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INDEPENDENT AUDITORS’ REPORT 

To the Board of Directors and Stockholders 
Serve Robotics, Inc. 

Opinion 

We have audited the accompanying consolidated financial statements of Serve Robotics, Inc. and subsidiary (a 
Delaware corporation, collectively the “Company”), which comprise the consolidated balance sheet as of December 
31, 2021, and the related consolidated statements of operations, stockholders’ equity, and cash flows for the period 
from January 15, 2021 (“Inception”) to December 31, 2021, and the related notes to the consolidated financial 
statements. 

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the 
financial position of the Company as of December 31, 2021, and the results of its operations and its cash flows for 
the period then ended in accordance with accounting principles generally accepted in the United States of America. 

Basis for Opinion 

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. 
Our responsibilities under those standards are further described in the Auditor’s Responsibilities for the Audit of the 
Consolidated Financial Statements section of our report. We are required to be independent of the Company and to 
meet our other ethical responsibilities in accordance with the relevant ethical requirements relating to our audits. We 
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion. 

Substantial Doubt About the Company's Ability to Continue as a Going Concern 

The accompanying consolidated financial statements have been prepared assuming that the Company will continue 
as a going concern. As discussed in Note 2 to the consolidated financial statements, the Company has suffered 
recurring losses, has negative cash flows from operations, and has stated that substantial doubt exists about the 
Company’s ability to continue as a going concern. Management’s evaluation of the events and conditions and 
management’s plans regarding these matters are also described in Note 2. The consolidated financial statements do 
not include any adjustments that might result from the outcome of this uncertainty. Our opinion is not modified with 
respect to this matter. 

Responsibilities of Management for the Consolidated Financial Statements 

Management is responsible for the preparation and fair presentation of the consolidated financial statements in 
accordance with accounting principles generally accepted in the United States of America, and for the design, 
implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial 
statements that are free from material misstatement, whether due to fraud or error.  

In preparing the consolidated financial statements, management is required to evaluate whether there are conditions 
or events, considered in the aggregate, that raise substantial doubt about the Company’s ability to continue as a going 
concern within one year after the date that the consolidated financial statements are available to be issued. 

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements 

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a whole 
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our 
opinion. Reasonable assurance is a high level of assurance but is not absolute assurance and therefore is not a 
guarantee that an audit conducted in accordance with generally accepted auditing standards will always detect a 
material misstatement when it exists. The risk of not detecting a material misstatement resulting from fraud is higher 
than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, 
or the override of internal control. Misstatements, including omissions, are considered material if there is a 
substantial likelihood that, individually or in the aggregate, they would influence the judgment made by a reasonable 
user based on the consolidated financial statements. 



2 

In performing an audit in accordance with generally accepted auditing standards, we: 

Exercise professional judgment and maintain professional skepticism throughout the audit.

Identify and assess the risks of material misstatement of the consolidated financial statements, whether due
to fraud or error, and design and perform audit procedures responsive to those risks. Such procedures
include examining, on a test basis, evidence regarding the amounts and disclosures in the financial
statements.

Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the Company’s internal control. Accordingly, no such opinion is expressed.

Evaluate the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluate the overall presentation of the consolidated financial
statements.

Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that raise
substantial doubt about the Company’s ability to continue as a going concern for a reasonable period of
time.

We are required to communicate with those charged with governance regarding, among other matters, the planned 
scope and timing of the audit, significant audit findings, and certain internal control related matters that we identified 
during the audit. 

Newport Beach, California 
October 21, 2022 
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 CONSOLIDATED BALANCE SHEET 
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See accompanying notes, which are an integral part of these consolidated financial statements.

December 31,
2021

ASSETS
Current assets:

Cash and cash equivalents 7,965,861$       
Inventory 463,422
Prepaid expenses 11,163

Total current assets 8,440,446
Property and equipment, net 119,616
Deposits 96,647

Total assets 8,656,709$       

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:

Accounts payable 336,314$    
Total liabilities 336,314  

Commitments and contingencies

Stockholders' equity:
Series Seed preferred stock, $0.00001 par value; 3,687,433 shares authorized, 3,527,110

shares issued and outstanding as of December 31, 2021 35   
Series Seed-1 preferred stock, $0.00001 par value; 3,037,227 shares authorized, issued and

outstanding as of December 31, 2021 30   
Series Seed-2 preferred stock, $0.00001 par value; 2,599,497 shares authorized, issued and

outstanding as of December 31, 2021 26   
Series Seed-3 preferred stock, $0.00001 par value; 445,347 shares authorized, issued and

outstanding as of December 31, 2021 4   
Common stock, $0.00001 par value; 20,700,000 shares authorized, 8,850,154 shares

issued and outstanding as of December 31, 2021 89   
Additional paid-in capital 29,985,729   
Accumulated deficit (21,665,518)  

Total stockholders' equity 8,320,395
Total liabilities and stockholders' equity 8,656,709$        



   SERVE ROBOTICS, INC. 

