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	ITEM 1.
	CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
	
	
	
	
	
	

	
	
	Arcadia Biosciences, Inc.
	
	
	
	
	
	

	
	
	Condensed Consolidated Balance Sheets
	
	
	
	
	
	

	
	
	(Unaudited)
	
	
	
	
	
	

	
	
	(In thousands, except share data)
	
	
	
	
	
	

	
	
	
	
	June 30, 2023
	
	December 31, 2022

	
	Assets
	
	
	
	
	
	
	

	
	Current assets:
	
	
	
	
	
	
	

	
	Cash and cash equivalents
	$
	13,484
	
	$
	20,644
	

	
	Short-term investments
	
	5,023
	
	
	—

	
	Accounts receivable and other receivables, net of allowance for doubtful accounts of
	
	
	
	
	
	

	
	$1 and $3 as of June 30, 2023 and December 31, 2022, respectively
	
	630
	
	
	1,287
	

	
	Inventories, net — current
	
	3,164
	
	
	2,571
	

	
	Assets held for sale
	
	87
	
	
	87
	

	
	Prepaid expenses and other current assets
	
	951
	
	
	809
	

	
	Total current assets
	
	23,339
	
	
	25,398
	

	
	Property and equipment, net
	
	560
	
	
	704
	

	
	Right of use asset
	
	1,384
	
	
	1,848
	

	
	Inventories, net — noncurrent
	
	1,297
	
	
	767
	

	
	Intangible assets, net
	
	40
	
	
	40
	

	
	Other noncurrent assets
	
	178
	
	
	165
	

	
	Total assets
	
	$
	26,798
	
	$
	28,922
	

	
	Liabilities and stockholders’ equity
	
	
	
	
	
	

	
	Current liabilities:
	
	
	
	
	
	

	
	Accounts payable and accrued expenses
	$
	2,783
	
	$
	2,881
	

	
	Amounts due to related parties
	
	33
	
	
	48
	

	
	Operating lease liability — current
	
	993
	
	
	1,010
	

	
	Other current liabilities
	
	282
	
	
	270
	

	
	Total current liabilities
	
	4,091
	
	
	4,209
	

	
	Operating lease liability — noncurrent
	
	532
	
	
	1,007
	

	
	Common stock warrant and option liabilities
	
	2,445
	
	
	806
	

	
	Other noncurrent liabilities
	
	2,000
	
	
	2,000
	

	
	Total liabilities
	
	
	9,068
	
	
	8,022
	

	
	Commitments and contingencies (Note 13)
	
	
	
	
	
	

	
	Stockholders’ equity:
	
	
	
	
	
	

	
	Common stock, $0.001 par value—150,000,000 shares authorized as
	
	
	
	
	
	

	
	of June 30, 2023 and December 31, 2022; 1,108,432 and 616,079 shares issued
	
	
	
	
	
	

	
	and outstanding as of June 30, 2023 and December 31, 2022, respectively
	
	65
	
	
	65
	

	
	Additional paid-in capital
	
	284,202
	
	
	278,827
	

	
	Accumulated other comprehensive income
	
	21
	
	
	—

	
	Accumulated deficit
	
	(266,420 )
	
	(257,859 )

	
	Total stockholders’ equity
	
	17,868
	
	
	21,033
	

	
	Non-controlling interest
	
	(138 )
	
	(133 )

	
	Total stockholders' equity
	
	17,730
	
	
	20,900
	

	
	Total liabilities and stockholders’ equity
	$
	26,798
	
	$
	28,922
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See accompanying notes to the unaudited condensed consolidated financial statements.
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Arcadia Biosciences, Inc.

Condensed Consolidated Statements of Operations and Comprehensive Income (Loss)

(Unaudited)

(In thousands, except share and per share data)

	
	
	Three Months Ended June 30,
	
	Six Months Ended June 30,

	
	
	2023
	
	
	2022
	
	
	2023
	
	
	2022
	

	Revenues:
	
	
	
	
	
	
	
	
	
	
	
	

	Product
	$
	1,379
	
	$
	2,946
	
	$
	2,889
	
	$
	6,116
	

	Royalty
	
	—
	
	50
	
	
	—
	
	100
	

	License
	
	10
	
	
	862
	
	
	10
	
	
	862
	

	Total revenues
	
	1,389
	
	
	3,858
	
	
	2,899
	
	
	7,078
	

	Operating expenses (income):
	
	
	
	
	
	
	
	
	
	
	
	

	Cost of revenues
	
	981
	
	
	3,447
	
	
	1,806
	
	
	6,906
	

	Research and development
	
	391
	
	
	359
	
	
	750
	
	
	754
	

	Gain on sale of Verdeca
	
	—
	
	(1,138 )
	
	—
	
	(1,138 )

	Impairment of intangible assets
	
	—
	
	72
	
	
	—
	
	72
	

	Change in fair value of contingent consideration
	
	—
	
	(39 )
	
	—
	
	(70 )

	Impairment of property and equipment
	
	—
	
	346
	
	
	—
	
	346
	

	Gain on sale of property and equipment
	
	(7 )
	
	(58 )
	
	(26 )
	
	(386 )

	Selling, general and administrative
	
	3,815
	
	
	4,652
	
	
	8,209
	
	
	9,000
	

	Total operating expenses
	
	5,180
	
	
	7,641
	
	
	10,739
	
	
	15,484
	

	Loss from operations
	
	(3,791 )
	
	(3,783 )
	
	(7,840 )
	
	(8,406 )

	Interest income
	
	207
	
	
	30
	
	
	405
	
	
	29
	

	Other (loss) income, net
	
	(13 )
	
	(44 )
	
	19
	
	
	(3 )

	Valuation loss on March 2023 PIPE
	
	—
	
	—
	
	(6,076 )
	
	—

	Change in fair value of common stock warrant and option liabilities
	
	4,416
	
	
	—
	
	5,357
	
	
	—

	Issuance and offering costs allocated to liability classified options
	
	—
	
	
	—
	
	(430 )
	
	(27 )

	
	
	
	
	
	
	
	
	
	
	
	
	

	Net income (loss) before income taxes
	
	819
	
	
	(3,797 )
	
	(8,565 )
	
	(8,407 )

	Income tax provision
	
	(1 )
	
	—
	
	(1 )
	
	—

	
	
	
	
	
	
	
	
	
	
	
	
	

	Net income (loss)
	
	818
	
	
	(3,797 )
	
	(8,566 )
	
	(8,407 )

	Net loss attributable to non-controlling interest
	
	(5 )
	
	(20 )
	
	(5 )
	
	(142 )

	
	
	
	
	
	
	
	
	
	
	
	
	

	Net income (loss) attributable to common stockholders
	$
	823
	
	$
	(3,777 )
	$
	(8,561 )
	$
	(8,265 )

	
	
	
	
	
	
	
	
	
	
	
	
	

	Net income (loss) per share attributable to common stockholders:
	
	
	
	
	
	
	
	
	
	
	
	

	Basic and diluted
	$
	0.61
	
	$
	(6.81 )
	$
	(7.70 )
	$
	(14.90 )

	
	
	
	
	
	
	
	
	
	
	
	
	

	Weighted-average number of shares used in per share
	
	
	
	
	
	
	
	
	
	
	
	

	calculations:
	
	
	
	
	
	
	
	
	
	
	
	

	Basic and diluted
	
	1,358,395
	
	
	554,723
	
	
	1,111,915
	
	
	554,700
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Other comprehensive income, net of tax
	
	
	
	
	
	
	
	
	
	
	
	

	Unrealized gains on available-for-sale securities
	$
	21
	
	$
	—
	$
	21
	
	$
	—

	Other comprehensive income
	
	21
	
	
	—
	
	
	21
	
	
	—
	

	Comprehensive income (loss) attributable to common stockholders
	$
	844
	
	$
	(3,777 )
	$
	(8,540 )
	$
	(8,265 )
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See accompanying notes to the unaudited condensed consolidated financial statements.
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Arcadia Biosciences, Inc.

Condensed Consolidated Statements of Stockholders’ Equity

(Unaudited)

(In thousands, except share data)

	
	
	Common Stock
	
	
	
	Additional
	
	
	
	
	
	
	Accumulated
	
	
	Non-
	
	
	Total
	

	
	
	
	
	
	
	Paid-In
	
	Accumulated
	
	Other
	
	
	
	
	Controlling
	
	
	Stockholders’
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	Comprehensiv
	
	
	
	
	
	
	
	
	
	

	
	Shares
	
	Amount
	
	
	Capital
	
	
	Deficit
	
	e Income
	
	
	
	
	Interest
	
	
	Equity
	

	Balance at December 31, 2022
	616,079
	
	$
	
	
	65
	
	$
	278,827
	
	$
	(257,859
	)
	
	$
	
	—
	
	
	$
	(133
	)
	
	$
	20,900
	
	

	Issuance of shares related to March 2023 PIPE
	165,500
	
	
	
	
	—
	
	
	4,740
	
	
	
	—
	
	
	
	—
	
	
	—
	
	
	4,740
	
	

	Modification of warrants related to March 2023 PIPE
	
	—
	
	
	
	
	—
	
	
	219
	
	
	
	—
	
	
	
	—
	
	
	—
	
	
	219
	
	

	Issuance of shares related to August 2022 pre-funded warrants
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	exercise
	56,813
	
	
	
	
	—
	
	
	
	—
	
	
	
	—
	
	
	
	—
	
	
	—
	
	
	—
	

	Issuance of shares related to employee stock
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	purchase plan
	88
	
	
	
	
	—
	
	
	5
	
	
	
	—
	
	
	
	—
	
	
	—
	
	
	5
	
	

	Issuance of shares related to reverse stock split
	19,092
	
	
	
	
	—
	
	
	
	—
	
	
	
	—
	
	
	
	—
	
	
	—
	
	
	—
	

	Stock-based compensation
	
	—
	
	
	
	
	—
	
	
	212
	
	
	
	—
	
	
	
	—
	
	
	—
	
	
	212
	
	

	Net loss
	
	—
	
	
	
	
	—
	
	
	
	—
	
	
	
	(9,384 )
	
	
	
	—
	
	
	—
	
	
	(9,384 )
	

	Balance at March 31, 2023
	857,572
	
	$
	
	
	65
	
	$
	284,003
	
	$
	(267,243
	)
	
	$
	
	-
	
	
	$
	(133
	)
	
	$
	16,692
	
	

	Issuance of shares related to March 2023 pre-funded warrants
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	exercise
	250,834
	
	
	
	
	—
	
	
	
	—
	
	
	
	—
	
	
	
	—
	
	
	—
	
	
	
	
	

	Issuance of shares related to reverse stock split
	26
	
	
	
	
	—
	
	
	
	—
	
	
	
	—
	
	
	
	—
	
	
	—
	
	
	—
	

	Stock-based compensation
	
	—
	
	
	
	
	—
	
	
	199
	
	
	
	—
	
	
	
	—
	
	
	—
	
	
	199
	
	

	Unrealized gains on available-for-sale securities
	
	—
	
	
	
	
	—
	
	
	
	—
	
	
	
	—
	
	
	
	21
	
	
	
	—
	
	
	21
	
	

	Net income
	
	—
	
	
	
	
	—
	
	
	
	—
	
	
	
	823
	
	
	
	
	—
	
	
	(5 )
	
	
	818
	
	

	Balance at June 30, 2023
	1,108,432
	
	$
	
	
	65
	
	$
	284,202
	
	$
	(266,420
	)
	
	$
	
	21
	
	
	$
	(138
	)
	
	$
	17,730
	
	

	
	
	
	Common Stock
	
	
	
	
	Additional
	
	
	
	
	
	
	
	
	
	Non-
	
	
	Total
	

	
	
	
	
	
	
	
	
	Paid-In
	
	
	Accumulated
	
	
	Controlling
	
	Stockholders’
	

	
	
	Shares
	
	Amount
	
	
	Capital
	
	
	
	Deficit
	
	
	
	Interest
	
	
	Equity
	

	Balance at December 31, 2021
	
	
	554,609
	
	$
	
	63
	
	$
	257,515
	
	$
	(226,485
	)
	
	$
	
	
	103
	
	
	$
	
	31,196
	
	

	Reclassification upon adoption of ASU 2020-06
	
	
	
	—
	
	
	
	—
	
	
	19,390
	
	
	(15,998 )
	
	
	
	
	—
	
	
	3,392
	
	

	Issuance of shares related to employee stock
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	purchase plan
	
	
	118
	
	
	
	
	—
	
	
	
	
	4
	
	
	
	—
	
	
	
	
	—
	
	
	4
	
	

	Stock-based compensation
	
	
	
	—
	
	
	
	—
	
	
	
	
	260
	
	
	
	—
	
	
	
	
	—
	
	
	260
	
	

	Net loss
	
	
	
	—
	
	
	
	
	—
	
	
	
	
	—
	
	
	(4,488 )
	
	
	
	
	(122 )
	
	
	
	(4,610 )
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Balance at March 31, 2022
	
	
	554,727
	
	$
	
	63
	
	$
	277,169
	
	$
	(246,971 )
	$
	
	
	(19 )
	
	$
	
	30,242
	
	

	Stock-based compensation
	
	
	
	—
	
	
	
	—
	
	
	
	
	323
	
	
	
	—
	
	
	
	
	—
	
	
	323
	
	

	Net loss
	
	
	
	—
	
	
	
	—
	
	
	
	
	—
	
	
	(3,777 )
	
	
	
	
	(20 )
	
	
	
	(3,797 )
	

	Balance at June 30, 2022
	
	
	554,727
	
	$
	
	63
	
	$
	277,492
	
	$
	(250,748
	)
	
	$
	
	
	(39
	)
	
	$
	
	26,768
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See accompanying notes to the unaudited condensed consolidated financial statements.
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Arcadia Biosciences, Inc.

