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UNITED STATES  

SECURITIES AND EXCHANGE COMMISSION  
Washington, D.C. 20549  

   

   

FORM 10-Q  
   

   
          QUARTERLY REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT 

OF 1934  
   

For the quarterly period ended December 31, 2013  
   

� � � �          TRANSITION REPORT UNDER SECTION 13 OR 15(d) OF THE EXCHANGE ACT OF 1934  
   

For the transition period from              to               
   

Commission file number: 000-54529  
   

SCIO DIAMOND TECHNOLOGY CORPORATION  
(Exact name of registrant as specified in its charter)  

   

   
411 University Ridge Suite D  

Greenville, SC 29601  
(Address of principal executive offices, including zip code)  

   
(864) 751-4880  

(Registrant’s telephone number, including area code)  
   

Not Applicable  
(Former name, former address and former fiscal year, if changed since last report)  

   
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange 

Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been 
subject to such filing requirements for the past 90 days.   Yes  �  No  

   
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive 

Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 
months (or for such shorter period that the registrant was required to submit and post such files).    Yes  �  No  

   
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting 

company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange 
Act.  
   

   
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).  �  Yes    No  
   
The number of shares of common stock, $0.001 par value, outstanding as of February 11, 2014 was 50,264,312  
   
   
   

Nevada  
   45-3849662  

(State or other jurisdiction of incorporation or  
   (I.R.S. Employer Identification No.)  

organization)  
   

   

Large Accelerated Filer  �  
   Accelerated Filer  �  

         
Non-Accelerated Filer  �  

   Smaller Reporting Company    
(Do not check if smaller reporting company)  
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Special Note Regarding Forward-Looking Statements  
   

Information included in this Quarterly Report on Form 10-Q contains forward-looking statements that reflect the views of the management of 
the Company with respect to certain future events. Forward-looking statements made by penny stock issuers such as the Company are excluded 
from the safe harbor in Section 21E of the Securities Exchange Act of 1934 (the “Exchange Act”).  Words such as “expects,” “should,” “may,” 
“will,” “believes,” “anticipates,” “intends,” “plans,” “seeks,” “estimates” and similar expressions or variations of such words, and negatives 
thereof, are intended to identify forward-looking statements, but are not the exclusive means of identifying forward-looking statements in this 
report.  These forward-looking statements are based on assumptions that may be incorrect, and there can be no assurance that matters 
anticipated in our forward-looking statements will come to pass.  
   
Forward-looking statements are subject to certain risks and uncertainties which could cause actual results to differ materially from those 
anticipated.  Such risk and uncertainties include, without limitation, those described under Risk Factors set forth in Part I, Item 1A of our 
Form 10-K for the fiscal year ended March 31, 2013 filed on June 28, 2013.  
   
You are cautioned not to place undue reliance on forward-looking statements. You are also urged to review and consider carefully the various 
disclosures made in the Company’s other filings with the Securities and Exchange Commission (“SEC”), including amendments to those 
filings, if any. Except as may be required by applicable laws, the Company undertakes no obligation to update publicly any forward-looking 
statements for any reason, even if new information becomes available or other events occur in the future.  
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PART I - FINANCIAL INFORMATION  
   
ITEM 1.                UNAUDITED CONDENSED FINANCIAL STATEMENTS  
   

Scio Diamond Technology Corporation  
CONDENSED BALANCE SHEETS  

As of December 31, 2013 and March 31, 2013  
   

   
The accompanying notes are an integral part of these unaudited condensed financial statements.  
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      December 31,  
   March 31,  

   
      2013  

   2013  
   

      (Unaudited)  
         

ASSETS  
               

Current Assets:  
             

Cash and cash equivalents  
   $ 159,011 

   $ 223,257 
   

Accounts receivable, net  
   32,583 

   69,042 
   

Inventory, net  
   387,734 

   538,948 
   

Prepaid expenses  
   147,232 

   34,455 
   

Prepaid rent  
   23,050 

   23,050 
   

                
Total current assets  

   749,610 
   888,752 

   
                
Property, plant and equipment  

             
Facility  

   897,596 
   883,246 

   
Manufacturing equipment  

   3,828,273 
   3,813,865 

   
Other equipment  

   71,059 
   69,331 

   
Total property, plant and equipment  

   4,796,928 
   4,766,442 

   
Less accumulated depreciation  

   (1,024,539 )  (493,533 )  
Net property, plant and equipment  

   3,772,389 
   4,272,909 

   
                
Intangible assets, net  

   9,434,393 
   10,015,651 

   
Prepaid rent, noncurrent  

   48,050 
   65,338 

   
Other assets  

   —
   13,800 

   
                
TOTAL ASSETS  

   $ 14,004,442 
   $ 15,256,450 

   
                
LIABILITIES AND SHAREHOLDERS ’ EQUITY  

             
                
Current Liabilities:  

             
Accounts payable  

   $ 678,468 
   $ 285,651 

   
Customer deposits  

   127,222 
   —

   
Accrued expenses  

   681,736 
   730,698 

   
Deferred revenue  

   125,000 
   —

   
Notes payable  

   1,304,746 
   —

   
                

Total current liabilities  
   2,917,172 

   1,016,349 
   

                
Other liabilities  

   75,656 
   50,195 

   
                
TOTAL LIABILITIES  

   2,992,828 
   1,066,544 

   
                

Common stock $0.001 par value, 75,000,000 shares authorized; 50,264,312 and 47,736,812 shares 
issued and outstanding at December 31, 2013 and March 31, 2013, respectively  

   50,264 
   47,737 

   
Additional paid-in capital  

   24,358,665 
   23,789,478 

   
Accumulated deficit  

   (13,396,315 )  (9,646,309 )  
Treasury stock, 1,000,000 shares at December 31, 2013 and March 31, 2013  

   (1,000 )  (1,000 )  
                

Total shareholders’  equity  
   11,011,614 

   14,189,906 
   

                
TOTAL LIABILITIES AND SHAREHOLDERS ’  EQUITY  

   $ 14,004,442 
   $ 15,256,450 
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Scio Diamond Technology Corporation  
CONDENSED STATEMENTS OF OPERATIONS  

For the Three and Nine Months Ended December 31, 2013 and 2012  
(Unaudited)  

   

   
The accompanying notes are an integral part of these unaudited condensed financial statements.  
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      Three Months  
   Three Months  

   Nine Months  
   Nine Months  

   
      Ended  

   Ended  
   Ended  

   Ended  
   

      December 31, 2013 
   December 31, 2012 

   December 31, 2013 
   December 31, 2012 

   
Revenue  

                       
Product revenue, net  

   $ 93,915 
   $ 555,772 

   $ 589,129 
   $ 628,873 

   
Licensing revenue  

   250,000 
   —

   250,000 
   —

   
                          

Revenue, net  
   343,915 

   $ 555,772 
   $ 839,129 

   $ 628,873 
   

                          
Cost of goods sold  

                       
Cost of goods sold  

   513,145 
   605,754 

   1,740,932 
   818,646 

   
                          
Gross margin  

   (169,230 )  (49,982 )  (901,803 )  (189,773 ) 
                          
General, administrative, and pre-operating expenses  

                       
Professional and consulting fees  

   104,131 
   471,088 

   1,097,030 
   1,220,301 

   
Salaries and benefits  

   186,967 
   884,536 

   612,405 
   2,677,190 

   
Rent, equipment lease and facilities expense  

   37,101 
   34,585 

   112,349 
   264,756 

   
Marketing costs  

   15,300 
   9,680 

   41,716 
   33,623 

   
Depreciation and amortization  

   200,018 
   166,726 

   599,910 
   173,200 

   
Corporate general and administrative  

   96,732 
   121,355 

   282,091 
   260,693 

   
                          
Loss from operations  

   (809,479 )  (1,737,952 )  (3,647,304 )  (4,819,536 ) 
                          
Other income (expense)  

                       
Interest income (expense)  

   (55,756 )  —
   (102,702 )  (1,591 ) 

Forgiveness of interest expense  
   —

   14,112 
   —

   14,112 
   

                          
Net loss  

   $ (865,235 )  $ (1,723,840 )  $ (3,750,006 )  $ (4,807,015 ) 
                          
Loss per share  

                       
Basic:  

                       
Weighted average number of shares outstanding  

   50,264,312 
   44,437,064 

   49,303,267 
   35,123,493 

   
Loss per share  

   $ (0.02 )  $ (0.04 )  $ (0.08 )  $ (0.14 ) 
Fully diluted:  

                       
Weighted average number of shares outstanding  

   50,264,312 
   44,437,064 

   49,303,267 
   35,123,493 

   
Loss per share  

   $ (0.02 )  $ (0.04 )  $ (0.08 )  $ (0.14 ) 
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Scio Diamond Technology Corporation,  
CONDENSED STATEMENTS OF CASH FLOW  

For the Nine Months Ended December 31, 2013 and 2012  
(Unaudited)  

   

   
The accompanying notes are an integral part of these unaudited condensed financial statements.  

