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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
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(Mark One)

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934

For the fiscal year ended March 31, 2014
Or

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES

EXCHANGE ACT OF 1934

For the transition period from to
Commission file number: 000-54529

SCIO DIAMOND TECHNOLOGY CORPORATION

(Exact name of registrant as specified in its arart

Nevada 45-3849662
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411 University Ridge Suite D
Greenville, SC 29601
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(864) 751-4880
(Registrant’s telephone number, including area rode

Securities registered pursuant to Section 12(bheRct:
None

Securities registered pursuant to Section 12(theRct:
Common Stock, par value $0.001

Indicate by check mark if the registrant is a welbwn seasoned issuer, as defined in Rule 40%edB#turities Act. Yedl No

Indicate by check mark if the registrant is notuieed to file reports pursuant to Section 13 orti®ecl5(d) of the Act. Yedd No
X

Indicate by check mark whether the registrant € filed all reports required to be filed by Seeti or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wegjuired to file such reports), and
(2) has been subject to such filing requirementste past 90 days. Yexl No O

Indicate by check mark whether the registrant ldsstted electronically and posted on its corpo¥atb site, if any, every
Interactive Data File required to be submitted pasted pursuant to Rule 405 of Regulation S-T 483 of this chapter) during the
preceding 12 months (or for such shorter periotittiemregistrant was required to submit and posh $iles). YesX] No O

Indicate by check mark if disclosure of delinquilers pursuant to Item 405 of Regulation S-K (®2D5) is not contained herein,
and will not be contained, to the best of regidtsaknowledge, in definitive proxy or informatiotesements incorporated by reference in
Part Il of this Form 10-K or any amendment to theem 10-K.OO

Indicate by check mark whether the registrantlezge accelerated filer, an accelerated filer, @accelerated filer, or a smaller
reporting company. See the definitions of “largeederated filer,” “accelerated filer” and “small@porting company” in Rule 12b-2 of the
Exchange Act (Check one):

Large accelerated fileCd Accelerated fileld

Non-accelerated fileO Smaller reporting compar(XI]
(Do not check if a smaller reporting compa

Indicate by check mark whether the registrantskell company (as defined in Rule 12b-2 of the Adtgs O No

The aggregate market value of voting common stettt hy nor-affiliates of the registrant as of September 3@,3@he last busine:



day of the registrant’s most recently completedrddiscal quarter, computed by reference to theieh sale price of the registrant’s
common stock on that date, was approximately $B555Y.

The number of shares of common stock outstandir§ Asigust 8, 2014, $0.001 par value, was 50,618,31
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STAT EMENTS

This Report, including information included or imporated by reference in this document, contaiaestents which constitute forwalabking
statements. Forward looking statements made byypstiogk issuers such as the Company are excludettfre safe harbor in Section 21E of
the Securities Exchange Act of 1934. Forward-loglstatements may relate to our financial conditiesults of operation, plans, objectives, o
future performance. These statements are basedoy assumptions and estimates and are not guasasftagure performance. Our actual
results may differ materially from those anticighiie any forward-looking statements, as they wélpdnd on many factors about which we are
unsure, including many factors which are beyondommtrol. The words “may,” “would,” “could,” “shod|” “will,” “expect,” “anticipate,”
“predict,” “project,” “potential,” “believe,” “coninue, plan,” and “estimateg’s well as similar expressions, are meant to
identify such forward-looking statements.

assume,” “intend,

Forward-looking statements are subject to ceraksrand uncertainties which could cause actualte® differ materially from those
anticipated. Such risk and uncertainties includéhaut limitation, those described below under ItéA- Risk Factors and the following: (1) if
the Company has limited cash resources and ifnibisable to obtain further financing required ¢dontinuing operations, marketing, product
development, and research its business operatitifgily (2) the Company has not generated sulisthrevenues, and as a result, faces a higl
risk of business failure, (3) the Company’s lackdidfersification and dependence on material custsimereases the risks associated with the
Company’s business and an investment in the Comp@antythe Company’s financial condition may detextie rapidly if it fails to succeed in
developing the Company’s business and expandingusiomer base, (4) the Company may not effectigrcute the Company’s business
plan or manage the Company’s potential future lassirdevelopment, (5) the Company’s business cauldhpaired if it fails to comply with
applicable regulations, (6) the Company has hatifgignt turnover in management and may not be tbégtract and maintain key
management personnel to manage the Company oatabpscientists to carry out the Company’s busirggserations, which could have a
material adverse effect on the Company’s busin@sshe market for lab-grown diamond may not depeds anticipated, (8) competition may
adversely affect our business and (9) the Compaayewpend a substantial amount of time and ressuinceonnection with the Securities and
Exchange Commission’s (“SEC”) recent subpoena,niateinquiries or legal actions in connection wiith filings with the SEC or otherwise,
which may impair the Company'’s ability to raise italpand to operate its business. You are cautiomat to place undue reliance on forward-
looking statements, which speak only as of the Hateof. The Company undertakes no obligatiorutdigh revised forward-looking
statements to reflect events or circumstances tiftedate hereof or to reflect the occurrencesahticipated events. You are also urged to
review and consider carefully the various disclesunade hereafter by the Company from time to tintie its SEC filings.
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PART |

ITEM 1. BUSINESS
Corporate History

We were incorporated on September 17, 2009 in téte $f Nevada under the name Krossbow Holdingp@ation (“Krossbow”).
Krossbow's original business plan was focused dgetting carbon dioxide emissions through the anesnd protection of forestased carbc
“sinks.” Krossbow planned to assess carbon resquotamtials, prescribe and implement ecosystenonasins to develop those resources, an
thereby generate carbon offset products. Howevehave since abandoned that original businessgpldmestructured our business to focu
man-made diamond technology development. We ded¢aadquire existing technology and to seek taiffitly and effectively produce man-
made diamond. In connection with this change inrmss purpose, Krossbow acquired the rights tansgechanged its name to Scio Diamond
Technology Corporation (the “Company”), to refléstnew business direction.

On August 5, 2011, Edward S. Adams and Michael Bndhan, both of whom formerly served on the ComjzaBgard of Directors,
acquired control of the Company through the purela2,000,000 shares of the Company’s issued atsfamding common stock from Jason
Kropp, Krossbow’s sole director and executive @fiat that time, in accordance with a common smakhase agreement among Mr. Kropp,
Mr. Adams and Mr. Monahan. Concurrent with the exien of the stock purchase agreement, Mr. Krogigreed from all positions with
Krosshow, including, but not limited to, that ofeBident, Chief Executive Officer, Chief FinancidfiGer, Treasurer, Secretary and Director.

On August 5, 2011, the Company executed an AssehRse Agreement (the “Scio Asset Purchase Agregwith another
privately-held Nevada corporation that also hadnifme “Scio Diamond Technology Corporation” (“Ptev&cio”).Under the terms of the S
Asset Purchase Agreement, the Company purchasedithe “Scio Diamond Technology Corporation” anduiiegyl other rights from Private
Scio for 13,000,000 newly issued shares of commmekf the Company. Mr. Adams and Mr. Monahanendirectors of Private Scio, and
Joseph D. Lancia, our former President and ChietHtive Officer, was an officer of Private Sciodahey owned 31.5%, 31.5% and 15.4%,
respectively, of Private Scio. Edward S. Adams linthael R. Monahan each acquired, directly or iaclity, 4,100,000 shares of our common
stock pursuant to the Scio Asset Purchase Agreemedtloseph D. Lancia, our former Chief ExecuBiicer, acquired 2,000,000 shares
pursuant to the Scio Asset Purchase Agreement.

On August 31, 2011, the Company acquired certaata®f Apollo Diamond, Inc. (“ADI”) (the “ADI Asgd?urchase”), consisting
primarily of diamond growing machines and intelledtproperty related thereto, for which the Comppaid ADI an aggregate of $2,000,000
in a combination of cash and a promissory note with a September 1, 2012 maturity date. Thisygesory note was paid in full as of
March 31, 2013. In connection with the ADI Assatd¢hase, the Company also agreed to provide cartarent and former stockholders of
ADI that are accredited investors the opporturstat¢quire up to approximately 16 million sharesahmon stock of the Company for $0.01
per share (the “ADI Offering”). Both Mr. Adams, &m executive role, and Mr. Monahan previously ediwn various capacities with ADI
through early 2011.

On June 5, 2012, the Company acquired substantitiltf the assets of Apollo Diamond Gemstone Crafon (“ADGC”) (the
“ADGC Asset Purchase”), consisting primarily of igltown diamond gemstone-related know-how, inventang various intellectual property,
in exchange for $100,000 in cash and the oppostdaitcertain current and former stockholders of @D qualifying as accredited investors to
acquire up to approximately 1 million shares of coon stock of the Company for $0.01 per share (#2GC Offering”) with the intent that
the ADI Offering be conducted substantially coneatty with the ADGC Offering (collectively, the “AIPADGC Stockholder Offering”).
Messrs. Adams and Monahan served in various cagaeitth ADGC through early 2011.

The ADI/ADGC Stockholder Offering was completedMiiarch, 2013 and resulted in the issuance of aneggde of 16,766,773 shares
of the Company’s common stock.

In December, 2011, the Company began a build-oiis @reenville, South Carolina production facilionstruction 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 2012.

