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PART I — FINANCIAL INFORMATION
 
ITEM 1. FINANCIAL STATEMENTS
 

VOLCON, INC.
CONSOLIDATED BALANCE SHEETS

(Unaudited)
       

  
March 31,

2023   
December 31,

2022  
       

ASSETS         
Current assets:         

Cash  $ 4,220,884  $ 10,986,592 
Restricted cash   551,250   551,250 
Accounts receivable, net of allowance for doubtful accounts of $43,265 and $62,451 at March 31, 2023 and

December 31, 2022, respectively   710,271   864,957 
Inventory   6,120,748   5,645,883 
Inventory deposits   1,206,318   427,662 
Prepaid expenses and other current assets   1,829,040   1,850,666 
Total current assets   14,638,511   20,327,010 

Long term assets:         
Property and equipment, net   897,599   601,766 
Intangible assets, net   4,360   5,813 
Other long-term assets   285,037   285,037 
Right-of-use assets - operating leases   1,415,930   1,505,987 

         
Total assets  $ 17,241,437  $ 22,725,613 
         

LIABILITIES AND STOCKHOLDERS' EQUITY         
Current liabilities:         

Accounts payable  $ 557,411  $ 1,036,628 
Accrued liabilities   1,589,050   2,045,239 
Accrued purchase commitments   –   28,600 
Current portion of notes payable   14,200   18,670 
Convertible notes, net of issuance costs   19,130,384   17,353,748 
Right-of- use operating lease liabilities, short-term   401,553   391,117 
Customer deposits   3,144   23,471 

Total current liabilities   21,695,742   20,897,472 
Notes payable, net of current portion   81,172   50,116 
Right-of-use operating lease liabilities, long-term   1,046,544   1,143,011 

Total liabilities   22,823,458   22,090,599 
         
COMMITMENTS AND CONTINGENCIES       
         
Stockholders' (deficit) equity:         

Preferred stock: $0.00001 par value, 5,000,000 shares authorized, no shares outstanding   –   – 
Common stock: $0.00001 par value, 100,000,000 shares authorized, 24,615,119 shares issued and outstanding at

March 31, 2023 and 24,426,260 shares issued and outstanding as of December 31, 2022   200   198 
Additional paid-in capital   77,452,175   76,369,742 
Accumulated deficit   (83,034,396)   (75,734,927)

Total stockholders’ (deficit) equity   (5,582,021)   635,013 
         
TOTAL LIABILITIES AND STOCKHOLDERS' (DEFICIT) EQUITY  $ 17,241,437  $ 22,725,613 
 

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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VOLCON, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE THREE MONTHS ENDED MARCH 31, 2023 AND 2022

(Unaudited)
       

   2023    2022  
         
Revenue  $ 1,170,458  $ 1,184,502 
Cost of goods sold   (1,229,981)   (3,527,715)
Gross margin   (59,523)   (2,343,213)
         
Operating expenses:         
Sales and marketing   1,789,370   1,014,906 
Product development   1,786,351   2,495,712 
General and administrative expenses   1,890,091   2,794,940 
Total operating expenses   5,465,812   6,305,558 
         
Loss from operations   (5,525,335)   (8,648,771)
         
Other income   5,885   41,117 
Interest expense   (1,780,019)   (4,691)
Total other expense   (1,774,134)   36,426 
         
Loss before provision for income taxes   (7,299,469)   (8,612,345)
Provision for income taxes   –   – 
         
Net loss  $ (7,299,469)  $ (8,612,345)
         
Net loss per common share – basic  $ (0.30)  $ (0.40)
Net loss per common share – diluted  $ (0.30)  $ (0.40)
         
Weighted average common shares outstanding – basic   24,535,131   21,745,089 
Weighted average common shares outstanding – diluted   24,535,131   21,745,089 
 

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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VOLCON, INC.

CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY (DEFICIT)
FOR THE THREE MONTHS ENDED MARCH 31, 2023

(Unaudited)
 
 

                     
  Common stock   Additional        
  Number      paid-in   Accumulated     
  of Shares   Amount   capital   deficit   Total  

                
Balance at January 1, 2023   24,426,260  $ 198  $ 76,369,742  $ (75,734,927)  $ 635,013 
                     
Issuance of common stock for exercise of stock options and
restricted shares   50,000   1   24,999   –   25,000 

                     
Stock-based compensation   138,859   1   1,057,434   –   1,057,435 
                     
Net loss   –   –   –   (7,299,469)   (7,299,469)
                     
Balance at March 31, 2023   24,615,119  $ 200  $ 77,452,175  $ (83,034,396)  $ (5,582,021)

 
The accompanying notes are an integral part of these unaudited consolidated financial statements.
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VOLCON, INC.

CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY
FOR THE THREE MONTHS ENDED MARCH 31, 2022

(Unaudited)
 

  Common stock   Additional        
  Number of      paid-in   Accumulated     
  Shares   Amount   capital   deficit   Total  

                
Balance at January 1, 2022   17,309,187  $ 128  $ 47,803,643  $ (41,499,522)  $ 6,304,249 
                     
Issuance of common stock for public offering, net of issuance
costs of $1,910,816   6,666,667   67   18,089,117   –   18,089,184 

                     
Issuance of common stock for exercise of warrants   6,247   –   –   –   – 
                     
Issuance of common stock for exercise of stock options and
restricted shares   82,520   –   15,000   –   15,000 

                     
Stock-based compensation   44,623   –   1,575,165   –   1,575,165 
                     
Net loss   –   –   –   (8,612,345)   (8,612,345)
                     
Balance at March 31, 2022   24,109,244  $ 195  $ 67,482,925  $ (50,111,867)  $ 17,371,253 
 

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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VOLCON, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE THREE MONTHS ENDED MARCH 31, 2023 AND 2022

(Unaudited)
       

  March 31, 2023   March 31, 2022  
       
Cash flow from operating activities:         
Net loss  $ (7,299,469)  $ (8,612,345)
Adjustments to reconcile net loss to net cash used in operating activities:         

Stock-based compensation   1,057,435   1,575,165 
Loss on write down of inventory and inventory deposits   14,843   – 
Gain on sale of property and equipment   (5,578)   – 
Write-off of intangible assets   –   6,427 
Non-cash interest expense   1,776,636   – 
Amortization of right-of-use assets   90,057   158,672 
Depreciation and amortization   51,841   112,980 

Changes in operating assets and liabilities:         
Accounts receivable   154,686   (82,397)
Inventory   (489,708)   (1,519,431)
Inventory deposits   (778,656)   393,741 
Prepaid assets and other current assets   21,625   (656,709)
Other assets   –   (9,453)
Accounts payable   (479,216)   35,097 
Accrued liabilities   (484,789)   483,830 
Right-of-use liabilities - operating leases   (86,031)   (116,716)
Customer deposits   (20,327)   (1,216,883)

Net cash provided by (used in) operating activities   (6,476,651)   (9,448,022)
         
Cash flow from investing activities:         

Purchase of property and equipment   (333,619)   (223,632)
Proceeds from sale of property and equipment   89,000   – 

Net cash used by investing activities   (244,619)   (223,632)
         
Cash flow from financing activities:         

Repayment of notes payable   (69,438)   (4,764)
Proceeds from issuance of common stock from public offering, net of issuance costs of $1,910,816   –   18,089,184 
Proceeds from exercise of stock options   25,000   15,000 

Net cash (used) provided by financing activities   (44,438)   18,099,420 
         
NET CHANGE IN CASH AND RESTRICTED CASH   (6,765,708)   8,427,766 
CASH AND RESTRICTED CASH AT BEGINNING OF PERIOD   11,537,842   5,572,199 
CASH AND RESTRICTED CASH AT END OF PERIOD  $ 4,772,134  $ 13,999,965 
         
Supplemental disclosure of cash flow information:         

Cash paid for interest  $ 2,294  $ 3,060 
Cash paid for income taxes  $ –  $ – 

         
Non-cash transactions:         

Acquisition of property and equipment with notes payable  $ 96,024  $ –
 

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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VOLCON, INC.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

 
 
NOTE 1 – ORGANIZATION, NATURE OF OPERATIONS AND GOING CONCERN
 
Organization and Nature of Operations
 
Volcon, Inc. (“Volcon” or the “Company”) was formed on February 21, 2020, as a Delaware corporation, under the name Frog ePowersports, Inc. The Company was renamed
Volcon, Inc. on October 1, 2020. Volcon designs and sells all-electric off-road powersport vehicles.
 
On January 5, 2021, the Company created Volcon ePowersports, LLC (“Volcon LLC”), a Colorado wholly-owned subsidiary of the Company, to sell Volcon vehicles and
accessories in the United States. Volcon LLC is no longer used for selling vehicles and accessories.
 
Going Concern
 
The accompanying interim consolidated financial statements have been prepared assuming that the Company will continue as a going concern. The Company has recurring
losses and has generated negative cash flows from operations since inception.
 
In August 2022, the Company ceased manufacturing the Grunt motorcycle in Round Rock, Texas and has outsourced all manufacturing of its vehicles to third-parties. Further,
the Company has, or plans to, outsource the manufacturing of all its future vehicles to third-parties for the foreseeable future. The Company has also outsourced certain design
and prototype services of its vehicles to third-parties. In September 2022, management reduced headcount and employee related costs in its product development and
administrative departments to reduce operating costs.
 
Also in August 2022, the Company received net proceeds of approximately $22.3 million for the issuance of convertible notes due February 2024 (“Convertible Notes”) and
warrants (see Note 6). The Convertible Notes require the Company to have unrestricted and unencumbered cash on deposit of $10,000,000 if the outstanding principal (and
interest, if any) of the Convertible Notes is $15,000,000 or greater as of September 30, 2023 and December 31, 2023. The cash on deposit requirement is reduced dollar for
dollar to the extent the outstanding principal (and interest, if any) of the Convertible Notes is less than $15,000,000 on each of these dates.
 