   
(continued)  
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      Nine Months Ended  
   Nine Months Ended  

   
      December 31, 2013  

   December 31, 2012  
   

                
Cash flows from operating activities:  

             
Net loss  

   $ (3,750,006 )  $ (4,807,015 )  
Adjustments to reconcile net loss to net cash used in operating activities:  

             
Depreciation and amortization  

   1,118,114 
   474,497 

   
Expense for warrants, stock and inventory issued in exchange for services  

   389,731 
   5,850 

   
Employee stock based compensation  

   193,150 
   1,724,979 

   
Changes in assets and liabilities:  

             
Decrease/(increase) in accounts receivable  

   36,459 
   (47,311 )  

Decrease/(increase) in prepaid expenses and rent  
   63,211 

   (36,063 )  
Decrease/(increase) in inventory and other assets  

   139,918 
   (147,804 )  

Increase in accounts payable  
   392,817 

   84,853 
   

Increase in customer deposits  
   127,222 

   54,302 
   

Increase in accrued expenses  
   15,034 

   221,724 
   

Increase in deferred revenue  
   125,000 

   —
   

Increase in other liabilities  
   25,461 

   30,683 
   

                
Net cash used in operating activities  

   (1,123,889 )  (2,441,305 )  
                
Cash flows from investing activities:  

             
Deposits for property, plant and equipment  

   —
   (240,000 )  

Purchase of property, plant and equipment  
   (30,486 )  (743,316 )  

                
Net cash used in investing activities  

   (30,486 )  (983,316 )  
                
Cash flows from financing activities:  

             
Proceeds from note payable  

   1,304,746 
   —

   
Finance charges paid on note payable  

   (214,746 )  —
   

Proceeds from sale of common stock - net of fees  
   129 

   4,044,118 
   

Payments on notes payable  
   —

   (225,000 )  
                
Net cash provided by financing activities  

   1,090,129 
   3,819,118 

   
                

Change in cash and cash equivalents  
   (64,246 )  394,497 

   
Cash and cash equivalents, beginning of period  

   223,257 
   808,516 

   
                
Cash and cash equivalents, end of period  

   $ 159,011 
   $ 1,203,013 
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Scio Diamond Technology Corporation  
CONDENSED STATEMENTS OF CASH FLOW  

For the Nine Months Ended December 31, 2013 and 2012 (Unaudited)  
(Continued)  

   

   
The accompanying notes are an integral part of these unaudited condensed financial statements.  
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Nine Months  

Ended  
   

Nine Months  
Ended  

   

      
December  
31, 2013  

   
December  
31, 2012  

   
                
Supplemental cash flow disclosures:  

             
Cash paid for:  

             
Interest  

   $ 18,874 
   $ —

   
Income taxes  

   $ —
   $ —

   
                
Non-cash investing and financing activities:  

             
Purchase of assets funded by note payable  

   $ —
   $ 100,000 

   
Warrants issued for real property lease  

   $ —
   $ 39,000 

   
Purchase of assets funded through ADGC subscription rights  

   $ —
   $ 790,000 
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Scio Diamond Technology Corporation  
CONDENSED STATEMENT OF SHAREHOLDERS’ EQUITY  

For the period April 1, 2013 through December 31, 2013  
(Unaudited)  

   

   
The accompanying notes are an integral part of these unaudited condensed financial statements.  
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                  Additional  
                           

      Common Stock  
   Paid in  

   Treasury Stock  
   Accumulated 

         
      Shares  

   Amount  
   Capital  

   Shares  
   Amount  

   Deficit  
   Total  

   
                                                
Balance, April 1, 2013  

   47,736,812 
   $ 47,737 

   $ 23,789,478 
   (1,000,000 )  $ (1,000 )  $ (9,646,309 )  $ 14,189,906 

   
                                         

Common stock issued in exchange 
for consulting services  

   527,500 
   527 

   199,923 
   —

   —
   —

   200,450 
   

Common Stock issued in 
exchange for past legal 
services  

   1,000,000 
   1,000 

   163,000 
        —

   —
   164,000 

   
Administrative fee received for 

previous stock issuance  
   —

   —
   129 

   —
   —

   —
   129 

   
Common stock issued for 

indemnification of legal 
settlement  

   1,000,000 
   1,000 

   (1,000 )  —
   —

   —
   —

   
Employee stock based 

compensation  
   —

   —
   193,150 

   —
   —

   —
   193,150 

   
Warrants issued in exchange for 

consulting services  
   —

   —
   13,985 

   —
   —

   —
   13,985 

   
Net loss for the nine months 

ended December 31, 2013  
   —

   —
   —

   —
   —

   (3,750,006 )  (3,750,006 )  
Balance, December 31, 2013  

   50,264,312 
   $ 50,264 

   $ 24,358,665 
   (1,000,000 )  $ (1,000 )  $ (13,396,315 )  $ 11,011,614 
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NOTE 1 — ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  
   
Organization and Business  
   

Scio Diamond Technology Corporation (referred to herein as the “Company”, “we”, “us” or “our”) was incorporated under the laws of 
the State of Nevada as Krossbow Holding Corp. on September 17, 2009. The original business plan of the Company was focused on offsetting 
carbon dioxide emissions through the creation and protection of forest-based carbon “sinks.” The Company has since abandoned its original 
business plan and restructured its business to focus on man-made diamond technology development and commercialization.  

   
Prior to October 1, 2012, the Company was a development stage company. Developmental activities have ceased and planned 

principal operations have commenced.  
   

Going Concern  
   

The Company has generated very little revenue to date and consequently its operations are subject to all risks inherent in the 
establishment and commercial launch of a new business enterprise.  

   
These factors raise substantial doubt about the Company’s ability to continue as a going concern. Management has responded to these 

circumstances by taking the following actions:  
   
•                                           On-going solicitation of investment in the Company in the form of private placements of common shares, secured and 

unsecured debt to accredited investors;  
•                                           Focused efforts on new business development opportunities to generate incremental revenues and diversify our customer 

base; and  
•                                           Continued to explore strategic joint ventures, technology licensing agreements and dedicated contract manufacturing to 

expand company revenue and cash flow, including our recently agreed to joint venture in China.  
   
In the opinion of management, these actions should be sufficient to provide the Company with the liquidity it needs to meet its 

obligations and continue as a going concern. There can be no assurance, however, that the Company will successfully implement these plans. 
The financial statements do not include any adjustments that might be necessary if the Company is unable to continue as a going concern.  

   
Accounting Basis  
   

The accompanying unaudited financial statements of the Company have been prepared in accordance with accounting principles 
generally accepted in the United States of America (“GAAP”) for interim financial information and with the instructions to Form 10-Q and 
Rule 10-01 of Regulation S-X. Accordingly, certain information and footnote disclosures normally included in financial statements prepared in 
accordance with GAAP have been condensed or omitted pursuant to such rules and regulations.  

   
In the opinion of management, the accompanying unaudited financial statements contain all adjustments (consisting only of normal 

recurring accruals) necessary to present fairly the Company’s financial position as of December 31, 2013 and March 31, 2013 and the results of 
operations and cash flows for the three and nine month interim periods ended December 31, 2013 and 2012.  The interim amounts have not 
been audited, and the results of operations for the interim periods herein are not necessarily indicative of the results of operations to be 
expected for future periods or the year.  The balance sheet at March 31, 2013 has been derived from the audited financial statements at that date 
but does not include all of the information and footnotes required by GAAP for complete financial statements.  These financial statements 
should be read in conjunction with the Company’s audited financial statements and notes thereto included in the Form 10-K Annual Report of 
the Company for the year ended March 31, 2013.  

   
On September 16, 2013, the Company entered into a series of agreements with SAAMABA, LLC (“SAAMABA”) and S21 Research 

Holdings (the “Grace Rich Agreements”) to form a joint venture with operations in the People’s Republic of China (“PRC”) to deploy a 
minimum of 100 Scio designed diamond growing machines.  Through the Grace Rich Agreements, Scio owns 30% of Grace Rich LTD, a 
corporation duly established pursuant to the laws of the Hong Kong Special Administrative Region of the PRC, that is an investment and 
holding company for the factory and distribution center to be formed pursuant to the laws of the PRC as a wholly foreign owned enterprise.  
The Company has determined that it is not required to consolidate the 30% ownership in Grace Rich LTD and therefore accounts for the joint 
venture under the equity method of accounting (See Note 8 in the notes to condensed financial statements).  
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Basic and Diluted Net Loss per Share  
   

Net loss per share is presented under two formats: basic net loss per common share, which is computed using the weighted average 
number of common shares outstanding during the period, and diluted net loss per common share, which is computed using the weighted 
average number of common shares outstanding, and the weighted average dilutive potential common shares outstanding, computed using the 
treasury stock method. Currently, for all periods presented, diluted net loss per share is the same as basic net loss per share as the inclusion of 
weighted average shares of common stock issuable upon the exercise of options and warrants would be anti-dilutive.  

   
The following table summarizes the number of securities outstanding at each of the periods presented, which were not included in the 

calculation of diluted net loss per share as their inclusion would be anti-dilutive:  
   

   
Allowance for Doubtful Accounts  
   

An allowance for uncollectible accounts receivable is maintained for estimated losses from customers’ failure to make payment on 
accounts receivable due to the Company. Management determines the estimate of the allowance for uncollectible accounts receivable by 
considering a number of factors, including: (1) historical experience, (2) aging of accounts receivable and (3) specific information obtained by 
the Company on the financial condition and the current credit worthiness of its customers.  The Company has determined that an allowance 
was not necessary at December 31, 2013 or March 31, 2013.  

   
Inventories  
   

Inventories are stated at the lower of average cost or market. The carrying value of inventory is reviewed and adjusted based upon 
slow moving and obsolete items. Inventory costs include material, labor, and manufacturing overhead and are determined by the “first-in, first-
out” (“FIFO”) method. The components of inventories are as follows:  
   

   
During the nine months ended December 31, 2013, we established a lower cost of market reserve for inventory of $79,445 due to 

expected selling prices being lower than cost.  The estimation of the total write-down involves management judgments and assumptions 
including assumptions regarding future selling price forecasts, the estimated costs to complete and disposal costs.  

   
Property, Plant and Equipment  
   

Depreciation of property, plant and equipment is on a straight line basis beginning at the time it is placed in service, based on the 
following estimated useful lives:  
   

   
Leasehold improvements are depreciated over the lesser of the remaining term of the lease or the life of the asset (generally three to 

seven years).  
   
Expenditures for major renewals and betterments that extend the useful lives of property and equipment are capitalized. Expenditures 

for maintenance and repairs are charged to expense as incurred. Manufacturing equipment was placed into service beginning July 1, 2012.  
   