   CONSOLIDATED STATEMENT OF OPERATIONS 
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See accompanying notes, which are an integral part of these consolidated financial statements.

For the Period from
January 15, 2021 

(inception) to
December 31,

2021

Net revenue -$     

Operating expenses:
General and administrative 2,465,570
Operations 924,501
Research and development 7,092,628
Sales and marketing 139,664

Total operating expenses 10,622,363  

Loss from operations (10,622,363)  

Other income (expense), net:
Change in fair value of future equity obligations (11,043,155)

Total other income (expense), net (11,043,155)  

Net loss (21,665,518)$    

Loss per common shares - basic and diluted (3.10)$     

Weighted average common shares outstanding - basic and diluted 6,997,571  
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                                                           SERVE ROBOTICS, INC. 

CONSOLIDATED STATEMENT OF CASH FLOWS  
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See accompanying notes, which are an integral part of these consolidated financial statements. 

For the Period from
January 15, 2021 

(inception) to
December 31,

2021
Cash flows from operating activities:
Net loss (21,665,518)$              
Adjustments to reconcile net loss to net cash used in operating activities:

Depreciation 42,469                       
Stock-based compensation 8,714                         
Change in fair value of future equity obligations 11,043,155                
Changes in operating assets and liabilities:

Inventory (463,422)                   
Prepaid expenses (11,163)                     
Accounts payable 336,315                     

Net cash used in operating activities (10,709,450)
Cash flows from investing activities:
Purchase of property and equipment (162,085)
Deposits (96,647)

Net cash used in investing activities (258,732)
Cash flows from financing activities:
Proceeds from future equity obligations 7,925,000
Issuance of founders' stock 4,400
Issuance of restricted common stock, net of repurchases 4,645
Issuance of Series Seed preferred stock 10,999,998

Net cash provided by financing activities 18,934,043
Net change in cash and cash equivalents 7,965,861
Cash and cash equivalents at beginning of period -
Cash and cash equivalents at end of year 7,965,861$                 

Supplemental disclosure of cash flow information:
Cash paid for income taxes -$                                
Cash paid for interest -$                                

Supplemental disclosure of non-cash investing and financing activities:
Conversion of future equity obligations into preferred stock 18,968,155$               



SERVE ROBOTICS, INC. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
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1. NATURE OF OPERATIONS 

Serve Robotics, Inc. (the “Company”) is a corporation formed on January 15, 2021 under the laws of the State of Delaware. 
The Company is developing next generation robots for last-mile delivery services.  The Company is headquartered in Redwood 
City, California. 

 
In February 2021, the Company entered into a contribution and license agreement with Postmates, LLC, a Delaware limited 

liability company (“Postmates”).  Pursuant to the agreement, Postmates transferred over certain contracts and agreements, 
intellectual property and patents and hardware and equipment to the Company.  As the contribution was without consideration, and 
the receipt of assets was not considered a business, the agreement did not have any effect on the Company’s financial statements. 
In conjuncture with the contribution agreement, Postmates, LLC participated in the Company’s SAFE offering (see Note 4). 

 
2. GOING CONCERN 

The Company has evaluated whether there are certain conditions and events, considered in the aggregate, that raise substantial 
doubt about the Company’s ability to continue as a going concern within one year after the date that the financial statements are 
issued. 

 
The accompanying financial statements have been prepared on a going concern basis, which contemplates the realization of 

assets and the satisfaction of liabilities in the normal course of business. The Company has not generated profits since inception, 
has sustained a net loss of $21,665,518 for the period ended December 31, 2021 and cash used in operations of $10,709,450. These 
factors, among others, raise substantial doubt about the Company’s ability to continue as a going concern. The Company’s ability 
to continue as a going concern for the next twelve months is dependent upon its ability to generate sufficient cash flows from 
operations to meet its obligations, which it has not been able to accomplish to date, and/or to obtain additional capital financing. 
No assurance can be given that the Company will be successful in these efforts. The financial statements do not include any 
adjustments relating to the recoverability and classification of recorded asset amounts or the amounts and classification of liabilities. 

 
3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Basis of Presentation 

The accounting and reporting policies of the Company conform to accounting principles generally accepted in the United States 
of America ("GAAP").  The Company’s fiscal year is December 31. 

Principles of Consolidation 

These consolidated financial statements include the accounts of the Company and its wholly-owned subsidiary Serve Robotics 
Canada Inc. All inter-company transactions and balances have been eliminated on consolidation. 