Management anticipates that our cash on hand as of March 31, 2023 plus the cash expected to be generated from operations will not be sufficient to fund planned operations
and maintain required cash balances for the Convertible Notes beyond one year from the date of the issuance of the financial statements as of and for the three months ended
March 31, 2023. There can be no assurance that such additional funding, if needed, would be available to the Company on acceptable terms, or at all. These factors raise
substantial doubt regarding our ability to continue as a going concern. Due to these conditions, this raises substantial doubt about the Company’s ability to continue as a going
concern. The consolidated financial statements do not include any adjustments that may result should the Company be unable to continue as a going concern.
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Impact of COVID-19
 
The outbreak of the 2019 novel coronavirus disease (“COVID-19”), which was declared a global pandemic by the World Health Organization on March 11, 2020, and the
related responses by public health and governmental authorities to contain and combat its outbreak and spread, has severely impacted the U.S. and world economies. Economic
recessions, including those brought on by the COVID-19 outbreak, may have a negative effect on the demand for the Company’s products and the Company’s operating results.
The range of possible impacts on the Company’s business from the coronavirus pandemic could include: (i) changing demand for the Company’s products; (ii) potential
disruption to the Company’s supply chain and distribution network; and (iii) disruption in the production of the Company’s vehicles by third parties due to employee illness or
government regulations regarding social distancing and workplace requirements.
 
Impact of Russia and Ukraine Conflict

On February 24, 2022, Russia invaded Ukraine. The conflict between Russia and Ukraine could impact the availability of nickel, an element used in the production of lithium
ion cells used in batteries that power our vehicles. The shortage of these cells could have an impact on our ability to produce vehicles to meet our customers’ demands. In
addition, sanctions against Russia could impact the price of elements, including nickel, that are used in the production of batteries which would result in higher costs to produce
our vehicles. These sanctions have also impacted the U.S. and global economies and could result in an economic recession which could cause a broader disruption to the
Company’s supply chain and distribution network and customer demand for our products.
 
NOTE 2 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
 
Interim Unaudited Financial Information
 
The accompanying interim consolidated financial statements have been prepared in accordance with accounting principles generally accepted in the United States of America
(“U.S. GAAP”) and should be read in conjunction with the financial statements and notes thereto included in our Annual Report on Form 10-K for the year ended December
31, 2022, which was filed with the Securities and Exchange Commission ("SEC") on March 7, 2023. Certain information and footnote disclosures normally included in the
consolidated financial statements prepared in accordance with U.S. GAAP have been omitted from this report on Form 10-Q pursuant to the rules and regulations of the SEC.
 
Results for the interim periods in this report are not necessarily indicative of future financial results and have not been audited by our independent registered public accounting
firm. In the opinion of management, the accompanying unaudited consolidated financial statements include all adjustments necessary to present fairly our interim consolidated
financial statements as of March 31, 2023, and for the three ended March 31, 2023 and 2022. These adjustments are of a normal recurring nature and consistent with the
adjustments recorded to prepare the annual audited consolidated financial statements as of December 31, 2022.
 
Basis of Presentation
 
The accompanying consolidated financial statements include the accounts of the Company and its wholly owned subsidiary. All intercompany accounts, transactions and
balances have been eliminated in consolidation.
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Use of Estimates
 
The preparation of the financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of any contingent assets and liabilities as of the dates of the financial statements and the reported amounts of expenses during the reporting
periods.
 
Making estimates requires management to exercise judgment. It is at least reasonably possible that the estimate of the effect of a condition, situation or set of circumstances that
existed at the date of the financial statements, which management considered in formulating its estimate, could change in the near term due to one or more future confirming
events. Accordingly, actual results could differ significantly from those estimates.
  
Cash, Cash Equivalents and Restricted Cash
 
Cash and cash equivalents include short-term investments with original maturities of 90 days or less at the date of purchase. The recorded value of our cash and cash
equivalents approximates their fair value. There were no cash equivalents as of March 31, 2023 or December 31, 2022. Restricted cash includes cash restricted as collateral for
the Company’s corporate credit cards and a letter of credit with the Company’s bank. Cash at March 31, 2023 is $4,220,884 and restricted cash was $551,250.
 
Revenue Recognition
 
For sales of the Grunt motorcycle directly to consumers, revenue was recognized when the Company transferred control of the product to the customer and the 14-day
acceptance period had expired, or earlier acceptance had been received from the customer. Sales directly to consumers were completed as of June 1, 2022. Beginning in
February 2023 the Company began selling the Brat EBike directly to consumers in addition to dealers, revenue for direct to consumer sales is recognized when transfer of
control of the product is made to the consumer.
 
For sales to dealers or distributors revenue is recognized when transfer of control of the product is made as there is no acceptance period or right of return. Revenue is measured
as the amount of consideration the Company expects to receive in exchange for transferring control of vehicles, parts, and accessories. Consideration that is received in advance
of the transfer of goods is recorded as customer deposits until delivery has occurred or the customer cancels their order and the consideration is returned to the customer. Sales
and other taxes the Company collects concurrent with revenue-producing activities are excluded from revenue. The Company’s sales do not have a financing component.
 
Sales promotions and incentives. The Company provides for estimated sales promotions and incentives, which are recognized as a component of sales in measuring the amount
of consideration the Company expects to receive in exchange for transferring goods or providing services. Examples of sales promotion and incentive programs include rebates,
distributor fees, dealer co-op advertising and volume incentives. Sales promotions and incentives are estimated based on contractual requirements. The Company records these
amounts as a liability in the balance sheet until they are ultimately paid. Adjustments to sales promotions and incentives accruals are made as actual usage becomes known to
properly estimate the amounts necessary to generate consumer demand based on market conditions as of the balance sheet date.
 
Shipping and handling charges and costs. The Company records shipping and handling amounts charged to the customer and related shipping costs as a component of cost of
sales when control has transferred to the customer.
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Product Warranties
 
The Company provides a one-year warranty on vehicles, and a two-year warranty on the battery pack. The Company accrues warranty reserves at the time revenue is
recognized. Warranty reserves include the Company’s best estimate of the projected cost to repair or to replace any items under warranty, based on actual warranty experience
as it becomes available and other known factors that may impact the evaluation of historical data. The Company reviews its reserves quarterly to ensure that the accruals are
adequate to meet expected future warranty obligations and will adjust estimates as needed. Factors that could have an impact on the warranty reserve include the following:
changes in manufacturing quality, shifts in product mix, changes in warranty coverage periods, product recalls and changes in sales volume. Warranty expense is recorded as a
component of cost of goods sold in the statement of operations and is recognized as a current liability.
  
Inventory and Inventory Deposits
 
Inventories and prepaid inventory deposits are stated at the lower of cost (first-in, first-out method) or net realizable value.
 
Certain vendors require the Company to pay an upfront deposit before they will manufacture and ship our parts or accessories. These payments are classified as prepaid
inventory deposits on the balance sheet until title and risk of loss transfers to the Company, at which time they are classified as inventory.
 
Raw materials inventory costs include the cost of parts, including duties, tariffs and shipping. Work in process and finished goods include the cost of parts, labor and
manufacturing overhead costs associated with the assembly of the vehicle. Finished goods also include accessories for the vehicle and branded merchandise such as hats and
shirts.
 
Through August 2022 the Company assembled the Grunt motorcycle in a leased facility. The Company ceased assembly operations at the end of August and outsourced the
assembly of the Grunt to a third-party. Subsequent March 31, 2023, the Company transferred substantially all of its raw materials and work-in-process inventory for the Grunt
to the third-party manufacturer. Title to the inventory transferred to the third-party manufacturer and it will provide the Company with a credit towards future purchases of
finished goods once it begins production of the Grunt EVO.
 
Property and Equipment
 
Property and equipment are valued at cost. Additions are capitalized and maintenance and repairs are charged to expense as incurred. Gains and losses on dispositions of
equipment are reflected in operations. Depreciation is recorded using the straight-line method over the estimated useful lives of the assets as follows:
   

Category  
Estimated

Useful Lives
Machinery, tooling and equipment  3-7 years
Vehicles  5 years
Internal use manufactured vehicles  1 year
Furniture & Fixtures  5 years
Computers  3 years
 
Leasehold improvements are depreciated over the shorter period of their estimated useful life or term of the lease.
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Intangible Assets

Intangible assets include acquired domain names and software. Domain names are amortized over 15 years and software is amortized over the life of the shorter of the software
term or three years.
 
Long-Lived Assets
 
The Company’s long-lived assets are reviewed for impairment whenever events or changes in circumstances indicate that the historical carrying cost value of an asset may no
longer be appropriate. The Company assesses recoverability of the asset by comparing the undiscounted future net cash flows expected to result from the asset to the carrying
value. If the carrying value exceeds the undiscounted future net cash flows of the asset, an impairment loss is measured and recognized. An impairment loss is measured as the
difference between the net book value and the fair value of the long-lived asset.
 
Leases
 
Right-of-use (“ROU”) assets represent the Company’s right to use an underlying asset for the lease term and lease liabilities represent the Company’s obligation to make lease
payments arising from the lease. ROU assets and lease liabilities are recognized at the lease commencement date based on the estimated present value of lease payments over
the lease term. Leases with an initial term of 12 months or less are not recorded on the balance sheet; the Company recognizes lease expense for these leases on a straight-line
basis over the lease term. The Company does not separate non-lease components from the lease components to which they relate, and instead accounts for each separate lease
and non-lease component associated with that lease component as a single lease component.
  
ASC 842 defines initial direct costs as only the incremental costs of signing a lease. Initial direct costs related to leasing that are not incremental are expensed as general and
administrative expenses in our statements of operations.
 
The Company’s operating lease agreements primarily consist of leased real estate and are included within ROU assets – operating leases and ROU lease liabilities – operating
leases on the balance sheets. The Company’s lease agreements may include options to extend the lease, which are not included in minimum lease payments unless they are
reasonably certain to be exercised at lease commencement. The Company's leases do not provide an implicit rate, the Company uses its estimated incremental borrowing rate
based on the information available at commencement date in determining the present value of lease payments.
 
Research and Development Expenses
 
The Company records research and development expenses in the period in which they are incurred as a component of product development expenses.
 
Income Taxes
 
Deferred taxes are determined utilizing the "asset and liability" method, whereby deferred tax asset and liability account balances are determined based on the differences
between financial reporting and the tax bases of assets and liabilities and are measured using the enacted tax rates and laws that will be in effect when the differences are
expected to reverse. The Company provides a valuation allowance, when it's more likely than not that deferred tax assets will not be realized in the foreseeable future. Deferred
tax liabilities and assets are classified as current or non-current based on the underlying asset or liability or if not directly related to an asset or liability based on the expected
reversal dates of the specific temporary differences.
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Fair Value of Financial Instruments
 
The Company discloses fair value measurements for financial and non-financial assets and liabilities measured at fair value. Fair value is based on the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement date.
 