Condensed Consolidated Statements of Cash Flows

(Unaudited)

(In thousands)

	
	
	Six Months Ended June 30,
	
	
	

	
	
	2023
	
	
	2022
	
	

	CASH FLOWS FROM OPERATING ACTIVITIES:
	
	
	
	
	
	
	

	Net loss
	$
	(8,566 )
	$
	(8,407 )
	

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

	Change in fair value of common stock warrant and option liabilities
	
	(5,357 )
	
	—
	

	Change in fair value of contingent consideration
	
	—
	
	(70 )
	

	Issuance and offering costs allocated to liability classified options
	
	430
	
	
	—
	

	Valuation loss on March 2023 PIPE
	
	6,076
	
	
	—
	

	Depreciation
	
	138
	
	
	277
	
	

	Amortization of intangible assets
	
	—
	
	26
	
	

	Lease amortization
	
	357
	
	
	420
	
	

	Impairment of intangible assets
	
	—
	
	72
	
	

	Gain on disposal of property and equipment
	
	(26 )
	
	(386 )
	

	Stock-based compensation
	
	411
	
	
	583
	
	

	Bad debt expense
	
	—
	
	37
	
	

	Gain on sale of Verdeca
	
	—
	
	(1,138 )
	

	Write-down of inventories
	
	192
	
	
	1,515
	
	

	Impairment of property and equipment
	
	—
	
	346
	
	

	Changes in operating assets and liabilities:
	
	
	
	
	
	
	

	Accounts receivable and other receivables
	
	87
	
	
	(1,333 )
	

	Inventories
	
	(1,316 )
	
	1,001
	
	

	Prepaid expenses and other current assets
	
	(142 )
	
	(541 )
	

	Other noncurrent assets
	
	(13 )
	
	15
	
	

	Accounts payable and accrued expenses
	
	(149 )
	
	(247 )
	

	Amounts due to related parties
	
	(16 )
	
	19
	
	

	Other current liabilities
	
	12
	
	
	8
	
	

	Other noncurrent liabilities
	
	—
	
	(1 )
	

	Operating lease liabilities
	
	(382 )
	
	(446 )
	

	
	
	
	
	
	
	
	

	Net cash used in operating activities
	
	(8,264 )
	
	(8,250 )
	

	CASH FLOWS FROM INVESTING ACTIVITIES:
	
	
	
	
	
	
	

	Proceeds from sale of property and equipment
	
	37
	
	
	841
	
	

	Proceeds from sale of Verdeca — earn-out received
	
	569
	
	
	—
	

	Purchases of property and equipment
	
	(5 )
	
	(46 )
	

	Purchases of investments
	
	(5,002 )
	
	—
	

	
	
	
	
	
	
	
	

	Net cash used by investing activities
	
	(4,401 )
	
	795
	
	

	CASH FLOWS FROM FINANCING ACTIVITIES:
	
	
	
	
	
	
	

	Proceeds from issuance of common stock, pre-funded warrants and
	
	
	
	
	
	
	

	preferred investment options from March 2023 PIPE
	
	5,997
	
	
	—
	

	Payments of offering costs relating to March 2023 PIPE
	
	(497 )
	
	—
	

	Proceeds from ESPP purchases
	
	5
	
	
	4
	
	

	Net cash provided by financing activities
	
	5,505
	
	
	4
	
	

	Net decrease in cash and cash equivalents
	
	(7,160 )
	
	(7,451 )
	

	Cash and cash equivalents — beginning of period
	
	20,644
	
	
	28,685
	
	

	Cash and cash equivalents — end of period
	$
	13,484
	
	$
	21,234
	
	

	SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
	
	
	
	
	
	
	

	Cash paid for interest
	$
	—
	$
	1
	
	

	
	
	
	
	
	
	
	

	NONCASH INVESTING AND FINANCING ACTIVITIES:
	
	
	
	
	
	
	

	Common stock warrant liabilities reclassified to equity
	$
	—
	$
	3,392
	
	

	upon adoption of ASU 2020-06
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Common stock options issued to placement agent and included in offering
	$
	212
	
	$
	—
	
	

	costs related to March 2023 PIPE
	
	
	
	
	
	
	

	Warrant and option modifications included in Valuation loss on March
	$
	404
	
	$
	—
	

	2023 PIPE
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Proceeds from sale of property and equipment in accounts receivable and other receivables
	$
	2
	
	$
	51
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See accompanying notes to the unaudited condensed consolidated financial statements.
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Arcadia Biosciences, Inc.

Notes to Condensed Consolidated Financial Statements

(Unaudited)

1. Description of Business and Basis of Presentation

Organization

Arcadia Biosciences, Inc. (the "Company," "Arcadia" or "management"), was incorporated in Arizona in 2002 and maintains its headquarters in Dallas, Texas, with additional office space in Davis, California, and additional facilities in American Falls, Idaho. The Company was reincorporated in Delaware in March 2015.

The Company is a producer and marketer of innovative, plant-based food and beverage products. Its history as a leader in science-based approaches to developing high-value crop improvements, as well as nutritionally enhanced food ingredients, has laid the foundation for its path forward. The Company used advanced breeding techniques to develop these proprietary innovations which are now being commercialized through the sales of seed and grain, as well as food ingredients and products. The acquisition of the assets of Live Zola, LLC (“Zola”) added coconut water to the Company's portfolio of products.

In May 2021, the Company’s wholly owned subsidiary Arcadia Wellness, LLC (“Arcadia Wellness” or “AW”) acquired the businesses of Eko, Lief, and Zola. The acquisition included consumer CBD brands like Soul Spring™, a CBD-infused botanical therapy brand in the natural category, Saavy Naturals™, a line of natural body care products and ProVault™, a CBD-infused sports performance formula made with natural ingredients, providing effective support and recovery for athletes. Also included in the purchase is Zola, a coconut water sourced exclusively with sustainably grown coconuts from Thailand. In July 2022, the Company licensed Saavy Naturals™ to Radiance Beauty and Wellness, Inc. ("Radiance Beauty"). In July 2023, the Company announced its decision to exit the remaining body care brands, ProVault and Soul Spring.

In August 2019, the Company entered into a joint venture agreement with Legacy Ventures Hawaii, LLC (“Legacy,” see Note 6) to grow, extract, and sell hemp products. The partnership Archipelago Ventures Hawaii, LLC (“Archipelago”), combines the Company’s extensive genetic expertise and resources with Legacy’s experience in hemp extraction and sales. In October 2021, Arcadia and Legacy mutually agreed to wind down the cultivation activities of Archipelago, due to regulatory challenges and a saturated hemp market.

In February 2012, the Company formed Verdeca, which was equally owned with Bioceres. Verdeca was formed to develop and deregulate soybean varieties using both partners’ agricultural technologies. In November 2020, Arcadia sold its membership interest in Verdeca to Bioceres in a transaction in which Arcadia received cash, shares of Bioceres stock and a royalty stream of up to $10.0 million on sales of Haab 4 soybeans (“HB4”). An additional $2.0 million in cash is to be paid upon achievement by Verdeca of reaching commercial plantings of at least 200,000 hectares of HB4 or China approving the HB4 soybean trait for “food and feed”. During 2022, Bioceres received China's approval of the HB4 soybean trait and as a result, Arcadia recorded license revenue of $862,000 and a gain on sale of Verdeca of $1.1 million on the condensed consolidated statements of operations and comprehensive income (loss). The Company received the full payment of $2.0 million as of June 30, 2023.

Reverse Stock Split

In February 2023, the Company’s board of directors approved a reverse split of 40:1 on the Company’s issued and outstanding common stock. On February 15, 2023, the Company’s stockholders approved the certificate of amendment, which the Company filed on February 27, 2023 with the Secretary of State of Delaware to effect the reverse split on March 1, 2023. As a result of the reverse stock split, additional shares of common stock of 19,118 were issued in lieu of fractional shares. All issued and outstanding common stock, options to purchase common stock and per share amounts contained in the condensed consolidated financial statements have been retroactively adjusted to reflect the reverse stock split for all periods presented.

Basis of Presentation and Principles of Consolidation

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with accounting principles generally accepted in the United States (“GAAP”) for interim financial statements and are in the form prescribed by the Securities and Exchange Commission (the “SEC”) in instructions to Form 10-Q and Rule 10-01 of Regulation S-X. In the opinion of management, the accompanying condensed consolidated financial statements reflect all adjustments, consisting of normal recurring adjustments, considered necessary for a fair statement of the Company’s financial position, results of operations and cash flows for the periods indicated. All material intercompany accounts and transactions have been eliminated in consolidation. The accompanying unaudited condensed consolidated financial statements include the accounts of the Company, Arcadia Wellness, and Archipelago.

The Company uses a qualitative approach in assessing the consolidation requirement for variable interest entities ("VIEs"). This approach focuses on determining whether the Company has the power to direct the activities of the VIE that most significantly affect the VIE’s economic performance and whether the Company has the obligation to absorb losses, or the right to receive benefits, that could potentially be significant to the VIE.
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For all periods presented, the Company has determined that it is the primary beneficiary of Archipelago, a joint venture, as it has a controlling interest in Archipelago. Accordingly, the Company consolidates Archipelago in the condensed consolidated financial statements after eliminating intercompany transactions. For consolidated joint ventures, the non-controlling partner’s share of the assets, liabilities and operations of the joint venture is included in non-controlling interests as equity of the Company. The non-controlling partner’s interest is generally computed as the joint venture partner’s ownership percentage of Archipelago. Net loss attributable to non-controlling interest of $20,000 and $142,000 is recorded as an adjustment to net loss to arrive at net loss attributable to common stockholders for the three and six months ended June 30, 2022, respectively. There was minimal activity during the three and six months ended June 30, 2023. The non-controlling partner’s equity interests are presented as non-controlling interests on the condensed consolidated balance sheets.

The information included in these condensed consolidated financial statements and notes thereto should be read in conjunction with Management’s Discussion and Analysis of Financial Condition and Results of Operations included herein and Management’s Discussion and Analysis of Financial Condition and Results of Operations and the condensed consolidated financial statements and notes thereto for the fiscal year ended December 31, 2022 included in the Company’s Annual Report on Form 10-K, filed with the SEC on March 30, 2023.

Liquidity, Capital Resources, and Going Concern

The accompanying condensed consolidated financial statements have been prepared on a going concern basis, which contemplates the realization of assets and the satisfaction of liabilities during the normal course of business. Since inception, the Company has financed its operations primarily through equity and debt financings. As of June 30, 2023, the Company had an accumulated deficit of $266.4 million, cash and cash equivalents of $13.5 million and short-term investments of $5.0 million. For the six months ended June 30, 2023, the Company had a net loss of $8.6 million and net cash used in operations of $8.3 million. For the twelve months ended December 31, 2022, the Company had net losses of $15.6 million and net cash used in operations of $14.0 million.

With cash and cash equivalents of $13.5 million and short-term investments of $5.0 million as of June 30, 2023, the Company believes that its existing cash, cash equivalents and short-term investments will not be sufficient to meet its anticipated cash requirements for at least the next 12-18 months from the issuance date of these financial statements, and thus raises 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.

The Company may seek to raise additional funds through debt or equity financings. The Company may also consider entering into additional partner arrangements. The sale of additional equity would result in dilution to the Company’s stockholders. The incurrence of debt would result in debt service obligations, and the instruments governing such debt could provide for additional operating and financing covenants that would restrict operations. If the Company requires additional funds and is unable to secure adequate additional funding at terms agreeable to the Company, the Company may be forced to reduce spending, extend payment terms with suppliers, liquidate assets, or suspend or curtail planned product launches. Any of these actions could materially harm the business, results of operations and financial condition.

2. Recent Accounting Pronouncements

In June 2016, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update ("ASU") No. 2016-13, Financial Instruments – Credit Losses (Topic 326): Measurement of Credit Losses on Financial Instruments. Additionally, the FASB issued ASU No. 2019-04, Codification Improvements to Topic 326 in April 2019 and ASU 2019-05, Financial Instruments — Credit Losses (Topic 326) — Targeted Transition Relief in May 2019. The amendments affect loans, debt securities, trade receivables, net investments in leases, off-balance-sheet credit exposures, reinsurance receivables, and any other financial assets not excluded from the scope that have the contractual right to receive cash. In November 2019, the FASB issued ASU No. 2019-10, which defers the effective date of ASU No. 2016-13 for smaller reporting companies to fiscal years beginning after December 15, 2022, including interim periods within those fiscal years. The Company adopted ASU No. 2016-13 on January 1, 2023 with an immaterial impact on the Company’s disclosures.
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3. Inventory

Inventory costs are tracked on a lot-identified basis and are included as cost of revenues when sold. Inventories are stated at the lower of cost or net realizable value. The Company makes adjustments to inventory when conditions indicate that the net realizable value may be less than cost due to physical deterioration, obsolescence, changes in price levels, or other factors. Additional adjustments to inventory are made for excess and slow-moving inventory on hand that is not expected to be sold within a reasonable timeframe to reduce the carrying amount to its estimated net realizable value. The write-downs to inventory are included in cost of revenues and are based upon estimates about future demand from the Company’s customers and distributors and market conditions. The Company recorded a write-down of $169,000 and $192,000 related to packaging materials and hemp seed during the three and six months ended June 30, 2023, respectively. The Company recorded write-downs of wheat, hemp seed, CBD oil and body care inventories of $1.1 million and $1.5 million during the three and six months ended June 30, 2022, respectively. If there are significant changes in demand and market conditions, substantial future write-downs of inventory may be required, which would materially increase the Company’s expenses in the period the write down is taken and materially affect the Company’s operating results.