Use of Estimates 

The preparation of the Company’s financial statements in conformity with GAAP requires management to make estimates and 
assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of 
the financial statements, and the reported amounts of revenues and expenses during the reporting period. Significant estimates and 
assumptions reflected in these financial statements include, but are not limited to, the valuations of common stock and options. The 
Company bases its estimates on historical experience, known trends and other market-specific or other relevant factors that it 
believes to be reasonable under the circumstances. On an ongoing basis, management evaluates its estimates when there are changes 
in circumstances, facts and experience. Changes in estimates are recorded in the period in which they become known. Actual results 
could differ from those estimates. 
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Concentrations of Credit Risk 

Financial instruments that potentially subject the Company to concentrations of credit risk consist principally of cash and cash 
equivalents. The Company generally maintains balances in various operating accounts at financial institutions that management 
believes to be of high credit quality, in amounts that may exceed federally insured limits. The Company has not experienced any 
losses related to its cash and cash equivalents and does not believe that it is subject to unusual credit risk beyond the normal credit 
risk associated with commercial banking relationships. At December 31, 2021, all of the Company's cash and cash equivalents were 
held at one accredited financial institution.   

Cash and Cash Equivalents 

The Company considers all highly liquid investments with maturities of three months or less at the date of purchase to be cash 
equivalents. 

Fair Value Measurements 

Certain assets and liabilities of the Company are carried at fair value under GAAP. Fair value is defined as the exchange price 
that would be received for an asset or paid to transfer a liability (an exit price) in the principal or most advantageous market for the 
asset or liability in an orderly transaction between market participants on the measurement date. Valuation techniques used to 
measure fair value must maximize the use of observable inputs and minimize the use of unobservable inputs. Financial assets and 
liabilities carried at fair value are to be classified and disclosed in one of the following three levels of the fair value hierarchy, of 
which the first two are considered observable and the last is considered unobservable: 

 Level 1—Quoted prices in active markets for identical assets or liabilities.  
 
 Level 2—Observable inputs (other than Level 1 quoted prices), such as quoted prices in active markets for similar assets 

or liabilities, quoted prices in markets that are not active for identical or similar assets or liabilities, or other inputs that are 
observable or can be corroborated by observable market data.  

 
 Level 3—Unobservable inputs that are supported by little or no market activity that are significant to determining the fair 

value of the assets or liabilities, including pricing models, discounted cash flow methodologies and similar techniques.  

The carrying values of the Company’s assets and liabilities approximate their fair values.  See Note 4 for rollfowards of Level 
3 liabilities consisting of future equity obligations. 

Inventory 

Inventory is stated at the lower of cost or market value and accounted for using the specific identification cost method. Inventory 
primarily consists of robotic raw materials and component parts from the Company’s suppliers. 

Property and Equipment 

Property and equipment are stated at cost less accumulated depreciation and amortization. Depreciation and amortization 
expense is recognized using the straight-line method over the estimated useful life of the asset, which is 5 years for office equipment 
as of December 31, 2021. Estimated useful lives are periodically assessed to determine if changes are appropriate. Maintenance and 
repairs are charged to expense as incurred. When assets are retired or otherwise disposed of, the cost of these assets and related 
accumulated depreciation or amortization are eliminated from the balance sheets and any resulting gains or losses are included in 
the statement of operations in the period of disposal.  Depreciation expense for the period ended December 31, 2021 was $42,469. 

 
Impairment of Long-Lived Assets 

The Company continually monitors events and changes in circumstances that could indicate carrying amounts of long-lived 
assets may not be recoverable. When such events or changes in circumstances are present, the Company assesses the recoverability 
of long-lived assets by determining whether the carrying value of such assets will be recovered through undiscounted expected 
future cash flows. If the total of the future cash flows is less than the carrying amount of those assets, the Company recognizes an 
impairment loss based on the excess of the carrying amount over the fair value of the assets. Assets to be disposed of are reported 
at the lower of the carrying amount or the fair value less costs to sell.  The Company did not record any impairment losses on long-
lived assets during the period ended December 31, 2021. 
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Revenue Recognition 

The Company will recognize revenue in accordance with ASC 606, Revenue from Contracts with Customers, (“ASC 606”). 
The Company will determine revenue recognition through the following steps: 

 Identification of a contract with a customer; 
 Identification of the performance obligations in the contract; 
 Determination of the transaction price; 
 Allocation of the transaction price to the performance obligations in the contract; and 
 Recognition of revenue when or as the performance obligations are satisfied. 

Revenue is recognized when control of the promised goods or services is transferred to customers, in an amount that reflects 
the consideration the Company expects to be entitled to in exchange for those goods or services. As a practical expedient, the 
Company will not adjust the transaction price for the effects of a significant financing component if, at contract inception, the period 
between customer payment and the transfer of goods or services is expected to be one year or less. To date, The Company has not 
generated any revenue. 

Sales and Marketing 

Sales and marketing expenses includes personnel costs and public relations expenses. 

Operations 

Operations expenses primarily consists of costs for field operations personnel. 

Research and Development Costs  

Costs incurred in the research and development of the Company’s products are expensed as incurred.  Research and 
development costs include product design, hardware and software costs. 