The accounting standard establishes a fair value hierarchy that prioritizes observable and unobservable inputs used to measure fair value into three broad levels, which are
described below:
 
Level 1: Quoted prices (unadjusted) in active markets that are accessible at the measurement date for assets or liabilities. The fair value hierarchy gives the highest priority to
Level 1 inputs.
 
Level 2: Observable prices that are based on inputs not quoted on active markets but are corroborated by market data.
 
Level 3: Unobservable inputs are used when little or no market data is available. The fair value hierarchy gives the lowest priority to Level 3 inputs.
 
Stock-Based Compensation
 
The Company has a stock-based incentive award plan for employees, consultants and directors. The Company measures stock-based compensation at the estimated fair value
on the grant date and recognizes the amortization of stock-based compensation expense on a straight-line basis over the requisite service period, or when it is probable criteria
will be achieved for performance-based awards. Fair value is determined based on assumptions related to the fair value of the Company common stock, stock volatility and
risk-free rate of return. The Company has elected to recognize forfeitures when realized.
 
Concentration Risk
 
The Company outsources certain portions of product design and development for its vehicles to third parties. In addition, the Company has outsourced the manufacturing of all
of its vehicles to third-party manufacturers, including one manufacturer for three of its vehicles and this third-party is also performing product design and development services
on these vehicles.
 
One supplier provides the battery and drivetrain components for the Company’s utility terrain vehicle, the Stag. The components are critical to the operation of the Stag.
 
Recently Issued Accounting Pronouncements
 
In June 2016, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update 2016-13, “Financial Instruments - Credit Losses (Topic 326):
Measurement of Credit Losses on Financial Instruments” (“ASU 2016-13”). ASU 2016-13 requires companies to measure credit losses utilizing a methodology that reflects
expected credit losses and requires a consideration of a broader range of reasonable and supportable information to inform credit loss estimates. ASU 2016-13 is effective for
fiscal years beginning after December 15, 2022, including interim periods within those fiscal years. The Company adopted ASU 2016-13 effective January 1, 2023. The
Company determined that the update applied to trade receivables, but that there was no material impact to the consolidated financial statements from the adoption of ASU
2016-13.
  
From time to time, new accounting pronouncements are issued by the Financial Accounting Standard Board or other standard setting bodies that the Company adopts as of the
specified effective date. The Company does not believe that the impact of recently issued standards that are not yet effective will have a material impact on the Company’s
financial position or results of operations upon adoption.
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NOTE 3 – INVENTORY
 
Inventory consists of the following:
       

  
March 31,

2023   
December 31,

2022   
Raw materials  $ 2,827,402  $ 3,060,160 
Work in process   460,031   439,839 
Finished goods   2,833,315   2,145,884 
Total inventory  $ 6,120,748  $ 5,645,883 
 
The Company has purchase commitments for future payments due for inventory where initial deposits were paid as of March 31, 2023. The total additional payments due
subsequent to March 31, 2023 are $679,646.
 
NOTE 4 – LONG – LIVED ASSETS
 
Property and Equipment
 
Property and equipment consist of the following:
       

  
March 31,

2023   
December 31,

2022  
Machinery, tooling and equipment  $ 525,728  $ 352,137 
Vehicles   213,528   156,648 
Internal use manufactured vehicles   274,385   274,385 
Fixtures & furniture   90,768   50,768 
Leasehold improvements   44,663   44,663 
Computers   234,898   228,671 
   1,383,970   1,107,272 
Less: Accumulated depreciation   (486,371)   (505,506)
Total property and equipment  $ 897,599  $ 601,766 
 
Depreciation expense for the three months ended March 31, 2023 and 2022 was $50,388 and $111,527, respectively.
 
 
 

 14  



 
 
NOTE 5 – NOTES PAYABLE
 
Notes Payable
 
In December 2020, the Company entered into a financing arrangement for $75,702 with an interest rate of 8.64% for a vehicle. The Company was required to make monthly
payments of $1,211 over 72 months. In April 2021, the Company entered into a financing arrangement for $30,942 with an interest rate of 7.64% for a vehicle. The Company
was required to make monthly payments of $753 over 48 months. The Company sold both vehicles in the three months ended March 31, 2023 and paid off these notes.
 
In the three months ended March 31, 2023, the Company entered into two financing arrangements to purchase two vehicles. The total principal of these arrangements is
$96,057 with interest rates of 11.44% and 8.63% and monthly payments totaling $1,923 are due over 60 and 72 months.  
 
The following table provides the maturities of notes payable as of March 31, 2023: 
    
Remainder of 2023  $ 17,304 
2024   23,073 
2025   23,073 
2026   23,073 
2027   23,073 
2028   11,913 
2029   1,816 
Total future payments   123,325 
Less: Interest   (27,953)
Total notes payable   95,372 
Less current portion   (14,200)
Long-term notes payable  $ 81,172 
 
NOTE 6 - CONVERTIBLE NOTES

On August 24, 2022, the Company issued senior convertible notes with an aggregate principal amount of $27,173,913 due February 24, 2024. The Convertible Notes have a
conversion price of $2.25 per share of common stock (12,077,295 total shares if fully converted) and were issued with an original issue discount of 8.0% and do not bear
interest unless an event of default has occurred, upon which interest accrues at 10% per annum. The holders of the Convertible Notes can convert any portion of the principal at
any time during the term of the notes. The holders of the Convertible Notes also received fully vested warrants (the “Note Warrants”) to purchase 9,057,971 shares of the
Company’s common stock at an exercise price of $2.85 per share. The conversion and warrant exercise prices are subject to adjustment if the Company declares a stock
dividend, stock split or recapitalization. The Company has reserved shares of common stock for the total number of shares the Convertible Notes can be converted into and the
total shares issuable upon the exercise of the Note Warrants. The Company received net cash proceeds, after issuance costs (excluding the value of the warrants issued to the
placement agent as discussed below) of $22,300,321.
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The Convertible Note and Note Warrant holders (collectively the “Holders”) do not have voting rights to the extent they have not converted their notes or exercised their
warrants. The Holders do participate in any dividends or distributions of assets made by the Company to common stockholders based on the number of shares their notes can
convert into or the number of shares they would receive if all warrants were exercised.
 
The Convertible Notes contain certain conversion limitations, providing that no conversion may be made if, after giving effect to the conversion, the holder, together with any
of its affiliates, would own in excess of 9.99% of the Company’s outstanding shares of common stock after giving effect to such conversion. The Company can force
conversion of the Convertible Notes at any time if the weighted average price of the Company’s common stock for ten consecutive trading days equals or exceeds $3.50,
subject to the share limitations described above. In addition to default interest of 10% accruing on the Convertible Notes, the holders may require the Company to redeem a
portion or all of the outstanding Convertible Notes.
 
Events of default for the Convertible Notes are defined in the note agreements and include the following:
 
 · Failure of the Company to file a registration statement, and have declared effective to register the shares of the Company’s common stock within a specified period

(the Company has met this requirement as of September 26, 2022)
 · Suspension of trading, or failure to be listed, of the Company’s common stock on an eligible market, as defined, for a period of two consecutive trading days or an

aggregate of ten trading days in a 365 day period
 · Failure to deliver shares of the Company’s common stock within five days following a conversion notification
 · Failure to reserve shares of the Company’s common stock for the conversion of the Convertible Notes and Note Warrants
 · Any acceleration prior to maturity of any indebtedness of the Company, declaration of bankruptcy, or court ordered bankruptcy
 · Final judgment or judgments for payment aggregating in excess of $250,000 are rendered against the Company not covered by insurance or indemnity and are not

discharged or stayed pending appeal within 60 days of judgment
 · Breach of any representation, warranty or covenant by the Company to the transaction documents of the Convertible Notes and Note Warrants
 · Any material damage to, or loss, theft or destruction of a material amount of the property of the Company
 · Failure to remove any restrictive legends on any shares of the Company’s common stock issued to the holders of the Convertible Notes
 · Electronic transfer of shares of the Company’s common stock is not available
 
As of March 31,2023, the Company is in compliance with all covenants. The Convertible Notes require the Company to have unrestricted and unencumbered cash on deposit of
$10,000,000 if the outstanding principal (and interest, if any) of the Convertible Notes is $15,000,000 or greater as of September 30, 2023 and December 31, 2023. The cash on
deposit requirement is reduced dollar for dollar to the extent that the outstanding principal (and interest, if any) of the Convertible Notes is less than $15,000,000 on each of
these dates.
 
The Note Warrants expire on August 24, 2027. The Note Warrants contain certain conversion limitations, providing that a holder thereof may not exercise such Note Warrant to
the extent that, if after giving effect to such conversion, the holder or any of its affiliates would beneficially own in excess of 4.99% of the outstanding shares of the Company’s
common stock immediately after giving effect to such exercise. The Note Warrants provide the holders the right to exercise the warrants on a non-cash basis if the Company
does not have an effective registration statement for the underlying shares of common stock. The Company evaluated the provisions of the Note Warrants and concluded that
they should be classified as equity.
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The Company incurred debt issuance costs of $3,316,409, which includes $616,730 for the fair value of the warrants issued to the placement agent of the Convertible Notes as
further described in Note 8. The Company allocated the net proceeds received from the issuance of the Convertible Notes and Note Warrants based on the relative fair values of
each resulting in net proceeds of $15,122,345 being allocated to the Convertible Notes recorded as a current liability in the balance sheet and net proceeds of $6,561,247 being
allocated to the Note Warrants which was recorded in equity. The Company will record non-cash interest expense over the term of the Convertible Notes to accrete the allocated
value of the Convertible Notes to the aggregate principal amount of $27,173,913 using the effective interest method and an interest rate of 39.6%. As of March 31, 2023, no
conversions of the Convertible Notes or exercise of the Note Warrants or warrants issued to the placement agent had occurred.
 
The following is a summary of the Convertible Notes as of March 31, 2023:
    
Principal amount  $ 27,173,913 
Unamortized discount and issuance costs   (8,043,529)
Net carrying amount  $ 19,130,384 
Fair value (Level 2)  $ 24,889,879 

 
Interest expense recorded for the three months ended March 31, 2023 was $1,776,636.

 
NOTE 7 – RELATED PARTY TRANSACTIONS
 
During 2022, the Company issued purchase orders and made prepayments for prototype parts of $21,860 to a vendor that Pink Possum, LLC (“Pink Possum”) an entity
controlled by Mr. Okonsky, one of the Company’s founders, Chairman of the Board and Chief Technology Officer, holds an equity interest of 25% as of March 31, 2023. This
vendor is expected to provide additional prototype and product parts for a prototype of an upgraded version of the Stag expected to be released in the future.
 