Since July 2012, the Company has been operatiattaken diamond growing machines in our Greenvdality. Through March of
2013, the Company'’s production was focused on imidisutting tool products supplied to a singlestmmer. In March 2013, this customer
notified the Company that due to the global sumplgtin restructuring of the ultimate end use ofmaduct that they would not be purchasing
additional materials. Subsequent to this, the Gaomghas expanded its product focus to include Gamestiamond material as well as
industrial materials.
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On September 16, 2013, the Company entered irddes0f agreements with SAAMABA, LLC and S21 Resbaoldings (the
“Grace Rich Agreements”) to form a joint ventur&(ace Rich LTD”) with operations in the People’spblic of China (“PRC”) to deploy
100 Company designed diamond growing machines. agheements allow for the expansion of the joimttuee to 400 machines. Under the
Grace Rich Agreements, the Company has agreecdetosk its proprietary technology for the manufactfrdiamond gemstones of agreed
upon specifications. In exchange for the licettse Company will receive licensing and developmemenue and a 30% ownership position ir
the joint venture. In addition to the licensedhtealogy, the Grace Rich Agreements include oblayetifor the Company to provide and be
compensated for technology consulting servicebégdint venture to support the start-up of operati The Company does not control the
joint venture and is not required to make an-going funding contributions to the joint ventumedaour ownership stake cannot be reduced
from 30%.

Our Business
General

The Company is first and foremost a materials camphat has developed proprietary technology thihowgich high quality single
crystal diamond materials are produced througheanital vapor deposition (“CVD”) process (the “DiantbTechnology”). The Company’s
primary mission is the development of profitablel anstainable commercial production of its diamovaderials, which are suitable for known,
emerging and anticipated industrial, technology emasumer applications. The Company intends toyaupsogressive development of its core
diamond materials technologies and related intel@qroperty that the Company hopes will evolve jproduct opportunities across various
applications. We believe these opportunities magnbaetized though a combination of end productss@bént ventures and licensing
arrangements with third parties, and through caoetindevelopment of intellectual property. Anticgzhipplication opportunities for the
Company'’s diamond materials include the followipgecision cutting devices, diamond gemstone jew@loyer switches, semiconductor
processors, optoelectronics, geosciences, watdication, and MRI and other medical science te¢bgy.

Prior to October 1, 2012, the Company was a dewvedop stage company. Developmental activities haased and the Company
commenced producing diamond materials in July 2002 Company began generating limited revenue ftansale of diamond materials as
of September 30, 2012. Less than two years irddymtion, the Company is already in the initial gd&of commercializing the Diamond
Technology and its goal is to become a preferredufaaturer of single crystal diamond and a leadjiudpal supplier of diamond materials for
multiple applications. The Company hopes to furteape the evolution of various markets for itdpiat and to leverage the technical
foundation of the Diamond Technology by expandimg strategic partnerships with select industrgéza with distribution channels alread:
place to capture high value application opporteniti

As of March 31, 2013, nearly all of the Company’squction capacity had been sold for use in presisutting devices. During the
fiscal year ended March 31, 2014, our productiqmaciy shifted from a sole focus on precision aftilevices to gemstone materials such the
a majority of product revenues during the fiscarywere from gemstone materials. As of March 31L42we had generated $2,300,089 in
cumulative net revenue. Through March 31, 2014t 6@86 of our product has been sold overseas anth i@hese sales have been to extt
customers.

The Diamond Technology

We acquired our Diamond Technology primarily frorDIAADI was originally founded in 1990 with the da# developing and
perfecting two advanced semiconductor materiallipganitride (now used in light emitting diodes)@diamond. From 2000 onward, ADI
focused solely on diamond and developing a proegsshich large, single-crystal diamond could bevgran a controlled laboratory
environment.

The core Diamond Technology that was acquired byGtbmpany is based on a CVD diamond growth sydbsamond wafers
produced through the Diamond Technology CVD protes® been shown to be exceptionally pure (nitragerient < 10 ppb), and possess
low levels of structural defects. Advances in tieishnology have dramatically improved the quabtyd lowered the cost of high-quality
diamond, resulting in new applications of diamomelectronics, optics, high power devices and quardomputing.

The Diamond Technology provides a materials pradagtlatform and is supported by intellectual pmapeincluding trade secrets,
issued patents (26 in the United States and 9r&igo jurisdictions), and 5 pending domestic amgiffn patent applications.
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Our Diamond Technology utilizes CVD growth techripido produce diamond crystals. This technologlzets a highly scalable
manufacturing process for producing large sizeh{ujgality diamond crystals at a low cost. Unlike thigh-pressure, high-temperature
(“HPHT") process, the Diamond Technology proce$sna for concurrent production of multiple diamoergstals.

The Company’s diamond crystals are grown on sniie#sof diamond called “seeds” that the Compatiyegigrows internally or
acquires from third parties. During the fiscal yeaded March 31, 2014, the Company was able tsitian to larger seeds than it was
previously using. This transition allowed for tBempany to see a substantial increase in our ptimucapacity and allows for the Company
to better match its production to specific customezds.

In addition to utilizing larger “seeds,” our prosesan also be scaled through larger capacity didngooswing machines. During the
fiscal year ended March 31, 2014, the Company sstely developed 4-inch growing technology théwak for up to a 100% increase in
production capacity from the current 3-inch growiaghnology. The Company plans to implement #dsihology across its production
platform during the next fiscal year. We estimte cost of this expansion will be approximatel@@000 and are seeking financing for this
project.

Finally, we expect that as we increase our prodadgvels, our production costs per carat will attjudecrease due to economies of
scale.

Facilities

The Company’s production facility is located in &ngille, South Carolina. This facility, coveringd90 square feet of leased space
including both our headquarters and our produdgaility, was substantially completed and readygdmyduction as of June 30, 2012. Ten of
the production reactors purchased from ADI weréggifed in the facility and are currently operatiagd the Company has the ability to add
between forty and fifty additional diamond prodoctireactors at the Greenville facility through apansion of our leased space.

The Grace Rich LTD joint venture’s production fégiis under development in the PRC.
Products and Market:

The current market for laboratory-grown diamond aérs largely unknown and uncertain. Sales of latmwy-grown diamond into
the gemstone market are thought to be very smakitly. The industrial market for these produstmore developed, but it is diffused
globally and the Company is unable to reliablyreste its size or breadth.

In addition to the precision cutting market and agpnities for the Company in the diamond gemstoaeket, we will continue to
explore other opportunities for our diamond matsriarough applications where the unique properdfediamond may be desirable and
advantageous, including: alternative energy, optisbnics, communications, biotechnology, wateattreent, quantum computing and the
diamond device arenas.

Competitive factors that will influence the market our products include product quality, consistenf supply and price. We believe
that we will be able to compete on the basis ofeffactors. We believe that we will be able toatgllf and efficiently produce lab-grown
diamond possessing substantially the same quaditidcharacteristics of their mined diamond coynatés. The chart below shows a
comparison of selected characteristics of lab-grdimmond and high-quality earth-mined diamond.

Comparison of Lab-Grown Diamond and Earth-Mined Diamond: Selected Characteristics

Earth-Mined Material

Diamond Characteristic Lab-Grown Diamond High-Quality Diamond Differences
Color Colorless, near colorless, and fancy co Varies None
Clarity IF-VVS — VS-S, etc. Varies None (a)
Size Varies Varies None (a)
Color Zoning None None None
Metallic Inclusions None None None
Zoned Fluorescenc None None None
Artifacts None None None
Magnetism None None None
Extreme Hardnes 90 GPe 90 GPe None
Thermal Conductivity >2 x 103 W/m/K 2 x 103 W/m/K None (a)
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Thermal Expansio 0.8 x 10° K 0.8 x 10°% K None
Optical Transparenc Deep UV to far Ik Deep UV to far Ik None (a)
Electrical Resistivity 1016 Ohmr-cm 1016 Ohmr-cm None (a)
Compressibility 8.3x 101 m2/N 8.3x102 m2/N None

Bulk Modulus 1.2 x 10'2 N/m? 1.2 x 10'2 N/m 2 None

(a) Lab-grown diamond may be superior to earth-mineanadind in these categories because of its highypamd crystal
perfection.
Gemstones

Within the gemstone industry, our single-crystaindond can be used in jewelry products requiringhtgbest quality gemstones and
can be regularly grown in matched color sets rapgimpolished sizes from 5-points (0.05 carat®uer 1.50 carats. Our diamond may be well
suited for jewelry featuring matching diamond ofigas sizes, clarities and colors, diamond engagemiregs, and fashion jewelry. The
potential consistency and other potential charesties of lab-grown diamond gemstones grown usiegRiamond Technology may provide
advantages over their mined counterparts in aredsrnatter to jewelers, jewelry manufacturers asmsamers, with potential characteristics
such as:

»  Equal quality and brilliance of diamond product;

*  Matched sizes, colors and clarities (particulanigoods ranging in sizes from 0.05 - 0.50 carats);
e Consistency of diamond finish due to high quality;

e Opportunity for color palette of diamond gemstores]

e Lack of negative issues related to the environmemtd social concerns.

We will seek to establish and maintain market atggge through consumer education and industry e¢atipa. We intend to require
laser marking of lab-grown diamond grown usingEi@mond Technology (without compromising aesthgticorder to brand and instill
confidence in the consumer and the market as et differentiate our lab-grown diamond from eartimed diamond. We intend to educate
retailers and consumers on the physical propestidse Company’s lab-grown diamond as comparedit@thdiamond and quality of the
Company’s lab-grown diamond.

Commercial, Industrial and Technological Applicatso

Diamond has exceptional qualities for use in adedralectronics and optics applications, but to,dddgelopment progress has been
slow because of, among other things, diamond’divelacarcity and high cost. Diamond’s unique hasin clarity and thermal characteristics
have made it highly desirable for scientific usedecades. However, material consistency issuegemubmics have created barriers to mass
application adoption of diamond. We believe thatBiamond Technology and patented Mosaic producijgoroach give us the ability to
improve the quality and lower the cost of produdiigmond materials, creating the opportunity fagesin a wider range of applications.