Concentrations 

The Company is dependent on third-party vendors to supply inventory and products for research and development activities 
and parts for building products. In particular, the Company relies and expects to continue to rely on a small number of vendors. The 
loss of one of these vendors may have a negative short-term impact on the Company’s operations; however, the Company believes 
there are acceptable substitute vendors that can be utilized longer-term. 

Accounting for Preferred Stock 

ASC 480, Distinguishing Liabilities from Equity, includes standards for how an issuer of equity (including equity shares issued 
by consolidated entities) classifies and measures on its consolidated balance sheet certain financial instruments with characteristics 
of both liabilities and equity. 

Management is required to determine the presentation for the preferred stock as a result of the redemption and conversion 
provisions, among other provisions in the agreement. Specifically, management is required to determine whether the embedded 
conversion feature in the preferred stock is clearly and closely related to the host instrument, and whether the bifurcation of the 
conversion feature is required and whether the conversion feature should be accounted for as a derivative instrument. If the host 
instrument and conversion feature are determined to be clearly and closely related (both more akin to equity), derivative liability 
accounting under ASC 815, Derivatives and Hedging, is not required. Management determined that the host contract of the preferred 
stock is more akin to equity, and accordingly, liability accounting is not required by the Company. The Company has presented 
preferred stock within stockholders' equity.  

Costs incurred directly for the issuance of the preferred stock are recorded as a reduction of gross proceeds received by the 
Company, resulting in a discount to the preferred stock. The discount is not amortized. 

Stock-Based Compensation  

The Company accounts for stock-based compensation in accordance with ASC 718, Compensation - Stock Compensation. The 
Company measures all stock-based awards granted to employees, directors and non-employee consultants based on the fair value 
on the date of the grant and recognizes compensation expense for those awards, net of estimated forfeitures, over the requisite 
service period, which is generally the vesting period of the respective award. For awards with service-based vesting conditions, the 
Company records the expense for using the straight-line method.  For awards with performance-based vesting conditions, the 
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Company records the expense if and when the Company concludes that it is probable that the performance condition will be 
achieved. 

 
The Company classifies stock-based compensation expense in its statement of operations in the same manner in which the 

award recipient’s payroll costs are classified or in which the award recipient’s service payments are classified. 
 
The fair value of each stock option grant is estimated on the date of grant using the Black-Scholes option-pricing model. The 

Company historically has been a private company and lacks company-specific historical and implied volatility information for its 
stock. Therefore, it estimates its expected stock price volatility based on the historical volatility of publicly traded peer companies 
and expects to continue to do so until such time as it has adequate historical data regarding the volatility of its own traded stock 
price. The expected term of the Company’s stock options has been determined utilizing the “simplified” method for awards that 
qualify as “plain-vanilla” options. The risk-free interest rate is determined by reference to the U.S. Treasury yield curve in effect at 
the time of grant of the award for time periods approximately equal to the expected term of the award. Expected dividend yield is 
based on the fact that the Company has never paid cash dividends on common stock and does not expect to pay any cash dividends 
in the foreseeable future. Forfeitures are recognized as incurred. Determining the appropriate fair value of stock-based awards 
requires the input of subjective assumptions. The assumptions used in calculating the fair value of stock-based awards represent 
management’s best estimates and involve inherent uncertainties and the application of management’s judgment. As a result, if 
factors change and management uses different assumptions, stock-based compensation expense could be materially different for 
future awards. 

Income Taxes 

The Company uses the liability method of accounting for income taxes as set forth in ASC 740, Income Taxes. Under the 
liability method, deferred taxes are determined based on the temporary differences between the financial statement and tax basis of 
assets and liabilities using tax rates expected to be in effect during the years in which the basis differences reverse. A valuation 
allowance is recorded when it is unlikely that the deferred tax assets will not be realized. We assess our income tax positions and 
record tax benefits for all years subject to examination based upon our evaluation of the facts, circumstances and information 
available at the reporting date. In accordance with ASC 740-10, for those tax positions where there is a greater than 50% likelihood 
that a tax benefit will be sustained, the Company’s policy will be to record the largest amount of tax benefit that is more likely than 
not to be realized upon ultimate settlement with a taxing authority that has full knowledge of all relevant information. For those 
income tax positions where there is less than 50% likelihood that a tax benefit will be sustained, no tax benefit will be recognized 
in the financial statements. 