In November 2020, the Company entered into an operating lease with an entity controlled by the Company’s two founders for its future headquarters and production facility in
Liberty Hill, Texas. The lease had a lease term of 5 years, and monthly payments ranging from approximately $15,000 per month to $17,000 per month over the lease term and
gave the Company access to the land for use in testing its vehicles prior to the construction of any facilities. In February 2021, the Company entered into an amendment of the
lease related to its future headquarters to expand the leased premises. The Company paid an additional security deposit of $139,230 and additional prepaid rent of $315,588.
The total minimum lease payments under the amended lease totaled approximately $3,930,170.
 
In October 2021, the Company began discussions for an additional amendment to the lease, in anticipation of manufacturing the Stag at this location, which would have
resulted in the monthly payment increasing to $100,000 for the first year of the lease and increasing annually throughout the term of the lease to $107,000 in the final year.
Monthly payments for the initial lease and the amended agreement would have begun at the time a certificate of occupancy was received by the landlord.
 
The Company evaluated the cost of this facility in relation to other lower cost options, including having a third-party manufacturer the Stag, and determined that it would be in
the best interest of the Company to terminate this lease. On April 27, 2022, the Company informed the landlord that we would be terminating the lease. On May 27, 2022, the
landlord notified the Company that the landlord would refund $85,756 of the prepaid rent and security deposit balance of $601,818 paid by the Company. This refund would be
paid to the Company once the landlord has sold the land and the landlord will release the Company from any remaining obligations under the lease and amendments. The
unrefunded portion of the prepaid rent and security deposit relates to some survey, architecture and construction design costs that were incurred by the landlord prior to the
Company terminating the lease. The Company has recognized a loss on the termination of this lease of $247,525 in the year ended December 31, 2022.
 
Total amortization expense for the right-of-use asset recorded for the initial lease for the three months ended March 31, 2022 was $27,212.
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In June 2021, the Company entered into an agreement with a company controlled by the Company’s Chairman and co-founder to lease office space for $2,000 per month for a
period of one year. In May 2022, the Company informed the landlord that it would terminate this lease, and the landlord confirmed that the lease terminated effective
September 1, 2022. Total expense recorded for this lease for the three months ended March 31, 2022 was $6,000.
 
On August 28, 2020, the Company entered into consulting agreements with Pink Possum, LLC (“Pink Possum”) an entity controlled by Mr. Okonsky, and Highbridge
Consultants, LLC (“Highbridge”), an entity controlled by Mr. Adrian James, a co-founder of the Company, pursuant to which Messrs. Okonsky and James provide the
Company with services. In consideration for entering into the consulting agreements, the Company issued the two entities ten-year warrants to purchase the Company’s
common stock at an exercise price of $0.004 per share. The number of shares of common stock issuable pursuant to the warrants was based on the number of shares of the
Company’s common stock outstanding at the time of exercise and provided that Pink Possum and Highbridge would receive 18.75% and 25%, respectively, of the Company’s
shares of common stock outstanding at the time of exercise on a fully diluted basis. On March 26, 2021 and March 25, 2021, respectively, Pink Possum and Highbridge entered
into amendments to the consulting agreements agreeing to exchange the original warrants for new ten-year warrants to purchase 4,750,000 and 6,250,000 shares, respectively,
of common stock at an exercise price of $0.98. During the year ended December 31, 2021, the Company recognized compensation expenses of $5.6 million and $7.4 million
for the warrants issued to Pink Possum and Highbridge, respectively. On December 20, 2021, Highbridge exercised all of its warrants on a cashless basis and the Company
issued 5,507,575 shares of common stock to Highbridge.
 
In addition, pursuant to the consulting agreements, upon the occurrence of a Fundamental Transaction (as defined below) for an aggregate gross sales price of $100.0 million or
more, each entity will receive a cash payment equal to 1% of such gross sales price. For the purposes of the consulting agreements, “Fundamental Transaction” means any of
the following: (i) a consolidation or merger involving the Company if the holders of the voting securities of the Company that are outstanding immediately prior to the
consummation of such consolidation or merger do not, immediately after the consummation of such consolidation or merger, hold voting securities that collectively possess at
least a majority of the voting power of all the outstanding securities of the surviving entity of such consolidation or merger or such surviving entity’s parent entity; (ii) a transfer
or issuance (in a single transaction or series of related transactions) by one or more of the Company and its stockholders to one person or to any group of persons acting in
concert, of shares of the Company’s capital stock then collectively possessing 50% or more of the voting power of all then outstanding shares of the Company’s capital stock
(computed on an as-converted to common stock basis); or (iii) any sale, license, lease, assignment or other disposition of all or substantially all of the assets of the Company.
Furthermore, commencing upon the completion of the Company’s initial public offering of the shares of our common stock, if the Company’s market capitalization exceeds
$300.0 million for a period of 21 consecutive trading days, each of the entities will receive an additional cash payment equal to $15.0 million; provided that the Company will
have the right, in its sole discretion, to make the foregoing $15.0 million payment by the issuance of shares of the Company’s common stock. The foregoing amounts will be
payable to the entities if the above milestones occur any time prior to the ten-year anniversary of the original consulting agreements, or August 28, 2030.
 
In December 2022, the Company entered into an employment agreement with Mr. Okonsky whereby Mr. Okonsky became an employee on January 2, 2023 and the consulting
agreement with Pink Possum was terminated. However, the warrants to Pink Possum, and the provisions for a Fundamental Transaction and the market capitalization thresholds
and related payments owed to Pink Possum if these were to occur remain in effect subsequent to the employment agreement.
 
NOTE 8 – STOCKHOLDERS’ EQUITY
 
The Company is authorized to issue up to 100,000,000 shares of common stock with a par value of $0.00001. The Company is seeking shareholder approval for an increase in
the authorized shares of common stock from 100,000,000 to 250,000,000. The shareholders will vote on this proposal at the annual shareholders meeting scheduled for May 24,
2023. In addition, the Company is authorized to issue 5,000,000 shares of preferred stock with a par value of $0.00001. The specific rights of the preferred stock, when so
designated, shall be determined by the board of directors.
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Common Stock
 
On February 1, 2022, the Company sold 6,666,667 shares of its common stock in a public offering at $3.00 per share. The Company received net proceeds of $18,089,117 after
underwriter commissions and expenses of $1,910,816. The underwriter was also issued a warrant to purchase 333,334 shares of the Company’s common stock at an exercise
price of $3.75 per share that expires five years from the date of issuance. The underwriter agreement provided the underwriter with a right of first refusal for any additional
securities offerings within twelve months of this offering.
 
As discussed in Note 6 above, the Company issued the Convertible Notes and Note Warrants, along with the warrants to the placement agent in August 2022. The Company
received consent from the underwriter to issue such securities. In addition, the Company was required to reserve 21,135,267 shares of common stock for future issuance of
shares for the conversion of the Convertible Notes and exercise of the Note Warrants and 603,864 shares for the exercise of the placement agent warrants. The placement agent
agreement provided the placement agent with the right of first refusal for any additional securities offerings within twelve months of this offering.
 
Warrants
  
As discussed in Note 6, the Company issued the Note Warrants, which are fully vested, to purchase 9,057,971 shares of the Company’s common stock at an exercise price of
$2.85. The Note Warrants expire five years from the issuance date. Also, the Company issued to the placement agent of the Convertible Notes, fully vested warrants to purchase
603,864 shares of the Company’s common stock at an exercise price of $3.5625. The warrants were not exercisable until February 24, 2023 and expire on February 24, 2028.
The Company valued all of these warrants using the closing price of the Company’s common stock on August 24, 2022 of $2.44, volatility of 79.81% based on peer companies,
risk free interest rate of 3.03%, no dividends and an estimated life of 2.5 years.
 
During three months ended March 31, 2023 and 2022, the Company recognized expense of $0 and $7,302, respectively, related to common stock warrants. No additional
expense will be recognized in the future for any warrants outstanding as of March 31, 2023.
 
The following is the activity related to common stock warrants during the three months ended March 31, 2023:
             

  Common Stock Warrants  

  Shares    

Weighted
Average
Exercise

Price    

Weighted
Average

Remaining
Life in years    Intrinsic Value  

                
Outstanding at January 1, 2023  15,085,618  $ 2.33         
Granted  –  $ –         
Canceled  –  $ –         
Expired  –  $ –         
Exercised  –  $ –         
Outstanding at March 31, 2023  15,085,618  $ 2.33   5.55  $ 2,593,084 
Exercisable at March 31, 2023  15,085,618  $ 2.33   5.55  $ 2,593,084 
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NOTE 9 – STOCK-BASED COMPENSATION
 
In January 2021, the Company’s board of directors adopted the Volcon, Inc. 2021 Stock Plan, (the “2021 Plan”). The 2021 Plan is a stock-based compensation plan that
provides for discretionary grants of stock options, stock awards, and restricted stock unit awards to employees, members of the board of directors and consultants (including
restricted stock units issued prior to the adoption of the plan as further discussed below). The Company initially reserved a total of 3,000,000 shares of the Company’s common
stock for issuance under the 2021 Plan. On July 26, 2022, the Company’s stockholders approved an increase of 4,000,000 shares of the Company’s common stock for issuance
under the 2021 plan, which may be adjusted for changes in capitalization and certain corporate transactions. To the extent that an award, if forfeitable, expires, terminates or
lapses, or an award is otherwise settled in cash without the delivery of shares of common stock to the participant, then any unpaid shares subject to the award will be available
for future grant or issuance under the 2021 Plan. Shares available for issuance under the 2021 Plan as of March 31, 2023, were 2,826,282 shares. Awards vest according to each
agreement and as long as the employee remains employed with the Company or the consultant continues to provide services in accordance with the terms of the agreement.
  
Restricted Stock Units
 
The following is the restricted stock unit activity for the three months ended March 31,2023
    
Outstanding January 1, 2023   75,000 
Granted   – 
Vested (1)   (25,000)
Canceled   – 
Outstanding March 31, 2023   50,000 
 

(1) 25,000 RSUs were subject to cancellation due to termination of employment. However, the Company entered into a modification to allow the employee to fully vest in
these RSUs as part of a severance agreement. The Company recorded additional expense of $31,487 during the three months ended March 31, 2023 related to this
modification.

