EDGAROnline

SCIO DIAMOND TECHNOLOGY CORP

FORM 10-Q

(Quarterly Report)

Filed 02/12/15 for the Period Ending 12/31/14

Address 411 UNIVERSITY RIDGE, SUITE D
GREENVILLE, SC 29601
Telephone 864.346.2733
CIK 0001488934
Symbol SCIO
SIC Code 3290 - Abrasive, Asbestos, And Miscellaneous
Industry  Constr. - Supplies & Fixtures
Sector Capital Goods
Fiscal Year 03/31

Powere 4 &y EDGAROnline

http://www.edgar-online.com
© Copyright 2015, EDGAR Online, Inc. All Rights Reserved.
Distribution and use of this document restricted under EDGAR Online, Inc. Terms of Use.


http://www.edgar-online.com

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

Xl QUARTERLY REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended December 31, 2014

O 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
(Exact name of registrant as specified in its arart
Nevada 45-3849662
(State or other jurisdiction of incorporation (I.LR.S. Employer Identification No
organization
411 University Ridge Suite D
Greenville, SC 29601

(Address of principal executive offices, includirigp code)

(864) 751-4880
(Registrant’s telephone number, including area fode

Not Applicable
(Former name, former address and former fiscal,yeahanged since last report)

Indicate by check mark whether the registrant €l filed all reports required to be filed by Secti or 15(d) of the Securities Excha
Act of 1934 during the preceding 12 months (orsiach shorter period that the registrant was reduodile such reports), and (2) has been
subject to such filing requirements for the pastla@s.XI YesO No

Indicate by check mark whether the registrant lhsmstted electronically and posted on its corpo¥alb site, if any, every Interactive
Data File required to be submitted and posted @untsio Rule 405 of Regulation S-T (8232.405 of thiapter) during the preceding 12
months (or for such shorter period that the regigtwas required to submit and post such fil&d). Yes O No

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, m-accelerated filer, or a smaller reporting

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

Large Accelerated File Accelerated Filerd

Non-Accelerated FilerO Smaller Reporting Compan(xl]
(Do not check if smaller reporting compat

Indicate by check mark whether the registrantskell company (as defined in Rule 12b-2 of the Bxgje Act).0 Yes No

The number of shares of common stock, $0.001 daeyautstanding as of February 10, 2015 was 571683
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Special Note Regarding Forward-Looking Statements

Information included in this Quarterly Report onrifol0-Q contains forward-looking statements thiect the views of the management of
the Company with respect to certain future everswardiooking statements made by penny stock issuers asithe Company are excluc

from the safe harbor in Section 21E of the Se@asiExchange Act of 1934 (the “Exchange Act”). Wasdsh as “expects,” “should,” “may,”
“will,” “believes,” “anticipates,” “intends,” “plas,” “seeks,” “estimates” and similar expressionsariations of such words, and negatives
thereof, are intended to identify forward-lookirtgtements, but are not the exclusive means ofifglerg forward-looking statements in this
report. These forwarlboking statements are based on assumptions thegaanent believes to be reasonable but which maycberect, an

there can be no assurance that matters anticipatad forward-looking statements will come to pass

Forward-looking statements are subject to ceraksrand uncertainties which could cause actualte® differ materially from those
anticipated. Such risk and uncertainties includéyout limitation, those described under Risk Fex&et forth in Part I, Item 1A of our
Form 10-K for the fiscal year ended March 31, 2€iteti on August 15, 2014.

You are cautioned not to place undue reliance ondal-looking statements. You are also urged teexevand consider carefully the various
disclosures made in the Company’s other filingswlie Securities and Exchange Commission (“SE@&uding amendments to those
filings, if any. Except as may be required by aggitile laws, the Company undertakes no obligatiarptiate publicly any forward-looking
statements for any reason, even if new informatecomes available or other events occur in thadutu




PART I - FINANCIAL INFORMATION

ITEM 1. UNAUDITED CONDENSED FINANCIAL STATEMENTS

Scio Diamond Technology Corporation
CONDENSED BALANCE SHEETS
As of December 31, 2014 and March 31, 2014

December 31, March 31,
2014 2014
(Unaudited)
ASSETS
Current Assets:
Cash and cash equivalel $ 1,090,850 $ 47,98
Accounts receivable, n 92,89 42,08t
Other receivable — 89,19:
Inventory, ne 215,20: 152,81
Deferred contract cos 55,73¢ —
Prepaid expenst 43,56¢ 79,07¢
Prepaid rent 23,05( 23,05(
Total current assets 1,521,31. 434,20¢
Property, plant and equipme
Facility 904,81 899,49¢
Manufacturing equipmer 3,192,35I 3,171,65!
Other equipment 71,05¢ 71,05¢
Total property, plant and equipme 4,168,22 4,142,21.
Less accumulated depreciation (1,493,81) (1,029,21)
Net property, plant and equipme 2,674,40 3,113,00:
Intangible assets, n 8,241,65: 9,240,641
Prepaid rent, nc-current 25,00( 42,28¢
Other assets 21,00( 20,00(
TOTAL ASSETS $ 12,483,377 $ 12,850,13
LIABILITIES AND SHAREHOLDERS ' EQUITY
Current Liabilities:
Notes payabl $ — $ 1,412,06
Accounts payabl 567,34 671,78:
Customer deposit 52,15 179,61(
Deferred revenu 61,67¢ —
Accrued expenses 594,33! 573,12¢
Total current liabilities 1,275,50. 2,836,57
Notes payable, n--current 2,000,001 —
Other liabilities 109,60! 84,14+
TOTAL LIABILITIES 3,385,10 2,920,72
Common stock $0.001 par value, 75,000,000 shatés@zed; 57,198,166 and 50,739,312 shares
issued and outstanding at December 31, 2014 andh\&dr, 2014, respective 57,19¢ 50,73¢
Additional paic-in capital 26,715,33 24,476,94
Accumulated defici (17,673,27) (14,597,26)
Treasury stock, 1,000,000 shares at December 34, &3d March 31, 2014 (1,000 (1,000
Total shareholde’ equity 9,098,26. 9,929,41
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $ 12,483,377 $ 12,850,13




The accompanying notes are an integral part okthesudited condensed financial statements.




Scio Diamond Technology Corporation
CONDENSED STATEMENTS OF OPERATIONS

For the Three and Nine Months ended December 31, 20 and 2013

Revenue
Product revenue, n
Licensing revenue

Revenue, net

Cost of goods solc
Cost of goods sold

Gross deficit

General and administrative expense

Professional and consulting fe

Salaries and benefi

Rent, equipment lease and facilities expe

Marketing cost:

Depreciation and amortizatic

Corporate general and administrat

Forgiveness of legal accounts paye

Loss from impairment of in-process research and
development

Loss from operations

Other expense
Interest expense

Net loss

Loss per share
Basic:
Weighted average number of shares outstandin

Loss per share

Fully diluted:
Weighted average number of shares outstandin

Loss per share

The accompanying notes are an integral part obthesudited condensed financial statements.

(Unaudited)

Three Months Three Months Nine Months Nine Months
Ended Ended Ended Ended
December 31, 201 December 31, 201 December 31, 201 December 31, 201
$ 109,35¢ $ 93,91 $ 292,67: $ 589,12¢

— 250,00( 375,00( 250,00(

109,35¢ 343,91! 667,67: 839,12¢

495,41( 513,14! 1,277,17: 1,740,93;

(386,057 (169,23() (609,500 (901,807

142,69¢ 104,13: 309,69! 1,097,03!

127,66¢ 186,96" 688,36¢ 612,40!

36,77 37,10: 108,80: 112,34¢

13,19¢ 15,30( 32,06¢ 41,71¢

199,93: 200,01¢ 600,17¢ 599,91(

100,33 96,73: 282,59 282,09:

(165,45 — (165,45 —

418,06" — 418,06" —
(1,259,261 (809,479 (2,883,82) (3,647,30)

(60,025 (55,75¢) (192,19() (102,707

$ (1,319,29) $ (865,239 $ (3,076,01) $ (3,750,000
53,701,98 50,264,31 51,705,91 49,303,26

$ (0.00) $ (0.00) $ (0.06) $ (0.0€)
53,701,98 50,264,31 51,705,91 49,303,26

$ (0.02) $ (0.02) $ (0.06) $ (0.08)




Scio Diamond Technology Corporation
CONDENSED STATEMENTS OF CASH FLOW
For the Nine Months Ended December 31, 2014 and 281

(Unaudited)

Cash flows from operating activities:

Nine Months Endec Nine Months Endec
December 31, 201 December 31, 201

Net loss $ (3,076,01) $ (3,750,00i)
Adjustments to reconcile net loss to net cash irsegerating activities —
Depreciation and amortizatic 1,111,20! 1,118,11.
Loss on impairment of -process research and developn 418,06! —
Expense for warrants, stock and inventory issuesk@ihange for services and ri 34,20( 389,73:
Employee stock based compensa 155,00( 193,15(
Inventory write dowr 68,72: —
Changes in assets and liabiliti
Decrease/(increase) in accounts receiv (50,809 36,45¢
Decrease in other receivab 89,19 —
Increase in deferred contract cc (55,739 —
Decrease/(increase) in prepaid expenses ant (12,886 63,21:
Decrease/(increase) in inventory and other a: (131,10) 139,91¢
Increase/(decrease) in accounts pay (104,44) 392,81
Increase/(decrease) in customer dept (127,459 127,22.
Increase in accrued expen: 76,86¢ 15,03¢
Increase in deferred revent 61,67¢ 125,00(
Increase in other liabilities 25,46 25,46
Net cash used in operating activities (1,518,06) (1,123,88)
Cash flows from investing activities:
Purchase of property, plant and equiprn (26,007 (30,48¢)
Investment in joint venture (1,000 —
Net cash used in investing activitie (27,007 (30,48¢)
Cash flows from financing activities:
Proceeds from note payal 2,153,61! 1,304,741
Payments of notes payat (1,565,67) —
Finance charges paid on note pay: — (214,749)
Proceeds from sale of common stock - net of fees 2,000,001 12¢
Net cash provided by financing activities 2,587,941 1,090,12!
Change in cash and cash equivals 1,042,87. (64,24¢)
Cash and cash equivalents, beginning of period 47,98 223,25
Cash and cash equivalents, end of period $ 1,090,85! $ 159,01:

The accompanying notes are an integral part obthesudited condensed financial statements.