 
Net Loss per Share 
 
Net earnings or loss per share is computed by dividing net income or loss by the weighted-average number of common shares 

outstanding during the period, excluding shares subject to redemption or forfeiture. The Company presents basic and diluted net 
earnings or loss per share. Diluted net earnings or loss per share reflect the actual weighted average of common shares issued and 
outstanding during the period, adjusted for potentially dilutive securities outstanding. Potentially dilutive securities are excluded 
from the computation of the diluted net loss per share if their inclusion would be anti-dilutive. As all potentially dilutive securities 
are anti-dilutive as of December 31, 2021, diluted net loss per share is the same as basic net loss per share for each year. Potentially 
dilutive items outstanding as of December 31, 2021 is as follows: 

 
 

December 31,
2021

Series Seed preferred stock (convertible to common stock) 3,527,110          
Series Seed-1 preferred stock (convertible to common stock) 3,037,227          
Series Seed-2 preferred stock (convertible to common stock) 2,599,497          
Series Seed-3 preferred stock (convertible to common stock) 445,347             
Common stock warrants 17,314               
Preferred stock warrants 160,323             
Stock options 734,378             

Total potentially dilutive shares 10,521,196        
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Recently Adopted Accounting Pronouncements 
 

In February 2016, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) 2016-
02, Leases (Topic 842). This ASU requires a lessee to recognize a right-of-use asset and a lease liability under most operating leases 
in its balance sheet. The ASU is effective for annual and interim periods beginning after December 15, 2021. Early adoption is 
permitted. The Company is currently evaluating the impact on its financial statements. 

 
In August 2020, FASB issued ASU 2020-06, Accounting for Convertible Instruments and Contracts in an Entity; Own Equity 

(“ASU 2020-06”), as part of its overall simplification initiative to reduce costs and complexity of applying accounting standards 
while maintaining or improving the usefulness of the information provided to users of financial statements. Among other changes, 
the new guidance removes from GAAP separation models for convertible debt that require the convertible debt to be separated into 
a debt and equity component, unless the conversion feature is required to be bifurcated and accounted for as a derivative or the debt 
is issued at a substantial premium. As a result, after adopting the guidance, entities will no longer separately present such embedded 
conversion features in equity, and will instead account for the convertible debt wholly as debt. The new guidance also requires use 
of the “if-converted” method when calculating the dilutive impact of convertible debt on earnings per share, which is consistent 
with the Company’s current accounting treatment under the current guidance. The guidance is effective for financial statements 
issued for fiscal years beginning after December 15, 2021, and interim periods within those fiscal years, with early adoption 
permitted, but only at the beginning of the fiscal year.  The Company elected to adopt ASC 2020-06 upon Inception with no impact.  

 
Management does not believe that any other recently issued, but not yet effective, accounting standards could have a material 

effect on the accompanying financial statements. As new accounting pronouncements are issued, the Company will adopt those that 
are applicable under the circumstances. 

 
4. FUTURE EQUITY OBLIGATIONS 

In 2021, the Company entered into a series Simple Agreements for Future Equity (“SAFE”) for an aggregate purchase amount 
of $7,925,000. The majority of the agreements, which provided the right of the investors to future equity in the Company, were 
subject to a valuation cap of $35.0 million. Two SAFEs contained a discount factor. 

 
If there was a preferred equity financing before the termination of the SAFEs, on the initial closing of such equity financing, 

the SAFE would automatically convert into the greater of: (1) the number of shares of Standard Preferred Stock equal to the Purchase 
Amount divided by the lowest price per share of the Standard Preferred Stock; or (2) the number of shares of Safe Preferred Stock 
equal to the Purchase Amount divided by the SAFE Price. The SAFE price is the price per share equal to the valuation cap divided 
by the Company’s dilutive shares outstanding. 

 
In October 2021, the Company completed an equity financing of Series Seed preferred stock (see Note 5) at a price per share 

of $3.1187.  Upon this financing, all of the outstanding SAFEs automatically converted into Series Seed 1-3 preferred stock.  
Immediately prior to the conversion, the Company recorded a fair value adjustment to reflect the number of shares that the 
obligations converted into at the underlying fair value of the Series Seed preferred stock.   At conversion, the fair value of the 
obligations was $18,968,155, which were then converted into (i) 3,037,227 shares of Series Seed-1 preferred stock, (ii) 
2,599,497shares of Series Seed-2 preferred stock, and (iii) 445,347 shares of Series Seed-3 preferred stock.  The following is a 
summary of the SAFEs activity: 

 

  

Period Ended
December 31,

2021
Balance at inception -$                        
Issuance of future equity obligations 7,925,000          
Change in fair value 11,043,155        
Conversion to Series Seed-1, Seed-2 and Seed-3 preferred stock (18,968,155)       
Balance, December 31, 2021 -$                        
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5. STOCKHOLDERS’ EQUITY 

Preferred Stock 

The Company has issued Series Seed, Series Seed-1, Series Seed-2 and Series Seed-3 convertible preferred stock (collectively 
referred to as “Preferred Stock”). As of December 31, 2021, the Company's certificate of incorporation, as amended and restated, 
authorized the Company to issue a total of 9,769,504 shares of Preferred Stock, of which 3,687,443 shares were designated as 
Series Seed Preferred Stock, 3,037,227 shares were designated as Series Seed-1 Preferred Stock, 2,599,497 shares were designated 
as Series Seed-2 Preferred Stock and 445,437 shares were designated as Series Seed-3 Preferred Stock. The Preferred Stock has a 
par value of $0.00001 per share.  In February 2022, the Company amended its certificate of incorporation to authorize 10,090,150 
shares of Preferred Stock (see Note 9). 