 
In January 2022, the Company modified the vesting terms of 100,000 RSUs that had vested as of December 31, 2021 to extend the vesting through May 15, 2022. The
Company granted an additional 25,000 RSUs to the holders of these RSUs that vesting was extended and these additional RSUs vested as of May 15, 2022. The Company
recorded additional expense of $1,126,250 during 2022 related to these modifications.
 
For the three months ended March 31, 2023 and 2022, the Company recognized expenses for RSUs of $53,773 and $316,887, respectively. The Company expects to recognize
additional compensation expenses of $67,902 related to RSUs assuming all awards outstanding at March 31, 2023 will vest.
  
Performance Shares
 
On March 1, 2022, the Compensation Committee of the board of directors approved a grant of 44,623 shares for the achievement of some of the Company’s 2021 performance
milestones, and the Company recognized share-based compensation expenses of $82,050 related to the grant of these shares in the quarter ended March 31, 2022. Certain
individuals whose employment terminated subsequent to December 31, 2021 forfeited their share grants totaling 2,876 shares and such shares are available for future issuance
under the 2021 Plan.
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In 2022 the compensation committee approved reserving 250,000 shares from the 2021 Plan to issue based on achievement of the Company’s 2022 performance milestones to
employees who are employed in 2022 and are active employees on the date of approval in 2023 by the compensation committee. On February 6, 2023 the compensation
committee of the board of directors approved a grant of 154,983 shares (138,859 were issued due a forfeiture of 661 shares and 15,463 shares withheld for payment of
employee withholding taxes) for the achievement of some of the Company’s 2022 performance milestones. The Company recognized share-based compensation expenses of
$257,717 related to the grant of these shares in the quarter ended March 31, 2023. The compensation committee also approved reserving the remaining 95,017 not issued for
2022 performance milestones for issuance to active employees on the date the first Stag is shipped to a customer.
 
In addition, the compensation committee also approved reserving 250,000 shares from the 2021 Plan to issue to employees based on achievement of the Company’s 2023
performance milestones to employees who are employed in 2023 and are active employees on the date of approval in 2024 by the compensation committee.
 
Stock Options
 
The following summarizes activity relating to common stock options to employees and consultants for services during the three months ended March 31, 2023:
             

   Common Stock Options  

   Shares    

Weighted
Average
Exercise

Price    

Weighted
Average

Remaining
Life in years    Intrinsic Value  

Outstanding at January 1, 2023   3,288,830  $ 3.08         
Granted   238,000  $ 1.46         
Forfeited   (96,334)  $ 2.96         
Exercised   (25,000)  $ 1.00         
Outstanding at March 31,2023   3,405,496  $ 2.99   8.96  $ 351,239 
Exercisable at March 31, 2023   1,143,083  $ 3.10   8.78  $ 155,000 
 
 
The Company valued the options using the closing stock price of the Company’s common stock on the date of grant, an estimated volatility between 78.5% - 79.5% based on
peer companies, risk free interest rate between 3.64% - 3.94%, no dividends and an estimated life of 6 years. During the three ended March 31, 2023 and 2022, the Company
recognized share-based compensation expenses of $745,943, and $1,168,926, respectively, related to common stock options. The Company expects to recognize additional
compensation expenses of $3,034,245 related to these common stock options assuming all awards will vest.
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Total stock-based compensation recorded for the three ended March 31, 2023 and 2022 for all stock based compensation awards, including warrants, has been recorded as
follows:
       

  

Three Months
Ended

March 31,
2023   

Three Months
Ended

March 31,
2022  

Cost of Goods Sold  $ 206,477  $ 222,507 
Sales and Marketing   311,759   273,326 
Product Development   208,594   346,144 
General and Administrative   303,605   733,188 
Total  $ 1,057,435  $ 1,575,165 
 
NOTE 10 – LOSS PER COMMON SHARE
 
The basic net loss per common share is calculated by dividing the Company’s net loss available to common stockholders by the weighted average number of common shares
during the year. The diluted net loss per common share is calculated by dividing the Company’s net loss available to common stockholders by the diluted weighted average
number of common shares outstanding during the year. The diluted weighted average number of common shares outstanding is the basic weighted number of common shares
adjusted for any potentially dilutive debt or equity. Diluted net loss per common share is equal to basic net loss per share due to the Company’s net loss and any potentially
issuable shares are anti-dilutive.
       
  Three Months Ended   Three Months Ended  
  March 31, 2023   March 31, 2022  
       
Numerator:         
         
Net loss  $ (7,299,469)  $ (8,612,345)
         
Denominator:         
         
Denominator for basic and diluted net loss per common share - weighted average of common shares   24,535,131   21,745,089 
         
Basic and diluted net loss per common share  $ (0.30)  $ (0.40)
 
Common shares consisting of shares potentially dilutive as of three month ended March 31, 2023 and 2022 are as follows:
 
       
  2023   2022  
Convertible Notes  12,077,295   – 
Warrants  15,085,618   5,501,293 
Stock options  3,405,497   2,369,729 
Restricted stock units  50,000   335,000 
Total  30,618,410   8,206,022 
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NOTE 11 – INCOME TAXES
 
Deferred taxes are determined by applying the provisions of enacted tax laws and rates for the jurisdictions in which the Company operates to the estimated future tax effects of
the differences between the tax basis of assets and liabilities and their reported amounts in the Company's financial statements. A valuation allowance is established to reduce
deferred tax assets if it is more likely than not that the related tax benefits will not be realized.
 
Due to losses since inception and for all periods presented, no income tax benefit or expense has been recognized as a full valuation allowance has been established for any tax
benefit that would have been recognized for the loss in any period presented.
 
Significant components of the Company's deferred tax assets and liabilities at March 31, 2023 and December 31, 2022 are as follows:
       

  
March 31,

2023   
December 31,

2022  
Deferred tax assets         
Net operating losses  $ 10,206,155  $ 9,106,430 
Depreciation and intangible assets   1,763,042   1,502,868 
Research & development credit   1,457,766   1,308,956 
Lease liability   304,100   322,167 
Inventory   1,283,975    1,290,968 
Stock-based compensation   3,196,761   3,103,037 
Accrued expenses   416,063   233,284 
Capital loss carryover   276,522   261,922 
Other   11,962   177,074 
Total   18,916,346   17,306,705 
Valuation allowance   (18,223,498)   (16,661,612)
Net deferred tax asset   692,848   645,093 
Deferred tax liabilities         
Prepaid expenses   (395,503)   (328,836)
Right-of-use assets   (297,345)   (316,257)
Total net deferred taxes deferred tax liabilities  $ –  $ – 
  
Management currently believes that since the Company has a history of losses it is more likely than not that the deferred tax regarding the loss carry forwards and other
temporary differences will not be realized in the foreseeable future. The Company believes that carryforward limitations will be applied to the historical net operating losses
due to the recent change of control transition. The Company's cumulative net operating loss carry forward of approximately $48.6 million as of March 31,2023, may be limited
in future years depending on future taxable income in any given fiscal year. The net operating losses can be carried forward indefinitely.
 
The Company has recorded no liability for income taxes associated with unrecognized tax benefits at the date of adoption and has not recorded any liability associated with
unrecognized tax benefits. Accordingly, the Company has not recorded any interest or penalty in regard to any unrecognized benefit.
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NOTE 12 – LEASES

 
The components of lease cost for operating leases for the three months ended March 31, 2023 and 2022 were as follows:
       

  

Three Months
Ended

March 31, 2023   

Three Months
Ended

March 31, 2022  
Lease Cost         
Operating lease cost  $ 117,249  $ 158,672 
Short-term lease cost   59,790   17,120 
Variable lease cost   –   – 
Sublease income   –   – 
Total lease cost  $ 177,039  $ 175,792 
 
Supplemental cash flow information related to leases for the three months ended March 31, 2023 and 2022, was as follows:
       

  
March 31,

2023   
March 31,

2022  
Other Lease Information         
Cash paid for amounts included in the measurement of lease liabilities:         
Operating cash flows from operating leases  $ 86,031  $ 116,716 
Amortization of right of use assets  $ 90,057  $ 158,672 
 
The following table summarizes the lease-related assets and liabilities recorded on the balance sheet at March 31, 2023 and December 31, 2022:
       

  
March 31,

2023   
December 31,

2022  
Lease Position         
Operating Leases:         
Operating lease right-of-use assets  $ 1,415,930  $ 1,505,987 
Right-of-use liabilities operating leases short-term   401,553   391,117 
Right-of-use liabilities operating leases long-term   1,046,544   1,143,011 
Total operating lease liabilities  $ 1,448,097  $ 1,534,128 
 
The Company utilizes the incremental borrowing rate in determining the present value of lease payments unless the implicit rate is readily determinable.
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Lease Term and Discount Rate  March 31, 2023  
Weighted-average remaining lease term (years):     
Operating leases   3.4 
Weighted-average discount rate:     
Operating leases   6.05% 
 
The following table provides the maturities of lease liabilities at March 31, 2023:
    
  Operating  
  Leases  
Remainder of 2023  $ 345,348 
2024   471,638 
2025   485,702 
2026   340,591 
Total future undiscounted lease payments   1,643,279 
Less: Interest   (195,183)
Present value of lease liabilities  $ 1,448,096 
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
 

The following discussion and analysis is intended as a review of significant factors affecting the Company’s financial condition and results of operations for the
periods indicated. This discussion and analysis should be read in conjunction with the financial statements and related notes appearing elsewhere in this Quarterly Report on
Form 10-Q and the Company’s Annual Report on Form 10-K, which contains audited financial statements of the Company as of and for the year ended December 31, 2022,
previously filed with the Securities and Exchange Commission. Results for the three months ended March 31, 2023 are not necessarily indicative of results for the year ending
December 31, 2023 or any future period.
 
Special Note Regarding Forward-Looking Statements

 
This Quarterly Report on Form 10-Q, together with other statements and information publicly disseminated by the Company, contains certain forward-looking

statements within the meaning of Section 27A of the Securities Act of 1933, as amended (the “Securities Act”), and Section 21E of the Securities Exchange Act of 1934, as
amended (the "Exchange Act"). We intend such forward-looking statements to be covered by the safe harbor provisions for forward-looking statements contained in the Private
Securities Litigation Reform Act of 1995 and include this statement for purposes of complying with these safe harbor provisions.