The demand for computing and communications pradioas increased significantly. As devices becomeeimbelligent and
ubiquitous, the need for connectivity at very higleeds, data intensive storage needs and everdastputer processors are pushing the limit
of conventional silicorbased devices. Diamond enables these technolagmewe past their current limitations and may ble &b facilitate th
development of next-generation devices in key aseah as wireless networking, optical storage,tdgd speed computing.

The Company anticipates several opportunities tonetipe the Diamond Technology and patented Mosaidyztion approach in
various technological applications. Pursuit of thepportunities is expected to be directed in jpacbncert with strategic partners.

Several of diamond’s properties provide significadtantages over other materials used in devicssfsg, such as high power
switches, radiation detectors, and microwave wirgleuitable for use in plasma fields or other nudleactor highelectromagnetic interferen
(“EMI") environments.

Industrial diamonds already comprise what we egérga $1 billion-plus market per year, but consfdow-quality diamonds that
have primarily been utilized in rudimentary cuttiawgd polishing devices. These diamond materialéaagely in the form of diamond grit and
diamond dust. Through the introduction of highe&lity relatively large diamond materials, substalngirowth is anticipated for the industrial
diamond market. As previously noted, we have illjtiexperienced this in precision cutting devices.
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The diamond and diamond-like materials historicabgd in the development of these non-gem appitatiave various limitations
that have formerly impeded progress in optoeleatsoand other technology applications. As our pobidm volume increases and
manufacturing costs continue to decrease, we patithat our diamond materials will provide a léadind potentially economically preferred
alternative for many of these highly-valued elegicpoptical and industrial applications.

In order to more fully explore the opportunitiesaissed above, we intend to continue current ptaaucf our high quality diamond
materials and to pursue related commercial oppitiegn Currently, we intend to continue to explopgportunities in the precision cutting
devices market while concurrently seeking oppottesifor our lab-grown diamond gemstones.

The Industry and Competition

Our lab-grown diamond gemstones and diamond m&daause in industrial applications face competitfrom established
producers and sellers of mined diamond, includioganies such as De Beers, and other known anentwnd potential future manufactur
of lab-grown diamond. Our competitors include langati-national gemstone diamond companies as agefitart-up and development-stage
gemstone diamond and technology companies, sombaah we may not be aware. Many of our competitange significantly greater
financial, technical, manufacturing and marketiagaurces and greater access to distribution chatimeh the Company. Many of our
competitors may be able to devote substantiallptgreresources to promotion and systems developtih@ntwve can. Barriers to developing
competitive technology in our market may not bdisigint to prevent competitors from entering thdustry, and current and new competitors
may be able to develop competing diamond at aivelstiow cost. We believe that our success wélpend heavily upon whether we can
achieve significant market acceptance before otential competitors are able to introduce broadisepted competitive products.

Companies that produce lab-grown diamond and whpaompete with the Company in one or more of itskats include Element
Six (South Africa), a privately held subsidiaryldé Beers, General Electric, AOTC Group NV (Netheds), Gemesis/lla Technologies (USA,
Singapore & Malaysia), Washington Diamond/Carnégstitute, Sumitomo Electric Industries, Ltd. andr@s Technologies (Japan). Other
companies could seek to introduce lab-grown dianwrather competing diamond or to develop compepiragesses for production of lab-
grown diamond and diamond materials. We believedbmpetition will increase as demand for diamoraterials increases for use in
industrial and technology applications and as ladwg diamonds continue to gain market acceptance.

Raw Materials

The principal raw materials used in the manufactireur products are diamond seeds and certifigd purity bottled gases. Certain
diamond seeds are purchased from other diamondiaigimducers, but the Company maintains its prinsged inventory through its self-
sustaining seed production. Seeds are re-usedgihmultiple production runs.

Our manufacturing process is dependent upon largriats of electrical power delivered on an uninteted basis. The Company has
worked with the local electric utility, a Fortun®@@company, to build and operate equipment at @sufacturing site that will meet its needs.
This equipment is provided to the Company on a-@mm operating lease, which includes warranty meaiance, and the delivery of electrical
power at attractive per kilowatt/hour rates.

Customers

In July 2012 the Company began to produce diamaoaigtial and entered into a purchase order witmtarnational supplier of
precision diamond cutting tools pursuant to whiok Company has been providing CVD single crystaindind in specified wafer sizes.
Through March 31, 2013 the Company was largely dégeet on this single customer relationship. At &ha81, 2013, the Company had
largely fulfilled its initial purchase order withis customer. Since March 31, 2013, the Compasyalggressively expanded its customer base
with a focus on the gemstone marketplace. Dutiegyear ended March 31, 2014, the Company had f@rmers purchasing various mater
for industrial and gemstone applications.

If we continue to reliably manufacture diamond proid and begin to implement high-volume commeimerations, we anticipate
that we will experience increased demand for oadpcts both domestically and internationally, gitlea potential demand for diamond, the
variety of potential uses for these products in gfeme, high tech applications, alternative eneeghnologies, and defense technologies.

Patents, Trademarks, Licenses, Franchises, Conaassi Royalty Agreements or Labor Contrax

At March 31, 2014, we held the following numberpatents:
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Jurisdiction No. of Patents

United State: 26

Foreign 9
Total 35

During the fiscal year ended March 31, 2014, then@any had 3 new patents granted in the United Statd one in Australia. All of
these patents expand our intellectual propertytsigilated to our Diamond Technology.

All of the Company’s patents have various livesenbsn the date of issue. Expiration of individpalents is expected to occur
between 2019 and 2032.

Our research and development staff will continderes to develop proprietary manufacturing processsd equipment designed to
enhance our manufacturing facilities and reducéscos

We also own various trademarks and trade secratsvh developed within the Company and acquirech fAd1 and ADGC.
Distribution

Through March 31, 2014 the Company has had a limmitenber of customers. The Company has distribitdégatoducts directly to
these customers without using intermediaries dridigors.

Joint Venture

On September 16, 2013, the Company entered intGthee Rich Agreements to form a joint venture wiplerations in the PRC. Tl
joint venture is to deploy 100 S~designed diamond growing machines and anticipatpanding production to over 500 machines. The
Company has licensed its proprietary technologytfermanufacture of diamond gemstones to the yanture to produce material of agreed
upon specifications. In exchange for the licetise,Company has received licensing and developregehue and a 30% non-dilutable
ownership position in the joint venture. In addlitito the licensed technology, the Grace Rich Agesds include obligations for the Company
to provide and be compensated for technology ctinguervices to the joint venture to support tfaetsup of operations. The Company is
assisting the joint venture with the initial dephtegnt of the licensed technology and the developrmokis production facility. The Company
does not control the joint venture and is not regpgito make any on-going funding contributions.

Government Regulations

Laboratory technology activities are subject taaas federal, state, foreign and local laws andile@ns, which govern research, lab
development, taxes, labor standards, occupatiaadth and waste disposal, protection of the enwirent, mine safety, hazardous substances
and several other matters. We believe that wenacernpliance in all material respects with applieabchnology, health, safety and
environmental statutes and the regulations prontetbhy the relevant jurisdictions. Currently, thare no costs associated with our
compliance with such regulations and laws. Ceffiagieral and state laws and regulations govermeteng, creation and sale of the types of
diamond we intend to produce. The United Stategfaddrade Commission (“FTC”) and other comparabtgulatory authorities in the United
States and in foreign countries may extensivelyragatously regulate our lab-grown diamond, prodigtelopment activities and
manufacturing processes. In the United States; & regulates the introduction and labeling of gms diamond. We may be required to:

e Obtain clearance before we can market and selladagrown diamond;

«  Satisfy content requirements applicable to ourllabesales and promotional materials;
e Comply with manufacturing and reporting requirenseand

e Undergo rigorous inspections.

The process of obtaining marketing clearance for gemstone diamond from the FTC may prove costtytane consuming. The
FTC has neither approved nor prohibited the ugheferm “cultured” to describe the diamond the @any intends to sell as gemstones.
However, in December 2006, the Jewelers’ VigilaBoenmittee submitted a petition (the “Petition”)th® FTC seeking amendment to the
Guides for the Jewelry, Precious Metals, and Pelmthrstries, 16 C.F.R. Part 23 (“Guides”) to in@utie term “cultured” as a proscribed term
to describe laboratory-created diamond. By opinéated July 21, 2008, the FTC denied the Petifiadjng it did not demonstrate that the use
of the term “cultured” to describe laboratory-cezhtliamond, when qualified by one of the terms joled in the Guides, is deceptive or unfair
and declined to amend the Guides as requestecet®dtition. The
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Company has not procured FTC clearance, and thehas@ot precluded the Company from selling dianmmeduced using the Diamond
Technology. FTC has the power to restrict the dadfst sale of diamond that could deceive or haveahéency or effect of misleading or
deceiving purchasers or prospective purchasersregard to the type, kind, quality, character, ealrigin or other characteristics of a
diamond gemstone. Under current guidelines issyetldFTC, the Company is permitted to marketigsnbnd gemstones as “Scio-created,”
“lab-created diamond”, “laboratory created diamoériboratory grown diamond” or “cultured” so loras that term is accompanied by any of
the foregoing and such designations may inhibitkeidmg descriptions that are more favorable totamgaconsumer demand. We may come
under close scrutiny by governmental agencies rahasiry testing organizations and also by compstitothe gemstone industry, any of wr
may challenge our promotion and marketing of obrdeown diamond. If our production or marketinghallenged by governmental agencies
or competitors, or if regulations are issued tleatrict our ability to produce and market our labvgn diamond as “cultured diamond”, “lab-
created diamond”, or otherwise as a mined diamdtednative, our business, operating results anahfiial condition could be materially
adversely affected.