Inventories, net consist of the following (in thousands):

	
	
	June 30, 2023
	
	
	December 31, 2022
	

	Raw materials
	$
	647
	
	$
	610
	

	Goods in process
	
	88
	
	
	—
	

	Finished goods
	
	3,726
	
	
	2,728
	

	Inventories
	$
	4,461
	$
	3,338
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4. Property and Equipment, Net

Property and equipment, net consisted of the following (in thousands):

	
	
	June 30, 2023
	December 31, 2022

	Laboratory equipment
	$
	516
	
	$
	679
	

	Software and computer equipment
	
	412
	
	
	407
	

	Machinery and equipment
	
	450
	
	
	450
	

	Furniture and fixtures
	
	83
	
	
	83
	

	Vehicles
	
	306
	
	
	306
	

	Leasehold improvements
	
	1,590
	
	
	1,590
	

	Property and equipment, gross
	
	3,357
	
	
	3,515
	

	Less: accumulated depreciation and amortization
	
	(2,797 )
	
	(2,811 )

	Property and equipment, net
	$
	560
	
	$
	704
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Depreciation expense was $67,000 and $138,000 for the three and six months ended June 30, 2023, respectively. Depreciation expense was $128,000 and $277,000 for the three and six months ended June 30, 2022, respectively.

As of December 31, 2022, there was $10,000 of construction in progress included in property and equipment that had not been placed into service and was not subject to depreciation. As of June 30, 2023, there was no construction in progress included in property and equipment.

Property and equipment are considered assets held for sale when management approves and commits to a plan to dispose of a property or group of properties. The property and equipment held for sale prior to the sale date is separately presented, within current assets, on the condensed consolidated balance sheet as assets held for sale.

During the three and six months ended June 30, 2023 management sold property and equipment and realized a gain on sale of $7,000 and $26,000, respectively, recorded on the condensed consolidated statements of operations and comprehensive income (loss), with proceeds of $7,000 and $37,000, respectively. During the three and six months ended June 30, 2022, management initiated the sale of property and equipment related to the Davis laboratory and Archipelago, respectively. The Company completed the sale of a portion of such property and equipment with a gain on sale of property and equipment in the amount of $58,000 and $386,000 recorded on the condensed consolidated statements of operations and comprehensive income (loss) during the three and six months ended June 30, 2022, respectively. The proceeds related to the sale of property and equipment during the three and six months ended June 30, 2022 are $54,000 and $841,000, respectively.

Property and equipment related to Archipelago, in the amount of $87,000, have been classified as assets held for sale, and are recorded at fair value as of June 30, 2023 and December 31, 2022. The fair value has been estimated using publicly available prices for some of the assets, and business partners' estimates for assets with prices not readily available, due to the relatively small size of the industry in which they can be used.
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5. Investments and Fair Value Instruments

Available-for-Sale Investments

The Company classified short-term investments as “available-for-sale.” These short-term investments are free of trading restrictions. The investments are carried at fair value, based on quoted market prices or other readily available market information. Unrealized gains and losses are included in accumulated other comprehensive income (loss), which is reflected as a separate component of stockholder’s equity in the condensed consolidated balance sheets. Gains and losses are recognized when realized in the condensed consolidated statements of operations and comprehensive income (loss).

The following tables summarize the amortized cost and fair value of the investment securities portfolio at June 30, 2023 and December 31, 2022 and the corresponding amounts of unrealized gains and losses recognized in accumulated other comprehensive income:

	
	
	Amortized
	
	
	Unrealized
	
	
	Unrealized
	
	
	Estimated
	

	(Dollars in thousands)
	
	Cost
	
	
	Gains
	
	
	Losses
	
	
	Fair Value
	

	June 30, 2023
	
	
	
	
	
	
	
	
	
	
	
	

	Cash equivalents:
	
	
	
	
	
	
	
	
	
	
	
	

	Money market funds
	$
	11,353
	$
	—
	$
	—
	$
	11,353
	

	Short-term investments:
	
	
	
	
	
	
	
	
	
	
	
	

	Treasury bills
	
	5,002
	
	
	21
	
	
	—
	
	
	5,023
	

	Total Assets at Fair Value
	$
	16,355
	$
	21
	$
	—
	$
	16,376
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	Amortized
	
	
	Unrealized
	
	
	Unrealized
	
	
	Estimated
	

	(Dollars in thousands)
	
	Cost
	
	
	Gains
	
	
	Losses
	
	
	Fair Value
	

	December 31, 2022
	
	
	
	
	
	
	
	
	
	
	
	

	Cash equivalents:
	
	
	
	
	
	
	
	
	
	
	
	

	Money market funds
	$
	18,620
	
	$
	—
	
	$
	—
	
	$
	18,620
	

	Total Assets at Fair Value
	$
	18,620
	$
	—
	$
	—
	$
	18,620
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The Company did not have any investment categories that were in a continuous unrealized loss position for more than twelve months as of June 30, 2023.

Fair Value Measurement

The fair value of the investment securities at June 30, 2023 were as follows:

	
	
	
	Fair Value Measurements at June 30, 2023
	
	
	

	(Dollars in thousands)
	
	Level 1
	
	
	Level 2
	
	
	Level 3
	
	Total
	

	Assets at Fair Value
	
	
	
	
	
	
	
	
	
	
	
	

	Cash equivalents:
	
	
	
	
	
	
	
	
	
	
	
	

	Money market funds
	$
	11,353
	$
	—
	$
	—
	$
	11,353
	

	Short-term investments:
	
	
	
	
	
	
	
	
	
	
	
	

	Treasury bills
	
	5,023
	
	
	—
	
	
	—
	
	
	5,023
	

	Total Assets at Fair Value
	$
	16,376
	$
	—
	$
	—
	$
	16,376
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The fair value of the investment securities at December 31, 2022 were as follows:

	
	
	Fair Value Measurements at December 31, 2022
	
	

	(Dollars in thousands)
	
	Level 1
	
	
	Level 2
	
	
	Level 3
	
	
	Total
	

	Assets at Fair Value
	
	
	
	
	
	
	
	
	
	
	
	

	Cash equivalents:
	
	
	
	
	
	
	
	
	
	
	
	

	Money market funds
	$
	18,620
	
	$
	—
	
	$
	—
	
	$
	18,620
	

	Total Assets at Fair Value
	$
	18,620
	$
	—
	$
	—
	$
	18,620
	

	
	
	
	
	
	
	
	
	
	
	
	
	


[image: ][image: ][image: ][image: ]

The Company uses the market approach technique to value its financial instruments and there were no changes in valuation techniques during 2023 or 2022. The Company’s financial instruments consist primarily of cash and cash equivalents, short-term investments, accounts receivable and other receivables, accounts payable and accrued liabilities. For short-term investments, accounts receivable and other receivables, accounts payable and accrued liabilities, the carrying amounts of these financial instruments as of June 30, 2023 and December 31, 2022 were considered representative of their fair values due to their short term to maturity or repayment. Cash equivalents are carried at cost, which approximates their fair value.
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The Company’s Level 3 liabilities consist of a contingent liability resulting from the Anawah, Inc. ("Anawah") acquisition as described in Note 13, as well as preferred investment options related to the March 2023 Private Placement and August 2022 Registered Direct offerings described in Note 9.

The contingent liability related to the Anawah acquisition was measured and recorded on a recurring basis as of June 30, 2023 and December 31, 2022, using unobservable inputs, namely the Company’s ability and intent to pursue certain specific products developed using technology acquired in the purchase. A significant deviation in the Company’s ability and/or intent to pursue the technology acquired in the purchase could result in a significantly lower (higher) fair value measurement.

The preferred investment option liabilities were measured and recorded on a recurring basis using the Black-Scholes Model with the following assumptions as of June 30, 2023 and December 31, 2022:



	
	
	March 2023 Options - Series A &
	
	
	March 2023 Options - Series B
	
	
	August 2022 Options & August 2022
	

	
	
	March 2023 Placement Agent Options
	
	
	
	
	
	Placement Agent Options
	

	
	
	June 30,
	December 31,
	
	
	June 30,
	December 31,
	
	
	June 30,
	December 31,
	
	

	2023
	
	
	2022
	2023
	
	
	2022
	
	2023
	
	2022
	
	

	Remaining term (in years)
	
	
	4.67
	
	
	—
	
	
	1.12
	
	
	—
	
	4.17
	
	4.67
	
	

	Expected volatility
	107.0 %
	
	—
	85.1 %
	
	—
	107.6 %
	106.2 %
	

	Risk-free interest rate
	4.2 %
	
	—
	5.3 %
	
	—
	4.3 %
	4.0 %
	

	Expected dividend yield
	0 %
	
	—
	0 %
	
	—
	0 %
	0 %
	



The significant input used in the fair value measurement of the Company’s Level 3 options liabilities is volatility. A significant increase (decrease) in volatility could result in a significantly higher (lower) fair value measurement.

The following table sets forth the establishment of the Company’s Level 3 liabilities, as well as a summary of the changes in the fair value and other adjustments (in thousands):

	
	
	March 2023
	
	March 2023
	
	March 2023
	
	
	
	
	August 2022
	
	
	
	
	
	
	

	
	
	Options -
	
	Options -
	Placement Agent
	
	August 2022
	Placement Agent
	
	Contingent
	
	
	
	
	

	(Dollars in thousands)
	
	Series A
	
	Series B
	
	Options
	
	Options
	
	Options
	
	Liabilities
	
	
	
	Total

	Balance as of December 31, 2022
	$
	—
	
	$
	—
	
	$
	—
	
	$
	767
	
	$
	39
	
	$
	2,000
	
	$
	2,806
	

	Initial recognition
	
	4,324
	
	
	2,274
	
	
	212
	
	
	—
	
	—
	
	—
	
	
	
	6,810
	

	Change in fair value and other adjustments
	
	(2,604 )
	
	(1,929 )
	
	(130 )
	
	(478 )
	
	(30 )
	
	—
	
	
	
	(5,171 )

	Balance as of June 30, 2023
	$
	1,720
	
	$
	345
	
	$
	82
	
	$
	289
	
	$
	9
	
	$
	2,000
	
	$
	4,445
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Assets classified as held for sale are recorded at fair value as of June 30, 2023. The Company has classified the fair value measurements as a Level 3 measurement in the fair value hierarchy as the fair value has been estimated using publicly available prices for some of the assets, and business partners' estimates for assets with prices not readily available, due to the relatively small size of the industry in which they can be used.

6. Consolidated Joint Venture

In 2019, the Company and Legacy Ventures Hawaii, LLC, a Nevada limited liability company (“Legacy”), formed Archipelago Ventures Hawaii, LLC, a Delaware limited liability company and entered into a Limited Liability Company Operating Agreement (the “Operating Agreement”). The Company and Legacy formed Archipelago to develop, extract and commercialize hemp-derived products from industrial hemp grown in Hawaii.

Pursuant to the Operating Agreement, a joint operating committee consisting of two individuals appointed by the Company and two individuals appointed by Legacy will manage Archipelago. As of June 30, 2023, the Company and Legacy hold 50.75% and 49.25% interests in Archipelago, respectively, and have made capital contributions to Archipelago of $3.1 million and $3.0 million, respectively, as determined by the joint operating committee. The Operating Agreement includes indemnification rights, non-competition obligations, and certain rights and obligations in connection with the transfer of membership interests, including rights of first refusal.

The Company consolidates Archipelago in the condensed consolidated financial statements after eliminating intercompany transactions. Net loss attributable to non-controlling interest of $20,000 and $142,000 is recorded as an adjustment to net loss to arrive at net loss attributable to common stockholders for the three and six months ended June 30, 2022, respectively. There was minimal activity during the three and six months ended June 30, 2023. Legacy’s equity interests are presented as non-controlling interests on the condensed consolidated balance sheets. Refer to Note 1 for basis of presentation.

In October 2021, Arcadia and Legacy mutually agreed to wind down the cultivation activities of Archipelago, due to regulatory challenges and a saturated hemp market.
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7. Collaborative Arrangements

In August 2017, the Company entered into a collaborative arrangement for the research, development and commercialization of an improved wheat quality trait in North America. This collaborative arrangement is a contractual agreement with Corteva AgriScience (“Corteva”) and involves a joint operating activity where both Arcadia and Corteva are active participants in the activities of the collaboration. Arcadia and Corteva participate in the research and development, and Arcadia has the primary responsibility for the intellectual property strategy while Corteva will generally lead the marketing and commercialization efforts. Both parties are exposed to significant risks and rewards of the collaboration and the agreement includes both cost sharing and profit sharing. The activities are performed with no guarantee of either technological or commercial success.

The Company accounts for research and development (“R&D”) costs in accordance ASC 730, Research and Development, which states R&D costs must be charged to expense as incurred. Accordingly, internal R&D costs are expensed as incurred. Third-party R&D costs are expensed when the contracted work has been performed or as milestone results are achieved.

8. Leases Operating Leases

As of June 30, 2023, the Company leases office space in Dallas, TX and Davis, CA as well as additional buildings, land and equipment. Leases with an initial term of 12 months or less are not recorded on the balance sheet; the Company recognizes lease expense for these short-term leases on a straight-line basis. The Company subleases a portion of the Davis office lease to third parties. In 2022, the Company terminated its lease for office space in Chesterfield, MO effective September 30, 2022. The original lease term was scheduled to expire in May 2024. As a result, the Company paid $47,000 in early termination fees. In addition, the Company subleased the facility in Chatsworth, CA to Radiance Beauty as part of the licensing agreement beginning November 1, 2022 for the remainder of the lease term. During 2022, the Company entered into an agreement to lease office space in Dallas, TX. The lease commenced in July 2022.

Some leases (the Dallas and Davis offices, a warehouse, and a copy machine) include one or more options to renew, with renewal terms that can extend the lease term from one to six years. The exercise of lease renewal options is at the Company’s sole discretion.

The Company’s lease agreements do not contain any material variable lease payments, material residual value guarantees or material restrictive covenants.