 
In addition, from time to time, we or our representatives may make forward-looking statements orally or in writing. We base these forward-looking statements on our

expectations and projections about future events, which we derive from the information currently available to us. Such forward-looking statements relate to future events or our
future performance, including: our financial performance and projections; our growth in revenue and earnings; and our business prospects and opportunities. You can identify
forward-looking statements by those that are not historical in nature, particularly those that use terminology such as “may,” “should,” “expects,” “anticipates,” “contemplates,”
“estimates,” “believes,” “plans,” “projected,” “predicts,” “potential,” or “hopes” or the negative of these or similar terms. In evaluating these forward-looking statements, you
should consider various factors, including: our ability to change the direction of the Company; our ability to keep pace with new technology and changing market needs; our
capital needs, and the competitive environment of our business. These and other factors may cause our actual results to differ materially from any forward-looking statement.
Forward-looking statements are only predictions. The forward-looking events discussed in this document and other statements made from time to time by us or our
representatives, may not occur, and actual events and results may differ materially and are subject to risks, uncertainties and assumptions about us. We are not obligated to
publicly update or revise any forward-looking statement, whether as a result of uncertainties and assumptions, the forward-looking events discussed in this document and other
statements made from time to time by us or our representatives might not occur.

 
While we believe we have identified material risks, these risks and uncertainties are not exhaustive. Other sections of this Form 10-Q describe additional factors that

could adversely impact our business and financial performance. Moreover, we operate in a very competitive and rapidly changing environment. New risks and uncertainties
emerge from time to time, and it is not possible to predict all risks and uncertainties, nor can we assess the impact of all factors on our business or the extent to which any
factor, or combination of factors, may cause actual results to differ materially from those contained in any forward-looking statements.

 
Although we believe the expectations reflected in the forward-looking statements are reasonable, we cannot guarantee future results, level of activity, performance or

achievements. Moreover, neither we nor any other person assumes responsibility for the accuracy or completeness of any of these forward-looking statements. You should not
rely upon forward-looking statements as predictions of future events. We are under no duty to update any of these forward-looking statements after the date of this Form 10-Q
to conform our prior statements to actual results or revised expectations, and we do not intend to do so.
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Forward-looking statements include, but are not limited to, statements about:

 
· our ability to generate revenues from sales, generate cash from operations, or obtain additional funding to market our vehicles and develop new products;
· our ability to successfully implement and effectively manage our outsourced manufacturing, design and development model and achieve any anticipated benefits;
· the ability of third-party manufacturers to produce our vehicles in accordance with our design and quality specifications, with sufficient scale to satisfy customers

and within a reasonable cost;
· anticipated timing for the manufacture, design, production, shipping and launch of our vehicles;
· the inability of our suppliers to deliver the necessary components for our vehicles at prices and volumes acceptable to our third-party manufacturers;
· our ability to establish a network of dealers and international distributors to sell and service our vehicles on the timeline we expect;
· whether our vehicles will perform as expected;
· our facing product warranty claims or product recalls;
· our facing adverse determinations in significant product liability claims;
· customer adoption of electric vehicles;
· the development of alternative technology that adversely affects our business;
· the impact of COVID-19 on our business;
· increased government regulation of our industry;
· tariffs and currency exchange rates; and
· the conflict with Russia and the Ukraine and the potential adverse effect it may have on the availability of batteries for our vehicles.
 

Overview
 
We are an all-electric, off-road powersports vehicle company developing electric two and four-wheel motorcycles and utility terrain vehicles, or UTVs, also known as

side-by-sides, along with a complete line of upgrades and accessories. In October 2020, we began building and testing prototypes for our future offerings with two off-road
motorcycles – the Grunt and the Runt. Our motorcycles feature unique frame designs protected by design patents. Additional utility and design patents have been filed for other
aspects of Volcon’s vehicles.
 

We initially began to sell and distribute the Grunt and related accessories in the United States on a direct-to-consumer sales platform. We terminated our direct-to-
consumer sales platform in November 2021. Prior to the termination of our direct-to-consumer sales platform, U.S. customers made deposits for 360 Grunts (net of
cancellations) and five Runts, plus accessories and a delivery fee representing total deposits of $2.2 million. These orders were cancelable by the customer until the vehicle was
delivered and after a 14-day acceptance period, therefore the deposits were recorded as deferred revenue. As of June 30, 2022, we had completed shipping of all Grunts sold
through our direct-to-consumer sales platform. Due to delays in developing the Runt, we refunded the deposits made for all Runts.
 

Beginning in November 2021, we began negotiating dealership agreements with powersports dealers to display and sell our vehicles and accessories. Customers can
now, or will soon be able to, buy our vehicles and accessories directly from a local dealership. Some of these dealers will also provide warranty and repair services to
customers. Through March 31, 2023, we have 143 active dealers. Upon sale of a Grunt the dealer may order an additional Grunt. We expect to be able to offer the dealers a
financing option, or “floor plan” to make larger purchases of our vehicles, but we do not currently have this financing option available. We have agreements with third-party
financing companies to provide financing to qualified customers of each dealer. There is no recourse to the Company or the dealer if the dealer’s customer defaults on the
financing agreement with this third-party.
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As of March 31, 2023, we have signed agreements with six importers in Latin America and one importer for the Caribbean Region, collectively referred to herein as

the LATAM importers, to sell our vehicles and accessories in their assigned countries/markets. In June 2022, we signed an exclusive distribution agreement with Torrot Electric
Europa S.A., referred to herein as Torrot, to distribute their electric motorcycles for youth riders in Latin America. We will use our LATAM importers to sell Torrot’s products in
Latin America.
 

In October 2022, we signed an expanded agreement with Torrot to also be the exclusive distributor of Torrot and Volcon co-branded youth electric motorcycles in the
United States as well as Latin America. This agreement supersedes the original Torrot agreement and once all Torrot branded inventory is sold, we will no longer distribute
Torrot branded motorcycles. Finally, in December 2022, we signed an expanded agreement with Torrot to be the exclusive distributor of Volcon co-branded youth electric
motorcycles in Canada.
 

We expect to expand our global sales of our vehicles and accessories beyond our current LATAM importer base. We expect to sign more LATAM importers in 2023
and expect to begin selling in Canada in 2023. We expect export sales to be executed with individual importers in each country that buy vehicles by the container. Each
importer will sell vehicles and accessories to local dealers or directly to customers. Local dealers will provide warranty and repair services for vehicles purchased in their
country.
 

In July 2022, we expanded our offerings with the introduction of the first of our Volcon UTV models, the Stag, which we anticipate will be available for delivery to
customers possibly as early as the first half of 2023, followed by additional models of the Stag expected in 2024 and 2025 and the introduction of a higher performance, longer
range UTV (to be named) which we expect to begin delivering in 2025. The Stag will be manufactured by a third-party and incorporate electrification units, which include
batteries, drive units and control modules provided by General Motors. Beginning in June 2022 we have taken non-binding pre-production orders which are cancelable prior to
delivery.

 
 

Through August 2022 we assembled the Grunt in a leased production facility in Round Rock, Texas. In August 2022 we announced that we will outsource the
manufacturing of the Grunt to a third-party manufacturer, which we anticipate will reduce costs and improve profitability on the Grunt. We also outsourced the manufacturing
of the 2023 Grunt EVO to the same third-party manufacturer. The 2023 Grunt EVO will replace the Grunt and has a belt drive rather than a chain drive as well as an updated
rear suspension. We have received prototypes of the Grunt EVO in the first quarter of 2023 and expect to begin sales in the second quarter of 2023.

 In September 2022, we reduced our headcount in our product development and administration departments as we outsourced the design and development of certain
components of our vehicle development. We also hired our Chief Marketing Officer and expect to hire additional sales and marketing employees and increase marketing
activities to further support our brand and products.
 

We began taking pre-orders for an E-Bike, the Brat, in September 2022 and shipments to customers began in the fourth quarter of 2022. The Brat is being
manufactured by a third-party. In January 2023, we began selling the Brat directly to consumers through our website. Consumers who order the Brat from our website can have
the Brat shipped to their specified destination.

 
In November 2022, we finalized an agreement for a third-party to manufacture the Runt. We received prototypes of the Runt in the first quarter of 2023 and expect to

begin sales in the second quarter of 2023.
 

The estimated fulfillment of all orders we have received assumes that our third-party manufacturers can successfully meet our order quantities and deadlines. If they
are unable to satisfy orders on a timely basis, our customers may cancel their orders.
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Results of Operations

 
The following financial information is for the three months ended March 31, 2023 and 2022.

 
  Three Months Ended  
  March 31, 2023   March 31, 2022  
       
Revenue  $ 1,170,458  $ 1,184,502 
Cost of goods sold   (1,229,981)   3,527,715 
Gross margin   (59,523)   (2,343,213)
         
Operating expenses:         
Sales and marketing   1,789,370   1,014,906 
Product development   1,786,351   2,495,712 
General and administrative expenses   1,890,091   2,794,940 
Total operating expenses   5,465,812   6,305,558 
         
Loss from operations   (5,525,335)   (8,648,771)
         
Interest and other expense   (1,774,134)   36,426 
         
         
Net loss  $ (7,299,469)  $ (8,612,345)
 
Revenue
 

Revenue for the three months ended March 31, 2023, was $1,170,458 which represents sales of Grunts of $170,388, Brats of $657,516, Volcon Youth of $212,365 and
accessories and parts of $127,496, compared to revenue of $1,184,502 which represents sales of Grunts of $1,165,712 and accessories and parts of $18,790 for the three months
ended March 31, 2022.

 
Cost of Goods Sold
 

Cost of goods sold for the three months ended March 31, 2023 were $1,229,981 including labor costs of $402,104 for employees and contractors performing assembly
and quality control testing of Grunts and stock-based compensation of $206,477 for share-based awards for employees. Part costs for Grunts sold during the period was
$165,842. We paid $53,507 for fees owed to cancel purchase orders to reduce raw material quantities ordered to expected demand. Facilities costs were $122,311 for our
warehouse facility and third-party warehousing costs. Net inbound and outbound shipping costs, duties and tariffs for inventory purchases and shipments to customers was a
credit of $278,774 primarily due to the reversal of an accrual for shipping costs and tariffs expected to be incurred to ship our Grunt raw materials and work-in-process
inventory to our third-party manufacturer in Mexico which was no longer needed once manufacturing was moved to Arizona.
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Cost of goods sold for the three months ended March 31, 2022, was $3,527,715. Costs include labor costs of $685,162 for employees and contractors performing

assembly and quality control testing of Grunts and stock-based compensation of $223,077 for share-based awards for employees. Part costs for Grunts sold during the period
was $1,190,248. Facilities costs were $172,463 for our manufacturing facility and inventory warehousing costs. Shipping costs and duties/tariffs for inventory purchases were
$900,393.