Our lab-grown diamond must also comply with simiéaws and regulations of foreign countries in whigd market such diamond. In
general, the extent and complexity of gemstone diahregulation is increasing worldwide. This trendy continue, and the cost and time
required to obtain marketing clearance in any gis@untry may increase as a result. Should it preaessary, there can be no assurances the
our lab-grown diamond will obtain any necessargiigm clearances on a timely basis, or at all.

Federal, state, local and foreign laws and reguiat{especially those regarding approval of genestiamond) are always subject to
change, and could have a material adverse effettteotesting and sale of our lab-grown diamond #retefore, our business.

Research and Developme

Our research and development activities have bagted to date as we have focused first on estaflent of our production facility
and immediately thereafter on production of diamoraterials for use in precision cutting devices. &{pect to invest in new technology and
intellectual property development to further impequoduction efficiencies and develop new prodirctee future.

Environmental Regulations

Our operations are subject to local, state andr&dmvs and regulations governing environmentalligggiand pollution control. To
date, our compliance with these regulations hasioamhaterial effect on our operations, capitalngays, or competitive position, and the cost
of such compliance has not been material. We aablarto assess or predict at this time what e#dditional regulations or legislation could
have on our activities.

Employees

We had nine full-time employees as of March 31,201
Securities Exchange Act of 1934 Repo

We maintain an Internet website at the followindm@ds: http://www.sciodiamond.com. The contentthefwebsite are not
incorporated either directly or by reference irtis t-Form 10-K or into our other filings with the SE The Company makes available on or
through our Internet website certain reports andradments to those reports that are filed or fuedsio the SEC pursuant to Section 13(a) or
15(d) of the Exchange Act. These include annuantspn Form 10-K, quarterly reports on Form 10:@yent reports on Form 8-K and
beneficial ownership reports on Forms 3, 4 andhis ihnformation is available on our website freecbfrge as soon as reasonably practicable
after we electronically file the information witbr furnish it to, the SEC.
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ITEM 1A. RISK FACTORS.

Our business, financial condition, and results p&@tions could be harmed by any of the followiislgg, or other risks that have not
been identified or which we currently believe arariaterial or unlikely. Shareholders should cargfulbnsider the risks described below in
conjunction with the other information in this Fotti-K and the information incorporated by refereircéhis Form 10-K, including our
financial statements and related not

Risks Related to Our Business

We have a very limited operating history, and hameurred losses to date. We have generated limienues to date, and
therefore, it is difficult to evaluate our businessd prospects.

Our Company is in the preliminary stages of operatiVhile our Company has recently engaged in reergmmoducing business
activities, it is not yet a profitable enterprisedanay incur substantial losses for the foresedablee. In addition, the Company’s revenues ar
presently derived from a limited number of custasn@ihe Company has not finalized the scope of prsduanticipates it will bring to marke
As a company in the early stages of operationpasiness is subject to all the risks inherentiea business enterprise. We have no
substantial operating history for investors to ddeisin evaluating our business and prospects. Winaking an investment decision, investors
should consider the risks, expenses and difficuttiat we may encounter as a young company in ameaket. These risks include, but are not
limited to, the following:

e Our need to fund and manage our rapidly developimtjchanging operations;

e Our need to expand our sales and marketing aetyviti

e Our need to quickly hire and integrate new pershimeluding various levels of senior managemenbwhave been hired
relatively recently;

»  Our ability to develop additional applications andrkets for our diamond materials, including thenatbnd gemstone industry;

*  Our ability to produce diamond materials sufficiemimeet the specifications and needs of variodsstrial and technology
applications;

*  Our ability to produce diamond materials and labvgr diamond sufficient to meet anticipated demamtthé gemstone
marketplace;

»  Acceptance of our lab-grown diamond in the gemstoaeetplace; and

»  The need to further refine and improve our techgyphith respect to man-made diamond developmemntigigpand
commercialization — including the need to makedf@nond growing process commercially viable, acaielet (by our own and
third party measures) and economical — and ouliétt®ial property and product offerings, and thedhto respond to changing
technologies and consumer preferences.

Likewise the diamond materials and lab-grown diachgemstones produced using the Diamond Technolagle¢tively “Scio
Diamond Materials”) are in a relatively early stafjelevelopment and are subject to the risks infidérethe development and marketing of
Scio Diamond Materials, including unforeseen desiganufacturing or other problems or failure toelep market acceptance. Our business |
subject to the risks inherent in the transitioneahnology from research and development and proégbroof-of-concept to commercial
production and market acceptance.

Failure by the Company to complete and integratergercial development of the Scio Diamond Mateiitagll market and distribut
in sufficient quantities to meet market demand widwdve a material adverse effect on the Compangmbss, operating results and financial
condition. Accordingly, the Company’s prospects trhesconsidered in light of the risks, expensesdiffitulties frequently encountered by
companies in their early stage of developmentjqadarly technology-based companies operating wéheloping and unproven manufacturing
processes.

To address these risks, the Company must, amoieg thiings, respond to competitive developmentsaeittnd motivate qualified
personnel, develop market acceptance for its digmestablish effective distribution channels, dffedy manage any growth that may occur
and continue to upgrade and successfully commereitiie Diamond Technology and Scio Diamond Malkirecorporating such technology.

The Company purchased its Diamond Technology frddh @&nd ADGC (together, the “Apollo Companies”). ither of the Apollo
Companies was able to successfully (profitably)eligy and commercialize their man-made diamond dgweént/growing process.
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We will require additional funding.

We currently have limited cash and working capitasupport our operations. Our future continuipgrations will require additional
funding, and we may not be able to obtain suchifmdn acceptable terms or at all. We likely watjuire additional capital to be able to fund
continued development and improvement of the psfmsgrowing Scio Diamond Materials and to fund expansion of manufacturing
capacity to meet projected growth of the markebiar diamond. There can be no assurance that $faetsdor raising capital will not involve
substantial dilution with respect to existing otuite stockholders of the Company.

Our future capital requirements will depend on meagjors, including the speed at which our produrcpirocess can be scaled-up for
high yield production, market acceptance of andaterfor our diamond, and the timing of our expamsitio new diamond markets. Our
future capital requirements depend upon many factocluding, but not limited to:

e The rate at which we increase our production caypaci

e The rate at which we expand our sales and markefiegations;

e The rate at which we attract consumers, distrilsuémd strategic relationships;

e The extent to which we are able to develop andagegthe technology and infrastructure; and
e The response of competitors to our Scio Diamonduyebofferings.

We expect additional financing to be required drete can be no assurance that additional equiglorrfinancing, if required, will be
available on acceptable terms or at all. If weaadditional funds by selling stock, the percentagaership of our then current stockholders
will be reduced, and we may raise these funds satturities that have rights, preferences, or ok equal or superior to the rights of
investors owning our common shares. If we canniseradequate funds to satisfy our capital requirdmeve may have to limit our operations
significantly, or the Company could terminate opierss entirely, resulting in a complete loss ofaatment for our stockholders. Our inability
to obtain financing on acceptable terms when neadedd have a material adverse effect on the Coyipdnusiness, operating results and
financial condition.

We are currently in default on our debt agreements

As of June 20, 2014, we have been in default oras million debt agreement with Platinum CapRaltners L.P. (See Item 8,
NOTE 4- NOTES PAYABLE) To date, Platinum has not takel antion related to this default as we pursue aatdit funding for our
operations. If Platinum were to proceed with thigjhts under the agreement they could foreclostheroan and have the right to take
possession of the collateral including the Compafiyed assets and intellectual property. If Plath were to foreclose on the debt, we may
have to limit our operations significantly, or tBempany could terminate operations entirely, ré@sgilin a complete loss of investment for our
stockholders. Our inability to obtain financing acceptable terms when needed would have a maaeniatse effect on the Company’s
business, operating results and financial condition

We have had significant turnover in key managememtrsonnel.

We have had significant turnover in our executiffecers. Our success depends in part upon ouityabdl retain the services of cert:
executive officers and other key employees anderskills, experience and performance of senioragament and certain other key persot
most of whom have either never worked togetherlos vave worked together for only a short periotroé. The loss of the services of our
executive officers or other key employees couldeh@wnaterial adverse effect on our business, apgnasults and financial condition.
Because we are in the early stages of commerdializave are also dependent on our ability to riécretain and motivate personnel with
technical, manufacturing and chemical vapor dejoosjtrocess skills. There are a limited numberesspnnel with these qualifications and
competition for such personnel may be intense.i@ability to attract, integrate and retain addiabgualified key personnel would materially
adversely affect our business, operating resutisfiaancial condition.

We may expend a substantial amount of time and rgses in connection with SEC, other regulatory ailoskholder-related inquiries or
legal actions related to our filed financial stateents and other disclosures and the transactionsatet thereto or other matters.

We have recently received a subpoena issued byEeordering the provision of documents and relatBtmation concerning
various corporate transactions between the Comaadyts predecessors and other persons and enflttesCompany is fully cooperating w
this inquiry. We may expend a substantial amofititee and resources in connection with the SEGyeeha, other regulatory or stockholder-
related inquiries or legal actions related to awvusly filed financial statements and other llisares and the transactions related thereto or
other matters. Such actions could have a matatiadrae effect on the Company’s liquidity and finahcondition and could also affect our
ability to file periodic reports on a timely basisd investor confidence in
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the accuracy and completeness of our financiatstants, which in turn could harm our business awe lan adverse effect on our stock price
and our ability to raise additional funds.

We expect future losses.