Leases consisted of the following (in thousands):

	Leases
	
	
	
	
	Classification
	
	
	June 30, 2023
	
	December 31, 2022
	

	Assets
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Operating lease assets
	
	
	
	Right of use asset
	
	$
	
	1,384
	
	$
	
	
	1,848
	
	
	

	Total leased assets
	
	
	
	
	
	
	
	
	
	
	
	$
	
	1,384
	
	
	$
	
	
	1,848
	
	
	

	Liabilities
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Current - Operating
	
	
	
	Operating lease liability- current
	
	$
	
	993
	
	$
	
	
	1,010
	
	
	

	Noncurrent - Operating
	
	
	
	Operating lease liability-
	
	
	
	
	532
	
	
	
	
	
	1,007
	
	
	

	
	
	
	
	noncurrent
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Total leased liabilities
	
	
	
	
	
	
	
	
	
	
	
	$
	
	1,525
	
	
	$
	
	
	2,017
	
	
	

	
	
	
	
	
	
	
	
	Three
	
	
	Three
	Six
	
	
	
	
	Six
	

	Lease Cost
	
	Classification
	
	
	Months Ended
	Months Ended
	Months Ended
	Months Ended
	

	
	
	
	
	
	
	June 30, 2023
	
	June 30, 2022
	June 30, 2023
	
	June 30, 2022
	

	Operating lease cost
	
	SG&A and R&D
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	Expenses
	$
	191
	
	$
	268
	
	$
	
	381
	
	$
	544
	
	
	

	Short term lease cost
	
	R&D Expenses
	
	
	
	3
	
	
	8
	
	
	
	7
	
	
	11
	
	
	

	Sublease income (1)
	
	SG&A and R&D
	
	
	
	(110 )
	
	(90 )
	
	
	(218 )
	
	(177 )
	

	
	
	Expenses
	
	
	
	
	
	
	
	
	
	
	
	

	Net lease cost
	
	
	
	
	
	$
	84
	
	$
	186
	
	$
	
	170
	
	$
	378
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(1) Sublease income is recorded as a reduction to lease expense.

	
	Lease Term
	
	June 30, 2023
	December 31, 2022
	

	
	and Discount Rate
	
	
	
	

	
	Weighted-average remaining
	
	
	
	
	
	
	

	
	lease term (years)
	2.1
	
	2.4
	
	
	

	
	Weighted-average discount rate
	6.4 %
	6.0 %
	

	
	
	10
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9. Equity Financing

March 2023 Private Placement

In March 2023, the Company issued in a private placement offering (the “March 2023 Private Placement”) pursuant to a securities purchase agreement (“March 2023 Purchase Agreement”) (i) 165,500 shares of its common stock, (ii) pre-funded common stock purchase warrants (the “March 2023 Pre-Funded Warrants”) to purchase up to 500,834 shares of common stock, at an exercise price of $0.0001 per share, (iii) Series A preferred investment options (the “March 2023 Options - Series A") to purchase up to a total of 666,334 shares of common stock, at an exercise price of $9.00 per share, and (iv) Series B preferred investment options (the “March 2023 Options - Series B”, and together with the March 2023 Options - Series A, the "March 2023 Options") to purchase up to a total of 666,334 shares of common stock, at an exercise price of $9.00 per share, and raised total gross proceeds of $6.0 million. The March 2023 Private Placement closed on March 6, 2023. The March 2023 Pre-Funded Warrants became exercisable upon issuance and are exercisable until exercised in full. The March 2023 Options - Series A are exercisable at any time at the option of the holder and expire 5 years from the date of issuance. The March 2023 Options - Series B are exercisable at any time at the option of the holder and expire 1.5 years from the date of issuance. During the three and six months ended June 30, 2023, 250,834 Pre-Funded Warrants were exercised.

In connection with the March 2023 Private Placement, the Company entered into preferred investment option amendment agreements (the “Option Amendment Agreements”) with certain investors. Under the Option Amendment Agreements, the Company agreed to amend certain existing warrants and preferred investment options to purchase up to a total of 178,132 shares of common stock that were previously issued to the investors in September 2019, May 2020, July 2020, December 2020, January 2021 and August 2022, with exercise prices of $300.80, $191.00, $154.00, $120.00, $125.20 and $37.35 per share, respectively (the “Existing Warrants”). Under the Option Amendment Agreements, the Company agreed to lower the exercise price of the Existing Warrants to $9.00 per share. In addition, the Company granted to a placement agent preferred investment options to purchase a total of 33,317 shares of Common Stock (the “March 2023 Placement Agent Options”) that have an exercise price per share equal to $11.25 and a term of 5 years from the date of issuance. The re-pricing of the Existing Warrants resulted in an increase in fair value of $404,000, of which $185,000 of the increase in fair value was related to the August 2022 liability classified options. The increase in fair value related to the re-pricing of Existing Warrants was recognized in Valuation Loss on March 2023 PIPE on the condensed consolidated statements of operations and comprehensive income (loss).

The March 2023 Options and March 2023 Placement Agent Options are classified as liabilities within Level 3 due to certain early settlement provisions that preclude them from equity classification. The Company utilized the Black-Scholes Model on March 6, 2023 with the following assumptions for the Series A Investment Options: volatility of 128.55%, stock price of $7.61 and risk-free rate of 4.27%. The following assumptions were utilized for the Series B Investment Options: volatility of 103.33%, stock price of $7.61 and risk-free rate of 4.97%. The estimated fair value of the liability classified March

2023 Options issued was $6.6 million. The estimated fair value of the common stock option liabilities was subsequently remeasured at June 30, 2023 with the changes recorded on the Company’s condensed consolidated statements of operations and comprehensive income (loss).

The estimated fair value of the common stock issued and March 2023 Pre-Funded Warrants was $5.1 million. The total estimated fair value of the common stock issued, March 2023 Pre-Funded Warrants and March 2023 Options as of March 6, 2023 exceeded the gross proceeds of the March 2023 Private Placement by $5.7 million and this amount was recognized in Valuation Loss on March 2023 PIPE on the condensed consolidated statements of operations and comprehensive income (loss).

The March 2023 Placement Agent Options were issued for services performed by the placement agent as part of the March 2023 Private Placement and were treated as offering costs. The value of the March 2023 Placement Agent Options was determined to be $212,000, calculated using the Black-Scholes Model. The Company incurred additional offering costs totaling $548,000 that consist of direct incremental legal, advisory, accounting and filing fees relating to the March 2023 Private Placement. A total of $430,000 was allocated to the common stock option liabilities and expensed while the remaining $330,000 was allocated to the common stock and March 2023 Pre-Funded Warrants and offset to additional paid in capital.

August 2022 Registered Direct Offering

On May 11, 2018, the Company filed a shelf Registration Statement on Form S-3 with the SEC which was declared effective on June 8, 2018 (“2018 Shelf Registration Statement”). On April 21, 2022, the Company filed a shelf Registration Statement on Form S-3 with the SEC which was declared effective on May 12, 2022 (“2022 Shelf Registration Statement”). Each of the 2018 Shelf Registration Statement and the 2022 Shelf Registration Statement allows the Company to sell any combination of common stock, preferred stock, warrants and units consisting of such securities in one or more offerings from time to time having aggregate offering prices of up to $50.0 million. The Company ceased being able to use the 2018 Shelf Registration Statement after June 8, 2021, the three-year anniversary of its effective date. The 2022 Shelf Registration Statement may no longer be used after May 12, 2025, the three-year anniversary of its effective date.

In August 2022, the Company entered into a securities purchase agreement (the “August 2022 Purchase Agreement”) pursuant to which it sold (i) 61,250 registered shares of its common stock, pursuant to the 2022 Shelf Registration Statement, (ii) pre-funded common stock purchase warrants (the “August 2022 Pre-Funded Warrants”) to purchase up to 56,813 shares of common stock, at an exercise price of $0.004 per share, which the August 2022 Pre-Funded Warrants were registered under the 2022 Shelf Registration Statement, and (iii) unregistered preferred investment options (the "August 2022 Options") to purchase up to 118,063 shares of common stock, at an exercise price of $37.35 per share, for total gross proceeds of $5.0 million (the “August 2022 Registered Direct
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Offering”). The August 2022 Registered Direct Offering closed on August 16, 2022. The August 2022 Pre-Funded Warrants became exercisable upon issuance and were fully exercised during the six months ended June 30, 2023. The August 2022 Options became exercisable upon issuance and expire 5 years after the date of issuance. In connection with the August 2022 Registered Direct Offering, the Company granted to a placement agent preferred investment options ("August 2022 Placement Agent Options") to purchase a total of 5,904 shares of common stock that have an exercise price per share equal to $52.80 and a term of five years.

The August 2022 Options and August 2022 Placement Agent Options are classified as liabilities within Level 3 due to certain early settlement provisions that preclude them from equity classification. The Company utilized the Black-Scholes Model on August 16, 2022 with the following assumptions: volatility of 128.46%, stock price of $37.60, risk-free rate of 2.97% and a term of 5 years. The estimated fair value of the common stock option liabilities was subsequently remeasured at June 30, 2023 with the changes recorded on the Company’s condensed consolidated statements of operations and comprehensive income (loss).

The August 2022 Placement Agent Options were issued for services performed by the placement agent as part of the August 2022 Registered Direct Offering and were treated as offering costs. The value of the August 2022 Placement Agent Options was determined to be $191,000, calculated using the Black-Scholes Model. The Company incurred additional offering costs totaling $488,000 that consist of direct incremental legal, advisory, accounting and filing fees relating to the August 2022 Registered Direct Offering. The offering costs, inclusive of the August 2022 Placement Agent Options, totaled $679,000 and were allocated to the common stock option liabilities, the common stock and August 2022 Pre-Funded Warrants using their relative fair values. A total of $314,000 was allocated to the common stock option liabilities and expensed while the remaining $365,000 was allocated to the common stock and August 2022 Pre-Funded Warrants and offset to additional paid in capital.
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10. Warrants and Options

Equity Classified Common Stock Warrants

The Company issued the following warrants to purchase shares of its common stock, which are outstanding as of June 30, 2023 and December 31, 2022, respectively. These warrants are exercisable any time at the option of the holder until their expiration date.

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	Exercised
	
	

	
	
	
	
	
	
	
	
	
	Exercised
	
	
	
	
	during the
	
	

	
	
	
	
	
	
	
	
	
	during the
	
	
	
	
	Six
	
	

	
	
	
	
	
	
	
	Exercise
	
	Year Ended
	
	
	Outstanding at
	
	Months Ended
	Outstanding at
	

	
	
	
	
	
	
	
	Price Per
	
	December 31,
	
	
	December 31,
	
	June 30,
	June 30,
	

	
	
	Issuance Date
	
	Term
	
	
	Share
	2022
	
	2022
	2023
	
	2023
	

	March 2023 Pre-Funded Warrants
	
	March 2023
	
	perpetual
	
	$
	—
	
	
	—
	
	—
	
	(250,834
	)
	250,000
	

	December 2022 Service and Performance
	
	December
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Warrants (1)
	2022
	
	5 years
	$
	11.20
	
	
	—
	1,000
	
	—
	1,000
	

	October 2022 Service and Performance
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Warrants (1)
	
	October 2022
	
	5 years
	$
	16.00
	
	
	—
	1,000
	
	—
	1,000
	

	August 2022 Pre-Funded Warrants
	
	August 2022
	
	perpetual
	$
	—
	
	
	—
	56,813
	(56,813 )
	—
	

	January 2021 Placement Agent Warrants
	
	January 2021
	
	5.5 years
	$
	159.60
	
	
	—
	9,846
	
	—
	9,846
	

	January 2021 Service and Performance
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Warrants (1)(3)
	
	January 2021
	
	2 years
	$
	123.20
	
	
	—
	188
	
	—
	—
	

	December 2020 Warrants (4)
	
	December
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	2020
	
	5.5 years
	$
	9.00
	
	
	—
	16,367
	
	—
	16,367
	

	December 2020 Warrants
	
	December
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	2020
	
	5.5 years
	$
	120.00
	
	
	—
	49,100
	
	—
	49,100
	

	December 2020 Placement Agent Warrants
	
	December
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	2020
	
	5 years
	$
	152.80
	
	
	—
	3,274
	
	—
	3,274
	

	July 2020 Warrants (4)
	
	July 2020
	
	5.5 years
	$
	9.00
	
	
	—
	16,036
	
	—
	16,036
	

	July 2020 Placement Agent Warrants
	
	July 2020
	
	5.5 years
	$
	198.80
	
	
	—
	802
	
	—
	802
	

	May 2020 Warrants (4)
	
	May 2020
	
	5 years
	$
	9.00
	
	
	—
	9,946
	
	—
	9,946
	

	May 2020 Warrants
	
	May 2020
	
	5 years
	$
	191.20
	
	
	—
	24,863
	
	—
	24,863
	

	May 2020 Placement Agent Warrants
	
	May 2020
	
	5 years
	$
	245.20
	
	
	—
	1,741
	
	—
	1,741
	

	March 2020 Service and Performance Warrants
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	(1)(3)
	
	March 2020
	
	3 years
	$
	100.00
	
	
	—
	459
	
	—
	—
	

	September 2019 Placement Agent Warrants
	
	September
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	2019
	
	5 years
	$
	379.20
	
	
	—
	1,649
	
	—
	1,649
	

	June 2019 Placement Agent Warrants
	
	June 2019
	
	5 years
	$
	251.60
	
	
	—
	1,862
	
	—
	1,862
	

	April 2019 Service and Performance Warrants
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	(1)
	
	April 2019
	
	5 years
	$
	247.20
	
	
	—
	3,629
	
	—
	3,629
	

	June 2018 Placement Agent Warrants (3)
	
	June 2018
	
	5 years
	$
	502.80
	
	
	—
	1,741
	
	—
	—
	

	March 2018 Placement Agent Warrants (3)
	
	March 2018
	
	5 years
	$
	1,662.40
	
	
	—
	376
	
	—
	—
	

	January 2021 Warrants (2)(4)
	
	January 2021
	
	5.5 years
	$
	9.00
	
	
	—
	7,831
	
	—
	7,831
	

	January 2021 Warrants (2)
	
	January 2021
	
	5.5 years
	$
	125.20
	
	
	—
	90,629
	
	—
	90,629
	

	September 2019 Warrants (2)(4)
	
	September
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	2019
	
	5.5 years
	$
	9.00
	
	
	—
	9,892
	
	—
	9,892
	

	September 2019 Warrants (2)
	
	September
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	2019
	
	5.5 years
	$
	300.80
	
	
	—
	6,594
	
	—
	6,594
	

	June 2019 Warrants (2)
	
	June 2019
	
	5.5 years
	$
	200.00
	
	
	—
	10,896
	
	—
	10,896
	

	March 2018 Warrants (2)(3)
	
	March 2018
	
	5 years
	$
	429.20
	
	
	—
	16,036
	
	—
	—
	

	Total
	
	
	
	
	
	
	
	
	
	—
	
	342,570
	
	(307,647
	)
	516,957
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



(1) The Company issued service and performance warrants (“Service and Performance Warrants”) in connection with professional services agreements with non-affiliated third party entities.