 
Beginning in the second quarter of 2023 we expect revenue and cost of goods sold to increase further due to the expected sales of the Grunt EVO, Runt and Stag. Our

cost per Grunt EVO and Runt is fixed in our contract with the third-party manufacturer. We have identified suppliers who can deliver Grunt EVO parts at a lower cost than we
have historically paid for the same or similar Grunt part, as many are interchangeable, and we have provided these vendors to our third-party manufacturer for their
consideration in sourcing parts. Additional cost savings may be realized if the third-party manufacturer can source or manufacture parts at a lower cost.

 
Other than the cost of the batteries, we have a fixed cost per unit for the Stag in our contract with our third-party manufacturer. However, not all components have been

fully sourced and additional costs for these components or price increases from suppliers for components already sourced could result in a higher cost per unit and we may not
be able to increase the price we sell each unit to our customers which could negatively impact our expected margin.

 
Sales and Marketing Expense
 

Sales and marketing expenses relate to costs to increase exposure and awareness for our products and developing our network of U.S. dealers and international
distributors.
  

For the three months ended March 31, 2023, sales and marketing expenses were $1,789,370 and include $588,321 for promoting our products and brand, $723,362 for
employee payroll costs, stock-based compensation expense of $311,759 for share-based awards granted to employees and consultants, $38,452 related to facilities costs, and
travel costs of $71,243 primarily related to costs incurred for travel to build our dealer and distributor network.

 
Sales and marketing expenses were $1,014,906 for the three months ended March 31, 2022 and were primarily related to expenses associated with promoting our

products and brand of $176,696, employee payroll costs of $431,183, stock-based compensation of $272,756 for share-based awards granted to employees and consultants,
$74,106 of facilities costs, primarily to operate our dealership in Denver, Colorado and travel costs of $40,217 primarily related to costs incurred for travel build our dealer
network.

   
We expect sales and marketing expenses to increase as we expand our U.S. dealer and international distributor networks and promote our brand and products.

 
General and Administrative Expense

 
General and administrative expenses relate to costs for our finance, accounting and administrative functions to support the development, manufacturing and sales of

our products.
 
For the three months ended March 31, 2023, general and administrative expenses were $1,890,091 and were primarily related to expenses associated with employee

payroll costs of $612,981, stock-based compensation of $330,605 for share-based awards granted to employees and consultants, professional fees of $275,741 including legal
fees of $86,975 for SEC attorney and other legal services and tax and accounting fees of $155,350, software costs of $151,457, and insurance costs of $349,972.

  
For the three months ended March 31, 2022, general and administrative expenses were $2,794,940 and were primarily related to expenses associated with employee

payroll costs of $733,660, stock-based compensation of $742,610 for share-based awards granted to employees and consultants, professional fees of $825,259, including legal
fees of $488,831, tax and accounting fees of $189,876, recruiting fees of $101,170 and IT consulting, outsourcing and other fees of $25,290 and insurance costs of $333,441.

 
We expect general and administrative expenses to increase over the next several quarters as we expect costs such as product liability insurance to increase due to new

product offerings and increased costs due to public company reporting and compliance requirements.
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Product Development Expense

 
Product development expenses relate to development and testing of our products and process to manufacture these products.
 
For the three months ended March 31, 2023, product development expenses totaled $1,786,351 and primarily relate to expenses associated with employee payroll costs

of $507,676, stock-based compensation of $208,592 for share-based awards granted to employees and consultants, professional fees of $81,651 for digital consultants, $37,500
for recruiting fees, research and development costs of $266,829, prototype parts and tooling costs of $543,616, facilities cost of $47,823 and $50,634 for supplies, parts and
software.

 
Product development expenses were $2,495,712 for the three months ended March 31, 2022 and were primarily related to expenses associated with employee payroll

costs of $850,390, stock-based compensation of $336,722 for share-based awards granted to employees and consultants, professional fees of $224,706 for product design and
$95,130 for employee recruitment, prototype parts and tooling costs of $774,823, facilities cost of $82,131 and software fees, small equipment, tools and shop supplies of
$50,019.

 
We expect product development costs related to employee costs to remain consistent with the expense level of the three months ended March 31, 2023 since we have

outsourced certain design and development of our new vehicle models in the fourth quarter of 2022. We expect cost increases due to outsourced design and development costs
and costs related to prototype costs for the Stag, Grunt EVO and Runt. Prototype costs, especially for the Stag, will be significant as we begin receiving Stag units that will be
used to validate engineering and manufacturing design and costs incurred to perform testing to ensure the vehicles meet regulatory compliance requirements where we expect to
sell these vehicles.
 
Interest and Other Expenses

 
Interest and other income/expenses for the three months ended March 31, 2023 were $1,774,134. Non-cash interest expense of $1,776,636 was recognized for the

amortization of debt issuance costs and accretion of principal on the Convertible Notes issued in August 2022. Interest expense for the three months ended March 31, 2022 was
not significant.

 
We expect interest expense to increase in the future as we recognize interest on the Convertible Notes issued in August 2022. These notes were issued at an original

issuance discount (“OID”) of 8% and due to the warrants also issued in connection with these notes, the allocation of proceeds between the Convertible Notes and warrants
resulted in the notes being recorded at a significantly greater discount than the stated 8% OID. This discount, along with the OID will be accreted to interest expense over the
term of the Convertible Notes and does not result in any cash payments to be made unless the Company has an event of default as discussed in Note 6 to the financial
statements.

 
Net Loss
 

Net loss for the three months ended March 31, 2023, was $7,299,469, compared to $8,612,345 for the three months ended March 31, 2022.
 

Liquidity and Capital Resources
 
On March 31, 2023, we had cash and restricted cash of $4.8 million, including $0.5 million of restricted cash, and we had working capital deficit of $7.1 million. Since

inception we have funded our operations from proceeds from debt and equity sales.
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Cash used in operating activities

 
Net cash used in operating activities was $6.5 million for the three months ended March 31, 2023 and includes all of our operating costs except stock-based

compensation, write-down of inventory, depreciation and amortization, non-cash interest expense for the amortization of debt issuance costs and accretion of principal on
Convertible Notes, and gain on sale assets and leases. Cash used in operating activities includes a decrease in accounts receivable of $0.2 million for collections net of sales,
increases in inventory of $0.5 million and inventory deposits of $0.8 million as we made purchases and deposits for Brats and Volcon Youth motorcycles, a decrease of $0.5
million for both accounts payable and accrued liabilities due to timely payment of outstanding amounts due and a reversal of an accrual for anticipated shipping and tariffs
related to shipping raw material and subassembly inventory to our third-party manufacturer in Mexico as final assembly was moved to Arizona.

 
Net cash used in operating activities was $9.4 million for the three months ended March 31, 2022 and includes all of our operating costs except stock-based

compensation, write down of inventory and prepaid inventory and depreciation and amortization. Cash used in operating activities includes increases in inventory of $1.5
million offset by a reduction in inventory deposits of $0.4 million as we purchased more inventory in the three months ended March 31, 2022 and made fewer deposits based on
the timing of inventory purchases domestically versus internationally to build Grunts for delivery to customers, a decrease of $1.2 million as we recognized revenue for
shipments to direct to consumer customers in the three months ended March 31, 2022, and an increase of $0.5 million due to higher accrued liabilities due to the timing of
invoices received from vendors and an increase in prepaid expenses of $0.7 million primarily due to payment of legal counsel retainers of $0.3 million and a payment of $0.1
million made to increase director and officer liability insurance due to the public stock offering that occurred in February 2022.
 
Cash used in investing activities

 
Net cash used in investing activities was $0.2 million for the three months ended March 31, 2023, consisting of $0.3 million of purchases of equipment and tooling

offset by proceeds received of $0.1 million for the sale of two vehicles. Net cash used in investing activities was $0.2 million for the three months ended March 31, 2022,
consisting of purchases of equipment and tooling related to our Grunt manufacturing and product development.

 
Cash provided by financing activities

 
Cash used financing activities for the three months ended March 31, 2023, was less than $0.1 million and was related to proceeds used from the sale of vehicles to pay

off notes payable and proceeds received from the exercise of stock options. Cash provided from financing activities for the period ended March 31, 2022, was $18.1 million and
was related to proceeds received from the public offering of our common stock in February 2022 where we sold 6,666,667 shares at $3.00 per share.

 
Our continuation as a going concern is dependent upon our ability to attain profitable operations and if necessary, obtain continued financial support from the issuance

of debt or equity. As of March 31, 2023, we had incurred an accumulated deficit of $83.0 million since inception. Additionally, one of the covenants for our Convertible Notes
requires us to have $10 million of cash on hand if principal (and interest, if any) of $15 million or more of the Convertible Notes is outstanding as of September 30, 2023 and
December 31, 2023 (subject to adjustment if the principal (and interest, if any) is below $15 million).

 
Management anticipates that our cash on hand as of March 31, 2023 plus the cash expected to be generated from operations will not be sufficient to fund planned

operations and maintain required cash balances for the Convertible Notes beyond one year from the date of the issuance of the financial statements as of and for the three
months ended March 31, 2023. There can be no assurance that such additional funding would be available to the Company on acceptable terms, or at all. These factors raise
substantial doubt regarding our ability to continue as a going concern.
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JOBS Act Accounting Election
 

The recently enacted JOBS Act provides that an “emerging growth company” can take advantage of the extended transition period provided in Section 7(a)(2)(B) of
the Securities Act of 1933, as amended, for complying with new or revised accounting standards. In other words, an “emerging growth company” can delay the adoption of
certain accounting standards until those standards would otherwise apply to private companies. We have irrevocably elected not to avail ourselves of this extended transition
period and, as a result, we will adopt new or revised accounting standards on the relevant dates on which adoption of such standards is required for other public companies.

 
We have implemented all new accounting pronouncements that are in effect and may impact our financial statements and we do not believe that there are any other

new accounting pronouncements that have been issued that might have a material impact on our financial position or results of operations.
 
Critical Accounting Policies

 
No critical accounting policies or estimates existed as of March 31, 2023.
 

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
 
We are a smaller reporting company as defined by Rule 12b-2 of the Exchange Act and are not required to provide the information required under this item.