(continued)




Scio Diamond Technology Corporation
CONDENSED STATEMENTS OF CASH FLOW
For the Nine Months Ended December 31, 2014 and 2B{Unaudited)

(Continued)
Nine Months Endec Nine Months Endec
December 31, 201. December 31, 201
Supplemental cash flow disclosures
Cash paid for
Interest $ 48,000 $ 18,87
Income taxes $ — % —
Non-cash investing and financing activities
Payment of accounts payable and accrued expentestack $ 55,657 $ —

The accompanying notes are an integral part okthesudited condensed financial statements.




Scio Diamond Technology Corporation
CONDENSED STATEMENT OF SHAREHOLDERS' EQUITY
For the Nine Months Ended December 31, 2014

(Unaudited)
Additional
Common Stock Paid in Treasury Stock Accumulated
Shares Amount Capital Shares Amount Deficit Total
Balance, April 1, 2014 50,739,31 $ 50,73¢ $24,476,94 (1,000,00) $ (2,000 $(14,597,26) $ 9,929,41

Common stock issued in

exchange for operating

expense: 225,52; 22¢€ 77,63 — — — 77,85’
Common stock issued in

exchange for past

consulting service 50,00( 50 11,95( — — — 12,00(
Common stock issued for

cash @ $0.30 per she 6,666,66. 6,66 1,993,33. — — — 2,000,001
Common stock returned to

Company and cancelle (1,000,00i) (1,000 1,00¢ — — — —
Employee stock based

compensatiol 516,66 517 154,48 — — — 155,00(
Net loss for the nine months

ended December 31, 201 — — — — — (3,076,01) (3,076,01)

Balance, December 31, 201 57,198,16 $ 57,19¢ $26,715,33 (1,000,00) $ (1,000 $(17,673,27) $ 9,098,26:

The accompanying notes are an integral part obthesudited condensed financial statements.




NOTE 1— ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTINS POLICIES

Organization and Business

Scio Diamond Technology Corporation (referred teefreas the “Company”, “we”, “us” or “our'yvas incorporated under the law:
the State of Nevada as Krossbow Holding Corp. grié®aeber 17, 2009. The Company’s focus is on manendgamond technology
development and commercialization.

Going Concern

The Company has generated little revenue to dateamnsequently its operations are subject to skkrinherent in the establishment
and commercial launch of a new business enterprise.

These factors raise substantial doubt about thep@owis ability to continue as a going concern. Mpamaent has responded to these
circumstances by taking the following actions:

o Successfully raised $4 million in investment in @empany in the form of private placements of comrsloares to accredited
investors and secured debt. Funds have been u$eddt@urrent operations anc-finance higher interest rate secured d

« Established a joint venture with Renaissance Diatapimc. focused on the creation of recipes andqutores to develop,
market, and sell le-grown fanc-colored diamonds

» Continued to focus efforts on new business devessyrapportunities to generate revenues and diyeosif customer base; and

« Enhanced efforts on optimizing production for erigtmanufacturing capabilities.

In the opinion of management, these actions haea befficient to provide the Company with the ligjty it needs to meet its
obligations and continue as a going concern. Tbhanebe no assurance, however, that the Companguweitlessfully implement all of these
plans. The financial statements do not includeadjystments that might be necessary if the Comjsugable to continue as a going
concern.

Accounting Basis

The accompanying unaudited financial statementseoCompany have been prepared in accordance egthuating principles
generally accepted in the United States of AmgfiGa®AP”) for interim financial information and witthe instructions to Form 10-Q and
Rule 10-01 of Regulation S-X. Accordingly, certaformation and footnote disclosures normally imgd in financial statements prepared in
accordance with GAAP have been condensed or onptiegsliant to such rules and regulations.

In the opinion of management, the accompanying dited financial statements contain all adjustmécasisting only of normal
recurring accruals) necessary to present fairlyGbmpanys financial position as of December 31, 2014 andci&1, 2014 and the results
operations and cash flows for the three and ninetmimterim periods ended December 31, 2014 an@.2@ierim amounts have not been
audited, and the results of operations for therimti@eriods herein are not necessarily indicatif/éhe results of operations to be expected for
future periods or the year. The balance sheet atiM2il, 2014 has been derived from the auditedhiisd statements at that date but does not
include all of the information and footnotes regdiby GAAP for complete financial statements. THesncial statements should be read in
conjunction with the Company’s audited financiatsments and notes thereto included in the Forid Abnual Report of the Company for
the year ended March 31, 2014.

In accordance with Accounting Standards CodificaftASC") 323, Investments—Equity Method and Jditentures, the Company
uses the equity method of accounting for investsientorporate joint ventures for which the Comphay the ability to exercise significant
influence but does not control and is not the prim@eneficiary. Significant influence typically exs if the Company has a 20% to 50%
ownership interest in the venture unless predontiegidence to the contrary exists. Under this methibaccounting, the Company record:
proportionate share of the net earnings or losteguity method investees and a corresponding &serer decrease to the investment
balances. Cash payments to equity method investedsas additional investments, loans and advamstexpenses incurred on behalf of
investees, as well as payments from equity metheeksiees such as dividends, distributions and repais of loans and advances are
recorded as adjustments to investment balancesn\WeeCompany’s carrying value in an equity metimestee is reduced to zero, no
further losses are recorded in the Company’s fiigustatements unless the Company guaranteed tibligeof the equity method investee or
has committed additional funding. When the equigthod investee subsequently reports income, timep@ny will not record its share of
such income until it equals the amount of its slwdilesses not previously recognized. The Compamjuates its equity method investments
for impairment whenever events or changes in cigtantes indicate that the carrying amounts of sugstments may not be recoverable.




Basic and Diluted Net Loss per Share

Net loss per share is presented under two forrbatsc net loss per common share, which is compuged) the weighted average
number of common shares outstanding during thegeand diluted net loss per common share, whicbsputed using the weighted
average number of common shares outstanding, anddlghted average dilutive potential common shawmstanding, computed using the
treasury stock method. Currently, for all periodssented, diluted net loss per share is the sarbasis net loss per share as the inclusion of
weighted average shares of common stock issuable tine exercise of options and warrants would ltieddntive.

The following table summarizes the number of sé¢i@srioutstanding at each of the periods presenteith were not included in the
calculation of diluted net loss per share as timelusion would be anti-dilutive:

December 31,
2014 2013
Common stock options and warra 5,799,29! 9,338,04!

Allowance for Doubtful Accounts

An allowance for uncollectible accounts receivablmaintained for estimated losses from custonfaitire to make payment on
accounts receivable due to the Company. Managedetetmines the estimate of the allowance for uactible accounts receivable by
considering a number of factors, including: (1xdial experience, (2) aging of accounts recewalld (3) specific information obtained by
the Company on the financial condition and theeantrcredit worthiness of its customers. The Compgeas/determined that an allowance
not necessary at December 31, 2014 or March 34.201

Other Receivables

As of March 31, 2014, the Company considered aipgridsurance settlement over the actions of a Gmyupplier of $89,192 as
an other receivable. This settlement was paid dutie nine months ended December 31, 2014.

Inventories
Inventories are stated at the lower of average aostarket. The carrying value of inventory is mved and adjusted based upon
slow moving and obsolete items. Inventory costfuithe material, labor, and manufacturing overheatlaae determined by the “first-in, first-

out” (FIFO) method. The components of inventoriesas follows:

December 31 March 31,

2014 2014
Raw materials and suppli $ 104,88¢ $ 35,54
Work in proces: 19,03¢ 25,61:
Finished goods 91,27¢ 91,66:

$ 215,20 $ 152,81

The Company continues to experience selling pimesr than cost. While we did not record a loweco$t or market adjustment
during the three month period ended December 314,20e have recorded a lower of cost or marketewdtdwn of $68,722 for inventory
produced during the nine month period then ended.ompany did not record a lower of cost or mawnkée down for the three or nine
month periods ended December 31, 2013. The estimafithe total write-down involves management jueégts and assumptions including
assumptions regarding future selling price forex;abe estimated costs to complete, disposal eosts normal profit margin.

Property, Plant and Equipment

Depreciation of property, plant and equipment isa@traight line basis beginning at the time fileced in service, based on the
following estimated useful lives:

Years
Machinery and equipment 3-15
Furniture and fixture 3-10
Engineering equipmel 5-12

Leasehold improvements are depreciated over tkerl@d the remaining term of the lease or thedffthe asset (generally three to
seven years).
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Expenditures for major renewals and bettermentsekignd the useful lives of property and equipnagatcapitalized. Expenditures
for maintenance and repairs are charged to ex@snseurred.

Intangible Assets

Intangible assets, such as acquired in-procesarndsand development costs, are considered todraireefinite useful life until
such time as they are put into service at whicle tihey will be amortized on a straight-line basiesrahe shorter of their economic or legal
useful life. Management evaluates indefinite lifeangible assets for impairment on an annual lzagison an interim basis if events or
changes in circumstances between annual impairteststindicate that the asset might be impaired.drtgoing evaluation for impairment of
its indefinite life intangible assets requires #igant management estimates and judgment. Manageraeiews definite life intangible assets
for impairment whenever events or changes in cigtances indicate that the carrying amount of aetasay not be recoverable. During the
three months ended December 31, 2014, managenmaonatad assets included in IPRD and determinecctirédin projects will no longer be
pursued for further development resulting in anampent charge of $418,065 being recognized dutieghree and nine months ended
December 31, 2014. There were no impairment clatgang the three and nine months ended Decenih&@(03 3.

Fair Value Measurement

Fair value is defined as the price that would lmeired to sell an asset or paid to transfer alilfgilfain exit price) in the principal or
most advantageous market for the asset or lialilign orderly transaction between market partitipan the measurement date. The fair
value hierarchy prescribed by the accounting liteecontains three levels as follows:

Level 1— Quoted prices in active markets for idesitassets or liabilities.

Level 2— Observable inputs other than Level 1 wrisech as quoted prices for similar assets oflilialsi quoted prices in markets
that are not active; or other inputs that are olz®e or can be corroborated by observable maketfor substantially the full term of the
assets or liabilities.

Level 3— Unobservable inputs that are supportetlitthyy or no market activity and that are significdo the fair value of the assets
or liabilities. Level 3 assets and liabilities inde financial instruments whose value is determimgdg pricing models, discounted cash flow
methodologies, or similar techniques, as well agiments for which the determination of fair vafaquires significant management
judgment or estimatior

The carrying value of cash and cash equivalentsuats receivable, other assets and trade accpayéble approximates fair value
due to the short-term nature of these instruments.