(2) Certain warrants contain a contingent cash payment feature and therefore were accounted for as a liability at the date of issuance and were adjusted to fair value at each balance sheet date. Upon adoption of ASU No. 2020-06 on January 1, 2022, all of the common stock warrant liabilities have been reclassified to equity classified common stock warrants, due to the elimination of the contingent cash payments as criteria for liability classification.

(3) These warrants expired in the during the six months ended June 30, 2023.

(4) These warrants were repriced as part of the March 2023 Private Placement offering.

Liability Classified Preferred Investment Options

The preferred investment options issued in connection with the March 2023 Private Placement and August 2022 Registered Direct offerings contain certain early settlement provisions that preclude them from equity classification and therefore were accounted for as liabilities at the date of issuance and are adjusted to fair value at each balance sheet date. The change in fair value of the options liabilities is recorded as change in fair value of common stock warrant and option liabilities in the consolidated statements of operations and comprehensive income (loss). The key terms and activity of the liability classified preferred investment options are summarized as follows:
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	Exercised
	
	
	
	Exercised
	
	
	

	
	
	
	
	
	
	
	
	
	during the
	
	
	
	during the
	
	
	

	
	
	
	
	
	
	
	Exercise
	
	Year Ended
	
	Outstanding at
	
	Six
	
	
	

	
	
	
	
	
	
	
	Price Per
	
	December 31,
	
	December 31,
	
	Months Ended
	
	Outstanding at
	

	
	
	Issuance Date
	
	Term
	
	
	Share
	2022
	2022
	
	June 30, 2023
	
	June 30, 2023
	

	March 2023 Options - Series A
	
	March 2023
	
	5 years
	
	$
	9.00
	
	—
	
	—
	
	—
	
	666,334
	

	March 2023 Options - Series B
	
	March 2023
	
	1.5 years
	$
	9.00
	
	—
	
	—
	
	—
	666,334
	

	March 2023 Placement Agent Options
	
	March 2023
	
	5 years
	$
	11.25
	
	—
	
	—
	
	—
	33,317
	

	August 2022 Options (1)
	
	August 2022
	
	5 years
	$
	9.00
	
	—
	118,063
	
	—
	118,063
	

	August 2022 Placement Agent Options
	
	August 2022
	
	5 years
	
	$
	52.80
	
	—
	
	5,904
	
	—
	
	5,904
	

	Total
	
	
	
	
	
	
	
	
	—
	123,967
	
	—
	1,489,952
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(1) These options were repriced as part of the March 2023 Private Placement offering.

11. Stock-Based Compensation and Employee Stock Purchase Program

Stock Incentive Plans

The Company has two equity incentive plans: the 2006 Stock Plan (“2006 Plan”) and the 2015 Omnibus Equity Incentive Plan (“2015 Plan”).

In 2006, the Company adopted the 2006 Plan, which provided for the granting of stock options to executives, employees, and other service providers under terms and provisions established by the Board of Directors. The Company granted non-statutory stock options (“NSOs”) under the 2006 Plan until May 2015, when it was terminated as to future awards, although it continues to govern the terms of options that remain outstanding and were issued under the 2006 Plan. The 2015 Plan became effective upon the Company’s IPO in May 2015 and all shares that were reserved, but not issued, under the 2006 Plan were assumed by the 2015 Plan. Upon effectiveness, the 2015 Plan had 3,860 shares of common stock reserved for future issuance, which included 259 that were transferred to and assumed by the 2015 Plan. The 2015 Plan provides for automatic annual increases in shares available for grant. In addition, shares subject to awards under the 2006 Plan that are forfeited or canceled will be added to the 2015 Plan. The 2015 Plan provides for the grant of incentive stock options (“ISOs”), NSOs, restricted stock awards, stock units, stock appreciation rights, and other forms of equity compensation, all of which may be granted to employees, officers, non-employee directors, and consultants. The exercise price for ISOs and NSOs will be granted at a price per share not less than the fair value of our common stock at the date of grant. Options granted generally vest over a four-year period; however, there might be alternative vesting schedules, as approved by the Board. Options granted, once vested, are generally exercisable for up to 10 years, after grant to the extent vested.

In June 2019, the shareholders approved an amendment to the Company’s 2015 Plan for a one-time increase to the number of shares of common stock that may be issued under the 2015 Plan by 3,000 shares. On February 2, 2022, Stanley Jacot, Jr. was hired as the new president and chief executive officer of the Company. The Company granted Mr. Jacot an inducement stock option to purchase 7,902 shares of the Company’s common stock pursuant to Rule 5635(c)(4) of the Nasdaq Listing Rules. The Company has filed a registration statement on Form S-8 to register the issuance of shares upon exercise of this inducement stock option. The inducement options grants have been issued outside of the 2015 Plan, but are subject to the terms and conditions of the 2015 Plan. As of June 30, 2023, a total of 86,834 shares of common stock were reserved for issuance under the 2015 Plan, of which 10,660 shares of common stock are available for future grant. As of June 30, 2023, a total of 103 and 76,174 options are outstanding under the 2006 and 2015 Plans, respectively. As of December 31, 2022, a total of 103 and 51,421 options were outstanding under the 2006 and 2015 Plans, respectively. A total of 8,477 inducement options were outstanding as of June 30, 2023 and December 31, 2022.

The following is a summary of stock option information and weighted average exercise prices under the Company’s stock incentive plans (in thousands, except share data and price per share):

	
	Shares
	
	Weighted-
	
	
	
	
	

	
	
	
	Average
	
	
	Aggregate
	
	

	
	Subject to
	
	Exercise
	
	
	
	
	

	
	Outstanding
	
	Price Per
	
	
	Intrinsic
	
	

	
	Options
	
	Share
	
	
	Value
	
	

	Outstanding — Balance at December 31, 2022
	60,002
	
	$
	114.80
	
	$
	—
	
	

	Options granted
	26,021
	
	
	6.38
	
	
	—
	
	

	Options exercised
	—
	
	—
	
	
	—
	
	

	Options forfeited
	(1,058 )
	
	39.05
	
	
	39,062
	
	

	Options expired
	(210 )
	
	118.35
	
	
	—
	
	

	Outstanding — Balance at June 30, 2023
	84,755
	
	$
	82.21
	$
	—
	
	

	
	
	
	
	
	
	
	
	

	Vested and expected to vest — June 30, 2023
	76,998
	
	$
	87.98
	$
	—
	
	

	Exercisable — June 30, 2023
	35,364
	
	$
	155.85
	$
	—
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Aggregate intrinsic value represents the difference between the exercise price of the options and the estimated fair value of the Company’s common stock determined by its Board of Directors for each of the respective periods.
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As of June 30, 2023, there was $969,000 of unrecognized compensation cost related to unvested stock-based compensation grants that will be recognized over the weighted-average remaining recognition period of 2.2 years.

In determining the fair value of the stock-based awards, the Company uses the Black-Scholes option-pricing model and assumptions discussed below. Each of these inputs is subjective and generally requires significant judgment to determine.

Expected Term—The expected term is the estimated period of time outstanding for stock options granted and was estimated based on a simplified method allowed by the SEC, and defines the term as the average of the contractual term of the options and the weighted-average vesting period for all open employee awards.

Expected Volatility—The historical volatility data was computed using the daily closing prices for the Company’s shares during the equivalent period of the calculated expected term of the stock-based awards.

Risk-Free Interest Rate—The risk-free interest rate is based on the interest rate of U.S. Treasuries of comparable maturities on the date the options were granted.

Expected Dividend—The expected dividend yield is based on the Company’s expectation of future dividend payouts to common stockholders.

The fair value of stock option awards was estimated at the date of grant using the Black-Scholes option-pricing model with the following weighted-average assumption:

	
	Three Months Ended June 30,
	
	Six Months Ended June 30,
	

	2023
	
	
	2022
	
	2023
	
	2022
	
	

	Expected term (years)
	
	7.20
	
	6.85
	
	7.06
	
	6.61
	
	

	Expected volatility
	124 %
	123 %
	124 %
	122 %

	Risk-free interest rate
	3.59 %
	2.85 %
	3.61 %
	2.48 %

	Dividend yield
	—
	—
	—
	—


[image: ]

The Company recognized $199,000 and $411,000 of compensation expense for stock options awards during the three and six months ended June 30, 2023, respectively. The Company recognized $323,000 and $583,000 of compensation expense for stock options awards for the three and six months ended June 30, 2022, respectively.

Employee Stock Purchase Plan

The Company’s 2015 Employee Stock Purchase Plan (“ESPP”) became effective on May 14, 2015. The ESPP allows eligible employees to purchase shares of the Company’s common stock at a discount of up to 15% of their eligible compensation through payroll deductions, subject to any plan limitations. After the first offering period, which began on May 14, 2015 and ended on February 1, 2016, the ESPP provides for six-month offering periods, and at the end of each offering period, employees are able to purchase shares at 85% of the lower of the fair market value of the Company’s common stock on the first trading day of the offering period or on the last day of the offering period. As of June 30, 2023, the number of shares of common stock reserved for future issuance under the ESPP is 9,170. The ESPP provides for automatic annual increases in the shares available for purchase beginning on January 1, 2016. As of June 30, 2023, 1,563 shares had been issued under the ESPP. The Company recorded $2,000 and $3,000 of ESPP related compensation expense during the three and six months ended June 30, 2023, respectively. The Company recorded $1,000 and $2,000 of ESPP related compensation expense for the three and six months ended June 30, 2022, respectively.

12. Income Taxes

Income tax expense during interim periods is based on applying an estimated annual effective income tax rate to year-to-date income, plus any significant unusual or infrequently occurring items that are recorded in the interim period. The computation of the annual estimated effective tax rate at each interim period requires certain estimates and significant judgment including, but not limited to, the expected operating income for the year, projections of the proportion of income earned and taxed in various jurisdictions, permanent and temporary differences, and the likelihood of recovering deferred tax assets generated in the current year. The accounting estimates used to compute the provision for income taxes may change as new events occur, more experience is obtained, additional information becomes known, or as the tax environment changes.

The interim financial statement provision for income taxes is different from the amounts computed by applying the United States federal statutory income tax rate of 21%. The Company’s effective tax rate was 0.00% for each of the three and six months ended June 30, 2023 and 2022. The difference between the effective tax rate and the federal statutory rate of 21% was primarily due to the full valuation allowance recorded on the Company’s net deferred tax assets.

During the six months ended June 30, 2023, there were no material changes to the Company’s uncertain tax positions.

In February 2023, the Company received notification from the Internal Revenue Service that our Archipelago joint venture was selected for audit for the 2021 tax year. The Opening Conference was held on April 24, 2023. Management received the IRS agent’s Initial Document Request in April 2023. The Company is currently not under audit for state purposes.
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13. Commitments and Contingencies

Leases

The Company leases office and laboratory space, grain storage bins, warehouse space, farmland, and equipment under operating lease agreements having initial lease terms ranging from one to five years, including certain renewal options available to the Company at market rates. The Company also leases land for field trials on a short-term basis. See Note 8.

Legal Matters

From time to time, in the ordinary course of business, the Company may become involved in certain legal proceedings. The Company currently is not a party to any material litigation or other material legal proceedings.

Contingent Liability Related to the Anawah Acquisition

In June 2005, the Company completed its agreement and plan of merger and reorganization with Anawah, to purchase the Anawah’s food and agricultural

research company through a non-cash stock purchase. Pursuant to the merger with Anawah, and in accordance with the ASC 805 - Business Combinations,

the Company incurred a contingent liability not to exceed $5.0 million. This liability represents amounts to be paid to Anawah’s previous stockholders for

cash collected on revenue recognized by the Company upon commercial sale of certain specific products developed using technology acquired in the

purchase. During 2010, the Company ceased activities relating to three of the six Anawah product programs thus, the contingent liability was reduced to

$3.0 million. During 2016, one of the programs previously accrued for was abandoned and another program previously abandoned was reactivated. During

2019, the Company determined that one of the technologies was no longer active and decided to abandon the previously accrued program. As of June 30,

2023, the Company continues to pursue or are otherwise liable for a total of two development programs using this technology and believes that the

contingent liability is probable. As a result, $2.0 million remains on the condensed consolidated balance sheet as an other noncurrent liability.

Contingent Liability Related to the ISI Acquisition

In August 2020, the Company acquired by merger ISI. A portion of the purchase price consideration for the acquisition in the amount of $280,000 will be recognized in two annual installments, each of up to 3,316 shares of the Company’s common stock, subject to the achievement of revenue milestones in 2021 and 2022. The contingent consideration was measured and recorded at fair value. The contingent consideration liability was remeasured quarterly with changes in fair value recorded on the condensed consolidated statements of operations and comprehensive income (loss). During 2022, the contingent consideration liability was fully written down as the probability of achievement of the 2022 revenue milestone was remote.

Contracts

The Company has entered into contract research agreements with unrelated parties that require the Company to pay certain funding commitments. The initial terms of these agreements range from one to three years in duration and in certain cases are cancelable.

The Company licenses certain technologies via executed agreements (“In-Licensing Agreements”) that are used to develop and advance the Company’s own technologies. The Company has entered into various In-Licensing Agreements with related and unrelated parties that require the Company to pay certain license fees, royalties, and/or milestone fees. In addition, certain royalty payments ranging from 2% to 15% of net revenue amounts as defined in the In-Licensing Agreements are or will be due.