10  

 

      December 31,  
   

      2013  
   2012  

   
Common stock options and warrants  

   9,959,295 
   10,428,764 

   

      
December 31,  

2013  
   

March 31,  
2013  

   
Raw materials and supplies  

   $ 129,925 
   $ 64,255 

   
Work in process  

   23,116 
   —

   
Finished goods  

   314,138 
   474,693 

   
      467,179 

   538,948 
   

Inventory reserves  
   (79,445 )  —

   
      $ 387,734 

   $ 538,948 
   

      Years  
   

Machinery and equipment  
   3–15  

   
Furniture and fixtures  

   3–10  
   

Engineering equipment  
   5–12  
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Intangible Assets  
   

Intangible assets, such as acquired in-process research and development costs, are considered to have an indefinite useful life until 
such time as they are put into service at which time they will be amortized on a straight-line basis over the shorter of their economic or legal 
useful life. Management evaluates indefinite life intangible assets for impairment on an annual basis and on an interim basis if events or 
changes in circumstances between annual impairment tests indicate that the asset might be impaired. The ongoing evaluation for impairment of 
its indefinite life intangible assets requires significant management estimates and judgment.  

   
Management reviews definite life intangible assets for impairment whenever events or changes in circumstances indicate that the 

carrying amount of an asset may not be recoverable. There were no impairment charges during the nine months ended December 31, 2013 or 
2012.  

   
Fair Value Measurement  
   

Fair value is defined as the price that would be received to sell 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. The fair 
value hierarchy prescribed by the accounting literature contains three levels as follows:  

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

that are not active; or other inputs that are observable or can be corroborated by observable market data for substantially the full term of the 
assets or liabilities.  

   
Level 3— Unobservable inputs that are supported by little or no market activity and that are significant to the fair value of the assets 

or liabilities. Level 3 assets and liabilities include financial instruments whose value is determined using pricing models, discounted cash flow 
methodologies, or similar techniques, as well as instruments for which the determination of fair value requires significant management 
judgment or estimation.  

   
In addition, GAAP requires the Company to disclose the fair value for financial assets on both a recurring and non-recurring basis.  

During September 2012, the Company issued to certain current and former stockholders of Apollo Diamond Gemstone Corporation (“ADGC”) 
that were at the time accredited investors subscription rights valued at $770,000 for the purchase of ADGC assets disclosed in Note 2 measured 
at fair value on a nonrecurring basis. The fair value of the ADGC subscription rights was determined using the Black-Scholes model whose 
assumptions were considered by management to be a Level 3 input.  

   
As of December 31, 2013, the Company had 425,545 warrants outstanding with exercise prices of $0.70 per share. The warrants 

expire in 2016 and 2017.  The warrants were issued by the Company as compensation for consulting work, placement agent services, and in 
exchange for cash discounts on facility rent, and were valued at $0.52 per warrant using the Black-Scholes model.  The Company also has 
200,000 warrants outstanding with exercise prices of $1.60 per share.  These warrants expire in 2018 and were issued by the Company as 
compensation to a Board member and an unaffiliated third party for efforts related to the Company’s largest customer and were valued at $0.57 
per warrant using the Black-Scholes option pricing model.  In addition, on November 1, 2013 the Company issued 50,000 warrants with an 
exercise price of $0.37 per share to a company vendor in exchange for consulting services.  These warrants expire in 2018 and were valued at 
$0.28 per warrant using the Black-Scholes option pricing model.  

   
The carrying value of cash and cash equivalents including restricted cash, accounts receivable, other assets and trade accounts payable 

approximates fair value due to the short-term nature of these instruments.  
   

Revenue Recognition  
   

We recognize revenue when persuasive evidence of an arrangement exists, delivery of products has occurred, the sales price is fixed 
or determinable, and collectability is reasonably assured. For our Company, this generally means that we recognize revenue when we or our 
fabrication vendor has shipped finished product to the customer. Our sales terms do not allow for a right of return except for matters related to 
any manufacturing defects on our part. The Company also maintains a provision for estimating returns and allowances based upon historical 
experience.  
   
Recent Accounting Pronouncements  
   

There are currently no accounting standards that have been issued but not yet adopted by the Company that will have a significant 
impact on the Company’s financial position, results of operations or cash flows upon adoption.  
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NOTE 2 — ASSET PURCHASES  
   

On June 5, 2012, the Company acquired certain of the assets of ADGC (the “ADGC Asset Purchase”), consisting primarily of lab-
created diamond gemstone-related know-how, inventory, and various intellectual property, in exchange for $100,000 in cash and the right for 
certain current and former stockholders of ADGC qualifying as accredited investors to acquire up to approximately 1 million shares of common 
stock of the Company for $0.01 per share (the “ADGC Offering”). The Company paid the $100,000 cash portion of the ADGC Asset Purchase 
during the month of December 2012. The ADGC Offering began in June 2012 and was completed in March 2013.  The Company obtained a 
third-party valuation to support the fair value of the assets acquired. This valuation determined a value of $770,000 for the subscription rights.  
The amounts allocated to the ADGC assets acquired are based upon the results of that valuation appraisal and the following table reflects our 
final purchase price allocation of the assets:  
   

   
The ADGC Offering was completed in March 2013 and resulted in the issuance of an aggregate of 988,380 shares of the Company’s 

common stock.  
   

NOTE 3 — INTANGIBLE ASSETS  
   

During the nine months ended December 31, 2013, the Company evaluated its patent portfolio and allocated $601,000 of the 
previously acquired in-process research and development from the ADGC Asset Purchase to specific patents related to the gemstone market 
that are being used by the Company for its commercial operations. These patents were considered placed in service by the Company during the 
quarter ended June 30, 2013 and the values assigned are being amortized on a straight-line basis over the remaining effective lives of the 
patents.  

   
Intangible assets consist of the following:  

   

   
Total amortization expense for the three and nine months ending December 31, 2013 was $193,753 and $581,258, respectively. 

Amortization expense for the three and nine months ended December 31, 2012 was $156,106.  
   
Total annual amortization expense of finite lived intangible assets is estimated to be as follows:  

   

   
NOTE 4 — NOTES PAYABLE  
   

On June 21, 2013, the Company entered into a loan agreement (the “Original Loan Agreement”) with Platinum Capital Partners, LP 
(“Platinum”) providing for a $1 million secured revolving line of credit that the Company may draw on to fund working capital and other 
corporate purposes.  Borrowings under the loan agreement accrue interest at the rate of 18% per annum, payable monthly on or before the last 
calendar day of each month, and a service charge of 3% applies to late payments.  The Original Loan Agreement also provides for payment of 
an accommodation fee of up to 10% of the commitment amount as provided in the loan agreement, and payment of a monthly collateral 
monitoring fee of $2,000 per month for the first six months and $1,000 per month for the last six months of the term of the loan agreement.  
The credit facility matures on June 20, 2014.  The Original Loan Agreement contains a number of restrictions on the Company’s business, 
including restrictions on its ability to merge, sell assets, create or incur liens on assets, make distributions to its shareholders and sell, purchase 
or lease real or personal property or other assets or equipment.  The Original Loan Agreement also contains affirmative covenants and events of 
default.  The Company may prepay borrowings without premium or penalty upon notice to Platinum as provided in the Original Loan 
Agreement.  Under a security agreement entered into in connection with the loan agreement, the Company granted Platinum a first priority 
security interest in the  
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Company’s inventory, equipment, accounts and other rights to payments and intangibles as security for the loan.  
   

On October 11, 2013, the Company entered into a First Amendment to Loan Agreement (the “First Amendment”), dated October 11, 
2013, with Platinum, which amends the Original Loan Agreement (as amended by the First Amendment, the “Amended Loan Agreement”) to 
provide for an additional $500,000 of borrowing capacity (the “Additional Loan” and, together with the original Loan, the “Loan”) under the 
existing $1 million secured revolving line of credit established under the Original Loan Agreement.  The Company may draw on the line to 
fund working capital.  The Additional Loan, which is represented by a Promissory Note dated October 11, 2013 (the “New Note”), matures on 
June 20, 2014.  On October 11, 2013, $280,750 was drawn on the Additional Loan, $30,750 of which was retained by Platinum to cover 
applicable fees.  

   
Borrowings accrue interest at the rate of 18% per annum, payable monthly on or before the last calendar day of each month, and a 

service charge of 3% applies to late payments. An interest reserve of $133,500 has been set aside from the proceeds of the New Note to make 
required payments of interest, provided that interest billed to the Company will first be deducted from a $90,000 reserve established under the 
Original Note for payments of interest on the Original Note, until that reserve has been exhausted. The Amended Loan Agreement also 
provides for payment of an accommodation fee of $25,000 and a closing fee of $3,250, the amounts of which were retained by Platinum out of 
amounts drawn on the Additional Loan on October 11, 2013.  The Company’s obligations under the Amended Loan Agreement are not 
guaranteed by any other party.  The Company may prepay borrowings without premium or penalty upon notice to Platinum as provided in the 
Amended Loan Agreement.  The Loan is secured by a security agreement, under which the Company grants Platinum first priority security 
interest in the Company’s inventory, equipment, accounts and other rights to payments and intangibles as security for the Loan.  The New Note 
provides for monthly interest payments commencing November 2013 and for repayment of all amounts drawn, together with accrued interest, 
on June 20, 2014.  

   
The Company has utilized funds drawn on the Original Loan and the Additional Loan to fund its ongoing operations.  At 

December 31, 2013, the total due Platinum including all accrued fees was $1,304,746 and the Company was compliant with all financial debt 
convents.  At December 31, 2013, $92,101 of remaining availability on the notes is reserved to make certain interest payments on the notes and 
$85,740 is available for future borrowing.  

   
NOTE 5 — CAPITAL STOCK  
   

The authorized capital of the Company is 75,000,000 common shares with a par value of $ 0.001 per share.  
   
During the nine months ending December 31, 2012, Company issued 4,891,250 units, each consisting of one share of common stock 

and one warrant for the purchase of a share of common stock at a strike price of $1.60, at a unit price of $0.80 for total net cash proceeds of 
$3,873,177.  

   
On June 4, 2013 the Company engaged Arque Capital LTD., Maxwell Simon, Inc., and Stonegate Securities, Inc. to provide 

consulting services in connection with future capital raising activities.  The Company issued 165,000, 162,500 and 200,000 shares of its 
common stock, respectively to each of Arque Capital LTD., Maxwell Simon, Inc. and Stonegate Securities Inc., respectively as partial 
compensation for these engagements.  The Company recognized $200,450 in expense related to these share issuances.  