Revenue Recognition

We recognize product revenue when persuasive exédefan arrangement exists, delivery of produatsdtcurred, the sales pric
fixed or determinable, and collectability is reaaloly assured. For our Company, this generally m#ésatsve recognize revenue when we or
our fabrication vendor has shipped finished prodoithe customer. Our sales terms do not allovafoght of return except for matters rela
to any manufacturing defects on our part. The Campacognizes licensing and development revenuasdnrdance with the contractual
terms of the agreements.

For product sales made by the Company to our janture partners for further value add and ultinsatle to customers, the
Company defers recognition of revenues and assacetpenses on these sales until finished goodsoldy the joint venture to its
customer.

Recent Accounting Pronouncements

In July 2013, the FASB issued ASC 2013-11, “Incora&es — Presentation of an Unrecognized Tax bewdfan a Net Operation
Loss Carryforward, a Similar Tax Loss, or a Taxdr€arryforward Exists” (“ASU 2013-11") which isapt of Accounting Standards
Cadification (*“ASC”) 740: Income Taxes. The newdaice requires an entity to present an unrecogméeblenefit and an NOL
carryforward, a similar tax loss or a tax creditrgorward on a net basis as part of a deferrecatset, unless the unrecognized tax benefit is
not available to reduce the deferred tax asset oasmt or would not be utilized for that purposetfa liability would be recognized. ASU
2013-11 is effective for annual and interim periéaisfiscal years beginning after December 15, 20t® Company adopted this new
standard for the fiscal year ended March 31, 20itbthe adoption has not had a significant impadtofinancial statements.

In May 2014, the FASB issued ASU 2014-9, “RevenoenfContracts with Customers (Topic 606)Hiis guidance requires an ent
to recognize revenue to depict the transfer of [sethgoods or services to customers in an amoahtefiects the consideration to which the
entity expects to be entitled in exchange for thgseds or services. This guidance is effectiveaforual reporting periods beginning after
December 15, 2016 and early adoption is not pezthifthe Company will adopt this standard in fisesr 2018. The Company has not yet
determined the effect, if any, that the adoptiothif standard will have on the Company’s finanpiadition or results of operations.
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There are currently no other accounting standdnaishtave been issued but not yet adopted by thep@ayrthat are expected to have
a significant impact on the Company’s financialipos, results of operations or cash flows upongiim.

NOTE 2— INTANGIBLE ASSETS

Intangible assets, such as acquired in-procesarndsand development costs, are considered todraireefinite useful life until
such time as they are put into service at whicle tihey will be amortized on a straight-line basisrahe shorter of their economic or legal
useful life.

Intangible assets consist of the following:

December 31 March 31,

Life 2014 2014
Patents, gros 6.75-19.46 $ 8,135,060 $ 8,135,06:
In-process research and development Indefinite 1,832,37 2,250,43!
9,967,43: 10,385,49
Accumulated amortization (1,725,77) (1,144,85)
Net intangible assets $ 8,241,65 $ 9,240,64

During the three months ended December 31, 201dagsment evaluated assets included in IPRD andndeisd that certain
projects will no longer be pursued for further depenent resulting in an impairment charge of $468,0

Total amortization expense for the three and nipatirs ending December 31, 2014 was $193,710 an@l $5B respectively. The
amortization expense for the three and nine mosrtlied December 31, 2013 was $193,753 and $58 1&g ctively.

Total annual amortization expense of finite livathngible assets is estimated to be as follows:

Fiscal Year Ending

Three months ending March 31, 2C $ 193,71
March 31, 201¢ 774,84
March 31, 201" 774,84
March 31, 201¢ 774,84
March 31, 201¢ 774,84
Thereaftel $ 3,116,21.

NOTE 3— NOTES PAYABLE

On June 21, 2013, the Company entered into a Igeement with Platinum Capital Partners, LP (“Rlaitn”) providing for a $1
million secured revolving line of credit that the@pany may draw on to fund working capital and otlwporate purposes. Borrowings
under the loan agreement accrued interest at tbefd 8% per annum, payable monthly on or befoeddst calendar day of each month, and
a service charge of 3% applies to late paymenke |dan agreement provided for payment of an acoashation fee of up to 10% of the
commitment amount, and payment of a monthly callteonitoring fee of $2,000 per month for thetfgsx months and $1,000 per month
for the last six months of the term of the loaneaggnent. The loan agreement contained a numbestfations on the Company’s business,
including restrictions on its ability to merge,Isedsets, create or incur liens on assets, makihdisons to its shareholders and sell, purchase
or lease real or personal property or other assetguipment. The loan agreement also contairf@dhative covenants and events of defa
The Company may prepay borrowings without premiurpemalty upon notice to Platinum as provided mltdan agreement. Under a
security agreement entered into in connection thighloan agreement, the Company granted Platinfirstgriority security interest in the
Company’s inventory, equipment, accounts and ailgats to payments and intangibles as securityiferoan.

On October 11, 2013, the Company entered intost Amendment to Loan Agreement (the “First Amendtemwhich amended tr
Original Loan Agreement (as amended by the FirseAdment, the “Amended Loan Agreement”) to provioleain additional $500,000 of
borrowing capacity (the “Additional Loan” and, taer with the original Loan, the “Loan”) under th& million secured revolving line of
credit established under the Original Loan Agreemm®n October 11, 2013, $280,750 was drawn on igitdnal Loan, $30,750 of which
was retained by Platinum to cover applicable fBesrowings accrued interest at the rate of 18%apeum, payable monthly on or before the
last calendar day of each month. An interest resef\$133,500 was set aside from the proceedsoAdiditional Loan to make required
payments of interest, provided that interest bitie¢the Company was first be deducted from a $3rB6erve established under the Original
Note for payments of interest on the Original Notetil that reserve was exhausted. The Amended Lgmeement provided for payment
an accommodation fee of $25,000 and a closing f&8,250, the amounts of which were retained byiflan out of amounts drawn on the
Additional Loan on October 11, 2013. Under term¢hefFirst Amendment, the Company may prepay bangswvithout premium or penal
upon notice to Platinum. The Loan is secured bycaisty agreement, under which the Company graiRtatinum first priority security
interest in the Company’s inventory, equipmentoats and other rights to payments and intangémesecurity for the Loan. The Additional
Loan provided for monthly interest payments comnran&lovember 2013.
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On October 16, 2014, the Company entered into argfedmendment to Loan Agreement (“Amendment No.v@th Platinum to its
existing loan agreement dated as of June 21, 2@b3Rlatinum, as modified by the First Amendmentt@n Agreement dated as of October
11, 2013. Under the terms of Amendment No. 2, Rlati, among other things, consolidated the Compairgdit facilities into one
$1,500,000 note and deferred $63,619 of interestwias due and payable on September 30, 2014 thleoan Agreement until December
19, 2014. The Company also executed two new pramyjis®tes concurrently with Amendment No. 2: (Revolving Promissory Note dated
as of October 17, 2014 in the principal amount680,000 in favor of Platinum (the “New RevolviRgomissory Note”)which replaced th
Company’s Promissory Note dated as of June 21,,261Be principal amount of $1,000,000 in favoiRdatinum, and the Company’s
Promissory Note dated as of October 11, 2013,amtincipal amount of $500,000 in favor of Platinuand (ii) a Deferred Interest
Promissory Note dated as of September 30, 201theiprincipal amount of $63,619 in favor of Platim{the “Deferred Interest Promissory
Note”). The New Revolving Promissory Note had a maturitiedd June 30, 2015 and interest on the outstarglinmgipal accrued at a rate
18% per annum, compounded annually. The Deferrexidst Promissory Note had a maturity date of Déegrh9, 2014 and interest on the
outstanding principal accrued at a rate of 18%ape&ium, compounded annually. The loan agreemenaic@at a number of restrictions on the
Company’s business, including restrictions on [iifitst to merge, sell assets, create or incur liensissets, make distributions to its
shareholders and sell, purchase or lease reaksome property or other assets or equipment. |dére agreement also contains affirmative
covenants and events of default. The Company duaNe prepaid borrowings without premium or penafign notice to Platinum as
provided in the loan agreement. Under a secugtgement entered into in connection with the logre@ament, the Company granted
Platinum a first priority security interest in tB@mpany’s inventory, equipment, accounts and aigbts to payments and intangibles as
security for the loan.

On December 16, 2014 the Company entered into a Bgaecement (the “HGI Loan Agreement”) and a Sdgukgreement (the
“HGI Security Agreement”) with Heritage Gemstoneéstors, LLC (“HGI”) providing for a $2,000,000 seed non-revolving line of credit
(the “HGI Loan”). The HGI Loan, which is represeshtsy a Promissory Note dated as of December 15} gb# “HGI Note”), matures on
December 15, 2017. Borrowings accrue interesteatate of 7.25% per annum and the Company intendske monthly interest payments.
On December 18, 2014, $2,000,000 was drawn on €ileLldan. The Company utilized funds drawn on thel H@an to repay its existing
indebtedness to Platinum and to continue to fumdrigoing operations. The HGI Loan Agreement castainumber of restrictions on the
Company’s business, including restrictions on lifityg to merge, sell assets, create or incur liensassets, make distributions to its
stockholders and sell, purchase or lease realrsppal property or other assets or equipment. TBeltban Agreement contains standard
provisions relating to a default and acceleratibthe Company’s payment obligations thereunder uperoccurrence of an event of default,
which includes, among other things, the failur@ay principal, interest, fees or other amounts plyander the agreement when due; failure
to comply with specified agreements, covenantstigations; cross-default with other indebtedndiss;making of any material false
representation or warranty; commencement of bagyupr other insolvency proceedings by or agaimst@ompany; and failure by the
Company to maintain a book net worth of at leasd $dillion at all times. The Company’s obligatiansder the HGI Loan Agreement are not
guaranteed by any other party. The Company mayagrbprrowings without premium or penalty upon netic HGI as provided in the HGI
Loan Agreement. The HGI Loan Agreement requiresbmpany to enter into the HGI Security Agreeméimider the HGI Security
Agreement, the Company grants HGI a first priosiégurity interest in the Company’s inventory, equiimt, accounts and other rights to
payments and intangibles as security for the HGIr.o

Also on December 16, 2014, the Company enterediimtagreement for the Sale and Lease of Growers'@Glower Sale-Lease
Agreement”) with HGI. Pursuant to the Grower Sakate Agreement, the Company agreed to a sale-&Asalyangement for certain
diamond growers produced by the Company duringeire of the Grower Sale-Leaseback Agreement by lwthie Company will sell
diamond growers to HGI and then lease the growack irom HGI. The direct profit margin generateaifrthe growers will be split between
the Company and HGI in accordance with the Grovede-Eease Agreement. The Grower Sale-Lease Agreamguaires the Company to
operate and service the growers, and requires blGpfit certain existing growers and to make apihprovements to the new growers
under certain circumstances. The Company will hbsee the right to repurchase the leased growens tigooccurrence of certain events.
There was no activity under this Grower Sale-Leaskl®\greement through December 31, 2014.

