates and the creditworthiness of the Company. The method
of determining the fair value of the compound embedded derivative liabilities is described subsequently in this note.
Market risk associated with the fixed and variable rate long-term loans payable, credit facilities and convertible notes
relates to the potential reduction in fair value and negative impact to future earnings, from an increase in interest rates.
Market risk associated with the compound embedded derivative liabilities relates to the potential reduction in fair
value and negative impact to future earnings from a decrease in interest rates.
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The carrying amounts of certain financial instruments, such as cash equivalents, accounts receivable, accounts payable
and accrued liabilities, approximate fair value due to their relatively short maturities and low market interest rates, if
applicable.

As of December 31, 2015, the Company’s financial assets and financial liabilities are presented below at fair value and
were classified within the fair value hierarchy as follows (in thousands):

Balance as
Level 1 Level2 Level3 of

December

31, 2015
Financial Assets
Money market funds $2,078 $— $— $2,078
Certificates of deposit 1,520 — — 1,520
Total financial assets $3,598 $— $— $3,598
Financial Liabilities
Loans payable (1) $— $9,541 $— $9,541
Credit facilities (D — 34,893 — 34,893
Convertible notes (1 — — 96,291 96,291
Compound embedded derivative liabilities — — 46,430 46,430
Currency interest rate swap derivative liability —— 5,009 — 5,009
Total financial liabilities $— $49,443 $142,721 $192,164

(1) These liabilities are carried on the consolidated balance sheet on a historical cost basis (noting that the Remaining
Notes subject to the Maturity Treatment Agreement were revalued to fair value on July 29, 2015, see Note 5 “Debt” for
details).

The following table provides a reconciliation of the beginning and ending balances for the convertible notes disclosed
at fair value using significant unobservable inputs (Level 3) (in thousands):

2016
Balance at January 1 $96,291
Additions of convertible notes 9,143
Conversion/extinguishment of convertible notes (3,672 )
Change in fair value of convertible notes 20,169
Balance at June 30 $121,931
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Derivative Instruments

The following table provides a reconciliation of the beginning and ending balances for the compound embedded
derivative liabilities measured at fair value using significant unobservable inputs (Level 3) (in thousands):

2016
Balance at January 1 $46,430
Derecognition on conversion/extinguishment (2,672 )
Gain from change in fair value of derivative liabilities (40,492)
Balance at June 30 $3,266
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The compound embedded derivative liabilities represent the fair value of the equity conversion options and
"make-whole" provisions, as well as the down round conversion price adjustment or conversion rate adjustment
provisions of the R&D Notes, the Tranche I Notes, the Tranche II Notes, the 2014 144A Notes, the 2015 144A Notes
and the 2016 Convertible Notes (see Note 5, "Debt"). There is no current observable market for these types of
derivatives and, as such, the Company determined the fair value of the embedded derivatives using a Monte Carlo
simulation valuation model for the R&D Notes and the binomial lattice model for the Tranche I Notes, the Tranche II
Notes, the 2014 144A Notes, the 2015 144 A Notes and the 2016 Convertible Notes (collectively, "the Convertible
Notes"). A Monte Carlo simulation valuation model combines expected cash outflows with market-based assumptions
regarding risk-adjusted yields, stock price volatility, probability of a change of control and the trading information of
the Company's common stock into which the notes are or may be convertible. A binomial lattice model generates two
probable outcomes - one up and another down - arising at each point in time, starting from the date of valuation until
the maturity date. A lattice model was used to determine if the Convertible Notes would be converted, called or held
at each decision point. Within the lattice model, the following assumptions are made: (i) the Convertible Notes will be
converted early if the conversion value is greater than the holding value and (ii) the Convertible Notes will be called if
the holding value is greater than both (a) redemption price and (b) the conversion value at the time. If the Convertible
Notes are called, then the holder will maximize their value by finding the optimal decision between (1) redeeming at
the redemption price and (2) converting the Convertible Notes. Using this lattice method, the Company valued the
embedded derivatives using the "with-and-without method", where the fair value of the Convertible Notes including
the embedded derivative is defined as the "with", and the fair value of the Convertible Notes excluding the embedded
derivatives is defined as the "without". This method estimates the fair value of the embedded derivatives by looking at
the difference in the values between the Convertible Notes with the embedded derivatives and the fair value of the
Convertible Notes without 