In order to achieve a commercially viable operatisa have made and expect to make further significevestments in technology,
infrastructure, research and development. We expestpend substantial financial and other resauoreexpanding our operations, in
particular our diamond growth technology infrastune, diamond fabrication, and sales/marketingvaigs. As a result, we must generate
significant revenues to achieve and maintain pabfiity. We expect that our sales and marketingea@sps, general and administrative expe
as well as the continued development expenseswilinue to increase.

Our business model is unproven.

Our initial business model was focused on sellailgdgrown diamond for various precision cutting &gilons. We are concurrently
seeking to produce other lab-grown diamond forilrgemstone consumption and other commercial apgtins. Although other companies
have sold some minimal amounts of lab-grown diamgemstones to date, the full extent of the mardeséich lab-grown diamond is not fully
known. Our business model is relatively new, isrompn and is likely to continue to evolve. Accogliyn our business model may not be
successful, and we may need to make substantinfjeBahereto. Our ability to generate significavenues will depend, in large part, on our
ability to successfully market our product to camsus, distributors and commercial customers. Wenihto continue to develop our business
model as the market for our products evolves.

We are wholly dependent on the Diamond Technology.

Our diamond supply depends entirely on our abititynanufacture diamond using the Diamond Technodaguired via the
August 31, 2011 purchase of assets by the CompanyADI and the June 5, 2012 purchase of assetisdbompany from ADGC (together,
the “Asset Purchase”).

Although the ability to produce limited quantitiekhigh quality lab-grown diamond gemstones hasiliBamonstrated, it has yet to be
proven that such success can be transferred mitasa production process that will yield high-qyadiemstones and material suitable for retail
gemstone distribution and commercial/industriall@ations. The inability or difficulty to transfehe Diamond Technology into a high-yield
production facility would have a material adverffiee on our business, operating results and firdrondition. Any disruption in our ability
to produce high quality lab-grown diamond would éavsignificant material effect on our business.

Our future revenues are unpredictable, and we exipear operating results to fluctuate from period fgeriod.

Our lack of operating history and the emerging reatf the markets in which we expect to competeeamtdifficult for us to
accurately forecast revenues in any given perigdsuch, revenues could fall short of our expeatatibwe experience production delays or
difficulties. Likewise, revenues could fall shoftexpectations should our product not be met withdemand we anticipate from the
marketplace. We have limited experience in finana@nning for our business on which to base oanpéd operating expenses.

Our operating results are likely to fluctuate sahgtlly from period to period as a result of a t@mof factors, many of which are
beyond our control. These factors include, butnatdimited to, the following:

e Outside market influences beyond our control, iditlg extended periods of decreased demand fordsainond;
e Our ability to enter into successful strategic tietasships;

e Our ability to attract purchasers and/or distrilosito

e The amount and timing of operating costs and ch@xpenditures relating to expansion of productperations;
e The rate at which individuals and organizationsegtour diamond;

An announcement or introduction of new or enhardiathonds or services by our competitors;

e Our ability to attract and retain qualified persehmnd

e Pricing policies instituted by our current and pokesfuture competitors.

The Company has generated limited revenue to date@nsequently its operations are subject tdsksrinherent in the establishm:
of a new business enterprise. For the period frasaption, September 17, 2009, through March 3142t Company has an accumulated
deficit of ($14,597,262). We are currently genergiimited revenues and expect to continue to geaeevenue
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in the future, but there can be no assurancesuwhatill ever generate sufficient revenues to aohiprofitability. If we do achieve profitability,
there can be no assurances that we can sustaiorease profitability.

Our ability to develop our core technologies is gedt to uncertainties.

The process by which we plan to manufacture diani®héghly complex. We anticipate that customen kidve highly specific
quality standards that our diamond will be requiedheet. The diamond we intend to sell is in thdyestages of development and there ca
no assurances that it will meet high customer stedsd Product failure or the inability to meet omsér requirements would have a material
adverse effect on our business, operating resuottsinancial condition. The process by which wengia produce our diamond requires the
integration of several complex components, somehi¢h will be provided by third-party suppliers. &buccessful integration of the Diamond
Technology with third-party products will determitie performance and scalability of our productioocess. We will be dependent upon our
employees and vendors to maintain an adequatadestd technical support infrastructure to ensueesticcessful adoption and rollout of our
diamond to customers. We currently have limitedegigmce in these areas. Failing in any of thesasaceuld materially adversely affect our
business.

We may not be able to establish effective distribatchannels.

We initially intend to sell our diamond in selectedrkets in the United States and internation&lg. expect that we will be required
to enter into distribution agreements with, and & dependent upon, a number of third partiesligtribution and sales of our diamond. We
are currently selling diamond directly to customemsl have not yet entered into distribution agregmeith any distributors. There can be no
assurance that we will be able to enter into distiobn agreements with distributors or that outrdistion strategy will prove to be successful.
Additionally, there can be no assurance that thistars will devote the efforts needed for succdstiiiribution of our diamond. The inability
of the Company to enter into favorable arrangemeittsdistributors or to achieve desired distrilbatiof our diamond would have a material
adverse effect on our business, operating resuot§iaancial condition.

Our sales of diamond for commercial applicatiorssd@pendent upon our ability to enter into profeaielationships with businesses
best able to reap rewards from the unique chaistitsrof diamond. There is no assurance that vildowiable to initiate and maintain these
relationships.

The Diamond Technology may be vulnerable to failure

Our success depends, in part, on the performaeliahility and availability of the Diamond Technglpand the diamond we
ultimately produce. The Diamond Technology and diachproduced thereby may be vulnerable to faillire failure of the Diamond
Technology or diamond produced thereby could ad¥efect our business. The process for manufangfudiamond using the Diamond
Technology is vulnerable to disruptions due to aeia of factors, which may lead to interruptiodsjays, and losses of opportunities or
inability to consistently market and sell our latmgn diamond. The occurrence of any of the foreg@ould have a material adverse effect on
our business.

We may need to effectively manage rapid growth of operations.

Our ability to successfully offer diamond and tgiement our business plan in new markets requimesffactive planning and
management process. We are in the process of giageaur operations and anticipate having to irsgeaur headcount as well. Increasing our
operations and potentially experiencing rapid glrowbuld place a significant strain on our managersgstems, infrastructure and resources.
We will need to continue to improve our financiadananagerial controls and reporting systems aocdegpiures, and will need to continue to
expand, train and manage our workforce.

Furthermore, we may be required to manage an isicrgaumber of relationships with various userstamers and other third parti
Any failure to expand any of the foregoing aredieitly and effectively could cause our busintssuffer. We could experience a period of
rapid and significant growth, which could contirmeer several years. We believe rapid growth wolddea significant strain on our resour
Our ability to manage growth effectively will regeiius to implement and improve operational andnfiie systems and to expand, train and
manage our employee base. We also may be reqoiredriage multiple relationships with various suggli customers and other third parties.
Our future operating results will also depend onahility to expand sales and marketing, reseanchdevelopment and administrative suppor
organizations. If the Company were unable to mamgageth effectively, our business, financial coraitand results of operations would be
materially adversely affected.
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We will need to hire additional personnel.

Our future success depends on our ability to ifigrdttract, hire, train, retain and motivate higkkilled executive, technical,
managerial, sales and marketing and business geweltt personnel. We intend to hire a number of @kex, technical, sales, and marketing,
business development and administrative personurgiglithe next one or two years. Competition foalfied personnel may prove intense,
particularly in the technology markets. If we f@milsuccessfully attract, assimilate and retainficgent number of qualified executives,
technical, managerial, sales and marketing, busidegelopment and administrative personnel, ounbas could suffer.

Our success depends upon achieving a critical massustomers and strategic relationships.

Our success is largely dependent upon achievingfisignt market acceptance for our diamond. Theketaor our diamond is at an
early stage of development. Although we believe tha diamond will ultimately achieve broad marketeptance, our existing and potential
competitors may offer diamond that could negatiadfect the market acceptance of our product amdagi@ our business prospects.

Our success is also dependent upon attractingfisigmti numbers of distributors and strategic relaships in order to market our
diamond. In particular, our ability to enter interteficial distribution partnerships will dependange part upon our success in convincing
diamond gemstone consumers that our lab-grown didrgemstone is of a desired quality. Failure tde@hand maintain a critical mass of
market acceptance will seriously harm our busimesise diamond gemstone industry.

The current and future state of the global econommay curtail our operations and our anticipated ravees.

Our business may be adversely affected by changgsmestic and international economic conditionsluding inflation, changes in
consumer preferences and changes in consumer sganaties, personal bankruptcy and the ability tiecbour accounts receivable. Changes
in global economic conditions may adversely afteetdemand for our products and make it more difffito collect accounts receivable,
thereby negatively affecting our business, opegatasults and financial condition. The recent gifians in credit and other financial markets
and deterioration of national and global econoroieditions could, among other things, impair thafioial condition of some of our customers
and suppliers, thereby increasing customer badsdebton-performance by suppliers.

Acts of war, terrorism or other unknown and unexped events could disrupt our business and we cd#dequired to cease our operatiol

Involvement in a war or other military action otsof terrorism may cause significant disruptiorémmerce throughout the world.
To the extent that such disruptions result in élagls or cancellations of customer orders, (iigaeyal decrease in consumer spending, (iii) ou
inability to effectively market and distribute goroducts or (iv) our inability to access capitalrkeds, our business and results of operations
could be materially and adversely affected. Weusable to predict whether the involvement in a aranther military action will result in any
long-term commercial disruptions or if such invatvent or responses will have any logm material adverse effect on our business, test
operations or financial condition.

A “going concern” qualification in our financial staements might create additional doubt about our atyilto stay in business, which could
result in a total loss of investment by our stochktiers.