NOTE 4— CAPITAL STOCK

The authorized capital of the Company is 75,000@8f@mon shares with a par value of $ 0.001 pereshar
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At the request of the then Board of Directors, @fmenpany entered into an agreement, effective A;il2014, with Mr. Joseph
Cunningham to provide consulting services to thea@any. Under this agreement, the Company agreprbtade Mr. Cunningham $4,000
and 20,000 shares of common stock per month inaggehfor his professional services to the Comp@hig contract expired in August 20:
During the nine months ended December 31, 2014Ctmepany issued 80,000 shares to Mr. Cunninghamsd bhares were valued at an
average of $0.43 per share based on the closiogsof the shares on the dates of grant and thep&woynrecognized $34,200 in professional
and consulting fee expense for these shares dtimingine months ended December 31, 2014.

On July 15, 2014, the Board of Directors approvedissuance and sale of up to 2,000,000 sharemwohon stock to accredited
investors at a price of $0.30. On September 254 2t Board agreed to increase the size of theginff up to 6,666,667 shares to raise up to
$2,000,000. The Company completed the offering endbnber 23, 2014 and issued 6,666,664 shares ohoprstock, at a price of $0.30 per
share, for total cash proceeds of $2,000,000.

On October 30, 2014, the Board of Directors appidbe issuance of 50,000 shares to Bradley Robbttte $15,000 of liabilities
for services rendered to the Company. Also ondhts, the Board approved the issuance of 95,522slo& stock to an affiliate of our
landlord to settle $28,657 of outstanding rentilisds. The shares issued in each of these traisscwere valued at $0.30 per share.

The Company had 57,198,166 shares of common sisakd and outstanding as of December 31, 2014ichvif000,000 were he
in treasury.

The Company had 5,566,795 warrants outstandingawtieighted average exercise price of $1.53 peesmof December 31,
2014. No warrants were issued in the nine montds@ecember 31, 2014.

NOTE 5— SHARE-BASED COMPENSATION

The Company currently has one equity-based compiengalan under which stock-based compensation dswaain be granted to
directors, officers, employees and consultantsigiog bona fide services to or for the Company. Toenpany’s 2012 Share Incentive Plan
was adopted on May 7, 2012 (the “2012 Share Ineemlan” or “Plan”) and allows the Company to issipeto 5,000,000 shares of its
common stock pursuant to awards granted under@h2 3hare Incentive Plan. The Plan permits thetigiuof stock options, stock
appreciation rights, restricted or unrestrictedktawards, phantom stock, performance awards, atbek-based awards, or any combination
of the foregoing. The only awards that have besundd under the Plan are stock options. Becaudeldéinehas not been approved by our
shareholders, all such stock option awards arequatified stock options.

The Company did not issue any options during theetimonths ended December 31, 2014.

The following sets forth the options to purchasarek of the Company'’s stock issued and outstaradiraf December 31, 2014:
Weightec- Weighted-Average

Average Exercisi Remaining
Options Shares Price Contractual Term
Options Outstanding March 31, 20 4,342,501 $ 0.77 1.7¢
Grantec — — —
Exercisec — — —
Expired/cancelled (4,110,00i) 0.7¢ —
Options Outstanding December 31, 2014 232,500 $ 0.3 1.7¢
Exercisable at December 31, 2014 23,12t $ 0.4¢4 1.4

A summary of the status of narested shares as of December 31, 2014 and changdeg the nine months ended December 31,
is presented below:

Weighted Average

Grant-Date
Non-vested Share: Shares Fair Value
Non-vested at March 31, 20: 2,414,79. $ 0.4¢
Grantec — —
Vested (222,000 0.4z
Expired/cancelled: non-vested (2,083,41) 0.5C
Non-vested at December 31, 2014 209,37 $ 0.21
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The following table summarizes information abowick&toptions outstanding by price as of Decembef814:

Options Outstanding Options Exercisable
Weighted Average¢
Remaining
Number Contractual Life ~ Weighted Average Number of Weighted Average
Exercise Price Outstanding (years) Exercise Price Shares Exercise Price

$ 0.8C 7,50( 05z $ 0.8C 5500 $ 0.8C
$ 0.3t 225,00( 1.7: 0.3< 17,62t 0.3:
232,50( 1.7C $ 0.3 23,12t $ 0.44

The Company initially issued options with exergisiees of $0.70 or $0.80 per share which were tieeg of recent equity capital
investment. However, in December 2012, the Compketyded to change the exercise price policy byzuig the stock market closing price
on the day that the options were granted by ourd@o&Directors. All subsequent exercise pricesehlamen determined in this manner.

The intrinsic value of options outstanding at DebenB1, 2014 and March 31, 2014 was $129,000 ante$pectively.

The non-vested options outstanding vest basedeo@dmpany meeting various operating metrics and ftaw targets. The
Company estimates the fair value of options grantethe grant date utilizing the Black-Scholes @ptinodel. For the nine months ended
December 31, 2014 and 2013, the Company recogfizeed $193,150, respectively, as compensationfaosptions issued, and recorded
related deferred tax asset of $0 for all periods.

At December 31, 2014, unrecognized compensationretzéed to non-vested awards was $44,529. Thasis@xpected to be
recognized over a weighted average period of 1e&2sy

NOTE 6— RELATED PARTIES

During the three months ended December 31, 2014 dioectors of the Company participated in the @any’s private placement
stock offering. Karl Leaverton purchased 333,33%eh for $100,000, Bruce Likly purchased 375,0@0ehfor $112,500, Lewis Smoak
purchased 333,333 shares for $100,000, and Benditdikpurchased 158,333 shares for $47,500.

NOTE 7— LITIGATION

On October 15, 2013, plaintiff Mark P. SennottTasstee of the Sennott Family Charitable Trustg(iSott”) filed a complaint
derivatively, on behalf of ADI, in the United StdtBistrict Court for the District of South Carolin@gainst Edward S. Adams (our then
Chairman), Michael R. Monahan (a former membehef@ompany’s Board of Directors), the law firm alans Monahan, LLP,

Loblolly, Inc., which was formerly known as Sciodbiond Technology Corporation, and the Companyédctilely, “Sennott Defendants”).
This derivative complaint on ADI’s behalf (the “Aerivative Complaint”) alleges claims for breadtiduciary duty, constructive fraud
and unjust enrichment.

The ADI Derivative Complaint was effectively settlen June 23, 2014 when the Company entered isétti@ment agreement (the
“Settlement Agreement”) by and among Edward S. Aslavfichael R. Monahan, Gerald McGuire, James KBrage Likly, Theodorus
Strous, and Robert C. Linares, their present astigféiliates, such as Apollo Diamond, Inc., Apodiamond Gemstone Corporation, Adams
Monahan LLP, Focus Capital Group, Inc. and Oak RiBlzpancial Services Group, Inc., family members sppouses (the “Adams Group”),
and Thomas P. Hartness, Kristoffer Mack, Paul Rapéllen R. Bailey, Marsha C. Bailey, Kenneth L.i8mBernard M. McPheely, James
Carroll, Robert M. Daisley, Ben Wolkowitz, Craigddvn, Ronnie Kobrovsky, Lewis Smoak, Brian McPhed&hark P. Sennott, the Sennott
Family Charitable Trust, and their affiliates (ft&ave Scio Group”), pursuant to which the Compamy the Save Scio Group settled the
previously pending consent contest for the eleabiodirectors. Pursuant to the Settlement Agreepemiune 23, 2014, Messrs. Adams,
Strous, Linares and McGuire resigned as directifestive immediately; the Board expanded the sizéhe Board to 7 directors and appoir
Messrs. McPheely, Wolkowitz, Smoak and Leavertbe (Save Scio Nominees”) to fill all but one of tfessulting vacancies. In addition, the
Company agreed to nominate each of Messrs. KorrLihd(the “Adams Group Nominees”) and the Savé3d¢ominees for election to the
Board at the Company’s 2014 annual meeting of $tolclers. Pursuant to the Settlement Agreementittaens Group and the Save Scio
Group must vote their shares of Common Stock ferotiner’'s nominees for the next three years, atichlsb have replacement rights in the
event these nominees are unable to serve as dsecto

As of February 10, 2015, the parties to the ADIilzive Complaint are waiting for the United StaRdstrict Court to issue an order
approving the dismissal of the litigation.
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On May 16, 2014 the Company received a subpoenaddsy the SEC ordering the provision of documantsrelated information
concerning various corporate transactions betweeiCbmpany and its predecessors and other persdrentities. The Company continues
to cooperate with this inquiry.

The Company recognizes legal fees for litigatiothay are incurred as professional and consulteg.fThe Company then submits
the expenses to our insurance carrier for reiminvesé under our insurance policy. During the threatins ended December 31, 2014, our
insurance carrier did not make any payments relat@dior period legal expenses. For the nine moetided December 31, 2014, our
insurance carrier paid $168,015 for past legal fiema the prior fiscal year. This payment is re@ads a reduction to professional fees du
the nine months ending December 31, 2014.

The Company reached an agreement with a former $egaces provider that allowed the Company ttleseutstanding past legal
fees from prior fiscal years. This settlement o8%#%53 was recorded as forgiveness of legal aceqayable during the three and nine
months ending December 31, 2014.

NOTE 8— INVESTMENT IN JOINT VENTURE

On December 18, 2014 the Company entered intoranggment with Renaissance Diamonds, Inc. (“Reaatss)) through the
execution of a limited liability company agreeméhe “LLC Agreement”of Renaissance Created Diamond Company, LLC, adadimitec
liability company (“RCDC"), pursuant to which thee@pany and Renaissance are 50% members of RCDC.