   
On September 25, 2013 the Company issued 1,000,000 shares of its common stock to our attorneys Schwegman, Lundberg & 

Woessner in exchange for $164,000 of past legal services.  
   
On November 1, 2013, the Board of Directors authorized the issuance of 50,000 warrants to a company vendor in exchange for 

consulting services.  At issuance these warrants were immediately vested and expire five years from the date of issuance.  Each warrant is 
convertible into Company common stock at $0.37 per share.  The Company recognized $13,985 in expense from the issuance of these 
warrants.  The Company valued these warrants at $0.28 using the Black-Scholes option pricing model with the following assumptions:  
Expected dividend yield, 0.00%; Risk-free interest rate, 1.37%; Expected life in years, 5; Expected volatility, 102.3%.  
   

The Company had 50,264,312 shares of common stock issued and outstanding as of December 31, 2013 of which 1,000,000 were held 
in treasury.  

   
The Company had 5,566,795 warrants outstanding with a weighted average exercise price of $1.52 per share as of December 31, 

2013.  
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NOTE 6 — SHARE-BASED COMPENSATION  
   

The Company currently has one equity-based compensation plan under which stock-based compensation awards can be granted to 
directors, officers, employees and consultants providing bona fide services to or for the Company.  The Company’s 2012 Share Incentive Plan 
was adopted on May 7, 2012 (the “2012 Share Incentive Plan” or “Plan”) and allows the Company to issue up to 5,000,000 share of its 
common stock pursuant to awards granted under the 2012 Share Incentive Plan.  The Plan permits the granting of stock options, stock 
appreciation rights, restricted or unrestricted stock awards, phantom stock, performance awards, other stock-based awards, or any combination 
of the foregoing.  The only awards that have been issued under the Plan are stock options.  Because the Plan has not been approved by our 
shareholders, all such stock option awards are non-qualified stock options.  As of December 31, 2013, 607,500 shares remained available for 
issuance under the Plan.  

   
Prior to December 2012, the Company’s practice was to issue options with exercise prices of $0.70 or $0.80 per share, which were the 

prices of recent equity capital investment.  However, in December 2012, the Company decided to change the exercise price policy by utilizing 
the stock market closing price on the day that the options were granted by our Board of Directors.  All subsequent exercise prices have been 
determined in this manner.  

   
On October 1, 2013, the Company’s Board of Directors approved the issuance of options to purchase 68,750 shares of common stock 

to each of Messrs. Adams, Linares, and Strous for their services to date through calendar 2013.  Each grant is in accordance with the 
Company’s director compensation program that provides for the grant of options to purchase 6,250 shares of common stock to each director for 
each Board meeting held.  All 206,250 options issued have an exercise price of $0.42 that reflects the Company’s closing stock price on the 
date of grant.  Using the Black-Scholes option pricing model, management has determined the options issued on October 1, 2013 had a value of 
$0.26 per option on the date of grant.  The Black-Scholes model assumptions used were: Expected dividend yield, 0.00%; Risk-free interest 
rate, 0.66%; Expected life in years, 3.0; Expected volatility, 102.3%.  Total compensation costs of $54,429 have been recognized for these 
options as of December 31, 2013.  

   
The following sets forth the options to purchase shares of the Company’s stock issued and outstanding as of December 31, 2013:  

   

   
The intrinsic value of options outstanding at December 31, 2013 and March 31, 2013 was $0 and $299,900, respectively.  The intrinsic 

value of options exercisable at December 31, 2013 and March 31, 2012 was $0 and $176,109, respectively.  
   
The Company estimates the fair value of options granted on the grant date utilizing the Black-Scholes Option model.  For the three 

and nine months ended December 31, 2013, the Company recognized $59,741 and $193,150 as compensation expense for options issued. For 
the three and nine months ended December 31, 2012, the Company recognized $457,230 and $1,724,979 respectively, as compensation 
expense for options issued.  The Company recorded related deferred tax asset of $0 for all periods.  

   
At December 31, 2013, unrecognized compensation cost related to non-vested awards was $1,129,043.  This cost is expected to be 

recognized over a weighted average period of 2.5 years.  
   

NOTE 7 — RELATED PARTY TRANSACTIONS  
   

The Company incurred expenses of $0 and $19,658 for professional and consulting services provided by Adams Monahan, LLP, a 
firm in which our board member Edward S. Adams, and former board member Michael R. Monahan, were partners, for the three and nine 
months ended December 31, 2013.  For the three and nine months ended December 31, 2012, the Company incurred expenses for professional 
and consulting provided by Adams Monahan LLP of $30,410 and $86,433, respectively. The Company and Adams Monahan, LLP amicably 
terminated their professional relationship on June 30, 2013.  
   

On June 5, 2012, the Company acquired substantially all of the assets of ADGC, consisting primarily of lab-grown diamond  
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gemstone-related know-how, inventory, and various intellectual property, in exchange for $100,000 in cash and the opportunity for certain 
current and former stockholders of ADGC that are accredited investors to acquire up to approximately 1 million shares of common stock of the 
Company for $0.01 per share.  These rights were valued at $770,000 based on an external appraisal.  Mr. Adams and Mr. Monahan served in 
various capacities with ADGC through early 2011.  
   

On March 6, 2013, the Board of Directors retained Mr. Michael Monahan, who at the time was a member of the Company’s Board, 
and Mr. Theo Strous, a current director, to provide consulting services for the Company at a total cost of $11,000 and $4,000 respectively, per 
month.  These consulting service agreements with both Messrs. Monahan and Strous were terminated effective June 30, 2013.  The Company 
recognized $45,000 in consulting expense for these services during the nine months ended December 31, 2013.  

   
On May 14, 2013 the Board of Directors created a special committee consisting of Mr. Theo Strous to evaluate a report to the Board 

of Directors by former counsel to the Company and certain actions of a former member of the Board of Directors and former Company 
officers. The report was completed at the end of June 2013. The Board of Directors approved the payment of $25,000 to Mr. Strous as 
compensation for his service on the special committee.  

   
On March 25, 2013, the Board of Directors agreed to indemnify Messrs. Adams and Monahan for expenses incurred and common 

stock they provided to settle litigation in May 2012.  On May 21, 2013, the Company deemed issued the 1,000,000 shares previously allocated 
for indemnification of Messrs. Adams and Monahan and on July 2, 2013, the Company entered into an agreement with Mr. Adams to pay out 
remaining indemnification related liabilities of $117,306 at $7,500 per month through October 2014.  

   
NOTE 8 — INVESTMENT IN JOINT VENTURE  
   

Under the Grace Rich Agreements, the Company has agreed to license its proprietary technology for the manufacture of diamond 
gemstones of agreed upon specifications.  In exchange for the license, the Company will receive licensing revenue and a 30% ownership 
position in the joint venture.  In addition to the licensed technology, the Grace Rich Agreements include obligations for the Company to 
provide and be compensated for technology consulting services to the joint venture to support the start-up of operations.  The capital 
contributions for Grace Rich LTD are requirements of SAAMABA, and the Company is not required to make any on-going funding 
contributions to the joint venture and its ownership stake cannot be reduced from 30%.  

   
The Company is licensing a portion of its patented technology to Grace Rich LTD and is not directly contributing any of its 

intellectual property.  The Company intends to use the relief from royalty method to value the license contributed to the joint venture.  The 
Company expects the value to be immaterial.  The Company will finalize its accounting for the joint venture by March 31, 2014.  

   
The Company recognized $250,000 in revenues from Grace Rich during the three and nine months ended December 31, 2013.  The 

Company incurred $63,334 of joint venture related expenses during the three months ended December 31, 2013 that were reimbursed by the 
Grace Rich.  The reimbursements were offset against the Company’s related operating expense.  

   
NOTE 9 — LITIGATION  
   

On July 26, 2013, Bernard M. McPheely, Trustee for the Bernard M. McPheely Revocable Trust Dated May 25, 2012, Thomas P. 
Hartness, Trustee for the Thomas P. Hartness Revocable Trust Dated July 31, 2010, Brian McPheely and Robert Daisley (collectively, 
“Plaintiffs”), derivatively and on behalf of the Company, filed a complaint in the Court of Common Pleas of the State of South Carolina, 
County of Greenville against Edward S. Adams (our Chairman), Michael R. Monahan (a former member of the Company’s Board of 
Directors), Robert Linares (a current member of the Board), Theodorus Strous (a current member of the Board) and the law firm of Adams 
Monahan, LLP (collectively, “Defendants”), and the Company, as a nominal defendant (the “Scio Derivative Complaint”).  Bernard M. 
McPheely is a former member of the Company’s Board of Directors.  
   

The Scio Derivative Complaint alleges (i) against Defendants, breach of fiduciary duty, corporate waste and unjust enrichment; 
(ii) against Messrs. Strous and Linares and Adams Monahan LLP, aiding and abetting a breach of fiduciary duty; (iii) against Messrs. Adams 
and Monahan, civil conspiracy; (iv) against Messrs. Adams, Monahan and Linares, breach of fiduciary duty — controlling shareholder; and 
(v) against Mr. Strous and Adams Monahan LLP, aiding and abetting a breach of controlling shareholder duty.  The allegations relate to, 
among other things, certain actions allegedly taken by defendants in connection with: the acquisition by the Company of certain assets of ADI 
(the “ADI Asset Purchase”); the ADGC Asset Purchase discussed in Note 2 above; the Company’s agreement to provide certain current and 
former stockholders of ADI and ADGC the opportunity to acquire up to approximately 16 million and 1 million shares, respectively, of 
common stock of the Company for $0.01 per share (collectively, the “ADI/ADGC Offering”); the provision of legal services by Adams 
Monahan LLP to the Company; certain equity issuances by the Company following the ADI/ADGC Offering; certain bonuses and other 
payments paid to members of the Board of Directors; and certain indemnification obligations undertaken by the Company in favor of 
Messrs. Adams and Monahan.  
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Plaintiffs are seeking direct and consequential damages sustained by the Company in an amount to be established through proof at 
trial, plus pre-judgment and post-judgment interest; appropriate equitable relief to remedy the alleged breaches of fiduciary duties; reasonable 
attorney’s fees and costs for the Company incurred in prosecuting the action; and other relief as deemed by the court to be just and proper.  