The Company could be adversely affected by certain actions by the government as it relates to government contract revenue received in prior years. Government agencies, such as the Defense Contract Audit Agency routinely audit and investigate government contractors. These agencies review a contractor’s performance under its agreements; cost structure; and compliance with applicable laws, regulations and standards. The agencies also review the adequacy of, and a contractor’s compliance with, its internal control systems and policies, including the contractor’s purchasing, property, estimating, compensation and management information systems. While the Company’s management anticipates no adverse result from an audit, should any costs be found to be improperly allocated to a government agreement, such costs will not be reimbursed, or if already reimbursed, may need to be refunded. If an audit uncovers improper or illegal activities, civil and criminal penalties and administrative sanctions, including termination of contracts, forfeiture of profits, suspension of payments or fines, and suspension or prohibition from doing business with the government could occur. In addition, serious reputational harm or significant adverse financial effects could occur if allegations of impropriety were made against the Company. There currently are routine audits in process relating to government grant revenues.
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14. Net Income (Loss) per Share

Basic net income (loss) per share is calculated by dividing net loss attributable to common stockholders by the weighted-average number of common shares outstanding during the period and excludes any dilutive effects of stock-based awards and warrants. Diluted net income (loss) per share attributable to common stockholders is computed giving effect to all potentially dilutive common shares, including common stock issuable upon exercise of stock options and warrants. Dilutive securities are not included in the computation of net income (loss) per share when the impact would be anti-dilutive.

Securities that were not included in the diluted per share calculations because they would be anti-dilutive were as follows (in shares):

For the Three and Six Months Ended June 30,
[image: ]

	2023
	
	2022
	

	Options to purchase common stock
	
	84,755
	
	57,092
	

	Warrants to purchase common stock
	266,957
	283,751
	

	Preferred investment options
	
	1,489,952
	
	—
	

	Total
	1,841,664
	340,843
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15. Related-Party Transactions

The Company’s related parties include Moral Compass Corporation (“MCC”) and the John Sperling Foundation (“JSF”). The rights to the intellectual property owned by Blue Horse Labs, Inc. (“BHL”) were assigned to its sole shareholder, the John Sperling Revocable Trust (“JSRT”) due to BHL’s dissolution and then subsequently to the JSF. The JSF is deemed a related party of the Company because MCC, the Company’s largest stockholder, and the JSF share common officers and directors.

JSF receives a single digit royalty from the Company when revenue has been collected on product sales or for license payments from third parties that involve certain intellectual property developed under research funding originally from BHL. Royalty fees due to JSF were $33,000 and $48,000 as of June 30, 2023 and December 31, 2022, respectively, and are included in the condensed consolidated balance sheets as amounts due to related parties.

16. Subsequent Events

Management has evaluated subsequent events through August 10, 2023, the date that the financial statements were available to be issued.
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ITEM 2.	MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Special Note Regarding Forward-Looking Statements

The following discussion and analysis of our financial condition and results of operations should be read in conjunction with our unaudited condensed consolidated financial statements and the related notes to those statements included herein. In addition to historical financial information, this report contains forward-looking statements that involve risks and uncertainties. Our actual results could differ materially from those discussed in the forward-looking statements. The statements contained in this report that are not purely historical are forward-looking statements within the meaning of Section 27A of the Securities Act and Section 21E of the Securities Exchange Act of 1934, as amended, or the Exchange Act. Forward-looking statements are often identified by the use of words such as, but not limited to, “anticipate,” “believe,” “can,” “continue,” “could,” “estimate,” “expect,” “intend,” “may,” “plan,” “project,” “seek,” “should,” “strategy,” “target,” “will,” “would” and similar expressions or variations intended to identify forward-looking statements. These statements are based on the beliefs and assumptions of our management based on information currently available to management. Such forward-looking statements are subject to risks, uncertainties and other important factors that could cause actual results and the timing of certain events to differ materially from future results expressed or implied by such forward-looking statements. Factors that could cause or contribute to such differences include, but are not limited to, those identified below and those discussed in the section titled “Risk Factors” included in the most recent Annual Report on Form 10-K filed by the Company. Furthermore, such forward-looking statements speak only as of the date of this report. Except as required by law, we undertake no obligation to update any forward-looking statements to reflect events or circumstances after the date of such statements.

Solely for convenience, the trademarks, service marks and trade names referred to in this report may appear without the ®, TM, or SM symbols, but such references do not constitute a waiver of any rights that might be associated with the respective trademarks, service marks, or trade names.

Overview

We are a producer and marketer of innovative, plant-based food and beverage products. Our history as a leader in science-based approaches to developing high value crop improvements, primarily in wheat, designed to enhance farm economics by improving the performance of crops in the field, as well as their value as food ingredients, has laid the foundation for our path forward. We have used non-genetically modified advanced breeding techniques to develop these proprietary innovations which we are now commercializing through the sales of seed and grain, food ingredients and products, trait licensing and royalty agreements. The acquisition of the assets of Live Zola, LLC ("Zola") added coconut water to our portfolio of products.

Our commercial strategy is to satisfy consumer nutrition demands with the superior functional benefits our crops deliver directly from the farm, enabling us to share premium economics throughout the ag-food supply chain and to build a world-class estate of high value traits and varieties. The acquisition of the Zola brand allows us to broaden our reach within the beverage sector.

It is also estimated by the U.S. Department of Agriculture (“USDA”), that approximately one-fifth of the FDA recommended calories consumed by people in the US are from wheat. Therefore, the market opportunity for nutritional improvements in wheat are significant not only because the wheat market itself is vast, but also because of the “share of stomach” wheat represents. Considering that most people today are not getting enough fiber or protein in their daily diets, the superior nutrient density of our non-GMO GoodWheat™ (“GoodWheat”) technology can improve the dietary intake of average consumers, by increasing their fiber and protein consumption without changing the way they eat. We believe this proprietary advantage gives GoodWheat the potential to become a global standard in wheat.

Our Growth Strategy

We believe there are significant opportunities to grow our business by executing the following elements of our strategy:

· Accelerate the monetization of our GoodWheat™ wheat trait portfolio. Our proprietary intellectual property ("IP") with multiple non-GMO wheat traits have clear functional benefits, and we will continue to build partnerships across the wheat value chain. This will include launching GoodWheat™ into multiple categories where our wheat can provide a compelling point-of-difference at attractive margins. We will continue to acquire, develop and retain the requisite management and industry experience to fully participate in, and control, the route to market for our high value food ingredients.

· Evaluate acquisitive growth opportunities. We intend to evaluate potential acquisitions that will allow us to bring the GoodWheat value proposition to an existing business. We believe there is a significant opportunity to scale our business faster by purchasing an existing business in a new wheat-based category outside of pasta.
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· Scale Zola through retail expansion. We plan to expand distribution of our Zola coconut water brand through mass market retailers and grocery store chains. Based on our research, consumers prefer the clean, crisp taste of Zola to that of other leading coconut water brands. As a result, we plan to refresh our packaging, launch new innovation and continue to invest in effective brand-building activities.

Arcadia Wellness, LLC

In May 2021, our wholly owned subsidiary Arcadia Wellness, LLC (“Arcadia Wellness” or “AW”), acquired the businesses of Eko, Lief, and Zola. The acquisition included consumer CBD brands like Soul Spring™, a CBD-infused botanical therapy brand in the natural category, Saavy Naturals™, a line of natural body care products and ProVault™, a CBD-infused sports performance formula made with natural ingredients, providing effective support and recovery for athletes. Also included in the purchase is Zola, a coconut water sourced exclusively with sustainably grown coconuts from Thailand. In July 2022, the Company licensed Saavy Naturals™ to Radiance Beauty and Wellness, Inc. ("Radiance Beauty"). In July 2023, the Company announced its decision to exit the remaining body care brands, ProVault and Soul Spring.

Our Product Portfolio

GoodWheat™ Consumer Products

In June 2022, we launched our GoodWheat pasta in five varieties – penne, spaghetti, fettuccine, elbows and rotini – in select retailers nationwide and on Amazon. Our pasta delivers 4 times the fiber of traditional wheat pasta with 9g of protein per serving and no sacrifice on taste. In fact, our research shows that GoodWheat pasta scores at parity on taste with leading wheat pasta competitors and significantly outscores market leading vegetable-based pastas. Made with only our USA farm grown wheat, GoodWheat pasta meets consumers’ preference for clean labels and transparent sourcing. And, in December of 2022, GoodWheat received the American Heart Association’s Heart-Check mark on all of our pasta products. With its high fiber, lower sodium and zero saturated fat, GoodWheat meets the criteria for a heart-healthy pasta and provides consumers with a better-for-you option that delivers superior nutrition with the taste and texture of traditional pasta.

In August 2023, we launched our GoodWheat into the breakfast category with new, better-for-you pancake and waffle mixes as well as single-serve Quikcakes™. Our new mixes are made with simple ingredients and Arcadia’s proprietary wheat grain, which is naturally higher in fiber and protein than traditional wheat.

GoodWheat pancake and waffle mixes will be sold in resealable, multi-serve pouches, with each serving delivering 8 times the fiber of traditional pancake mix and 5 grams of protein. Our multi-serve mixes will be available in 3 classic varieties, including Buttermilk, Chocolate Chocolate Chip and Apple Cinnamon.

GoodWheat Quikcakes are an innovative, single-serve instant pancake that is a great option for busy mornings – you simply pour one packet into a bowl, add water and microwave for 90 seconds. Quikcakes have 11 times the fiber of traditional single-serve pancake mixes and contain 7 grams of protein per serving. Quikcakes will be available in 3 flavors, including Buttermilk, Chocolate Chocolate Chip and Confetti.

We believe our products serve an important need as most Americans suffer from a significant fiber deficiency. Less than 10 percent of women and less than 3 percent of men get enough fiber in their daily diets. The recommended daily value of fiber is 25g for women and children, and 38g for men according to the May 2021 Food and Health Survey by the International Food Information Council. One serving of GoodWheat Pasta gets your fiber closer to your daily need, delivering 8g of fiber, which accounts for 32 percent of the daily value of fiber needs for women and children, and 20 percent for men.

We plan to continue expanding the GoodWheat portfolio with the launch of innovative, new wheat-based products in additional categories, offering consumers more options to improve their fiber intake at multiple mealtimes throughout the day.

Zola Coconut Water

Zola is a pure, natural, 100% coconut water with a crisp, clean taste that’s lightly sweet and refreshing. Naturally hydrating and never from concentrate, Zola is Non-GMO Project Verified and only contains 60 calories per serving. In taste tests, Zola beats competitors 2 to 1 and is the best-tasting way to rehydrate, reset and reenergize.
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CBD Body Care ProVault Topical Pain Relief

Our portfolio currently consists of two body care brands that both contain CBD. The first brand is ProVault, a muscle and joint pain relief product that is formulated with THC-free CBD isolate along with a proprietary blend of natural ingredients and fast-acting cooling agents. The second brand is Soul Spring, a CBD-infused line of bath and body products that includes nourishing botanicals and minerals.

The market for CBD products has been under intense pressure primarily due to regulatory uncertainty. Given our strategic focus on food and beverage products, we announced our intention to exit our remaining body care brands, ProVault and Soul Spring.

Components of Our Statements of Operations Data

Revenues

The Company derive our revenues from product sales, royalties and license fees.

Product revenues

Product revenues consist primarily of sales of Arcadia Wellness products, GoodWheat grain and pasta, and GLA products. We recognize revenue from product sales when control of the product is transferred to third-party distributors and manufacturers, collectively “our customers,” which generally occurs upon delivery. Revenues fluctuate depending on the timing of shipments of product to our customers and are reported net of estimated chargebacks, returns and losses.

Royalty Revenues

Royalty revenues consist of amounts earned from the sale of commercial products that incorporate the Company's traits by third parties. Royalty revenues consist of a minimum annual royalty, offset by amounts earned from the sale of products. The Company recognizes the minimum annual royalty on a straight-line basis over the year, and recognizes royalty revenue resulting from the sale of products when the third parties transfer control of the product to their customers, which generally occurs upon shipment. Royalty revenues can fluctuate depending on the timing of shipments of product by the third parties to their customers.

License revenues

License revenues consist of up-front, nonrefundable license fees, annual license fees, and subsequent milestone payments that we receive under our license agreements. Revenue generated from up-front license fees are recognized upon execution of the agreement. We recognize annual license fees when it is probable that a material reversal will not occur.

Milestone fees are variable consideration that is initially constrained and recognized only when it is probable that such amounts would not be reversed. The Company assesses when achievement of milestones are probable in order to determine the timing of revenue recognition for milestone fees. Milestones typically represent significant stages of development for our traits in a potential commercial product, such as achievement of specific technological targets, completion of field trials, filing with regulatory agencies, completion of the regulatory process, and commercial launch of a product containing our traits. Given the seasonality of agriculture and time required to progress from one milestone to the next, achievement of milestones is inherently uneven, and license revenues are likely to fluctuate significantly from period to period.

Operating Expenses

Cost of revenues

Cost of revenues relates to the sale of Arcadia Wellness, GoodWheat, and GLA products and consists of the cost of raw materials, including internal and third-party services costs related to procuring, processing, formulating, packaging and shipping our products, as well as in-licensing and royalty fees, any adjustments or write-downs to inventory or prepaid production costs.

Research and development expenses ("R&D")

Research and development expenses consist of costs incurred in the development and testing of our products and other products in development incorporating our traits. These expenses currently consist primarily of fees paid to product formulation consultants and are expensed as incurred. Additionally, the Company is required from time to time to make certain milestone payments in connection
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with the development of technologies in-licensed from third parties. The Company's research and development expenses may fluctuate from period to period.

Gain on sale of Verdeca

The gain on sale of Verdeca is the gain recognized for the sale the Company's membership interests in the Verdeca joint venture to our partner Bioceres in November 2020.

Impairment of intangible assets

Impairments of intangible assets are recorded when the fair value of intangible assets drops below its carrying amount.

Change in fair value of contingent consideration.

Change in the fair value of contingent consideration is comprised of the fair value remeasurement of the liabilities associated with the Company's contingent consideration.