The LLC Agreement provides that RCDC is a managanaged limited liability company, and each of tlerpany and
Renaissance will appoint one manager, with both sa@nagers appointing a third manager. The masagémanage the day-to-day
operations of RCDC, subject to certain customamytéitions on managerial actions that require theseat of the Company and Renaissance,
including but not limited to making or guaranteelagns, distributing cash or other property tortembers of RCDC, entering into affiliate
transactions, amending or modifying limited liatyilcompany organizational documents, and enterit@rajor corporate events, such as a
merger, acquisition or asset sale.

The arrangement was entered into in order to fatélithe development of procedures and recipesifiarto market and sell, lab-
grown fancy-colored diamonds. Pursuant to the lAgZeement, the arrangement will last three yearess terminated earlier, with the
option to automatically renew for additional twoaygeriods.

The Company made an initial $1,000 investment ilbR@nd was granted a 50% equity stake. RCDC hasghieof first refusal to
purchase diamond gemstones from the Company, imgudugh diamond preforms or processed stonesaiRsance may sell seed stock to
RCDC for production by the Company. RCDC will puase rough gemstones produced by the Companyh fimésrough gemstones and, in
turn, sell the finished stones to various retaitard other participants in the market for gemstor®sfits generated by RCDC's operations
will be distributed between the Company and Reaaiss according to the terms of the LLC Agreement.

Through December 31, 2014 the operations of RCD«@ baen focused on the development and proceskidigroond material into
finished Gemstone material. RCDC has had limitéessef finished goods to its customers through Dewer 31, 2014. Through December
31, 2014, the Company has sold product to RCDCeebhi $69,050. The Company defers recognitionvd#maes and expenses on these !
to RCDC until finished goods are sold by RCDC. Adember 31, 2014, the Company has deferred $6bfa€venue and $55,739 of
expenses related to our sales to RCDC. The Comguatigipates recognizing this revenue as RCDC #aitaigh its inventory.

The Company anticipates accounting for RCDC utitizihe equity method of accounting. Based on tlveldemental stage of
RCDC and lack of detailed financial informationrDcember 31, 2014, the Company has not recognizaega@tion of income or losses from
RCDC in its financial statements.

END NOTESTO FINANCIALS
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ITEM 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF
OPERATIONS

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STAT EMENTS

Information included in this Quarterly Report Fot®Q contains forward-looking statements that oefibe views of the
management of the Company with respect to certdurd events. Forward-looking statements made bpystock issuers such as the
Company are excluded from the safe harbor in Se@id= of the Securities Exchange Act of 1934. Wardsh as “expects,” “should,” “may,”
“will,” “believes,” “anticipates,” “intends,” “plas,” “seeks,” “estimates” and similar expressionsariations of such words, and negatives
thereof, are intended to identify forward-lookingtements, but are not the exclusive means ofifgerg forward-looking statements in this
report. These forward-looking statements are basessumptions that may be incorrect, and therdear assurance that matters
anticipated in our forward-looking statements wdime to pass.

Forward-looking statements are subject to ceraksrand uncertainties which could cause actualte® differ materially from
those anticipated. Such risk and uncertaintiesides] but are not limited to (1) the Company hasgeoierated substantial revenues and he
generated positive operating cash flow, and asultrdaces a high risk of business failure, (2 @ompany’s lack of diversification and
dependence on material customers increases ttseassiociated with the Company’s business and astiment in the Company, and the
Company’s financial condition may deteriorate rapitlit fails to succeed in developing the Companlyusiness and expanding its customer
base, (3) the Company may not effectively exeduteGompany’s business plan or manage the Comppotéstial future business
development, (4) the Company may expend a subatamiount of time and monetary resources in comeetith the SECS recent subpoe
and ongoing investigation, potential inquiriesegdl actions in connection with the Company’s fjirwith the SEC or otherwise, which may
impair the Company'’s ability to operate its bustesraise capital if necessary, (5) the Comparsyhaal significant turnover in senior
management and may not be able to retain or akkegctmanagement personnel to manage the Compdapamatory scientists to carry out
the Company’s business operations, which could hawvaterial adverse effect on the Company’s busjr(€3 the market for lab-grown
diamond may not develop as anticipated, (7) cortipaetmay adversely affect our business, (8) the @amy’s business could be impaired i
fails to comply with applicable regulations, andl §8ch other risks and uncertainties as have bisetoded or are hereafter disclosed from
time to time in the Company’s filings with the SEEgluding, without limitation, those described endRisk Factors set forth in Part I, Iltem
1A of the Company’s Form 10-K for the fiscal yeaded March 31, 2014.

You are cautioned not to place undue reliance ondad-looking statements. You are also urged teeve\and consider carefully the
various disclosures made in the Company’s othieigil with the SEC, including any amendments toeHdimgs. Except as may be required
by applicable laws, the Company undertakes no atitig to update publicly any forward-looking statmts for any reason, even if new
information becomes available or other events otthre future.

GENERAL
Corporate History

We were incorporated on September 17, 2009 in téte $f Nevada under the name Krossbow Holdingp@ation (“Krossbow”).
Krossbow did not implement its original businessnpdnd decided to acquire existing technology &k $e efficiently and effectively produce
man-made diamond. In connection with this chandausiness purpose, Krossbow changed its name toC8amond Technology
Corporation to reflect its new business direction.

On August 5, 2011, Edward S. Adams and Michael Bndhan acquired control of the Company througiptivehase of shares of
the Company’s issued and outstanding common stock Jason Kropp, Krossbow's sole director and etreewfficer at that time.
Messrs. Monahan and Adams served on the CompammgedBf Directors until their resignations form eard on June 30, 2013, and June
23, 2014, respectively. Additionally, on Augus2B]11, the Company executed an Asset Purchase Agregemith another privately-held
Nevada corporation that also had the n*Scio Diamond Technology Corporation” (“Private 89i Under the terms of the Asset Purchase
Agreement, the Company purchased the name “Scim@id Technology Corporation” and acquired othentsgrom Private Scio for
13,000,000 newly issued shares of common stockeo€Company.

On August 31, 2011, the Company acquired certaata®f Apollo Diamond, Inc. (“ADI”) (the “ADI AsgdPurchase”), consisting
primarily of diamond growing machines and intelledtproperty related thereto, for which the Comppaig ADI an aggregate of $2,000,0
In connection with the ADI Asset Purchase, the Canypalso agreed to provide certain current and éoistockholders of ADI qualifying as
accredited investors the opportunity to acquiréaugpproximately 16 million shares of common stotkhe Company for $0.01 per share |
“ADI Offering”).

On June 5, 2012, the Company acquired substantithltf the assets of Apollo Diamond Gemstone Crafon (“ADGC”) (the
“ADGC Asset Purchase”), consisting primarily of igltown diamond gemstone-related know-how, inventangd various intellectual
property, in exchange for $100,000 in cash anafportunity for certain current and former stocktesk of ADGC qualifying as accredited
investors to acquire up to approximately 1 millairares of common stock of the Company for $0.0%pare (the “ADGC Offering”) with
the intent that ADI Offering be conducted substhticoncurrently with the ADGC Offering (collectly, the “ADI/ADGC Offering”).
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In December 2011, the Company began a build-oiis @reenville, South Carolina production facili§onstruction was largely
completed in March 2012 and equipment was movead #®I’s former facility in Massachusetts to Southr@lina over the first calendar
quarter of 2012. The Company began initial produrctvith ten diamond growing machines in July 2024@r initial production was focused
on industrial cutting tool products supplied taregte customer. Since March 2013, the Company kparaled its product focus to include
gemstone diamond material.

On September 16, 2013, the Company entered irtdesof agreements with SAAMABA, LLC and S21 Reskadoldings (the
“Grace Rich Agreements”) to form a joint venturéhwoperations in the People’s Republic of Chindéploy 100 Scio designed diamond
growing machines. The agreements allow for the esioa of the joint venture to 400 machines. UntlerGrace Rich Agreements, the
Company has agreed to license its proprietary wolyy for the manufacture of diamond gemstoneggoéed upon specifications. In
exchange for the license, the Company will recéoensing and development revenue and a 30% owipepsisition in the joint venture. In
addition to the licensed technology, the Grace Rigleements include obligations for the Companprtwvide and be compensated for
technology consulting services to the joint ventorsupport the start-up of operations. The Compsumpt required to make any on-going
funding contributions to the joint venture anddtgnership stake cannot be reduced from 30%.

On December 16, 2014, the Company entered intgerement for the Sale and Lease of Growers (theW@r Sale-Lease
Agreement”) with Heritage Gemstone Investors, LEEBGI”). Pursuant to the Grower Sale-Lease Agreemtire Company agreed to a sale-
leaseback arrangement for certain diamond groweduged by the Company during the term of the Grd®ade-Leaseback Agreement by
which the Company will sell diamond growers to HaBU then lease the growers back from HGI. The tpexfit margin generated from the
growers will be split between the Company and HGadcordance with the Grower Sale-Lease AgreeribdetGrower Sale-Lease
Agreement requires the Company to operate andcsgetivé growers, and requires HGI to up-fit certadisting growers and to make capital
improvements to the new growers under certain nistances. The Company will also have the righepurchase the leased growers upon
the occurrence of certain events.

On December 18, 2014 entered into an arrangemémtRe@naissance Diamonds, Inc. (“Renaissance”)iag&enaissance Created
Diamond Company, LLC (“RCDC"). The Company and Resance are 50% members of RCDC. The arrangemen¢ntared into in order
to facilitate the development of procedures angpecfor, and to market and sell, lab-grown faneilered diamonds. RCDC will purchase
rough diamond material from the Company and proaessfinish the material into finished gemstonessfile to various retailers and other
participants in the market for gemstones. Profiisegated by RCDC's operations will be distributeteen the Company and Renaissance
according to the terms of the LLC Agreement.

Business Overview

The Company’s primary mission is the developmergrofitable and sustainable commercial productibitsodiamond materials,
which are suitable for known, emerging and anti@gandustrial, technology and consumer applicatidie Company intends to pursue
progressive development of its core diamond mdsstéghnologies and related intellectual propergt the Company hopes will evolve into
product opportunities across various applicatid¥s.believe these opportunities may be monetizedgh@ combination of end product sa
joint ventures and licensing arrangements withdtparties, and through continued development eflexttual property. Anticipate
application opportunities for the Company’s diamomaterials include the following: precision cuttidgvices, diamond gemstone jewelry,
power switches, semiconductor processors, optoeldcs, geosciences, water purification, and MRI ather medical science technology.