   
Defendants removed the Scio Derivative Complaint to the U.S. District Court for the District of South Carolina, Greenville Division 

(the “Federal Court”) and filed a motion to dismiss the complaint on October 4, 2013.  On December 16, 2013, the Federal Court granted the 
Defendants’ motion to dismiss, in part, and ordered that the remainder of the claim be sent to arbitration.  

   
On October 15, 2013, plaintiff Mark P. Sennott, as Trustee of the Sennott Family Charitable Trust, (“Sennott”) filed a complaint 

derivatively, on behalf of ADI, in the Federal Court, against Edward S. Adams (our Chairman), Michael R. Monahan (a former member of the 
Company’s Board of Directors), the law firm of Adams Monahan, LLP, Loblolly, Inc., which was formerly known as Scio Diamond 
Technology Corporation, and the Company (collectively, “Sennott Defendants”).  This derivative complaint on ADI’s behalf (the “ADI 
Derivative Complaint”) alleges claims for breach of fiduciary duty, constructive fraud and unjust enrichment.  The allegations in the ADI 
Derivative Complaint are duplicative of the Scio Derivative Complaint allegations concerning ADI, which were dismissed by the Federal 
Court’s December 16, 2013 order in the Scio Derivative Complaint and repeat almost verbatim the allegations from earlier lawsuits filed and 
dismissed in 2012 against the Defendants, which were previously disclosed in the Company’s Form 10-Q for the nine months ended 
December 31, 2012 and Form 10-K for fiscal year ended March 31, 2013.  Sennott is seeking direct and consequential damages sustained by 
Sennott in an amount to be established through proof at trial, plus pre-judgment and post-judgment interest; appropriate equitable relief to 
remedy the allegedly wrongful acts; reasonable attorney’s fees and costs incurred in prosecuting the action; and other relief as deemed by the 
court to be just and proper.  The Sennott Defendants believe the ADI Derivative Complaint has no merit and are vigorously defending it.  

   
NOTE 10:  SUBSEQUENT EVENTS  
   

NONE  
   

END NOTES TO FINANCIALS  
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ITEM 2.                                                 MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF 

OPERATIONS  
   
CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STAT EMENTS  
   

Information included in this Quarterly Report Form 10-Q contains forward-looking statements that reflect the views of the 
management of the Company with respect to certain future events. Forward-looking statements made by penny stock issuers such as the 
Company are excluded from the safe harbor in Section 21E of the Securities Exchange Act of 1934.  Words such as “expects,” “should,” 
“may,” “will,” “believes,” “anticipates,” “intends,” “plans,” “seeks,” “estimates” and similar expressions or variations of such words, and 
negatives thereof, are intended to identify forward-looking statements, but are not the exclusive means of identifying forward-looking 
statements in this report.  These forward-looking statements are based on assumptions that may be incorrect, and there can be no assurance that 
matters anticipated in our forward-looking statements will come to pass.  

   
Forward-looking statements are subject to certain risks and uncertainties which could cause actual results to differ materially from 

those anticipated.  Such risk and uncertainties include, but are not limited to: (1) if the Company is not able to obtain further debt or equity 
financing, its business operations may fail, (2) the Company has only started generating revenue and has not generated positive operating cash 
flow, and as a result, faces a high risk of business failure, (3) the Company’s lack of diversification increases the risks associated with its 
business and an investment in the Company, and the Company’s financial condition may deteriorate rapidly if it fails to succeed in developing 
its business, (4) the Company may not effectively execute its business plan or manage its potential future business development, (5) the 
Company’s business could be impaired if it fails to comply with applicable regulations, (6) the Company has experienced substantial turnover 
of key management personnel and may not be able to attract and retain key management personnel to manage the Company or laboratory 
scientists to carry out its business operations, which could have a material adverse effect on its business, (7) the Company has expended time 
and resources in connection with the restatement of its financial statements and other disclosures and the Company may expend a substantial 
amount of time and resources in connection with responding to potential inquiries or legal actions by the Securities and Exchange Commission, 
stockholders or other parties, which may impair its ability to raise capital and to operate its business, (8) the Company’s revenues have derived 
primarily from two customers and may continue to be concentrated in the future, (9)  the Company has been party to numerous law suits filed 
and the cost to defend these suits may adversely affect the Company’s financial position, and (10) such other risks and uncertainties as have 
been disclosed or are hereafter disclosed from time to time in the Company’s filings with the Securities and Exchange Commission (“SEC”), 
including, without limitations, the risks described under Risk Factors set forth in Part I, Item 1A of the Company’s Form 10-K for the fiscal 
year ended March 31, 2013.  

   
You are cautioned not to place undue reliance on forward-looking statements.  You are also urged to review and consider carefully the 

various disclosures made in the Company’s other filings with the SEC, including any amendments to those filings.  Except as may be required 
by applicable laws, the Company undertakes no obligation to update publicly any forward-looking statements for any reason, even if new 
information becomes available or other events occur in the future.  

   
GENERAL  
   
Corporate History  
   

We were incorporated on September 17, 2009 in the State of Nevada under the name Krossbow Holdings Corporation (“Krossbow”). 
Krossbow’s original business plan was focused on offsetting carbon dioxide emissions through the creation and protection of forest-based 
carbon “sinks.” Krossbow planned to assess carbon resource potentials, prescribe and implement ecosystem restorations to develop those 
resources, and thereby generate carbon offset products. However, we have since abandoned that original business plan and restructured our 
business to focus on man-made diamond technology development. We decided to acquire existing technology and to seek to efficiently and 
effectively produce man-made diamond. In connection with this change in business purpose, Krossbow changed its name to Scio Diamond 
Technology Corporation to reflect its new business direction.  

   
On August 5, 2011, Edward S. Adams and Michael R. Monahan acquired control of the Company through the purchase of 2,000,000 

shares of the Company’s issued and outstanding common stock from Jason Kropp, Krossbow’s sole director and executive officer at that time, 
in accordance with a common stock purchase agreement among Mr. Kropp, Mr. Adams and Mr. Monahan. Concurrent with the execution of 
the stock purchase agreement, Mr. Kropp resigned from all positions with Krossbow, including, but not limited to, that of President, Chief 
Executive Officer, Chief Financial Officer, Treasurer, Secretary and Director.  Mr. Adams currently serves on the Company’s Board of 
Directors and Mr. Monahan also served on the Board until his resignation on June 30, 2013.  

   
On August 5, 2011, the Company executed an Asset Purchase Agreement (the “Scio Asset Purchase Agreement”) with another 

privately-held Nevada corporation that also had the name “Scio Diamond Technology Corporation” (“Private Scio”). Under  
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the terms of the Scio Asset Purchase Agreement, the Company purchased the name “Scio Diamond Technology Corporation” and acquired 
other rights from Private Scio for 13,000,000 newly issued shares of common stock of the Company. Messrs. Adams and Monahan were 
directors of Private Scio, and Joseph D. Lancia, our former President and Chief Executive Officer, was an officer of Private Scio, and 
Messrs. Adams, Monahan and Lancia owned 31.5%, 31.5% and 15.4%, respectively, of Private Scio. Messrs. Adams and Monahan each 
acquired, directly or indirectly, 4,100,000 shares of our common stock pursuant to the Scio Asset Purchase Agreement, and Mr. Lancia 
acquired 2,000,000 shares pursuant to the Scio Asset Purchase Agreement.  
   

On August 31, 2011, the Company acquired certain assets of Apollo Diamond, Inc. (“ADI”) (the “ADI Asset Purchase”), consisting 
primarily of diamond growing machines and intellectual property related thereto, for which the Company paid ADI an aggregate of $2,000,000 
in a combination of cash and a promissory note to ADI with a September 1, 2012 maturity date.  This promissory note had an outstanding 
balance of $125,000 at March 31, 2012 and was paid in full as of March 31, 2013.  In connection with the ADI Asset Purchase, the Company 
also agreed to provide certain current and former stockholders of ADI qualifying as accredited investors the opportunity to acquire up to 
approximately 16 million shares of common stock of the Company for $0.01 per share (the “ADI Offering”). Both Mr. Adams, in an executive 
role, and Mr. Monahan previously served in various capacities with ADI through early 2011.  

   
On June 5, 2012, the Company acquired substantially all of the assets of Apollo Diamond Gemstone Corporation (“ADGC”) (the 

“ADGC Asset Purchase”), consisting primarily of lab-grown diamond gemstone-related know-how, inventory, and various intellectual 
property, in exchange for $100,000 in cash and the opportunity for certain current and former stockholders of ADGC qualifying as accredited 
investors to acquire up to approximately 1 million shares of common stock of the Company for $0.01 per share (the “ADGC Offering”) with 
the intent that ADI Offering be conducted substantially concurrently with the ADGC Offering (collectively, the “ADI/ADGC  Offering”).  
Mr. Adams and Mr. Monahan served in various capacities with ADGC through early 2011.  

   
The ADI/ADGC Offering was completed in March 2013 and resulted in the issuance of an aggregate of 16,766,773 shares of the 

Company’s common stock.  
   

Business Overview  
   

The Company’s primary mission is the development of profitable and sustainable commercial production of its diamond materials, 
which are suitable for known, emerging and anticipated industrial, technology and consumer applications. The Company intends to pursue 
progressive development of its core diamond materials technologies and related intellectual property that the Company hopes will evolve into 
product opportunities across various applications. We believe these opportunities may be monetized though a combination of end product sales, 
joint ventures and licensing arrangements with third parties, and through continued development of intellectual property. Anticipated 
application opportunities for the Company’s diamond materials include the following: precision cutting devices, diamond gemstone jewelry, 
power switches, semiconductor processors, optoelectronics, geosciences, water purification, and MRI and other medical science technology.  