We have not generated material revenues and haadivie operating cash flows. These issues, amdrgratraise substantial doubt
about our ability to continue as a “going concern.”

Risks Related to Our Industry

The potential market for our lab-grown diamond isyproven and may not materialize.

There currently is no widely-developed market fiy-grown diamond gemstones, and we believe thapanies operating in the
gemstone field may not be fully aware of the exiseeand attributes of our lab-grown diamond. Athéscase with any new or potential
product, market acceptance and demand are subjactignificant amount of uncertainty. Our futureahcial performance will depend upon
consumer acceptance of lab-grown diamond as &tieaind comparable alternative to mined diamorntticaher gemstones. Because no
widely-developed markets now exist for lab-growardond gemstones, it is difficult to predict theuhet growth rate, if any, and the size of the
market for our lab-grown diamond gemstones. We smnd significant amounts of capital to acquireriad production systems at a time
when demand for our lab-grown diamond is not &vallto fund those expenditures. The market forl@oigrown diamond gemstones may
never develop or may develop at a slower pacedkpacted due to a general
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lack of consumer acceptance of lab-grown diamomdsgenes. If the market fails to develop or developse slowly than expected, or if our
lab-grown diamond gemstones do not achieve sigmifimarket acceptance, our business, operatingsesu financial condition would be
materially adversely affected.

We face significant competition.

Our lab-grown gemstone diamond will face compatifi@mm established producers and sellers of eamtfedndiamond and other
known and potential manufacturers of lab-grown gemes. Other companies could seek to introducgiatxn diamond or other competing
diamonds or to develop competing processes forymtazh of labgrown diamond gemstones. We believe that the mareessful the Compa
is in creating market acceptance for Scio diamohitfvincluded lab-grown gemstone diamond, the ncorapetition can be expected to
increase. Increased competition could result ina@ehse in the price charged by the Company fodiamnond or reduce demand for our
diamond, which would have a material adverse effeabur business, operating results and financiatition. Further, our current and
potential competitors may have significantly greditgancial, technical, manufacturing and marketiagources and greater access to
distribution channels than the Company. There @andyassurance that we will be able to competeesséally with existing or potential
competitors.

Widespread consumer acceptance of lab-grown diargentstones is still developing. At this time, then@pany is aware that it may
be competing with companies that produce lab-grdiamond for industrial and gemstone markets, inolyud@emesis (lla Technologies),
Washington Group, D’'Nea, Element Six, and Sumitowiie. believe that as lab-grown diamond continuegaio widespread commercial and
consumer acceptance, the more competition canpmcted to increase. Increased competition couldtrigsa decrease in the price expecte
be charged by the Company for our diamond or redecgand for our diamond, which would have a mataedserse effect on our business,
operating results and financial condition.

Our potential competitors in the gemstone diamowdistry may have significantly greater financiaghnical, manufacturing and
marketing resources and greater access to distnbcahannels than the Company. Our competitorslikély include large multi-national
gemstone diamond companies as well as numerodsugtand development-stage gemstone diamond ahddkgy companies, some of
whom we may not be aware. We expect intense cotigretis we execute our business plan. It is betigliat some of our existing and
potential competitors, as well as potential ensamito our market, have longer operating histotegier user bases, greater brand recognition
and significantly greater financial, marketing ater resources than the Company. Many of thesmnpat competitors may be able to devote
substantially greater resources to promotion astegys development than we can. Barriers to devajogmpetitive technology in our market
may not be sufficient and current and competitoay fve able to develop competing diamonds at aivelgtiow cost. Accordingly, we believe
that our success will depend heavily upon achiesiggificant market acceptance before our potentiaipetitors introduce competing
products. There can be no assurance that we wabl®eto compete successfully with potential coribqest.

Rapid technological change will affect our busine:

Rapidly changing technology, industry standardsharmg consumer demands and frequent new prodtrctidactions are expected to
define our market. Our market'’s early stage of tigument may exacerbate these characteristics. @uref success will depend in significant
part on our ability to continuously improve the lityeof lab-grown diamond and our production capitibs in response to both the evolving
demands of the market and competitive product inffist Efforts in these areas may not be successful.

We expect to have limited protection of our intaiteal property and proprietary rights.

We regard the patents, trade secrets and simtkltdotual property acquired via the Asset Purclasseritical to our success. We must
rely on patent law, trade secret protection andidentiality agreements with our employees, custemstrategic partners, advisors and others
to protect those proprietary rights. Such meastr@sgver, afford only limited protection, and weymet be able to maintain the propriety
and/or confidentiality of the Diamond Technologyedpite these precautions, unauthorized third gantight use information that we regard ac
proprietary to compete or help others to competk us. There is no assurance that any of the egigtatent applications or future patent
applications, if made, will be granted, or, if gieah will not be invalidated or circumvented, oattthe rights granted there under will provid:
with a competitive advantage. Any misappropriatidour proprietary information by third parties tunaterially adversely affect our
business. There can be no assurance that anypatesits issued will provide any significant comniarprotection to the Company, that the
Company will have sufficient resources to prosedstpatents or that any patents will be uphelé@lmpurt should the Company seek to enforc
its respective rights against an infringer.

There can be no assurances that:
* Any pending patent applications or any future pasgplications will result in the issuance of pasen
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*  The scope of any patent protection will be effextiv exclude competitors or provide competitiveadages to us;

*  We will be able to commercially exploit any issystents before they expire;

*  Any of the patents held will be held valid if susently challenged;

»  Others will not claim rights in, or ownership digtpatents and other proprietary rights acquirggt@tduced by the Company;
e Our diamond will not infringe, or be alleged torinfje, the proprietary rights of others; or

We will be able to protect meaningful rights in prietary technology over which the party does raitl fpatents.

Furthermore, there can be no assurances that dtheesnot developed or will not develop diamondaolhhay duplicate any of the
diamond produced using the Diamond Technology oreapected manufacturing processes, or those otfikrsot design around any of the
Company'’s patents. The existence of valid pateoés ot provide absolute prevention from other camgs independently developing
competing technologies. Existing producers of labmty-created diamond may refine existing procefsegrowing diamond or develop new
technologies for growing diamond in a manner theesdnot infringe any intellectual property rightdtee Company.

Other parties may independently develop or othenaijuire substantially equivalent techniques, gagess to our acquired
proprietary technology or disclose such technoldgyddition, whether or not we obtain additionatgnts, others may hold or receive patents
covering components of diamond we independentleldgvin the future. There can be no assuranceshindtparties will not claim
infringement by us, and seek substantial damagésrespect to current or future diamond-relatetivaies. If we were to become involved in
a dispute regarding intellectual property, whethans or that of another company, we may becomedvedan material legal proceedings. Any
such claims, with or without merit, could be timaasuming, result in costly litigation, cause pradsiipment delays and require us to:

»  Cease manufacturing and selling the product intgpresivhich could seriously harm us;
»  Enter into royalty or licensing agreements; or
»  Design commercially acceptable non-infringing aitgive diamond.

There can be no assurances that we would be abl#tdo royalty or licensing agreements, if reqdjren terms acceptable to us or at
all, or that we would be able to develop commelgiatceptable non-infringing alternative diamontieTailure to do so could have a material
adverse effect upon our business, financial camditbperating results and cash flows. We cannaibiselutely certain that the Diamond
Technology does not infringe issued patents orratitellectual property rights of others. In adaliti because patent applications in the United
States are not publicly disclosed until the paieigsued, applications may have been filed whidate to the Diamond Technology.

There can be no assurance that our business ditd tabproduce diamond will not be impaired byiola that we are infringing upon
the intellectual property of others. We may be sabjo future legal proceedings and claims fronettmtime in the ordinary course of our
business, including claims of alleged infringemeiithe trademarks and other intellectual propegkts of third parties. Intellectual property
litigation is expensive and time-consuming and daliVert the Company’s managemeanattention from diamond production and operating
business. As a result of the foregoing, the limjteatection of our acquired intellectual propeights and proprietary information could have &
material adverse effect on the Company’s busirgsssating results and financial condition.

Substantial governmental regulation may restrict oability to sell our lat-grown diamond.

Certain federal and state laws and regulations mothe testing, creation and sale of the typesahdnd we intend to produce. The
United States Federal Trade Commission (“FT&i)l other comparable regulatory authorities hedeimforeign countries may extensively i
rigorously regulate our Scio Diamond Materials,darct development activities and manufacturing pgees. In the United States, the FTC
regulates the introduction and labeling of gemstdiaemond. We may be required to:

»  Obtain clearance before we can market and selledgrown diamond gemstones;

»  Satisfy content requirements applicable to ourllabesales and promotional materials;
*  Comply with manufacturing and reporting requirenseand

» Undergo rigorous inspections.

The process of obtaining marketing clearance for gemstone diamond from the FTC may prove costtytane consuming. The
FTC has neither approved nor prohibited the ugheferm “cultured” to describe the diamond the @any intends to sell as gemstones.
However, in December 2006, the Jewelers’ VigilaBoemittee submitted the Petition a petition (thetiffon”) to the FTC seeking
amendment to the Guides for the Jewelry, Precioetald, and Pewter Industries, 16 C.F.R. Part 23
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(“Guides”) to include the term “cultured” as a peobed term to describe laborataryeated diamond. By opinion, dated July 21, 2008 RTC
denied the Petition finding it did not demonstriditat the use of the term “cultured” to describeolaltory-created diamonds, when qualified by
one of the terms provided in the Guides, is deeepir unfair and declined to amend the Guides @sasted by the Petition. The Company ha:s
not procured FTC clearance, and the FTC has notygted the Company from selling diamond producedgihe Diamond Technology.
Despite its knowledge of the existing limited sadéfab-grown diamond gemstones and however unljkbere can be no assurances that the
FTC will not preclude the Company, or others sinhigituated from marketing and selling lab-growardond gemstones.