The holders of the Preferred Stock have the following rights and preferences: 

Voting  

The holders of Preferred Stock are entitled to vote, together with the holders of common stock as a single class, on all matters 
submitted to stockholders for a vote and have the right to vote the number of shares equal to the number of shares of common stock 
into which each share of Preferred Stock could convert on the record date for determination of stockholders entitled to vote.   

 
The Preferred Stock holders, voting together as a single class, shall be entitled to elect one director of the Company/ 
 
Dividends 

The Company shall not declare, pay or set aside any dividends on shares of any class or series of capital stock of the Company 
unless the holders of Preferred Stock then outstanding shall first receive, or simultaneously receive, on a pari passu, equal priority 
basis a non-cumulative dividend on each outstanding share of each series of Preferred Stock in an amount to 8% of the Original 
Issue Price per share per annum for each series of Preferred Stock. The foregoing dividends shall not be cumulative and shall be 
paid, when, as and if declared by the Company’s board of directors.  The Original Issue Price is (i) $3.1187 per share for the Series 
Seed Preferred Stock, (ii) $1.2182 per share for Series Seed-1 Preferred Stock, (iii) 2.1831 per share for Series Seed-2 Preferred 
Stock and (iv) $2.8068 per share for Series Seed-3 Preferred Stock. After payment to Preferred stockholders, any additional 
dividends shall be distributed among all holders of Common Stock and Preferred Stock in proportion to the number of shares of 
Common Stock that would be held if all holders of Preferred Stock were converted. 

Liquidation 

In the event of any voluntary or involuntary liquidation, dissolution or winding up of the Company or deemed liquidation event, 
the preferred stockholders, on a pari passu basis,  shall be entitled to a liquidation preference equal to the greater of (i) the applicable 
Original Issuance Price applicable to each series, plus any dividends declared but unpaid on such share and (ii) such amount per 
share as would have been payable had all shares of such series of Preferred Stock been converted into Common Stock. After the 
payment of all preferential amounts to preferred stockholders, the remaining assets available for distribution shall be distributed 
among common stockholders on a pro-rata basis.  

As of December 31, 2021, the liquidation preferences were as follows: 
 

 
  

Liquidation
Preference

Series Seed Preferred Stock 10,999,998$      
Series Seed-1 Preferred Stock 3,699,950          
Series Seed-2 Preferred Stock 5,674,962          
Series Seed-3 Preferred Stock 1,250,000          

21,624,910$        



SERVE ROBOTICS, INC. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

13 

Conversion 
 
Each share of Preferred Stock is convertible into common stock, at the option of the holder, at any time after the date of 

issuance. In addition, each share of Preferred Stock will be automatically converted into shares of common stock at the applicable 
conversion ratio then in effect (i) upon the closing of a firm-commitment public offering resulting in at least $50,000,000 of gross 
proceeds to the Company (or $9.3561 per share), subject to appropriate adjustment in the event of any stock dividend, stock split, 
combination or other similar recapitalization, or (ii) upon the written consent of the holders of a majority of the then-outstanding 
shares of Preferred Stock, voting together as a single class. 

 
The conversion ratio of each series of Preferred Stock is determined by dividing the original issue price of each series by the 

conversion price of each series. The conversion price per share is (i) $3.1187 per share for the Series Seed Preferred Stock, (ii) 
$1.2182 per share for Series Seed-1 Preferred Stock, (iii) 2.1831 per share for Series Seed-2 Preferred Stock and (iv) $2.8068 per 
share for Series Seed-3 Preferred Stock, each subject to appropriate adjustment in the event of any stock dividend, stock split, 
combination or other similar recapitalization.  Accordingly, as of December 31, 2021, each share outstanding of each series of 
Preferred Stock was convertible into shares of common stock on a one-for-one basis. 

 
In the event that the Company issues additional securities at a purchase price less than the conversion price for a series of 

Preferred Stock, the conversion price shall be adjusted pursuant an anti-dilution formula defined in the certificate of incorporation, 
as amended and restated.   
 

Transactions 

In October 2021, the Company issued 3,527,110 shares of Series Seed Preferred Stock for gross proceeds of $10,999,998, or 
$3.1187 per share.   

Upon the Series Seed financing, all of the outstanding SAFEs automatically converted into (i) 3,037,227 shares of Series Seed-
1 preferred stock, (ii) 2,599,497 shares of Series Seed-2 preferred stock, and (iii) 445,347 shares of Series Seed-3 preferred stock.   

Common Stock 

The Company authorized 20,700,000 shares of common stock at $0.00001 par value as of December 31, 2021.  In February 
2022, the Company amended its certificate of incorporation to authorize 21,200,000 shares of common stock (see Note 9). 