While the Company product offering continues tdude industrial products, as of December 31, 20datly all of the Company’s
production capacity is being sold as gemstone niadgeAs of December 31, 2014, we had generate26$2/61 in net revenue since incep
from sales of our diamond materials and licensihgus technology. To date, over 60% of our prochas been sold overseas and 100% of
these sales have been to external customers. VWeteogntinued development of an international mafideeour diamond materials.
RESULTS OF OPERATIONS
Three Month Period Ended December 31, 2014 Compared to the Three Month Period Ended December 31, 2013

During the three months ended December 31, 2014egaded net revenue of $109,358, compared to,$383n net revenue

during the three months ended December 31, 2018d€brease in revenue is due to no licensing re@gbeing recorded in the three months
ended December 31, 2014 versus $250,000 recogimizkd prior period.
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Cost of goods sold was $495,410 for the three nsoatlded December 31, 2014 versus $513,145 fohtbe thonths ended
December 31, 2013. Cost of goods sold includestined indirect labor costs of $86,247 during tire¢ months ended December 31, 2014
and $134,465 during the three months ended DeceBih@013. Depreciation expense of $150,448 an@ 298 was recorded in cost of
goods sold during the three months ended Decenthe@034 and 2013, respectively. The overall sldgtdrease in cost of goods sold was
to reductions in employee expenses from reduceddoemt and depreciation offset by higher propeakes on manufacturing equipment
included in cost of goods sold during the three theended December 31, 2014 versus the three mentlesl December 31, 2013.

Professional and consulting fees were $142,699 aoedpto $104,131 for the three months ended Deae®ih014 and 2013,
respectively. This increase is largely due to iaseal legal expenses resulting from our annual kbller meeting, debt refinancing and new
joint venture. Salary and benefit expenses receghis general and administrative expenses werg@2a@nd $186,967 for the three mor
ended December 31, 2014 and 2013, respectivelg.dddrease of $59,299 is the result of reduced ensgtion expenses for non-production
related employees.

During the three months ended December 31, 201dagsment evaluated assets included in IPRD andndeisd that certain
projects will no longer be pursued for further depenent resulting in an impairment charge of $448,6ecognized during the period. There
were no impairment charges during the three moerided December 31, 2013.

The Company reached an agreement with a former $egaces provider that allowed the Company ttlesetutstanding past legal
fees from prior fiscal years. This settlement o8%453 was recorded as forgiveness of legal aceqaytable during the three months ending
December 31, 2014.

The other components of our general and adminigtrakpenses were relatively consistent betweethtfee months ended
December 31, 2014 and 2013. Rent, equipment leabtaailities expenses were $36,772 and $37,1@peaively; marketing costs were
$13,198 and $15,300, respectively; depreciationaandrtization expenses were $199,931 and $200r64Bectively; and corporate general
and administrative expenses were $100,334 and 326,@spectively.

We have continued to generate limited revenuefsebbur expenses, and so we have incurred netdo€air net loss for three
month period ended December 31, 2014 was $1,319:28ipared to a net loss of $865,235 during theetimonths ended December 31,
2013. Our net loss per share for the three monibgeended December 31, 2014 and 2013 was $(pedBhare. The weighted average
number of shares outstanding was 53,701,988 a2$5312, respectively, for the three month perieided December 31, 2014 and 2013.

Nine Month Period Ended December 31, 2014 Compared to the Nine Month Period Ended December 31, 2013

During the nine months ended December 31, 2014ew@ded net revenue of $667,672, compared to $899n net revenue durir
the nine months ended December 31, 2013. Revermeaded even though the Company received $3750@@nsing fees from the Grace
Rich joint venture during the nine months endedebaizer 31, 2014, while we received $250,000 in tiwr period. Product revenues for the
nine months ended December 31, 2014 were $292 &8Rv $589,129 in the prior period due to reducedyct sales and lower product
prices during the nine months ended December 314.20

Cost of goods sold was $1,277,178 for the nine hwahded December 31, 2014 versus $1,740,932€aritle months ended
December 31, 2013. Cost of goods sold includestdined indirect labor costs of $306,533 duringritme months ended December 31, 2014
and $471,333 during the nine months ended Dece81he013. Depreciation expense of $451,194 and,8648vas recorded in cost of
goods sold during the nine months ended Decemhe2@®# and 2013, respectively. The overall decre@msest of goods sold was due to
reduced product sales, reduced depreciation anerl@albor expenses from reduced headcount includedst of goods sold during the nine
months ended December 31, 2014 versus the ninehsientied December 31, 2013.

We incurred a net amount of $309,695 in professiand consulting fees during the nine months eridecember 31, 2014. This
amount includes reductions of $343,556 relatetiéareversal of expenses from the Settlement Agregrard a reduction of $168,015 for
payments made for legal fees from the prior fige@r by our insurance carrier. Without these adjests, professional and consulting fees
were $821,266 compared to $1,097,030 for the nioeths ended December 31, 2013. This reductiongeladue to reduced legal fees.
Salary and benefit expenses recognized as gematadaministrative expenses were $688,368 and $632idring the nine months ended
December 31, 2014 and 2013, respectively. Thisase of $79,963 is the result of the Company razogn$305,077 in executive severance
offset by reductions in compensation expense duhiagiine months December 31, 2014 versus themaorghs ended December 31, 2013.

During the nine months ended December 31, 2014agenent evaluated assets included in IPRD andndigied that certain

projects will no longer be pursued for further depenent resulting in an impairment charge of $448,6ecognized during the period. There
were no impairment charges during the nine montliee December 31, 2013.

19




The Company reached an agreement with a former $egaces provider that allowed the Company ttlesetutstanding past legal
fees from prior fiscal years. This settlement c8%$453 was recorded as forgiveness of legal aceqaytable during the nine months ending
December 31, 2014.

The other components of our general and adminigtrakpenses were relatively consistent betweemithemonths ended
December 31, 2014 and 2013. Rent, equipment lgabtaailities expenses were $108,803 and $11284pectively; marketing costs were
$32,065 and $41,716, respectively; depreciationaandrtization expenses were $600,179 and $599r84pectively; and corporate general
and administrative expenses were $282,593 and @282respectively.

We have continued to generate limited revenuefsebbur expenses, and so we have incurred netdo€air net loss for nine month
period ended December 31, 2014 was $3,076,011, a@upo a net loss of $3,750,006 during the ninathmended December 31, 2013.
net loss per share for the nine month period emmber 31, 2014 was $(0.06) per share, compar@adét loss per share of $(0.08) for
nine months ended December 31, 2013. The weightedhge number of share s outstanding was 51,705,894 @9,303,267, respectively, for
the nine month periods ended December 31, 2012@18.

FINANCIAL CONDITION

At December 31, 2014, we had total assets of $B82328, compared to total assets of $12,850,13%atii31, 2014. We had cash
of $1,090,858 at December 31, 2014 compared to @iadth7,987 at March 31, 2014.

Total liabilities at December 31, 2014 were $3,2383, compared to total liabilities of $2,920,72Matrch 31, 2014. Total liabilities
at December 31, 2014 were comprised primarily cbaots payable, accrued expenses, customer depnditsotes payables. The increase in
total liabilities is primarily due to increasesdnr notes payable.

The Company had positive working capital (defineatarrent assets less current liabilities) of $846,at December 31, 2014 versus
negative working capital of $(2,402,369) at Mardh 3014. This increase in working capital resuftedh the Company’s successful equity
capital raise and refinancing of its short-termesgtayable to long-term notes payable during the months ended December 31, 2014.

Total shareholders’ equity was $9,098,263 at Deeer8lh, 2014, compared to $9,929,417 at March 314 28hareholders’ equity
decreased $831,154 during the period due to ouatipg net loss offset by additional paid in calpitam the sales of common stock and
stock issued in exchange for services and othiititias.

CASH FLOWS
Operating Activities

We have not generated positive cash flows fromatpeg activities. For the nine months ended Deceriike2014, net cash flows
used in operating activities were $(1,518,062) carag to $(1,123,889) for nine months ended Dece®be?013. The net cash flow used in
operating activities for the nine months ended Ddzer 31, 2014 consists primarily of a net loss(@{®&76,011) offset by depreciation and
amortization of $1,111,209, loss on impairmenteprocess research and development of $418,068negdfor stock based compensation
and stock issued in exchange for services of $089,javentory writedowns of $68,722, a decrease in other receivalhl$8%192, decreas:
in accounts payable and customer deposits of $28 118t increases in other current assets of $23), and a net increase in accrued
expenses, deferred revenues and other liabilifi$s ©4,002.

Investing Activities

For the nine month periods ended December 31, 88d42013, net cash flows used in investing acigitvere $27,007, and
$30,486, respectively. These amounts consist gbtinehase of property, plant and equipment and ewalybe for both periods since continue
operations has not required substantial additioagital investment.
Financing Activities

We have financed our operations primarily throughissuance of equity and debt securities. Fonitiee month periods ended
December 31, 2014 and 2013, we generated $2,58@r8#181,090,129, respectively, from financing atiés. The $2,587,940 generated

during the nine months ended December 31, 2014sept the net proceeds from our notes payablearefing and the equity offering offset
by finance charges paid on our note payable.
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LIQUIDITY AND CAPITAL RESOURCES

We estimate that existing cash of $1,090,858 &egkmber 31, 2014, and the estimated revenuesagjeddrom the RCDC
agreement, will be adequate to meet our currengatibns and fund our operations through our cish break even. In addition, we
anticipate that this cash on hand and expectecitipral cash flows will be adequate to fund operetiover the next twelve months. The
timing of sales and the related cash collectiordeuthe RCDC agreement may not occur in accordaitbeour estimates and therefore we
may need to raise additional capital. The Compamyarket opportunities continue to grow. We maydrteeraise additional funding if grow
opportunities exceed our current projections. ABe€ember 31, 2014, we had no additional linegedit or other bank financing
arrangements other than as described above. Ggneralhave financed operations through DecembgePB14 using the proceeds of sales of
our common stock and borrowings under our existireglit facilities.

On July 15, 2014, the Board of Directors approvedissuance and sale of up to 2,000,000 shareswhon stock to accredited
investors at a price of $0.30. On September 254 20t Board agreed to increase the size of theginff up to 6,666,667 shares to raise up to
$2,000,000. The Company closed the offering on Bsez 23, 3014 having issued 6,666,664 shares thidesffering and raised $2,000,0
The Company did not incur any material expensegedlto the offering. These funds have been usetktl current operating requirements.