   
Nearly all of the Company’s present production capacity is being sold for use in precision cutting devices and gemstones.  As of 

December 31, 2013 we had generated $1,720,878 in net revenue since inception from sales of our diamond materials and licensing of our 
technology.  To date, a significant portion of our product has been sold overseas and 100% of these sales have been to external customers.  We 
expect continued development of an international market for our diamond materials.  

   
Significant Partner Agreements  
   

On September 16, 2013, the Company entered into a series of agreements with SAAMABA, LLC and S21 Research Holdings (the 
“Grace Rich Agreements”) to form a joint venture with operations in the People’s Republic of China to deploy 100 Scio designed diamond 
growing machines.  The agreements allow for the expansion of the joint venture to 400 machines.  Under the Grace Rich Agreements, the 
Company has agreed to license its proprietary technology for the manufacture of diamond gemstones of agreed upon specifications.  In 
exchange for the license, the Company will receive licensing and development revenue and a 30% ownership position in the joint venture.  In 
addition to the licensed technology, the Grace Rich Agreements include obligations for the Company to provide and be compensated for 
technology consulting services to the joint venture to support the start-up of operations.  The Company is not required to make any on-going 
funding contributions to the joint venture and its ownership stake cannot be reduced from 30%.  
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RESULTS OF OPERATIONS  
   
Three Month Period Ended December 31, 2013 Compared to the Three Month Period Ended December 31, 2012  
   

During the three month period ended December 31, 2013, we recorded net revenue of $343,915, compared to $557,772 in net revenue 
during the three months ended December 31, 2012.  The decrease in revenue is primarily due to the Company’s reduced product revenues 
during the three months ended December 31, 2013 partially offset by licensing revenues.  During the three month period ended December 31, 
2013, we incurred total operating expenses of $1,153,394, compared to total operating expenses of $2,293,724 during the three months ended 
December 31, 2012.  This decrease was due primarily to reduced cost of goods sold, profession and consulting fees, and salaries and benefits.  
   

Cost of goods sold was $513,145 for the three months ended December 31, 2013 versus $605,754 for the three months ended 
December 31, 2012.  This decrease was due to reduced product sales during the three months ended December 31, 2013 versus the three 
months ended December 31, 2012.  We incurred $104,131 in professional and consulting fees during the three months ended December 31, 
2013, compared to $471,088 for the three months ended December 31, 2012.  This reduction was due to lower legal fees recognized during the 
three months ended December 31, 2013 versus the prior year period.  We incurred salary and benefit expenses including direct and indirect 
labor costs recorded in cost of goods sold of $321,432 during the three months ended December 31, 2013 and $976,837 during the three 
months ended December 31, 2012.  This reduction is largely due to lower stock-based incentive compensation for executive officers of the 
Company and lower headcount during the three months December 31, 2013 versus the three months ended December 31, 2012.  
   

Depreciation expense of $172,926 and $152,380 was recorded in cost of goods sold during the three months ended December 31, 
2013 and 2012, respectively.  

   
We have continued to generate limited revenue to offset our expenses, and so we have incurred net losses.  Our net loss for three 

month period ended December 31, 2013 was $865,235, compared to a net loss of $1,723,840 during the three months ended December 31, 
2012.  Our net loss per share for the three month period ended December 31, 2013 was ($0.02) per share, compared to a net loss per share of 
($0.04) for the three months ended December 31, 2012.  The weighted average number of shares outstanding was 50,264,312 and 44,437,067, 
respectively, for the three month periods ended December 31, 2013 and 2012.  

   
Nine Month Period Ended December 31, 2013 Compared to the Nine Month Period Ended December 31, 2012  
   

During the nine month period ended December 31, 2013, we recorded net revenue of $839,129, compared to $628,873 in net revenue 
during the nine months ended December 31, 2012.  The increase in revenue is primarily due to the Company receiving $250,000 in licensing 
fees during the nine months ended December 31, 2013 that were not in the prior period.  While revenues net of licensing fees were comparable 
between the periods, commercial operations and revenues largely started during the middle of the nine months ended December 31, 2012 while 
commercial operations continued throughout the nine month period ending December 31, 2013.  During the nine month period ended 
December 31, 2013, we incurred total operating expenses of $4,486,433, compared to total operating expenses of $5,448,409 during the nine 
months ended December 31, 2012.  This reduction is largely due to reduced professional and consulting fees and salaries and benefits offsetting 
increased cost of goods sold and depreciation expense.  
   

With production and sales of manufactured products continuing for the entire nine month period ending December 31, 2013 versus the 
partial period included in the nine months ended December 31, 2012, we had cost of goods sold expense of $1,740,932 versus $818,646 for the 
nine months ended December 31, 2012.  We incurred salary and benefit expense including direct and labor costs recorded in cost of goods sold 
of $1,083,738 during the nine months ended December 31, 2013 and $2,384,904 during the nine months ended December 31, 2012.  This 
reduction is due to lower stock-based incentive compensation for executive officers of the Company and reduced headcount.  We incurred 
$1,097,031 in professional and consulting fees during the nine months ended December 31, 2013, compared to $1,220,301 for the nine months 
ended December 31, 2012.  This decrease is primarily due to reduced legal expenses.  
   

Depreciation expense of $518,204 and $307,147 was recorded in cost of goods sold during the nine months ended December 31, 2013 
and 2012, respectively.  This increase is due to the Company’s startup of operations during the nine months ending December 31, 2012  and the 
associated startup of depreciation of our manufacturing assets and intangibles versus depreciation expense continuing for the entire nine month 
period ending December 31, 2013.  

   
Our net loss for the nine month period ended December 31, 2013 was $3,750,006, compared to a net loss of $4,807,015 during the 

nine months ended December 31, 2012.  Our net loss per share for the nine month period ended December 31, 2013 was ($0.08) per share, 
compared to a net loss per share of ($0.14) for the nine months ended December 31, 2012.  The weighted average number of shares outstanding 
was 49,303,267 and 35,123,493, respectively, for the nine month periods ended December 31, 2013 and 2012.  
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FINANCIAL CONDITION  
   

At December 31, 2013, we had total assets of $14,004,442, compared to total assets of $15,256,450 at March 31, 2013.  We had cash 
of $159,011 at December 31, 2013 compared to cash of $223,257 at March 31, 2013.  The decrease in cash is due to cash used in operations for 
the nine months ended December 31, 2013 more than offsetting cash provided by increases in our financing activities.  
   

Total liabilities at December 31, 2013 were $2,992,828, compared to total liabilities of $1,066,544 at March 31, 2013.  Total liabilities 
at December 31, 2013 were comprised primarily of accounts payable and accrued expenses and notes payables.  The increase in total liabilities 
is primarily due to an increase in accounts payable and borrowings under our note payable.  Accounts payable have increased due to accrued 
legal fees related to ongoing litigation and overall increases in trade payables.  Borrowings under our notes payable have been utilized to fund 
the continuing operational needs of the business.  

   
Total shareholders’ equity was $11,011,614 at December 31, 2013, compared to $14,189,906 at March 31, 2013.  Shareholders’ equity 

decreased $3,178,292 during the period due to our operating net loss offset by common stock issued for services.  
   

CASH FLOWS  
   
Operating Activities  
   

We have not generated positive cash flows from operating activities. For the nine month period ended December 31, 2013, net cash 
flows used in operating activities were $1,123,889, consisting primarily of a net loss of $3,750,006 offset by depreciation and changes in assets 
and liabilities, compared to net cash flows used in operating activities for the nine months ended December 31, 2012 of $2,441,305.  The 
primary reason for this decrease in cash used in operating activities is the Company’s commencement of operations and revenue generation and 
changes in working capital.  

   
Investing Activities  
   

For the nine month period ended December 31, 2013, net cash used in investing activities was $30,486, consisting of the purchase of 
property, plant and equipment.  Net cash used in investing activities was $983,316 for the nine months ended December 31, 2012.  This 
reduction in cash used in investing activities is due to the ongoing operational status of our assets in the nine months ended December 31, 2013 
versus the start-up status of our operations during the nine months ended December 31, 2012.  

   
Financing Activities  
   

We have financed our operations primarily through the issuance of equity and debt securities.  For the nine month periods ended 
December 31, 2013 and December 31, 2012, we generated $1,090,129 and $3,819,118, respectively, from financing activities.  

   
LIQUIDITY AND CAPITAL RESOURCES  
   

We expect that working capital requirements will continue to be funded through a combination of our existing funds, further issuances 
of securities, and future credit facilities or corporate borrowings. Our working capital requirements are expected to increase in line with the 
growth of our business.  Effective June 21, 2013, we entered into a $1,000,000 secured credit facility with Platinum Capital Partners, LP 
(“Platinum”) to provide near-term liquidity for working capital requirements.  This credit facility was increased by an additional $500,000 of 
borrowing capacity on October 11, 2013 as described in Note 5.  

   
Existing cash of $159,011 as of December 31, 2013, is not expected to be adequate to fund our operations through the end of the fiscal 

year ending March 31, 2014.  As of December 31, 2013, other than our agreement with Platinum, we had no lines of credit or other bank 
financing arrangements.  We are pursuing on-going solicitations of investments in the Company in the form of private placements of common 
shares, secured debt and unsecured debt to accredited investors to provide addition liquidity and working capital requirements.  

   
Additional issuances of equity or convertible debt securities will result in dilution to our current stockholders. Such securities might 

have rights, preferences or privileges senior to our common stock. Additional financing may not be available upon acceptable terms, or at all. If 
adequate funds are not available or are not available on commercial acceptable terms, if at all, we may not be able to take advantage of 
prospective new business endeavors or opportunities, which could significantly and materially restrict our business operations.  