The FTC has the power to restrict the offer and saldiamond that could deceive or have the tendeneffect of misleading or
deceiving purchasers or prospective purchasersregard to the type, kind, quality, character, ealrigin or other characteristics of a
diamond gemstone. Under current guidelines issyetldFTC, the Company is permitted to marketigsnbnd gemstones as “Scio-created,”
“lab-created diamond”, “laboratory created diamoriiboratory grown diamond” or “cultured” so loras that term is accompanied by any of
the foregoing and such designations may inhibitkei@mg descriptions that are more favorable totangaconsumer demand. We may come
under close scrutiny by governmental agencies rahasiry testing organizations and also by compstitothe gemstone industry, any of wr
may challenge our promotion and marketing of obrdeown diamond. If our production or marketinghallenged by governmental agencies
or competitors, or if regulations are issued tleatrict our ability to produce and market our labven diamond as “lab-grown diamond”, “lab-
created diamond”, or otherwise as a mined diamdtednative, our business, operating results anahfiral condition could be materially
adversely affected.

It is likely that our Scio Diamond Materials must@comply with similar laws and regulations ofdimmn countries in which we marl
such diamond. In general, the extent and compl@fiiamond disclosure regulation is increasingldwide. This trend may continue, and the
cost and time required to obtain marketing cleaean@ny given country may increase as a resutiulglht prove necessary, there can be no
assurances that our Scio Diamond Materials wilhwbany necessary foreign clearances on a timedig bar at all. Our inability to satisfy
specific requirements for approval by domestic antiireign regulatory agencies could materiallyexdely affect our ability to bring diamond
to market and generate revenue.

Federal, state, local and foreign laws and reguiat{especially those regarding approval of genestiamond) are always subject to
change and could have a material adverse effettteotesting and sale of our diamond and, therefarebusiness.

Regulatory authorities may limit our business ingtfuture.

We will be subject to extensive regulatory requiesits. Government authorities can withdraw marketiegrance due to our failure
comply with regulatory standards or due to the aence of unforeseen problems following initialarignce. Ongoing regulatory requirements
are wide-ranging and govern, among other things:

e Product manufacturing;

« Annual inspections related to ISO certificatioroof quality system;
e Supplier substitution;

e Product changes;

*  Process modifications;

»  The process of assuring origin of mine and/or petida of diamond;
e Lab-grown diamond gemstone reporting and disclosamd

*  Product sales and distribution.

We expect that various government agencies mayaisur facilities from time to time to determinéether we are in compliance
with applicable laws and regulations. Additionalfyye fail to comply or maintain compliance wittmis and regulations pertaining to diamonc
gemstones, regulatory authorities may fine us amdib from selling our lab-grown diamond gemstotfes regulatory agency believes we are
not in compliance with such laws or regulationsnity be able to:

e Seize our lab-grown diamond gemstones;

* Require arecall;

e Withdraw previously granted market clearances;

« Implement procedures to stop future violations;/and
e Seek civil and criminal penalties against us.
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Risks Related to an Investment in our Common Stock

An investment in the Company involves a high degoéeisk.

An investment in the Company is speculative andlves a high degree of risk, including the lossifinvestor’'s entire investment in
the Company. There is no guaranteed rate of retu@n investor’s investment in the Company, andetieeno assurance that investors will be
able to resell their shares for the amount thegl fii such shares or for any other amount. Investhould not invest in the Company unless
such investors can afford to lose their entire gtweent.

Recent settlement agreement resulted in restructBoard of Directors and shareholder voting agreemi¢hat results in our directors an
officers controlling a large percentage of the Comny’s stock.

On June 23, 2014, the Company entered into a settieagreement by and among Edward S. Adams, Miéhddonahan, Gerald
McGuire, James Korn, Bruce Likly, Theodorus Strars] Robert C. Linares, their present and padiza#fs, such as Apollo Diamond, Inc.,
Apollo Diamond Gemstone Corporation, Adams MonahialR, Focus Capital Group, Inc. and Oak Ridge Fimrgervices Group, Inc.,
family members and spouses (the “Adams Group”), Bmamas P. Hartness, Kristoffer Mack, Paul Rapélien R. Bailey, Marsha C. Bailey,
Kenneth L. Smith, Bernard M. McPheely, James ChiRabert M. Daisley, Ben Wolkowitz, Craig BrownpRnie Kobrovsky, Lewis Smoak,
Brian McPheely, Mark P. Sennott, the Sennott Fa@hwaritable Trust, and their affiliates (the “S&@o Group”), pursuant to which the
Company and the Save Scio Group settled the prslyiending consent contest for the election aéators. Pursuant to the Settlement
Agreement, on June 23, 2014, Messrs. Adams, Stkinares and McGuire resigned as directors effedtivmediately, the Board expanded
size of the Board to 7 directors and appointed kéesdcPheely, Wolkowitz, Smoak and Leaverton (t8ave Scio Nominees”) to fill all but
one of the resulting vacancies. In addition, thenPany agreed to nominate each of Messrs. Korn #dy (the “Adams Group Nominees”)
and the Save Scio Nominees for election to the aathe Company’s 2014 annual meeting of stockdrsldPursuant to the Settlement
Agreement, the Adams Group and the Save Scio Graugt vote their shares of Common Stock for therathmminees for the next three
years, and will also have replacement rights inethent these nominees are unable to serve asalise

As of August 8, 2014, the Company had 49,619,352eshof common stock outstanding, net of sharekihdteasury. The total
number of shares subject to the voting agreemeteated to the settlement agreement is 17,492,928 moximately 35% of the outstanding
shares. Therefore, the Save Scio Group and thenAdzroup collectively have considerable influerxe t

»  Elect or defeat the election of our directors;

*  Amend or prevent amendment of our Articles of lpooation or Bylaws;

»  Effect or prevent a merger, sale of assets or attwgrorate transaction; and

»  Determine the outcome of any other matter submttigtie stockholders for vote.

The limited ability of other stockholders to exaeeicontrol over the Company may adversely affecfuture market price for our
securities and the rights of our stockholders.

Provisions in our Articles of Incorporation and bgivs or Nevada law might discourage, delay or preva&ichange of control of us @
changes in our management and, therefore, deprédssttading price of the common stock.

Nevada corporate law and our Articles of Incorpioratind Bylaws contain other provisions that caliktourage, delay or prevent a
change in control of our Company or changes imasiagement that our stockholders may deem advantagéhese include provisions that:

»  Deny holders of our common stock cumulative votiigépts in the election of directors, meaning thatkholders owning a
majority of our outstanding shares of common steitkbe able to elect all of our directors;

» Require any stockholder wishing to properly bringatter before a meeting of stockholders to comptig specified procedural
and advance notice requirements; and

« Allow any vacancy on the Board of Directors, howethe vacancy occurs, to be filled by the directors

There is no active public market for any of our sgties, which are not listed on any stock exchanged transfer of our securities is
restricted.

There is presently no active market, private odipufor our securities, and there can be no asmrghat a trading market will ever
develop or, if developed, that it will be maintadn®©ur common stock is not listed on any stock arge. We believe that we currently may
have enough stockholders or outstanding sharagmost an active trading market, even if our comrstmtk
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were listed on a recognized trading exchange. efban be no assurance that our investors will letalyesell any of our securities at any
price. The Company makes no representation to iakesegarding the value of its securities, andti@aarly in light of the thin trading in the
Company’s securities; trading prices may or mayraasonably reflect the intrinsic value, if anyfled Company’s securities.

We have been deemed to be a former shell compaagciordance with the Securities Act. As a result,shares of common stock
may not be resold under Rule 144 of the Secur@except pursuant to Rule 144(i). Resales undae R44(i) generally require, that, in
addition to the normal Rule 144 requirements amdtditions: (1) we are subject to the reporting reroents of the Securities Exchange Act of
1934 (the “Exchange Act”); (2) we have filed alld®ange Act reports required for the past 12 morathd;(3) a minimum of one year has
elapsed since we filed current Form 10 informatiarForm 8-K changing our status from a shell corygara non-shell company. An
investment in the Company should be consideredg-ierm, illiquid investment, and investors shooidable to withstand a complete loss of
their investment.

Our Bylaws specifically provide that we shall nettequired to effectuate the transfer of any shafesir common stock without first
receiving from the transferring stockholder (i)@inion of counsel satisfactory to the Company thptoposed transfer may be made lawfully
without the registration of such shares pursuatiiédSecurities Act of 1933, as amended (the “SéesiAct”), and applicable state securities
laws, or (ii) evidence that the shares proposdiktransferred have been registered under the iBesukct. The existence of the foregoing
restrictions may, therefore, adversely affect titare market price for our securities and the ggiftour stockholders.

Future stock issuances could severely dilute ourreunt shareholders’ interests.

The future issuance of common stock may resultlirtion in the percentage of our common stock Hmlaur existing shareholders.
Also, any stock we sell in the future may be valoadan arbitrary basis by us and the issuancearéshof common stock or preferred stock fo
future services, acquisitions or other corporateas may have the effect of diluting the valuahs shares held by our existing shareholders.

In addition, it is the Company'’s current intenti@epending on the development of the businessasidrother factors) to raise
substantial additional capital during the fiscahiyending March 31, 2015, which we expect to raswubstantial dilution in the percentag:
our common stock held by our existing shareholders.

Any additional funding we arrange through the saté our common stock will result in dilution to exting stockholder’ voting power and
may result in dilution to the book value per shaheld by existing stockholders.