Impairment of property and equipment, net

Impairment of property and equipment, net includes losses from tangible assets due to impairment or recoverability test charges to write down fixed assets to their fair value or recoverability value.

Gain on sale of property and equipment, net

Gain on sale of fixed assets includes gains from the sale of tangible assets sold above their net book value.

Selling, general and administrative expenses

Selling, general and administrative expenses consist primarily of employee costs, professional service fees, broker and sales commission fees, and overhead costs. Our selling, general, and administrative expenses may fluctuate from period to period. In connection with our commercialization activities for our consumer products, we expect to increase our investments in sales and marketing, including additional consulting fees.

Interest income

Interest income consists interest income on our cash and cash equivalents and investments.

Other (loss) income, net

Other (loss) income, net consists of miscellaneous income or loss.

Valuation loss on March 2023 PIPE

Valuation loss on March 2023 PIPE includes the fair value in excess of gross proceeds and the increase in fair value related to the re-pricing of existing warrants.

Change in the estimated fair value of common stock warrant and option liabilities

Change in the estimated fair value of common stock warrant and option liabilities is comprised of the fair value remeasurement of the liabilities associated with our financing transactions.

Issuance and offering costs allocated to liability classified options

Issuance and offering costs generally include placement agent, legal, advisory, accounting and filing fees related to financing transactions.
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Income tax provision

Our income tax provision has not been historically significant, as we have incurred losses since our inception. The provision for income taxes consists of state and foreign income taxes. Due to cumulative losses, we maintain a valuation allowance against our U.S. deferred tax assets as of June 30, 2023 and December 31, 2022. We consider all available evidence, both positive and negative, including but not limited to: earnings history, projected future outcomes, industry and market trends, and the nature of each of the deferred tax assets in assessing the extent to which a valuation allowance should be applied against our U.S. deferred tax assets.

Results of Operations

Comparison of the Three Months Ended June 30, 2023 and 2022

	
	Three Months Ended June 30,
	
	
	$
	Change
	% Change
	

	
	2023
	
	
	2022
	
	
	
	
	
	
	
	
	

	
	
	
	
	(In thousands
	except percentage)
	
	
	
	

	Revenues:
	
	
	
	
	
	
	
	
	
	
	
	
	

	Product
	$
	1,379
	
	$
	2,946
	
	$
	(1,567 )
	(53 )%
	

	Royalty
	
	—
	
	50
	
	
	(50 )
	(100 )%
	

	License
	
	10
	
	
	862
	
	
	(852 )
	(99 )%
	

	Total revenues
	
	1,389
	
	
	3,858
	
	
	(2,469
	)
	(64
	)%
	

	Operating expenses (income):
	
	
	
	
	
	
	
	
	
	
	
	
	

	Cost of revenues
	
	981
	
	
	3,447
	
	
	(2,466 )
	(72 )%
	

	Research and development
	
	391
	
	
	359
	
	
	32
	
	9 %
	

	Gain on sale of Verdeca
	
	—
	
	(1,138 )
	
	1,138
	
	(100 )%
	

	Impairment of intangible assets
	
	—
	
	72
	
	
	(72 )
	(100 )%
	

	Change in fair value of contingent consideration
	
	—
	
	(39 )
	
	39
	
	(100 )%
	

	Impairment of property and equipment
	
	—
	
	346
	
	
	(346 )
	(100 )%
	

	Gain on sale of property and equipment
	
	(7 )
	
	(58 )
	
	51
	
	(88 )%
	

	Selling, general and administrative
	
	3,815
	
	
	4,652
	
	
	(837 )
	(18 )%
	

	Total operating expenses
	
	5,180
	
	
	7,641
	
	
	(2,461
	)
	(32
	)%
	

	Loss from operations
	
	(3,791 )
	
	(3,783 )
	
	(8 )
	0 %
	

	Interest income
	
	207
	
	
	30
	
	
	177
	
	590
	%
	
	

	Other (loss) income, net
	
	(13 )
	
	(44 )
	
	31
	
	(70 )%
	

	Change in fair value of common stock warrant and option
	
	4,416
	
	
	—
	
	
	4,416
	
	100 %
	
	

	liabilities
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Net income (loss) before income taxes
	
	819
	
	
	(3,797 )
	
	4,616
	
	(122 )%
	

	Income tax provision
	
	(1 )
	
	—
	
	(1 )
	0 %
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Net income (loss)
	
	818
	
	
	(3,797 )
	
	4,615
	
	(122 )%
	

	Net loss attributable to non-controlling interest
	
	(5 )
	
	(20 )
	
	15
	
	(75 )%
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Net income (loss) attributable to common stockholders
	$
	823
	
	$
	(3,777 )
	$
	4,600
	
	(122 )%
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Revenues

Product revenues accounted for 99% and 76% of total revenues during the three months ended June 30, 2023 and 2022, respectively. Product revenues decreased $1.6 million, or 53%, during the three months ended June 30, 2023 compared to the same period in 2022 primarily driven by 2022 GoodWheat grain sales and sales of body care products that are no longer part of the Arcadia product portfolio.

Royalty revenues accounted for 0% and 1% of our total revenues during the three months ended June 30, 2023 and 2022, respectively. The $50,000 of royalty revenues for the three months ended June 30, 2022 represents the proportionate share of contracted minimum annual royalty fees that expired in 2022.

License revenue accounted for 1% and 22% of our total revenues during the three months ended June 30, 2023 and 2022, respectively. During the three months ended June 30, 2022, the Company recognized one-time license revenue of $862,000 related to the Verdeca-Bioceres licensing agreement discussed below.
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Cost of revenues

Cost of revenues decreased by $2.5 million, or 72%, during the three months ended June 30, 2023 compared to the same period in 2022. Cost of revenues during the three months ended June 30, 2022 included GoodWheat grain sold at cost, low-margin body care product sales, and higher inventory write-downs. Gross profit, calculated as total revenues less cost of revenues, was $408,000 during the three months ended June 30, 2023 compared to gross profit of $411,000 during the three months ended June 30, 2022. Excluding the one-time license revenue related to the Verdeca-Bioceres licensing agreement, gross loss was $451,000 during the three months ended June 30, 2022. The increase in the gross profit in 2023 was driven by the absence of GoodWheat grain sold at cost, the focus on higher-margin products, and lower inventory write-downs during the three months ended June 30, 2023.

Research and development

Research and development expenses increased by $32,000, or 9%, during the three months ended June 30, 2023 compared to the same period in 2022 primarily related to the launch of GoodWheat pancake and waffle mixes in the third quarter of 2023.

Gain on sale of Verdeca

In February 2012, we partnered with Bioceres to form Verdeca, which we equally owned. Verdeca was formed to develop and deregulate soybean varieties using both partners’ agricultural technologies. In November 2020, Arcadia sold its membership interest in Verdeca to Bioceres in a transaction in which Arcadia received cash, shares of Bioceres stock and a royalty stream of up to $10.0 million on sales of Haab 4 ("HB4") soybean. An additional $2.0 million in cash was to be paid upon achievement by Verdeca reaching commercial plantings of at least 200,000 hectares of HB4 or China approving the HB4 soybean trait for “food and feed”. During the three months ended June 30, 2022, we recognized a gain on sale of Verdeca of $1.1 million related to the regulatory approval of the HB4 soybeans.

Impairment of intangible assets

During the three months ended June 30, 2022, we recognized $72,000 of impairments of intangible assets related to the Radiance Beauty licensing agreement. There was no such impairment of intangible assets during the three months ended June 30, 2023.

Change in fair value of contingent consideration

The change in fair value of contingent consideration during the three months ended June 30, 2022 was related to the Industrial Seed Innovations ("ISI") contingent consideration remeasurement that resulted in a decrease of the liability in the amount of $39,000. See Note 13 to the Condensed Consolidated Financial Statements. There was no such change in fair value of contingent consideration during the three months ended June 30, 2023.

Impairment of property and equipment

During the three months ended June 30, 2022, we recognized $320,000 of impairments of property and equipment related to the Radiance Beauty licensing agreement and recorded additional impairments of $26,000 related to other property and equipment. There was no such impairment of property and equipment during the three months ended June 30, 2023.

Gain on sale of property and equipment

During the three months ended June 30, 2023 and 2022, the Company sold property and equipment for net proceeds exceeding book value by $7,000 and $58,000, respectively.

Selling, general, and administrative

Selling, general, and administrative expenses decreased by $837,000, or 18%, during the three months ended June 30, 2023 compared to the same period in 2022 driven by a decrease in employee compensation, insurance and research expenses in 2023.
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Interest income

During the three months ended June 30, 2023, the Company recognized interest income of $207,000 from investments as compared to interest income of $30,000 during the same period in 2022.

Other loss, net

During the three months ended June 30, 2023, the Company recognized other loss of $13,000.

Change in the estimated fair value of common stock warrant and option liabilities

The change in the estimated fair value of common stock warrant and option liabilities was $4.4 million during the three months ended June 30, 2023 related to the change in the estimated fair value of the liability classified preferred investment options issued in connection with the March 2023 PIPE and August 2022 Registered Direct Offering financing transactions.
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Comparison of the Six Months Ended June 30, 2023 and 2022


	
	Six Months Ended June 30,
	
	
	$
	Change
	% Change
	

	
	2023
	
	
	2022
	
	
	
	
	
	
	
	
	

	
	
	
	
	(In thousands
	except percentage)
	
	
	
	

	Revenues:
	
	
	
	
	
	
	
	
	
	
	
	
	

	Product
	$
	2,889
	
	$
	6,116
	
	$
	(3,227 )
	(53 )%
	

	Royalty
	
	—
	
	100
	
	
	(100 )
	(100 )%
	

	License
	
	10
	
	
	862
	
	
	(852 )
	(99 )%
	

	Total revenues
	
	2,899
	
	
	7,078
	
	
	(4,179
	)
	(59
	)%
	

	Operating expenses (income):
	
	
	
	
	
	
	
	
	
	
	
	
	

	Cost of revenues
	
	1,806
	
	
	6,906
	
	
	(5,100 )
	(74 )%
	

	Research and development
	
	750
	
	
	754
	
	
	(4 )
	(1 )%
	

	Gain on sale of Verdeca
	
	—
	
	(1,138 )
	
	1,138
	
	(100 )%
	

	Impairment of intangible assets
	
	—
	
	72
	
	
	(72 )
	(100 )%
	

	Change in fair value of contingent consideration
	
	—
	
	(70 )
	
	70
	
	(100 )%
	

	Impairment of property and equipment
	
	—
	
	346
	
	
	(346 )
	(100 )%
	

	Gain on sale of property and equipment
	
	(26 )
	
	(386 )
	
	360
	
	(93 )%
	

	Selling, general and administrative
	
	8,209
	
	
	9,000
	
	
	(791 )
	(9 )%
	

	Total operating expenses
	
	10,739
	
	
	15,484
	
	
	(4,745
	)
	(31
	)%
	

	Loss from operations
	
	(7,840 )
	
	(8,406 )
	
	566
	
	(7 )%
	

	Interest income
	
	405
	
	
	29
	
	
	376
	
	1297
	%
	
	

	Other (loss) income, net
	
	19
	
	
	(3 )
	
	22
	
	(733 )%
	

	Valuation loss on March 2023 PIPE
	
	(6,076 )
	
	—
	
	(6,076 )
	0 %
	
	

	Change in fair value of common stock warrant and option
	
	
	
	
	
	
	
	
	
	
	
	
	

	liabilities
	
	5,357
	
	
	—
	
	5,357
	
	0 %
	

	Issuance and offering costs allocated to liability classified
	
	(430 )
	
	(27 )
	
	(403 )
	1492 %
	
	

	options
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Net income (loss) before income taxes
	
	(8,565 )
	
	(8,407 )
	
	(158 )
	2 %
	
	

	Income tax provision
	
	(1 )
	
	—
	
	(1 )
	0 %
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Net income (loss)
	
	(8,566 )
	
	(8,407 )
	
	(159 )
	2 %
	
	

	Net loss attributable to non-controlling interest
	
	(5 )
	
	(142 )
	
	137
	
	(96 )%
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Net income (loss) attributable to common stockholders
	$
	(8,561 )
	$
	(8,265 )
	$
	(296 )
	4 %
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Revenues

Product revenues accounted for 100% and 86% of our total revenues during the six months ended June 30, 2023 and 2022, respectively. The $3.2 million, or 53%, decrease in product revenues during the six months ended June 30, 2023 compared to the same period in 2022 was primarily driven by 2022 GoodWheat grain sales and sales of body care products that are no longer part of the Arcadia product portfolio.

Royalty revenues accounted for 0% and 1% of our total revenues during the six months ended June 30, 2023 and 2022, respectively. The $100,000 of royalty revenues for the six months ended June 30, 2022 represents the proportionate share of contracted minimum annual royalty fees that expired in 2022.

License revenue accounted for 0% and 12% of our total revenue during the six months ended June 30, 2023 and 2022, respectively. During the six months ended June 30, 2022, the Company recognized one-time license revenue of $862,000 related to the Verdeca-Bioceres licensing agreement discussed below.
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Cost of revenues

Cost of revenues decreased by $5.1 million, or 74%, during the six months ended June 30, 2023 compared to the same period in 2022. Cost of revenues during the three months ended June 30, 2022 included GoodWheat grain sold at cost, low-margin body care product sales, and higher inventory write-downs. Gross profit, calculated as total revenues less cost of revenues, was $1.1 million during the six months ended June 30, 2023 compared to gross profit of $172,000 during the six months ended June 30, 2022. The increase in the gross profit in 2023 was driven by the absence of GoodWheat grain sold at cost, the focus on higher-margin products, and lower inventory write-downs during the six months ended June 30, 2023.

Research and development

Research and development expenses decreased by $4,000, or 1%, during the six months ended June 30, 2023 compared to the same period in 2022.