   
MATERIAL COMMITMENTS AND ARRANGEMENTS  
   

On June 21, 2013, the Company entered into a loan agreement with Platinum providing for a $1 million secured revolving line of 
credit that the Company may draw on to fund working capital and other corporate purposes.  The Company has utilized these funds to fund our 
ongoing operations.  Borrowings under the loan agreement accrue interest at the rate of 18% per annum, payable  
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monthly on or before the last calendar day of each month, and a service charge of 3% applies to late payments.  The loan agreement also 
provides for payment of an accommodation fee of up to 10% of the commitment amount as provided in the loan agreement, and payment of a 
monthly collateral monitoring fee of $2,000 per month for the first six months and $1,000 per month for the last six months of the term of the 
loan agreement.  The credit facility matures on June 20, 2014.  The loan agreement contains a number of restrictions on our business, including 
restrictions on our ability to merge, sell assets, create or incur liens on assets, make distributions to our shareholders and sell, purchase or lease 
real or personal property or other assets or equipment.  The loan agreement also contains affirmative covenants and events of default.  The 
Company may prepay borrowings without premium or penalty upon notice to Platinum as provided in the loan agreement.  Under a security 
agreement entered into in connection with the loan agreement, we granted Platinum a first priority security interest in the Company’s inventory, 
equipment, accounts and other rights to payments and intangibles as security for the loan.  This credit facility was increased by an additional 
$500,000 of borrowing capacity on October 11, 2013 as described in Note 4: Notes Payable.  As of December 31, 2013, the total due under 
these facilities, including accrued fees, was $1,304,746.  
   

On June 30, 2013, the Consulting Agreements, dated March 6, 2013 (the “Consulting Agreements”), between the Company and 
Michael R. Monahan and Theo Strous were terminated effective June 30, 2013.  Pursuant to the Consulting Agreements, Messrs. Monahan and 
Strous had been providing certain management and consulting services, as well as other services, to the Company.  The Company did not incur 
any early termination penalties in connection with the termination of the Consulting Agreements.  

   
On September 16, 2013, the Company entered into the Grace Rich Agreements with SAAMABA, LLC and S21 Research Holdings to 

form a joint venture with operations in the People’s Republic of China to deploy 100 Scio designed diamond growing machines.  The 
agreements allow for the expansion of the joint venture to 400 machines.  Under the Grace Rich Agreements, the Company has agreed to 
license its proprietary technology for the manufacture of diamond gemstones of agreed upon specifications.  In exchange for the license, the 
Company will receive licensing and development revenue and a minority ownership position in the joint venture.  In addition to the licensed 
technology, the Grace Rich Agreements include obligations for the Company to provide and be compensated for technology consulting 
services to the joint venture to support the start-up of operations.  

   
OFF-BALANCE SHEET ARRANGEMENTS  
   

As of the date of this Quarterly Report, we do not have any off-balance sheet arrangements that have or are reasonably likely to have a 
current or future effect on our financial condition, changes in financial condition, revenues or expenses, results of operations, liquidity, capital 
expenditures or capital resources that are material to investors.  

   
CRITICAL ACCOUNTING POLICIES  
   

We have adopted various accounting policies that govern the application of accounting principles generally accepted in the United 
States (“GAAP”). We describe our significant accounting policies in the notes to our audited financial statements filed with our Form 10-K for 
the fiscal year ended March 31, 2013.  

   
Some of the accounting policies involve significant judgments and assumptions by us that have a material impact on the carrying 

value of our assets and liabilities. We consider these accounting policies to be critical accounting policies. The judgment and assumptions we 
use are based on historical experience and other factors that we believe to be reasonable under the circumstances. Because of the nature of the 
judgments and assumptions we make, actual results could differ from these judgments and estimates and could materially affect the carrying 
values of our assets and liabilities and our results of operations.  

   
The following is a summary of the more judgmental estimates and complex accounting principles, which represent our critical accounting 
policies.  
   
Asset Purchases  
   

On June 5, 2012, we completed the ADGC Asset Purchase and we paid the $100,000 cash portion of the purchase price during the 
month of December 2012.  We obtained a third-party valuation to support the fair value of the assets acquired. This valuation determined a 
value of $770,000 for the subscription rights.  The amounts allocated to the ADGC assets acquired are based upon the results of that valuation 
appraisal and the following table reflects our final purchase price allocation of the assets:  
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The ADGC Offering was completed in March 2013 and resulted in the issuance of an aggregate of 988,380 shares of our common 

stock.  
   
We believe that the acquisition of these assets from ADGC was not the acquisitions of a “business” within the definition set forth in 

GAAP or Rule 11-01(d).  
   

Property, Plant and Equipment  
   

Depreciation of property, plant and equipment is on a straight line basis beginning at the time it is placed in service, based on the 
following estimated useful lives:  
   

   
Leasehold improvements are depreciated at the lesser of the remaining term of the lease or the life of the asset (generally three to 

seven years).  
   
Expenditures for major renewals and betterments that extend the useful lives of property and equipment are capitalized. Expenditures 

for maintenance and repairs are charged to expense as incurred.  
   

Intangible Assets  
   

Intangible assets, such as acquired in-process research and development (“IPRD”) costs, are considered to have an indefinite useful 
life until such time as they are put into service, at which time they will be amortized on a straight-line basis over the shorter of their economic 
or legal useful life. Management’s estimate of useful life of any patents when placed in service is a critical judgment. Management evaluates 
indefinite life intangible assets for impairment on an annual basis and on an interim basis if events or changes in circumstances between annual 
impairment tests indicate that the asset might be impaired. The ongoing evaluation for impairment of its indefinite life intangible assets requires 
significant management estimates and judgment. Management reviews definite life intangible assets for impairment whenever events or 
changes in circumstances indicate that the carrying amount of an asset may not be recoverable. There were no impairment charges as of 
December 31, 2013.  

   
During the nine months ended December 31, 2013, management of the Company conducted a strategic review of its intellectual 

property portfolio and determined that a portion of the portfolio should be considered for placement in service due to the Company’s recent 
entrance into the gemstone marketplace.  As a result, intangible assets in the amount of $601,000 previously classified as IPRD were assigned 
to specific patents and considered placed in service. These patents are being amortized over a period ranging from 16.33 to 19.46 years 
corresponding to their remaining life.  

   
The Company continues to classify the remaining patent portfolio as IPRD and believes that the IPRD has alternative future use and 

value. At such time that production begins and commercialization of this portion of the intellectual property portfolio begins, then the 
segmentation and bifurcation of the remaining IPRD asset to finite-lived commercialized intellectual property assets will be considered. 
Applicable accounting guidance requires an indefinite life for IPRD assets until such time as the commercialization can be reasonably 
estimated, at which time the assets will be available for their intended use. At such time as those requirements are met, we believe that 
consideration of the legal life of the intellectual property protection should be of considerable importance in determining the useful life. Upon 
commercialization and determination of the useful life of the intellectual property assets, consideration will be given to the eventual expiration 
of the intellectual property rights underlying certain critical aspects of our manufacturing process.  

   
ITEM 3.                QUANTITATIVE AND QUALITATIVE  DISCLOSURES ABOUT MARKET RISK  
   
Not required (the Company is a smaller reporting company).  
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Inventory  
   $ 269,000 

   
In-process research and development  

   601,000 
   

Total  
   $ 870,000 

   

      Years  
   

Machinery and equipment  
   3—15  

   
Furniture and fixtures  

   3—10  
   

Engineering equipment  
   5—12  
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ITEM 4.                CONTROLS AND PROCEDURES  
   
Disclosure Controls and Procedures  
   

Disclosure controls and procedures refer to controls and other procedures designed to ensure that information required to be disclosed 
by the Company in the reports that it files or submits under the Exchange Act is recorded, processed, summarized and reported within the time 
periods specified in the SEC rules and forms, and that such information is accumulated and communicated to the Company’s management, 
including its Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required disclosure. As of 
December 31, 2013, we carried out an evaluation, under the supervision and with the participation of our management, including our Chief 
Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of our disclosure controls and procedures as 
defined in Exchange Act Rule 13a-15. We applied our judgment in the process of reviewing these controls and procedures, which, by their 
nature, can provide only reasonable assurance regarding our control objectives. Based upon that evaluation, our Chief Executive Officer and 
Chief Financial Officer have concluded that our disclosure controls and procedures were not effective as of December 31, 2013.  
   
Remediation of Material Weaknesses in Internal Controls over Financial Reporting  
   
In connection with the evaluation described above and prior evaluations, the current management team identified material weaknesses in our 
internal control over financial reporting as of December 31, 2013, in the following areas:  
   

•                                           Lack of a functioning audit committee due to a lack of a majority of independent members and a lack of a majority of 
outside directors on our board of directors, resulting in ineffective oversight in the establishment and functioning of required 
internal controls and procedures; and  

   
•                                           While the Company utilizes outside accounting resources to assist with its financial reporting, due to our small size there is 

limited segregation of duties in certain areas of our financial reporting and other accounting processes and procedures.  
   
A material weakness (within the meaning of PCAOB Auditing Standard No. 5) is a deficiency, or a combination of deficiencies, in 

internal control over financial reporting, such that there is a reasonable possibility that a material misstatement of our annual or interim 
financial statements will not be prevented or detected on a timely basis. A significant deficiency is a deficiency, or a combination of 
deficiencies, in internal control over financial reporting that is less severe than a material weakness, yet important enough to merit attention by 
those responsible for oversight of our financial reporting.  

   
During the period covered by this quarterly report on Form 10-Q, we have not been able to remediate the material weaknesses 

identified above.  The effectiveness of efforts the Company has made to remediate the identified material weaknesses have been limited by 
turnover of the Chief Executive Officer and Chief Financial Officer positions.  We have taken steps to enhance and improve the design of our 
internal control over financial reporting, and we plan to take additional steps during our fiscal year ending March 31, 2014, including the 
implementation of the following changes:  

   
•                                           Adding one or more independent directors and establishing an audit committee; and  
•                                           Implementation of documented control structure and related procedures.  
   