 
Common stockholders have voting rights of one vote per share and are entitled to elect two directors of the Company. The 

voting, dividend, and liquidation rights of the holders of common stock are subject to and qualified by the rights, powers, and 
preferences of preferred stockholders.  

 
During the period ended December 31, 2021, the Company issued 4,400,000 shares of common stock to founders for proceeds 

of $4,400, or par value.  Such shares are subject to vesting terms and acceleration upon certain events.  
 
Restricted Common Stock 
 
During the period ended December 31, 2021, the Company issued 4,450,184 shares of restricted common stock, net of 

repurchases during 2021, for proceeds of $4,645.  Of the restricted shares granted, 1,504,475 awards were subject to specified 
vesting milestones.  The milestones were not met; however, subsequent to year end such milestones were modified (Note 9).  The 
remaining awards vest monthly over time, generally over a four-year period with a one-year cliff.  As of December 31, 2021, 30,530 
shares had vested and 4,450,184 shares were outstanding.   

 
6. STOCK-BASED COMPENSATION 

Serve Robotics 2021 Equity Incentive Plan 
  

The Company has adopted the Serve Robotics 2021 Equity Incentive Plan (“2021 Plan”), as amended and restated, which 
provides for the grant of shares of stock options and stock appreciation rights (“SARs”) and restricted common shares to employees, 
non-employee directors, and non-employee consultants. The number of shares authorized by the 2021 Plan was 5,550,467 shares 
as of December 31, 2021. The option exercise price generally may not be less than the underlying stock’s fair market value at the 
date of the grant and generally have a term of ten years. The amounts granted each calendar year to an employee or non-employee 
is limited depending on the type of award. As of December 31, 2021, there were 4,816,089 shares available for grant under the 2021 
Plan. Stock options granted under the 2021 Plan typically vest over a four-year period, with a one-year cliff, as well as via specified 
milestones. 
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A summary of information related to stock options for the period ended December 31, 2021 is as follows: 

 

 
 

As of December 31, 2021, the weighted average duration to expiration of outstanding options was 9.98 years.  The weighted 
average grant date fair value of options granted during 2021 was approximately $0.27. 

 
Of the options granted, 198,974 options were granted with performance conditions based on specified milestones.  As of 

December 31, 2021, none of these milestones has been met or were probable of being met and the Company did not recognize any 
stock-based compensation expense pertaining to these options.  See Note 9 for modification to options subsequent to year end. 

 
Stock-based compensation expense for time-based stock options of $7,111 was recognized for the period ended December 31, 

2021. Total unrecognized compensation cost related to 534,987 non-vested stock option awards amounted to $136,840 as of 
December 31, 2021, which will be recognized over a weighted average period of 3.8 years. 

 
The stock options were valued using the Black-Scholes pricing model using the range of inputs as indicated below: 

  December 31, 
2021 

 

Expected life (years)  5.5-6.3  
Risk-free interest rate  1.3%  
Expected volatility  79.1%  
Annual dividend yield  0%  
    

 
Warrants 
 
During the period ended December 31, 2021, the Company granted 17,314 warrants to purchase common stock, exercisable at 

$3.12 per share.  The warrants were valued using the Black-Scholes option-pricing model for a fair value of $0.09 per share and 
$1,603 was recognized as stock-compensation expense.  The warrants vest monthly over 12 months. The Black-Scholes inputs used 
were similar to those described in stock-options above, other than the contractual term was used for expected life.  

  
During the period ended December 31, 2021 the Company issued 160,323 warrants to purchase shares of preferred stock, 

exercisable at $3.12 per share.  The warrants were valued using the Black-Scholes option pricing model and have a grant-date fair 
value of $2.23 per share, or total fair value of $373,704 using inputs similar to those described in stock options above other than 
the contractual term was used for expected life. The warrants vest based on specified milestones.  As of December 31, 2021, the 
milestones were not met and no warrants had vested.  Therefore, the Company did not recognize any stock-based compensation 
expense pertaining to these warrants. 

 

Options

Weighted 
Average 

Exercise Price
Intrinsic 

Value
Outstanding as of inception - - -$                

Granted 734,378 0.39$               
Exercised - -
Forfeited - -

Outstanding as of December 31, 2021 734,378         0.39$               -$                

Exercisable as of December 31, 2021 417                0.39$               -$                
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7. INCOME TAXES 

Deferred taxes are recognized for temporary differences between the basis of assets and liabilities for financial statement and 
income tax purposes. The differences relate solely to net operating loss carryforwards. As of December 31, the Company had a net 
deferred tax asset before valuation allowance of $2,982,757. 