Gain on sale of Verdeca

In February 2012, we partnered with Bioceres to form Verdeca, which we equally owned. Verdeca was formed to develop and deregulate soybean varieties using both partners’ agricultural technologies. In November 2020, Arcadia sold its membership interest in Verdeca to Bioceres in a transaction in which Arcadia received cash, shares of Bioceres stock and a royalty stream of up to $10.0 million on sales of Haab 4 ("HB4") soybean. An additional $2.0 million in cash is to be paid upon achievement by Verdeca reaching commercial plantings of at least 200,000 hectares of HB4 or China approving the HB4 soybean trait for “food and feed”. During the three months ended June 30, 2022, we recognized a gain on sale of Verdeca of $1.1 million related to the regulatory approval of the HB4 soybeans.

Impairment of intangible assets

During the six months ended June 30, 2022, we recognized $72,000 of impairments of intangible assets related to the Radiance Beauty licensing agreement. There was no such impairment during the six months ended June 30, 2023.

Change in fair value of contingent consideration

The change in fair value of contingent consideration during the six months ended June 30, 2022 was related to the Industrial Seed Innovations ("ISI") contingent consideration remeasurement that resulted in a decrease of the liability in the amount of $70,000. See Note 13 to the Condensed Consolidated Financial Statements. There was no such impairment during the six months ended June 30, 2023.

Impairment of property and equipment

During the six months ended June 30, 2022, we recognized $320,000 of impairments of property and equipment related to the Radiance Beauty licensing agreement and recorded additional impairments of $26,000 related to other property and equipment. There was no such impairment during the six months ended June 30, 2023.

Gain on sale of property and equipment

During the six months ended June 30, 2023 and 2022, the Company sold property and equipment for net proceeds exceeding book value by $26,000 and $386,000, respectively.

Selling, general, and administrative

Selling, general, and administrative expenses decreased by $792,000, or 9%, during the six months ended June 30, 2023 compared to the same period in 2022 due to a decrease in employee compensation, insurance and research expenses in 2023.
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Interest income

During the six months ended June 30, 2023, the Company recognized interest income of $405,000 from investments as compared to interest income of $29,000 during the same period in 2022.

Other income, net

During the six months ended June 30, 2023, the Company recognized other income of $19,000.

Valuation loss on March 2023 PIPE

During the six months ended June 30, 2023, the Company recognized a $6.1 million valuation loss related to the March 2023 PIPE financing transaction.

The valuation loss includes the fair value in excess of gross proceeds and the increase in fair value related to the re-pricing of existing warrants.

Change in the estimated fair value of common stock warrant and option liabilities

The change in the estimated fair value of common stock warrant and option liabilities was $5.4 million during the six months ended June 30, 2023 related to the change in the estimated fair value of the liability classified preferred investment options issued in connection with the March 2023 PIPE and August 2022 Registered Direct Offering financing transactions.

Issuance and offering costs allocated to liability classified options

Issuance and offering costs were $430,000 during the six months ended June 30, 2023 and were related to the liability classified options issued in the March 2023 PIPE financing transaction.

Seasonality

We and our commercial partners operate in different geographies around the world and conduct field trials used for data generation, which must be conducted during the appropriate growing seasons for particular crops and markets. Demand for our consumer body care products tends to vary with major holidays and demand for coconut water products is generally higher in the summer months.

The level of seasonality in our business overall is difficult to evaluate at this time due to our relatively limited number of commercialized products, our expansion into new geographical markets and our introduction of new products and traits.

Liquidity & Capital Resources

We have funded our operations primarily with the net proceeds from our private and public offerings of our equity securities and debt, as well as proceeds from the sale of our products and payments under license agreements. Our principal use of cash is to fund our operations, which are primarily focused on commercializing our products. Our contractual obligations are primarily related to our operating leases for facilities, land and equipment. As of June 30, 2023, we had cash and cash equivalents of $13.5 million and short-term investments of $5.0 million. For the six months ended June 30, 2023, the Company had a net loss of $8.6 million and net cash used in operations of $8.3 million. For the twelve months ended December 31, 2022, the Company had net losses of $15.6 million and net cash used in operations of $14.0 million.

Going Concern

We believe that our existing cash and cash equivalents and short-term investments will not be sufficient to meet our anticipated cash requirements for at least the next 12-18 months from the issuance date of these financial statements, and thus raises 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.

We may seek to raise additional funds through debt or equity financings, if necessary. We may also consider entering into additional partner arrangements. Any sale of additional equity would result in dilution to our stockholders. Our incurrence of debt would result in debt service obligations, and the instruments governing our debt could provide for additional operating and financing covenants that would restrict our operations. If we require additional funds and are not able to secure adequate additional funding, we may be forced to reduce our spending, extend payment terms with our suppliers, liquidate assets, or suspend or curtail planned product launches. Any of these actions could materially harm our business, results of operations and financial condition.
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Liquidity

The following table summarizes total current assets, current liabilities and working capital for the dates indicated (in thousands):

	
	
	
	As of
	
	
	
	
	
	As of

	
	
	
	June 30,
	
	
	
	December 31,

	
	
	
	2023
	
	
	
	
	
	
	2022
	

	
	Current assets
	$
	23,339
	
	$
	
	
	
	25,398
	

	
	Current liabilities
	
	4,091
	
	
	
	
	
	4,209
	

	
	Working capital surplus
	$
	19,248
	
	$
	
	
	
	21,189
	

	Cash Flows
	
	
	
	
	
	
	
	
	
	

	The following table summarizes our cash flows for the periods indicated (in thousands):
	
	
	
	
	
	
	
	
	

	
	
	
	
	Six Months Ended June 30,

	
	
	
	
	2023
	
	
	
	
	2022
	

	
	Net cash (used in) provided by:
	
	
	
	
	
	
	
	
	
	

	
	Operating activities
	
	$
	(8,264 )
	$
	(8,250 )

	
	Investing activities
	
	
	
	(4,401 )
	
	
	795
	

	
	Financing activities
	
	
	
	5,505
	
	
	
	4
	

	
	Net decrease in cash
	
	
	$
	(7,160
	)
	
	$
	(7,451
	)
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Cash flows from operating activities

Cash used in operating activities for the six months ended June 30, 2023, was $8.3 million. With respect to our net loss of $8.6 million, non-cash charges, including $430,000 of issuance and offering costs, $6.1 million of valuation loss recognized for the March 2023 PIPE, $411,000 of stock-based compensation, $357,000 of lease amortization, $138,000 of depreciation and $192,000 of write-downs of inventory, were offset by the change in fair value of common stock warrant and option liabilities of $5.4 million, adjustments in our working capital accounts of $1.5 million, a gain on disposal of property and equipment of $26,000, and operating lease payments of $382,000.

Cash used in operating activities for the six months ended June 30, 2022, was $8.3 million. With respect to our net loss of $8.4 million, non-cash charges, including $583,000 of stock-based compensation, $420,000 of lease amortization, $1.5 million of write-downs of inventories, $346,000 of write-downs of property and equipment, $72,000 of write-downs of intangible assets, and $277,000 of depreciation, were offset by a gain on the sale of Verdeca of $1.1 million, adjustments in our working capital accounts of $1.1 million, $386,000 of gain on disposal of property and equipment, other non-cash income from the change in fair value of contingent consideration of $70,000, and operating lease payments of $446,000.

Cash flows from investing activities

Cash provided by investing activities for the six months ended June 30, 2023 consisted of proceeds of $37,000 from the sale of property and equipment as well as proceeds of $569,000 from the sale of Verdeca, offset by $5,000 of purchases of property and equipment and $5.0 million of purchases of investments.

Cash provided by investing activities for the six months ended June 30, 2022 consisted of $841,000 of proceeds from sales of property and equipment, partially offset by $46,000 of purchases of property and equipment.
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Cash flows from financing activities

Cash provided by financing activities for the six months ended June 30, 2023 consisted of gross proceeds of $6.0 million from the March 2023 PIPE financing transaction and proceeds from the purchase of ESPP shares of $5,000, which were offset by payments of transaction costs related to the March 2023 PIPE financing transaction of $497,000.

Cash provided by financing activities for the six months ended June 30, 2022 consisted of proceeds from the purchase of ESPP shares of $4,000.


Off-Balance Sheet Arrangements

Since our inception, we have not engaged in any off-balance sheet arrangements, including the use of structured finance, special purpose entities, or variable interest entities other than Verdeca, which was disposed of in November 2020.

Critical Accounting Policies and Estimates

Our management’s discussion and analysis of our financial condition and results of operations is based on our financial statements, which have been prepared in accordance with GAAP. The preparation of these financial statements requires us to make estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial statements, as well as the reported revenue generated, and expenses incurred during the reporting periods. Our estimates are based on our historical experience and on various other factors that we believe are reasonable under the circumstances, the results of which form the basis for making judgments about the carrying value of assets and liabilities that are not readily apparent from other sources. Actual results may differ from these estimates under different assumptions or conditions.

We consider our critical accounting policies and estimates to be revenue recognition, determination of the provision for income taxes, and net realizable value of inventory.

ITEM 3:	QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Not Required.

ITEM 4:	CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

We maintain “disclosure controls and procedures,” as such term is defined in Rule 13a-15(e) under the Securities Exchange Act of 1934, or Exchange Act, that are designed to ensure that information required to be disclosed by us in reports that we file or submit under the Exchange Act is recorded, processed, summarized, and reported within the time periods specified in Securities and Exchange Commission rules and forms, and that such information is accumulated and communicated to our management, including our President and Chief Executive Officer and our Chief Financial Officer, as appropriate, to allow timely decisions regarding required disclosure. In designing and evaluating our disclosure controls and procedures, management recognized that disclosure controls and procedures, no matter how well conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of the disclosure controls and procedures are met. Our disclosure controls and procedures have been designed to meet reasonable assurance standards. Additionally, in designing disclosure controls and procedures, our management necessarily was required to apply its judgment in evaluating the cost-benefit relationship of possible disclosure controls and procedures. The design of any disclosure controls and procedures also is based in part upon certain assumptions about the likelihood of future events, and there can be no assurance that any design will succeed in achieving its stated goals under all potential future conditions.

Based on their evaluation as of the end of the period covered by this Quarterly Report on Form 10-Q, our President and Chief Executive Officer and our Chief Financial Officer have concluded that, as of such date, our disclosure controls and procedures were effective at the reasonable assurance level.

Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting (as such term is defined in Rule 13a-15(f) under the Exchange Act) identified in connection with the evaluation identified above that occurred during the quarter ended June 30, 2023 that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II. OTHER INFORMATION

ITEM 1.	LEGAL PROCEEDINGS

We currently are not a party to any material litigation or other material legal proceedings. From time to time, we may be subject to legal proceedings and claims in the ordinary course of business.

ITEM 1A.	RISK FACTORS


In addition to the other information set forth in this Quarterly Report, you should carefully consider the factors discussed in Part I, “Item 1A. Risk Factors” in our Annual Report on Form 10-K for the year ended December 31, 2022, which could materially affect our business, financial condition, liquidity or future results. The risks described in our Annual Report on Form 10-K are not the only risks facing our company. Additional risks and uncertainties not currently known to us or that we currently deem to be immaterial also may materially adversely affect our business, financial condition, liquidity or future results.

ITEM 2.	UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

None.

ITEM 3.	DEFAULTS UPON SENIOR SECURITIES

None.

ITEM 4.	MINE SAFETY DISCLOSURES

Not applicable.

ITEM 5.	OTHER INFORMATION

None.
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ITEM 6.	EXHIBITS

The following exhibits are attached hereto or are incorporated herein by reference.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

	
	Arcadia Biosciences, Inc.

	August 10, 2023
	By:
	/s/ STANLEY E. JACOT, JR.

	
	
	Stanley E. Jacot, Jr.

	
	
	President and Chief Executive Officer

	August 10, 2023
	By:
	/s/ THOMAS J. SCHAEFER

	
	
	Thomas J. Schaefer

	
	
	Chief Financial Officer
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Exhibit 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER

PURSUANT TO EXCHANGE ACT RULE 13a-14(a)/15d-14(a)

AS ADOPTED PURSUANT TO SECTION 302

OF THE SARBANES-OXLEY ACT OF 2002

I, Stanley E. Jacot, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of Arcadia Biosciences, Inc. for the period ended June 30, 2023;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.

Dated: August 10, 2023	/s/ STANLEY E. JACOT, JR.
[image: ]

Stanley E. Jacot, Jr.

President and Chief Executive Officer

(Principal Executive Officer)
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Exhibit 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER

PURSUANT TO EXCHANGE ACT RULE 13a-14(a)/15d-14(a)

AS ADOPTED PURSUANT TO SECTION 302

OF THE SARBANES-OXLEY ACT OF 2002

I, Thomas J. Schaefer, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of Arcadia Biosciences, Inc. for the period ended June 30, 2023;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.

Dated: August 10, 2023	/s/ THOMAS J. SCHAEFER
[image: ]

Thomas J. Schaefer

Chief Financial Officer

(Principal Financial Officer)
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Exhibit 32.1

CERTIFICATION

PURSUANT TO 18 U.S.C. SECTION 1350

AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the accompanying Quarterly Report of Arcadia Biosciences, Inc. (the “Company”), on Form 10-Q for the quarter ended June 30, 2023 (the “Report”), I, Stanley E. Jacot, Jr., President and Chief Executive Officer of the Company, hereby certify pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002 that:

(1) the Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Dated: August 10, 2023	/s/ STANLEY E. JACOT, JR.
[image: ]

Stanley E. Jacot, Jr.

President and Chief Executive Officer

(Principal Executive Officer)
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Exhibit 32.2

CERTIFICATION

PURSUANT TO 18 U.S.C. SECTION 1350

AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the accompanying Quarterly Report of Arcadia Biosciences, Inc. (the “Company”), on Form 10-Q for the quarter ended June 30, 2023 (the “Report”), I, Thomas J. Schaefer, Chief Financial Officer of the Company, hereby certify pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002 that:

(1) the Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Dated: August 10, 2023	/s/ THOMAS J. SCHAEFER
[image: ]

Thomas J. Schaefer

Chief Financial Officer

(Principal Financial Officer)
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