On December 16, 2014 the Company entered intoi@sseragreements with HGI that provided a $2,000 £ecured non-revolving
line of credit. On December 18, 2014, $2,000,008 drawn on the HGI Loan and the Company repaid 1155 to Platinum Capital
Partners LP in satisfaction of all outstanding @ipal and accrued interest on our Notes. The Compkans to utilize the remaining $420,825
drawn on the HGI Loan for general corporate purpaseluding the funding of operations.

We currently anticipate that our short-term workaapital requirements will be sufficiently funddddugh our existing funds and
that our longer term working capital requiremenit wcrease in line with the growth of our busises

MATERIAL COMMITMENTS AND ARRANGEMENTS

On September 16, 2013, the Company entered intGthee Rich Agreements with SAAMABA, LLC and S21sRarch Holdings to
form a joint venture with operations in the PeaplRepublic of China to deploy Scio designed diamgnaaving machines. Under the Grace
Rich Agreements, the Company has agreed to lid&npeoprietary technology for the manufacture isihgdond gemstones of agreed upon
specifications. In exchange for the license, then@any received licensing and development revendeaaninority ownership position in the
joint venture. In addition to the licensed techmgiothe Grace Rich Agreements include obligatiamglie Company to provide and
compensated for technology consulting servicebégdint venture to support the start-up of opersi

On December 16, 2014, the Company entered intgeement for the sale and lease of growers with. IP@tsuant to the Grower
Sale-Lease Agreement, the Company agreed to desaleback arrangement for certain diamond groweduged by the Company during
the term of the Grower Sale-Leaseback Agreememtthgh the Company will sell diamond growers to HiBH then lease the growers back
from HGI. The direct profit margin generated frdme tgrowers will be split between the Company and iH@ccordance with the Grower
Sale-Lease Agreement. The Grower Sale-Lease Agrdemguires the Company to operate and servicgrihwers, and requires HGI to up-
fit certain existing growers and to make capitgbiovements to the new growers under certain cirtamegs. The Company will also have
right to repurchase the leased growers upon thercame of certain events.

On December 18, 2014 entered into an arrangemémtRe@naissance Diamonds, Inc. (“Renaissance”)iag&enaissance Created
Diamond Company, LLC (“RCDC"). The Company and Resance are 50% members of RCDC. The arrangemen¢ntared into in order
to facilitate the development of procedures angpecfor, and to market and sell, lab-grown faneilered diamonds. RCDC will purchase
rough Diamond material from the Company and proaesisfinish the material into finished gemstonesstide to various retailers and other
participants in the market for gemstones. Profiisegated by RCDC's operations will be distributeteen the Company and Renaissance
according to the terms of the LLC Agreement.

OFF-BALANCE SHEET ARRANGEMENTS

As of the date of this Quarterly Report, we dommie any offealance sheet arrangements that have or are rddgdikaly to have ¢
current or future effect on our financial conditi@manges in financial condition, revenues or egpsnresults of operations, liquidity, capital
expenditures or capital resources that are materialvestors.
CRITICAL ACCOUNTING POLICIES

We have adopted various accounting policies thaegothe application of accounting principles gatigraccepted in the United

States (“GAAP”). We describe our significant acctog policies in the notes to our audited finansi@tements filed with our Form 10-K for
the fiscal year ended March 31, 2014.
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Some of the accounting policies involve significartigments and assumptions by us that have a rakitepact on the carrying
value of our assets and liabilities. We consides¢haccounting policies to be critical accountialicges. The judgment and assumptions we
use are based on historical experience and otbtréthat we believe to be reasonable under tharostances. Because of the nature of the
judgments and assumptions we make, actual resultd differ from these judgments and estimatesa@ndd materially affect the carryir
values of our assets and liabilities and our resafiibperations.

The following is a summary of the more judgmengtireates and complex accounting principles, whagresent our critical accounting
policies.

Property, Plant and Equipment

Depreciation of property, plant and equipment isa@traight line basis beginning at the time fileced in service, based on the
following estimated useful lives:

Years
Machinery and equipment 3—15
Furniture and fixture 3—10
Engineering equipmel 5—12

Leasehold improvements are depreciated at therlef#iee remaining term of the lease or the liféhef asset (generally three to
seven years).

Expenditures for major renewals and bettermentsekignd the useful lives of property and equipnagatcapitalized. Expenditures
for maintenance and repairs are charged to ex@snseurred.

Intangible Assets

Intangible assets, such as acquired in-procesarndsand development (“IPRD”) costs, are considésdthve an indefinite useful life until
such time as they are put into service at whicle tihey will be amortized on a straight-line basisrahe shorter of their economic or legal
useful life. Management's estimate of useful lifeany patents when placed in service is a crifisdgment. Management evaluates indefinite
life intangible assets for impairment on an anrgeis and on an interim basis if events or chamgeiscumstances between annual
impairment tests indicate that the asset mightgired. The ongoing evaluation for impairmenttsfindefinite life intangible assets requ
significant management estimates and judgment. jlEmant reviews definite life intangible assetsifigpairment whenever events or
changes in circumstances indicate that the caringunt of an asset may not be recoverable. Dtineghree months ended December 31,
2014, management evaluated assets included in BridRietermined that certain projects will no longepursued for further development
resulting in an impairment charge of $418,065.

The Company continues to classify the remainingmgtortfolio as IPRD and believes that the IPRB dlgernative future use and
value. At such time that production begins and cenunalization of this portion of the intellectuaioperty portfolio begins, then the
segmentation and bifurcation of the remaining IP&Bet to finite-lived commercialized intellectuadjperty assets will be considered.
Applicable accounting guidance requires an ind&filife for IPRD assets until such time as the caruialization can be reasonably
estimated at which time the assets will be avadldbt their intended use. At such time as thosairements are met, we believe that
consideration of the legal life of the intellectpabperty protection should be of considerable irtgpae in determining the useful life. Upon
commercialization and determination of the usdfaldf the intellectual property assets, considerawill be given to the eventual expiration
of the intellectual property rights underlying @ént critical aspects of our manufacturing process.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK
Not applicable

ITEM 4. CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

Disclosure controls and procedures refer to comtmol other procedures designed to ensure thatiafmn required to be disclosed
by the Company in the reports that it files or sitbrander the Exchange Act is recorded, processedmarized and reported within the time
periods specified in the SEC rules and forms, Aatltuch information is accumulated and communicetehe Company’s management,
including its Chief Executive Officer and Chief Rimcial Officer, as appropriate, to allow timely &émns regarding required disclosure. As
December 31, 2014, we carried an evaluation, utidesupervision and with the participation of owamagement, including our Chief
Executive Officer and Chief Financial Officer, tieteffectiveness of the design and operation oflmalosure controls and procedures as
defined in Exchange Act Rule 13a-15. We appliedjodgment in the process of reviewing these costaold procedures, which, by their
nature, can provide only reasonable assurancediagaosur control objectives. Based upon that ewanaour Chief Executive Officer and
Chief Financial Officer have concluded that ourctisure controls and procedures were not effeetsvef December 31, 2014 as a result of
the material weakness discussed be



22




Remediation of Material Weaknessesin Disclosure Controls and Procedures and Internal Controls over Financial Reporting

In connection with the evaluation described abawt @rior evaluations, the current management teiemtified material weaknesses
in our disclosure controls and procedures andnatezontrol over financial reporting as of Decem®gr 2014, in the following areas:

« Ourrecently established audit committee of therBad Directors, has had limited opportunity to msee our internal
controls and procedures, a

« Limited segregation of duties in certain areaswffmancial reporting and other accounting proessand procedures due to
our small size

A material weakness (within the meaning of PCAORBRIting Standard No. 5) is a deficiency, or a comalion of deficiencies, in
internal control over financial reporting, suchtttigere is a reasonable possibility that a matemiaktatement of our annual or interim
financial statements will not be prevented or dei@on a timely basis. A significant deficiencyaigeficiency, or a combination of
deficiencies, in internal control over financiapogting that is less severe than a material weakryes important enough to merit attention by
those responsible for oversight of our financigloing.

During the period covered by this quarterly report~orm 10-Q, we have made substantial progressnediating the material
weaknesses in our disclosure controls and procsdumé internal control over financial reportingwewer, we have not been able to fully
remediate the material weaknesses. We have taéps &t enhance and improve the design of our iateontrol over financial reporting
including the establishment of a new Board of Divex consisting of a majority of outside and indegent directors on June 23, 2014. On
July 11, 2014, Gerald McGuire was named Presid&O and Director of the Company. This addition @fifagement to the Board of
Directors has greatly enhanced communication imgesf timeliness and substance between the Boardhanagement. On October 29, 2(
the Board of Directors established an Audit Comeeitthat it believes meets the standards establishéte NASDAQ. The Audit Committee
has been fully functioning since it was establishatihas only had a short period of time to oversgdnternal controls and procedures.

To further remediate such weaknesses, we have mngpleed or plan to implement the following changesnd) the remainder of our
fiscal year ending March 31, 2015:

o Our Audit Committee will continue to review and osee the Company’s internal controls an procedamd;
- We continue to evaluate the cost-effectivenesggfegating duties in our financial reporting angeotaccounting processes
and procedure:

Changesin Internal Controls
Other than described above in connection with aigroing remediation efforts, there were no changesir internal control over

financial reporting (as defined in Rule 13a-15¢fijar the Exchange Act) that occurred during ourtgu@&nded December 31, 2014, that
materially affected, or are reasonably likely tatenally affect, our internal control over finantiaporting.
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PART Il - OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

On May 16, 2014, the Company received a subposnadsby the SEC ordering the provision of documantsrelated information
concerning various corporate transactions betweeiCbmpany and its predecessors and other persdrentities. The Company continues
to cooperate with this inquiry.

On June 23, 2014, the complaint filedviark P. Sennott, et al. v. Edward S. Adams, et al., and Nominal Defendant Apollo Diamond,
Inc. Cause No. 6:13-cv-012813-BHH (U.S. District Cownt the District of South Carolina) was settled.of$-ebruary 10, 2014, the parties
to the complaint are waiting for the District Cotatissue an order approving the dismissal of itigation. See Item 1, Note 7I4TIGATION
for more information.