The Company recognizes deferred tax assets to the extent that it believes that these assets are more likely than not to be realized. 
In making such a determination, the Company considers all available positive and negative evidence, including future reversals of 
existing taxable temporary differences, projected future taxable income, tax-planning strategies, and results of recent operations. 
The Company assessed the need for a valuation allowance against its net deferred tax assets and determined a full valuation 
allowance is required due to a taxable loss through December 31, 2021. Therefore, a valuation allowance of $2,982,757 was 
recorded as of December 31, 2021. Deferred tax assets were calculated using the Company’s combined effective tax rate, which it 
estimated to be 28.1%. The effective rate is reduced to 0% due to the full valuation allowance on its net deferred tax assets.  

The Company’s ability to utilize net operating loss carryforwards will depend on its ability to generate adequate future taxable 
income. At December 31, 2021, the Company had net operating loss carryforwards available to offset future taxable income in the 
amount of $10,611,018. 

The Company has evaluated its income tax positions and has determined that it does not have any uncertain tax positions. The 
Company will recognize interest and penalties related to any uncertain tax positions through its income tax expense. 

The Company may in the future become subject to federal, state and local income taxation though it has not been since its 
inception, other than minimum state tax. The Company is not presently subject to any income tax audit in any taxing jurisdiction, 
though its 2021 tax year remains open to examination. 

8. COMMITMENTS AND CONTINGENCIES 

Leases 
 
In February 2021, the Company entered into a lease agreement for office space in Redwood City, California.  The lease 

commenced in March 2021 and expires after 48 months upon rent commencement.  The lease requires monthly base rent payments 
of 16,800 for the first year with annual escalations of 3%.  The lease required a security deposit of $73,431. 

 
In July 2021, the Company entered into a lease agreement for office space in Los Angeles, California.  The lease commenced 

on October 1, 2021 and expires on September 30, 2022.  The lease requires monthly base rent payments of $9,935 per month and 
required a security deposit of $23,217. 

 
Total rent expense recognized for the period ended December 31, 2021 was $296,519 which is presented under general and 

administrative expenses in the statements of operations. 
 
Future annual minimum lease payments as of December 31, 2021 are as follows: 
 

 
  
Contingencies 
 
The Company may be subject to pending legal proceedings and regulatory actions in the ordinary course of business. The 

results of such proceedings cannot be predicted with certainty, but the Company does not anticipate that the final outcome, if any, 
arising out of any such matters will have a material adverse effect on its business, financial condition or results of operations. 
  

2022 217,415$                
2023 202,432                 
2024 211,800                 
2025 218,148                 
2026 55,071$                 
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9. SUBSEQUENT EVENTS

In February 2022, the Company amended its certificate of incorporation to authorize 10,090,150 and 21,200,000 shares of 
Preferred and Common Stock, respectively. 

In February 2022 the Company received approximately $1,000,000 for 320,646 shares of Series Seed Preferred Stock.  The 
Company also received 10,585,000 in gross proceeds from the issuance of SAFE notes, with terms consistent with those disclosed 
in Note 4, except that upon an equity financing, the SAFEs convert at a 10% discount to the qualifying equity financing.   

In March 2022, the Company entered into a term loan with a financial institution for gross proceeds of $2,500,000 with a 
maturity date of March 1, 2025.   The loan accrues interest at the greater of 3.25% or prime rate. Payments commence on October 
1, 2022 and the loan is repayable in 30 installments of principal and accrued interest.  

In June 2022, the Company entered into a lease agreement for equipment.  The agreement calls for 24 monthly payments of 
approximately $176,000 based on an expected total cost including hardware and installation of $4,200,000 of equipment that was 
to be delivered and installed through a period within 2022.  The lease required a security deposit of approximately $352,000.  The 
lease includes an expansion option that would increase the lease to accommodate an additional $15,000,000 in leased equipment. 
Such increase would cause the deposit to be increased to approximately $1,577,000 and monthly payments to increase to 
approximately $788,000. The Company has the option to purchase the equipment at its election with at least 90 days’ notice prior 
to the last day of the initial term of the lease.  The purchase option without the expansion option elected is 40% of the original 
equipment cost plus applicable taxes.  If the expansion option is elected, the purchase price will be mutually agreed upon, but is not 
to exceed 40% of the original purchase price.  

Subsequent to December 31, 2021, the Company granted 767,111 options to various individuals with terms similar to options 
granted in 2021, which included both time and milestone-based vesting; however, milestone-based options were converted to time 
vesting options as described below.  The Company also granted 420,811 shares of common stock to individuals which are subject 
to vesting terms, for which the individuals signed promissory notes and pledge and security agreements to buy such shares at $0.39 
per share, for an aggregate of $164,116.   

On October 5, 2022, the Company agreed to modify previous common stock and option equity awards that were subject to 
milestone vesting, to the extent they were still outstanding as of September 15, 2022, to time based vesting.  All such awards had 
the milestones eliminated, and vest monthly over four years.  Certain shares are subject to acceleration of vesting upon termination 
without cause.  

Management has evaluated subsequent events through October 2 , 2022, the date the financial statements were available to 
be issued. Based on this evaluation, no additional material events were identified which require adjustment or disclosure in 
these financial statements. 