 
ITEM 4. CONTROLS AND PROCEDURES
 
Evaluation of Disclosure Controls and Procedures
 

Our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e)) are designed to ensure that information required to be disclosed by us in reports
we file or submit under the Securities Exchange Act of 1934, as amended, is recorded, processed, summarized and reported within the appropriate time periods, and that such
information is accumulated and communicated to our Chief Executive Officer, who serves as our principal executive officer, and Chief Financial Officer, who serves as our
principal financial officer, as appropriate, to allow timely discussions regarding required disclosure. We, under the supervision of and with the participation of our management,
including our Chief Executive Officer and Chief Financial Officer, have evaluated the effectiveness of our disclosure controls and procedures.

 
Based on that evaluation, our Chief Executive Officer and Chief Financial Officer concluded that the design and operation of our disclosure controls and procedures

were not effective as of March 31, 2023 to provide assurance that information required to be disclosed by us in the reports that we file or submit under the Exchange Act is
recorded, processed, summarized and reported within the time periods specified in the rules and forms of the SEC, and that such information is accumulated and communicated
to management as appropriate, to allow timely decisions regarding disclosures as we have previously missed filing certain forms timely and we have not implemented and
tested controls and procedures to conclude that we have remediated this deficiency. Notwithstanding this conclusion, we believe that our unaudited consolidated financial
statements contained in this Quarterly Report fairly present our financial position, results of operations and cash flows for the periods covered thereby in all material respects.
Management is working to identify corrective actions for the weakness and will periodically re-evaluate the need to add personnel and implement improved review procedures. 

 
Changes in Internal Control over Financial Reporting
 

There were no changes to our internal control over financial reporting during the three months ended March 31, 2023, that have materially affected, or are reasonably
likely to materially affect, our internal controls over financial reporting.
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PART II — OTHER INFORMATION
 
ITEM 1. LEGAL PROCEEDINGS

 
From time to time in the ordinary course of our business, we may be involved in legal proceedings, the outcomes of which may not be determinable. The results of

litigation are inherently unpredictable. Any claims against us, whether meritorious or not, could be time consuming, result in costly litigation, require significant amounts of
management time and result in diversion of significant resources. We are not able to estimate an aggregate amount or range of reasonably possible losses for those legal matters
for which losses are not probable and estimable. We have insurance policies covering potential losses where such coverage is cost effective.
 
ITEM 1A. RISK FACTORS
 

There have been no material changes to the risk factors included in the Form 10-K filed with the SEC on March 7, 2023, which is accessible on the SEC’s website at
www.sec.gov.

 
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

 
INDEX TO EXHIBITS

 
Exhibit
Number  Description

3.1  Amended and Restated Certificate of Incorporation of Volcon, Inc. (incorporated by reference to exhibit 3.1 of the Form 8-K filed October 8, 2021)
3.2  Amended and Restated Bylaws of Volcon, Inc. (incorporated by reference to exhibit 3.2 of the Form S-1 file number 333-259468)
4.1  Form of common stock (incorporated by reference to exhibit 4.1 of the Form S-1 file number 333-259468)
4.2  Form of Warrant issued to Pink Possum, LLC and Highbridge Consulting, LLC (incorporated by reference to exhibit 4.2 of the Form S-1 file number 333-

259468)
4.3  Form of Underwriter Warrant (incorporated by reference to exhibit 4.3 of the Form S-1 file number 333-259468)
4.4  Form of Underwriter Warrant (incorporated by reference to exhibit 4.3 of the Form S-1 file number 333-262343)
4.5  Form of Senior Convertible Note (incorporated by reference to exhibit 10.3 of the Form 8-K filed August 24, 2022)
4.6  Form of Common Stock Purchase Warrant (incorporated by reference to exhibit 10.4 of the Form 8-K filed August 24, 2022)
4.7  Placement Agent Warrant (incorporated by reference to exhibit 10.6 of the Form 8-K filed August 24, 2022)
10.1  Securities Purchase Agreement by and among Volcon, inc. and the Buyers, dated August 22, 2022 (incorporated by reference to exhibit 10.1 of the Form 8-K

filed August 24, 2022)
10.2  Registration Rights Agreement by and among Volcon, inc. and the Buyers, dated August 22, 2022 (incorporated by reference to exhibit 10.2 of the Form 8-K

filed August 24, 2022)
10.3  Placement Agent Agreement (incorporated by reference to exhibit 10.5 of the Form 8-K filed August 24, 2022)
31.1*  Certification of the Principal Executive Officer pursuant to Rule 13a-14(a) or 15d-14(a) of the Securities Exchange Act of 1934
31.2*  Certification of the Principal Financial Officer pursuant to Rule 13a-14(a) or 15d-14(a) of the Securities Exchange Act of 1934
32.1*(1)  Certification of the Principal Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
32.2*(1)  Certification of the Principal Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
   
101.INS  Inline XBRL Instance Document (the instance document does not appear in the Interactive Data File because its XBRL tags are embedded within the Inline

XBRL document)
101.SCH  Inline XBRL Taxonomy Extension Schema Document
101.CAL  Inline XBRL Taxonomy Extension Calculation Linkbase Document
101.DEF  Inline XBRL Taxonomy Extension Definition Linkbase Document
101.LAB  Inline XBRL Taxonomy Extension Label Linkbase Document
101.PRE  Inline XBRL Taxonomy Extension Presentation Linkbase Document
104  Cover Page Interactive Data File (formatted in inline XBRL, and included in exhibit 101).

 
______________
* Filed herewith.
† Indicates management contract or compensatory plan, contract or arrangement.

 
(1) The certifications on Exhibit 32 hereto are deemed not “filed” for purposes of Section 18 of the Exchange Act or otherwise subject to the liability of that Section. Such

certifications will not be deemed incorporated by reference into any filing under the Securities Act or the Exchange Act.
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https://www.sec.gov/Archives/edgar/data/1829794/000168316821004758/volcon_ex0301.htm
https://www.sec.gov/Archives/edgar/data/1829794/000168316821004236/volcon_ex0302.htm
https://www.sec.gov/Archives/edgar/data/1829794/000168316821004236/volcon_ex0401.htm
https://www.sec.gov/Archives/edgar/data/1829794/000168316821004236/volcon_ex0402.htm
https://www.sec.gov/Archives/edgar/data/1829794/000168316821004236/volcon_ex0403.htm
https://www.sec.gov/Archives/edgar/data/1829794/000168316822000472/volcon_ex0403.htm
http://www.sec.gov/Archives/edgar/data/1829794/000168316822006035/volcon_ex1003.htm
http://www.sec.gov/Archives/edgar/data/1829794/000168316822006035/volcon_ex1006.htm
http://www.sec.gov/Archives/edgar/data/1829794/000168316822006035/volcon_ex1006.htm
http://www.sec.gov/Archives/edgar/data/1829794/000168316822006035/volcon_ex1001.htm
http://www.sec.gov/Archives/edgar/data/1829794/000168316822006035/volcon_ex1002.htm
http://www.sec.gov/Archives/edgar/data/1829794/000168316822006035/volcon_ex1005.htm
https://s3.amazonaws.com/content.stockpr.com/volcon/sec/0001683168-23-002973/for_pdf/volcon_ex3101.htm
https://s3.amazonaws.com/content.stockpr.com/volcon/sec/0001683168-23-002973/for_pdf/volcon_ex3102.htm
https://s3.amazonaws.com/content.stockpr.com/volcon/sec/0001683168-23-002973/for_pdf/volcon_ex3201.htm
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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.
 

VOLCON, INC.     
     

SIGNATURE  TITLE  DATE
 
     

/s/ Jordan Davis  Chief Executive Officer and Director  May 5, 2023
Jordan Davis  (principal executive officer)   

     
/s/ Greg Endo  Chief Financial Officer  May 5, 2023

Greg Endo  (principal financial and accounting officer)   
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Exhibit 31.1
 

CERTIFICATION BY CHIEF EXECUTIVE OFFICER
 

I, Jordan Davis, certify that:
 

1. I have reviewed this quarterly report on Form 10-Q for the quarterly period ended March 31, 2023 of Volcon, Inc.;
 

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 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 we 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.
 
May 5, 2023
 
 
By: /s/ Jordan Davis               

Jordan Davis
Chief Executive Officer
(Principal executive officer)

 



Exhibit 31.2
 

CERTIFICATION BY CHIEF FINANCIAL OFFICER
 

I, Greg Endo, certify that:
 

1. I have reviewed this quarterly report on Form 10-Q for the quarterly period ended March 31, 2023 of Volcon, Inc.;
 

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 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 we 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.
 
May 5, 2023
 
 
By: /s/ Greg Endo                     

Greg Endo
Chief Financial Officer
(Principal financial and accounting officer)

 



Exhibit 32.1
 

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
 

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
 

(Subsections (a) and (b) of Section 1350, Chapter 63 of Title 18, United States Code)
 

Pursuant to section 906 of the Sarbanes-Oxley Act of 2002 (subsections (a) and (b) of section 1350, chapter 63 of title 18, United States Code), the undersigned officer of
Volcon, Inc., a Delaware corporation (the "Company"), does hereby certify, to such officer’s knowledge, that:
 

The quarterly report on Form 10-Q for the quarter ended March 31, 2023 (the “Form 10-Q”) of the Company fully complies with the requirements of section 13(a) or 15(d)
of the Securities Exchange Act of 1934, as amended and information contained in the Form 10-Q fairly presents, in all material respects, the financial condition and results of
operations of the Company.
 
May 5, 2023
 
 
By:                      

Jordan Davis
Chief Executive Officer
(Principal Executive Officer)

 



Exhibit 32.2
 

CERTIFICATION OF CHIEF FINANCIAL OFFICER
 

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
 

(Subsections (a) and (b) of Section 1350, Chapter 63 of Title 18, United States Code)
 

Pursuant to section 906 of the Sarbanes-Oxley Act of 2002 (subsections (a) and (b) of section 1350, chapter 63 of title 18, United States Code), the undersigned officer of
Volcon, Inc., a Delaware corporation (the "Company"), does hereby certify, to such officer’s knowledge, that:

 
The quarterly report on Form 10-Q for the quarter ended March 31, 2023 (the “Form 10-Q”) of the Company fully complies with the requirements of section 13(a) or 15(d)

of the Securities Exchange Act of 1934, as amended and information contained in the Form 10-Q fairly presents, in all material respects, the financial condition and results of
operations of the Company.

 
May 5, 2023

 
 

By: /s/ Greg Endo                          
Greg Endo
Chief Financial Officer
(Principal financial and accounting officer)

 