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

Unless otherwise indicated, the issuances were imadéiance on an exemption from registration ur8ection 4(a)(2) of the
Securities Act of 1933, as amended (the “SecurRiet®), as we reasonably believed that the recifsievere sophisticated, that no general
solicitations were involved and these transactatidsot otherwise involve a public offering.

On July 15, 2014, the Board of Directors approvedissuance and sale of up to 2,000,000 sharemwohon stock to accredited
investors at a price of $0.30. On September 254 2t Board agreed to increase the size of theginff up to 6,666,667 shares of common
stock to raise up to $2,000,000. The Company cltisedffering on December 23, 3014 having issué@8®664 shares under this offering
and raised $2,000,000. The Company did not incumaatterial expenses related to the offering. Thedace and sale of the shares has not
been registered under the Securities Act, and ¢lcarlies may not be offered or sold in the Uni&tdtes absent registration under or
exemption from the Securities Act and any applieahte securities laws. The shares have beeriasgesold in reliance upon an exemp
from registration afforded by Section 4(a)(2) of ®ecurities Act and Rule 506(b) of Regulation Bnpulgated under the Securities Act,
based on the following facts: each of the Investais represented that it is an accredited investalefined in Rule 501 promulgated unde
Securities Act, that it is acquiring the sharesifimestment only and not with a view towards, arrigsale in connection with, the public sale
or distribution thereof in violation of applicaldecurities laws and that it has sufficient investhexperience to evaluate the risks of the
investment; the Company used no advertising ormgselicitation in connection with the issuance aale of the Securities to the Investors;
and the shares were issued as restricted securities

On October 30, 2014, the Board of Directors appiddhe issuance of 50,000 shares Bradley Robb tie $4i5,000 of liabilities for
services rendered to the Company. In addition, ctol@@r 30, 2014, the Board approved the issuan®g,622 shares of stock to an affiliate
of our landlord to settle $28,656 of outstandingt t&bilities. The shares issued in each of themesactions were valued at $0.30 per share.

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 thisgoet:

3.1

4.1

10.1

10.2

10.3

10.4

10.5

311

31.2

32

101

Second Amended and Restated Bylaws (incorpblateeference to Exhibit 3.1 to the Form 8-K filedh the SEC on
November 4, 2014

Second Amendment to Loan Agreement, dated @siber 16, 2014, by and between the Company ktchén Capital
Partners, LP (incorporated by reference to ExHibifl to the Form-K filed with the SEC on October 22, 201

Severance Agreement and General Releasetif&eptember 25, 2014, between the Company aodaél W. McMahon
(incorporated by reference to Exhibit 10.1 to tloenk &-K filed with the SEC on October 1, 2014).:

Loan Agreement dated as of December 16, 2iEtdieen the Company and Heritage Gemstone Inve&iofs
(incorporated by reference to Exhibit 10.1 to tloenk &-K filed with the SEC on December 22, 201

Security Agreement dated as of December 184, 2tetween the Company and Heritage GemstonettmgetLC
(incorporated by reference to Exhibit 10.2 to tloenk &-K filed with the SEC on December 22, 201

Agreement For the Sale and Lease of Groweesl@es of December 16, 2014, between the Compahidaritage
Gemstone Investors, LLC (incorporated by referg¢ondexhibit 10.3 to the Form 8-K filed with the SE@ December 22,
2014).

Renaissance Created Diamond Company, LLC editability Company Agreement, dated as of DecamiBe 2014,
between the Company and Renaissance Diamond heorfiorated by reference to Exhibit 10.1 to thenk8¢K filed with
the SEC on December 23, 201

Rule 13i-14(a) Certification of the Chief Executive Office

Rule 13i-14(a) Certification of the Chief Financial Officel

Section 1350 Certifications of the Chief Execut®#icer and Chief Financial Officer.

The following materials from the Quarterly Regmn Form 10-Q for the quarter ended DecembeR@15, formatted in

eXtensible Business Reporting Language (XBRL)B@)Jance Sheets; (ii) Statements of Operation3;Sti@tements of
Shareholder Equity; (iv) Statements of Cash Flow; and (v) Ndtethe UnauditelFinancial Statements

1)

Filed herewith

Management contract or compensatory plan @ngement required to be filed as an Exhibit to Qusrterly Report on
Form 1(¢-Q.

SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causisdréiport to be signed on its
behalf by the undersigned thereunto duly authorized

SCIO DIAMOND TECHNOLOGY CORPORATION.

Dated: February 12, 2015 /s/ Gerald McGuirt

By: Gerald McGuire
Its: Chief Executive Office

Dated: February 12, 2015 /sl Jonathan Pfol

By: Jonathan Pfof
Its: Chief Financial Office
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Exhibit 31.1
Rule 13a-14(a) Certification of the Principal Exective Officer
I, Gerald McGuire, certify that:
1. | have reviewed this quarterly remor Form 10-Q of Scio Diamond Technology Corpanati

2. Based on my knowledge this repoasdnot contain any untrue statement of a mat@dalor omit to state a material fact neces
to make the statements made, in light of the cistances under which such statements were madejisietading with respect to the per
covered by this report;

3. Based on my knowledge, the finansiatements, and other financial information ineldiéh this report, fairly present in all mate
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrast'other certifying officer(s) and | are responsitle establishing and maintaining disclosure cdstemd procedur:
(as defined in Exchange Act Rules 13a-15(e) and-1Hg)) and internal control over financial repaogtifas defined in Exchange Act Rt
13a-15(f) and 15d-15(f)) for the registrant andehav

€) Designed such disclosure contrats grocedures, or caused such disclosure contndlpeocedures to be designed ul
our supervision, to ensure that material informatielating to the registrant is made known to usthers within those entities, particule
during the period in which this report is beinggaeed;

(b) Designed such internal control ofieancial reporting, or caused such internal agintiver financial reporting to |
designed under our supervision, to provide readeragsurance regarding the reliability of financggorting and the preparation of finan
statements for external purposes in accordancegeitlerally accepted accounting principles;

(c) Evaluated the effectiveness of thgistrants disclosure controls and procedures and presdntetiis report oL
conclusions about the effectiveness of the discéosontrols and procedures, as of the end of thegeovered by this report based on ¢
evaluation; and

(d) Disclosed in this report any chamgehe registrang internal control over financial reporting thatcoored during th
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an annupbm® that has materially affected, o
reasonably likely to materially affect, the regsit's internal control over financial reporting;dan

5. The registrastother certifying officer(s) and | have discloskdsed on our most recent evaluation of internatrobover financie
reporting, to the registrant’'s auditors and theitaadmmittee of the registrast’board of directors (or persons performing theiveden!
functions):

(a) All significant deficiencies and tedal weaknesses in the design or operation efriral control over financial reporti
which are reasonably likely to adversely affectriagistrant’s ability to record, process, summaaizd report financial information; and

(b) Any fraud, whether or not materitdat involves management or other employees whe lasignificant role in t
registrant’s internal control over financial repogt

Date: February 12, 201
/s/ Gerald McGuirt

By: Gerald McGuire
Its: Chief Executive Officer (Principal Executi@dficer)




Exhibit 31.2
Rule 13a-14(a) Certification of the Principal Finartial Officer
I, Jonathan Pfohl, certify that:
1. | have reviewed this quarterly remor Form 10-Q of Scio Diamond Technology Corpanati

2. Based on my knowledge this repoasdnot contain any untrue statement of a mat@dalor omit to state a material fact neces
to make the statements made, in light of the cistances under which such statements were madejisietading with respect to the per
covered by this report;

3. Based on my knowledge, the finansiatements, and other financial information ineldiéh this report, fairly present in all mate
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrast'other certifying officer(s) and | are responsitle establishing and maintaining disclosure cdstemd procedur:
(as defined in Exchange Act Rules 13a-15(e) and-1Hg)) and internal control over financial repaogtifas defined in Exchange Act Rt
13a-15(f) and 15d-15(f)) for the registrant andehav

€) Designed such disclosure contrats grocedures, or caused such disclosure contndlpeocedures to be designed ul
our supervision, to ensure that material informatielating to the registrant is made known to usthers within those entities, particule
during the period in which this report is beinggaeed;

(b) Designed such internal control ofieancial reporting, or caused such internal agintiver financial reporting to |
designed under our supervision, to provide readeragsurance regarding the reliability of financggorting and the preparation of finan
statements for external purposes in accordancegeitlerally accepted accounting principles;

(c) Evaluated the effectiveness of thgistrants disclosure controls and procedures and presdntetiis report oL
conclusions about the effectiveness of the discéosontrols and procedures, as of the end of thegeovered by this report based on ¢
evaluation; and

(d) Disclosed in this report any chamgehe registrang internal control over financial reporting thatcoored during th
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an annupbm® that has materially affected, o
reasonably likely to materially affect, the regsit's internal control over financial reporting;dan

5. The registrastother certifying officer(s) and | have discloskdsed on our most recent evaluation of internatrobover financie
reporting, to the registrant’'s auditors and theitaadmmittee of the registrast’board of directors (or persons performing theiveden!
functions):

(a) All significant deficiencies and tedal weaknesses in the design or operation efriral control over financial reporti
which are reasonably likely to adversely affectriagistrant’s ability to record, process, summaaizd report financial information; and

(b) Any fraud, whether or not materitdat involves management or other employees whe lasignificant role in t
registrant’s internal control over financial repogt

Date: February 12, 201
/s/ Jonathan Pfol
By: Jonathan Pfot
Its: Chief Financial Officer (Principal Financi@fficer)




Exhibit 32

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 m@nd Technology Corporation (the “Company”) on FA@Q for the period endir
December 31, 2014 as filed with the Securities Brchange Commission on the date hereof (the “R@p@ach of the undersigned her
certifies, pursuant to 18 U.S.C. § 1350, as adopteduant to § 906 of the Sarbar@dey Act of 2002, that, to the best of his knovgedan
belief:

1. The report fully complies with congs with the requirements of Section 13(a) or 18fdhe Securities Exchange Act of 1934; and
2. The information contained in the Befairly presents, in all material respects, financial condition and result of operations of
Company.

Date: February 12, 201
/s/ Gerald McGuirt
By: Gerald McGuire
Its: Chief Executive Officer (Principal Executi@ficer)

Date: February 12, 201

/s/ Jonathan Pfot

By: Jonathan Pfot
Its: Chief Financial Officer (Principal Financi@fficer)