Changes in Internal Controls  
   

Other than described above in connection with our ongoing remediation efforts, there were no changes in our internal control over 
financial reporting (as defined in Rule 13a-15(f) under the Exchange Act) that occurred during our quarter ended December 31, 2013, that 
materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.  
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PART II - OTHER INFORMATION  
   
ITEM 1.                LEGAL PROCEEDINGS  
   

On July 26, 2013, Bernard M. McPheely, Trustee for the Bernard M. McPheely Revocable Trust Dated May 25, 2012, Thomas P. 
Hartness, Trustee for the Thomas P. Hartness Revocable Trust Dated July 31, 2010, Brian McPheely and Robert Daisley (collectively, 
“Plaintiffs”), derivatively and on behalf of the Company, filed a complaint in the Court of Common Pleas of the State of South Carolina, 
County of Greenville against Edward S. Adams (our Chairman), Michael R. Monahan (a former member of the Company’s Board of 
Directors), Robert Linares (a current member of the Board), Theodorus Strous (a current member of the Board) and the law firm of Adams 
Monahan, LLP (collectively, “Defendants”), and the Company, as a nominal defendant (the “Scio Derivative Complaint”).  Bernard M. 
McPheely is a former member of the Company’s Board of Directors.  
   

The Scio Derivative Complaint alleges (i) against Defendants, breach of fiduciary duty, corporate waste and unjust enrichment; 
(ii) against Messrs. Strous and Linares and Adams Monahan LLP, aiding and abetting a breach of fiduciary duty; (iii) against Messrs. Adams 
and Monahan, civil conspiracy; (iv) against Messrs. Adams, Monahan and Linares, breach of fiduciary duty — controlling shareholder; and 
(v) against Mr. Strous and Adams Monahan LLP, aiding and abetting a breach of controlling shareholder duty.  The allegations relate to, 
among other things, certain actions allegedly taken by defendants in connection with: the acquisition by the Company of certain assets of ADI 
(the “ADI Asset Purchase”); the ADGC Asset Purchase discussed in Note 2 above; the Company’s agreement to provide certain current and 
former stockholders of ADI and ADGC the opportunity to acquire up to approximately 16 million and 1 million shares, respectively, of 
common stock of the Company for $0.01 per share (collectively, the “ADI/ADGC Offering”); the provision of legal services by Adams 
Monahan LLP to the Company; certain equity issuances by the Company following the ADI/ADGC Offering; certain bonuses and other 
payments paid to members of the Board of Directors; and certain indemnification obligations undertaken by the Company in favor of 
Messrs. Adams and Monahan.  

   
Plaintiffs are seeking direct and consequential damages sustained by the Company in an amount to be established through proof at 

trial, plus pre-judgment and post-judgment interest; appropriate equitable relief to remedy the alleged breaches of fiduciary duties; reasonable 
attorney’s fees and costs for the Company incurred in prosecuting the action; and other relief as deemed by the court to be just and proper.  

   
Defendants removed the Scio Derivative Complaint to the U.S. District Court for the District of South Carolina, Greenville Division 

(the “Federal Court”) and filed a motion to dismiss the complaint on October 4, 2013.  On December 16, 2013, the Federal Court granted the 
Defendants’ motion to dismiss, in part, and ordered that the remainder of the claim be sent to arbitration.  

   
On October 15, 2013, plaintiff Mark P. Sennott, as Trustee of the Sennott Family Charitable Trust, (“Sennott”) filed a complaint 

derivatively, on behalf of ADI, in the Federal Court, against Edward S. Adams (our Chairman), Michael R. Monahan (a former member of the 
Company’s Board of Directors), the law firm of Adams Monahan, LLP, Loblolly, Inc., which was formerly known as Scio Diamond 
Technology Corporation, and the Company (collectively, “Sennott Defendants”).  This derivative complaint on ADI’s behalf (the “ADI 
Derivative Complaint”) alleges claims for breach of fiduciary duty, constructive fraud and unjust enrichment.  The allegations in the ADI 
Derivative Complaint are duplicative of the Scio Derivative Complaint allegations concerning ADI, which were dismissed by the Federal 
Court’s December 16, 2013 order in the Scio Derivative Complaint and repeat almost verbatim the allegations from earlier lawsuits filed and 
dismissed in 2012 against the Defendants, which were previously disclosed in the Company’s Form 10-Q for the nine months ended 
December 31, 2012 and Form 10-K for fiscal year ended March 31, 2013.  Sennott is seeking direct and consequential damages sustained by 
Sennott in an amount to be established through proof at trial, plus pre-judgment and post-judgment interest; appropriate equitable relief to 
remedy the allegedly wrongful acts; reasonable attorney’s fees and costs incurred in prosecuting the action; and other relief as deemed by the 
court to be just and proper.  The Sennott Defendants believe the ADI Derivative Complaint has no merit and are vigorously defending it.  On 
January 6, 2014, Sennott Defendants filed a motion to dismiss the ADI Derivative Complaint, which is currently pending.  

   
ITEM 1A.             RISK FACTORS  
   
Not required (the Company is a smaller reporting company).  
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ITEM 2.                UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS  
   

Unless otherwise indicated, the issuances were made in reliance on an exemption from registration under Section 4(2) of the Securities 
Act of 1933, as amended (the “Securities Act”), as we reasonably believed that the recipients were sophisticated, that no general solicitations 
were involved and these transactions did not otherwise involve a public offering.  

   
On November 1, 2013, the Board of Directors authorized the issuance of 50,000 warrants to 3 Square Global, LLC as partial compensation for 
consulting services.  These warrants are convertible into Company stock at $0.37 per share and have a five year life. Using the Black-Scholes 
option pricing model, the Company valued these warrants at $13,985.  
   
ITEM 3.                DEFAULTS UPON SENIOR SECURITIES  
   
None.  
   
ITEM 4.                MINE SAFETY DISCLOSURES  
   
Not applicable.  
   
ITEM 5.                OTHER INFORMATION  
   
None.  
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ITEM 6.                EXHIBITS  
   
The following exhibits are filed as part of this Report:  
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4.1  

   

First Amendment to Loan Agreement dated October 11, 2013 between Scio Diamond Technology Corporation and 
Platinum Capital Partners, LP. (incorporated by reference to Exhibit 4.1 to the Form 8-K filed with the Securities and 
Exchange Commission on October 18, 2013).  

         
4.2  

   

Promissory Note dated October 11, 2013 made by Scio Diamond Technology Corporation in favor of Platinum Capital 
Partners, LP. (incorporated by reference to Exhibit 4.2 to the Form 8-K filed with the Securities and Exchange 
Commission on October 18, 2013).  

         
31.01  

   Rule 13a-14(a) Certification of the Chief Executive Officer.*  
         
31.02  

   Rule 13a-14(a) Certification of the Chief Financial Officer.*  
         
32.01  

   Section 1350 Certifications of the Chief Executive Officer and Chief Financial Officer.*  
         
101  

   

The following materials from the Quarterly Report on Form 10-Q of Scio Diamond Technology Corporation for the 
quarter ended December 31, 2013, formatted in eXtensible Business Reporting Language (XBRL): (i) Balance Sheets; 
(ii) Statements of Operations; (iii) Statements of Shareholders’ Equity; (iv) Statements of Cash Flow; and (v) Notes to 
the Unaudited Financial Statements.  

*  
   Filed herewith.  
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SIGNATURES  
   

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

         
         
Dated:  February 14, 2014  /s/ Michael McMahon  
   

By:  Michael McMahon  
   

Its:  Chief Executive Officer  
         
         
Dated:  February 14, 2014  /s/ Jonathan M. Pfohl  
   

By:  Jonathan M. Pfohl  
   

Its:  Chief Financial Officer  



Exhibit 31.01 
   

CERTIFICATION OF THE PRINCIPAL EXECUTIVE OFFICER PU RSUANT TO RULE 13a-14  
   

I, Michael McMahon, certify that:  
   
1.             I have reviewed this quarterly report on Form 10-Q of Scio Diamond Technology Corporation;  
   
2.             Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary 
to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period 
covered by this report;  
   
3.             Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;  
   
4.             The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures 
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act 
Rules 13a-15(f) and 15d-15(f)) for the registrant and have:  
   

(a )           Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under 
my 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(s) 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.  
   

   

   

Date: February 14, 2014  
   

   
/s/ Michael McMahon  

   
By: Michael McMahon  

   
Its: Chief Executive Officer  



Exhibit 31.02 
   

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER PURSUA NT TO RULE 13a-14  
   

I, Jonathan M. Pfohl, certify that:  
   
1.             I have reviewed this quarterly report on Form 10-Q of Scio Diamond Technology Corporation;  
   
2.             Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary 
to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period 
covered by this report;  
   
3.             Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;  
   
4.             The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures 
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act 
Rules 13a-15(f) and 15d-15(f)) for the registrant and have:  
   

(a )           Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under 
my 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(s) 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.  
   

   

   

Date: February 14, 2014  /s/ Jonathan M. Pfohl  
   

By: Jonathan M. Pfohl  
   

Its: Chief Financial Officer  



Exhibit 32.01 
   

CERTIFICATION PURSUANT TO  
18 U.S.C. SECTION 1350,  

AS ADOPTED PURSUANT TO  
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002  

   
In connection with the Quarterly Report of Scio Diamond Technology Corporation (the “Company”) on Form 10-Q for the period ending 
December 31, 2013 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), each of the undersigned hereby 
certifies, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that, to the best of his knowledge and 
belief:  
   
(1)           The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and  
   
(2)           The information contained in the Report fairly presents, in all material respects, the financial condition and result of operations of the 
Company.  
   

   

   
A signed original of this written statement required by Section 906, or other document authenticating, acknowledging, or otherwise adopting 
the signature that appears in typed form within the electronic version of this written statement, has been provided to the Company and will be 
retained by the Company and furnished to the Securities and Exchange Commission or its staff upon request.  
   

Dated: February 14, 2014  /s/ Michael McMahon  
   

By: Michael McMahon  
   

Its: Chief Executive Officer  
      
   

/s/ Jonathan M. Pfohl  
   

By: Jonathan M. Pfohl  
   

Its: Chief Financial Officer  