We must raise additional capital in order for ousibess plan to succeed. A likely source of adddti@apital will be through the sale
of additional shares of common stock. Such stoskanaces would cause stockholders’ voting interasisir Company to be diluted and may
cause the book value per share held by existirzkistdders to be diluted. Such dilution could negglti affect the value of investors’ shares.

We do not expect to pay cash dividends in the feezble future.

We are not obligated to pay dividends with respeciur capital stock, and we do not anticipatepgagment of cash dividends on our
capital stock in the foreseeable future. Any decisb pay dividends will depend upon our profitapiat the time, cash available, and other
factors; however, it is currently anticipated thay future profits received from operations willfie¢ained for operations. Therefore, no
assurance can be given that there will ever besanlg cash dividend or distribution in the futurecérdingly, investors must rely on sales of
their capital stock after price appreciation, whiahy never occur, or a sale of our Company or atlmilar transaction as the only way to
realize a gain on their investment.

If we do not obtain additional financing, our busgss may fail

We anticipate that additional funding will be negder general administrative expenses, operatisscand marketing costs. There is
no guarantee that we will be able to raise theireduwash and because of this our business mayNailhave generated limited revenues from
operations to date. The specific cost requiremes¢sied to maintain operations depends upon theigtiod we are able to generate. If we are
not able to raise the capital necessary to fundaginess objectives, we may have to delay theemehtation of our business plan. Obtaining
additional funding will be subject to a number aétors, including general market conditions, ineestcceptance of our business plan and
initial results from our business operations. THastors may impact the timing, amount, terms arditions of additional financing available
us. The most likely source of future funds avagatol us is through the sale of additional shareoofmon stock. There is no guarantee that w
will be able to raise the funds required by the @any and, if we are not able to raise such furs) bur business may fail.
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Because our continuation as a going concern is iaubt, we may be forced to cease business operatimfsss we can generate profitak
operations in the future.

We will be incurring losses until we build a breaken level of revenue. Further losses are antetpmt the development of our
business. As a result, there is substantial ddodatiteour ability to continue as a going concernt ghility to continue as a going concern is
dependent upon our ability to generate profitalplerations in the future and/or to obtain the neagsnancing to meet our obligations and
repay our liabilities arising from normal busineggrations when they come due. We will require tattil funds in order to provide proper
service to our potential clients. At this time, eannot assure investors that we will be able taiolitnancing. If we are unable to raise needec
financing, we may have to delay or abandon furtiparations. If we cannot raise financing to meetahligations, we will be insolvent and
may be forced to cease our business operations.

If an active trading market for our common stock ds not sufficiently develop, stockholders may beahle to sell their shares

There is currently a limited trading market for @ammon stock and we can provide no assurancetsighificant market will
develop. Our common stock currently trades on tl€ @ulletin Board and the OTC QB marketplace. Wayrdecide to apply for listing of
our common stock on a U.S. and/or foreign exchaHgerever, we can provide no assurances that weaply or that our common stock
would be accepted for listing on any stock exchaAgeordingly, we can provide investors with nowassice that our shares will be traded
U.S. and/or foreign exchange or, if traded, thsigaificant active public trading market will matdize. If no active trading market is ever
developed for our shares, it will be difficult fstockholders to sell their shares.

Our shares of common stock are subject to the “pgratock”rules of the SEC and the trading market in our sedies will be limited, which
will make transactions in our stock cumbersome amgy reduce the value of an investment in our stock.

The SEC has adopted rules that regulate brokeedpedctices in connection with transactions innipestocks.” Penny stocks
generally are equity securities with a price ofldwn $5.00 (other than securities registeredeotaio national securities exchanges or quoted
on the NASDAQ system, provided that current pried wolume information with respect to transactionsuch securities is provided by the
exchange or system). Penny stock rules requirekebdealer, prior to a transaction in a pennylstuaat otherwise exempt from those rules, to
deliver a standardized risk disclosure documemamed by the SEC, which specifies information alpminy stocks and the nature and
significance of risks of the penny stock markebraker-dealer must also provide the customer witihalnd offer quotations for the penny
stock, the compensation of the broker-dealer, atesperson in the transaction, and monthly accstatéments indicating the market value of
each penny stock held in the customer’s accourgdttition, the penny stock rules require that,migca transaction in a penny stock not
otherwise exempt from those rules; the broker-deualest make a special written determination thatgenny stock is a suitable investment for
the purchaser and receive the purchaser’s writjeeeanent to the transaction. These disclosure negeints may have the effect of reducing
the trading activity in the secondary market farcktthat becomes subject to those penny stock. rfilagrading market for our common stock
develops, our common stock will probably becomgesttio the penny stock rules, and stockholders n@ase difficulty in selling their shares.

We have very little experience as a public compang may not be able to operate successfully as llipicompany, regardless of whether
our operations are successful.

We have operated as a public company for a veriydihperiod of time, and we have limited experieimceomplying with the various
rules and regulations that are required of a puddimpany. As a result, we may not be able to opematcessfully as a public company,
regardless of whether our operations are successful

If we cannot operate successfully as a public compan investment in our Company may be adverdédgtad. Our inability to
operate as a public company could be the basis ofv@stor losing his or her entire investments$nAs a public company, we will incur
significant costs including but not limited to tfelowing: audit, legal, internal costs relatedcmmpliance, market maker, transfer agent, and
EDGAR filing fees. These costs are expected taubstantial and will vary depending on the Compamgtvity and the SEC’s review of the
Company.

Material weaknesses in our disclosure controls amecedures or our failure to remediate such matdneeaknesses could result in
material misstatement in our financial statementstrbeing prevented or detected and could affeceistor confidence in the accuracy and
completeness of our financial statements, as wesllcauir common stock price.

We have identified material weaknesses in our dgsgke controls and procedures, including a lackuficient internal accounting
resources, necessary to ensure that adequate ref/aw financial statements and notes theret@rfopmed, and have concluded that our
internal control over financial reporting was ntieetive as of March 31, 2014. These material weakes and our remediation plans are
described further in Item 9A. Weaknesses in ouldsire controls and procedures could result irernedt
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misstatements in our financial statements not bpiegented or detected. We may experience diffesilbr delays in completing remediatior
may not be able to successfully remediate mateaknesses at all. Any material weakness or unseftdgemediation could affect our abil
to file periodic reports on a timely basis and tee confidence in the accuracy and completenessrdfinancial statements, which in turn
could harm our business and have an adverse effiemtir stock price and our ability to raise additibfunds.
ITEM 1B. UNRESOLVED STAFF COMMENTS.

Disclosure under this item is not applicable beeabhe Company is a smaller reporting company.
ITEM 2. PROPERTIES.

Our corporate headquarters and production faaligylocated at 411 University Ridge, GreenvilleytBaCarolina. The production
facility includes approximately 3,200 square fedjbaing our headquarters office, and the facititserall has 9,470 square feet of space. We

have five years remaining on the lease for thigifac

Annual rental payments for the next five fiscal ngeimr these facilities are as follows:

2015 $ 160,93¢
2016 224,41(
2017 224,411
2018 224,41(
2019 224,41
2020 and thereaft $ —

ITEM 3. LEGAL PROCEEDINGS.

On July 26, 2013, Bernard M. McPheely, TrusteetierBernard M. McPheely Revocable Trust Dated M&ay2012, Thomas P.
Hartness, Trustee for the Thomas P. Hartness Rbl@gaust Dated July 31, 2010, Brian McPheely antért Daisley (collectively,
“Plaintiffs”), derivatively and on behalf of the @pany, filed a complaint in the Court of CommonaBlef the State of South Carolina, Count)
of Greenville against Edward S. Adams (our theni@ien), Michael R. Monahan (a former member of@wenpany’s Board of Directors),
Robert Linares (a then current member of the Boara@odorus Strous (a then current member of treda@nd the law firm of Adams
Monahan, LLP (collectively, “Defendants”), and tiempany, as a nominal defendant (the “Scio Dexea@omplaint”). Bernard M.
McPheely is a former member of the Company’s Badiidirectors.

The Scio Derivative Complaint alleged (i) againsf&hdants, breach of fiduciary duty, corporate wasid unjust enrichment;
(ii) against Messrs. Strous and Linares and Adaraed¥fian LLP, aided and abetted a breach of fidudiaty; (iii) against Messrs. Adams and
Monahan, civil conspiracy; (iv) against Messrs. Ada Monahan and Linares, breach of fiduciary dutgesntrolling shareholder; and
(v) against Mr. Strous and Adams Monahan LLP, @dind abetting a breach of controlling sharehalidgéy. The allegations related to, am
other things, certain actions allegedly taken big@ants in connection with: the acquisition by @@mpany of certain assets of ADI (th&DI
Asset Purchase”); the ADGC Asset Purchase discusdedte 2 below; the Company’s agreement to prewidrtain current and former
stockholders of ADI and ADGC the opportunity to aitg up to approximately 16 million and 1 milliohaes, respectively, of common stock
of the Company for $0.01 per share (collectiveig, tADI/ADGC Offering”); the provision of legal seices by Adams Monahan LLP to the
Company; certain equity issuances by the Compaigwfimg the ADI/ADGC Offering; certain bonuses aotther payments paid to member:
the Board of Directors; and certain indemnificatailigations undertaken by the Company in favoMetsrs. Adams and Monahan.

Plaintiffs were seeking direct and consequentiat@ges sustained by the Company in an amount tetbblished through proof at
trial, plus pre-judgment and post-judgment interagpropriate equitable relief to remedy the altlkbeeaches of fiduciary duties; reasonable
attorney’s fees and costs for the Company incurrgatosecuting the action; and other relief as dsgbbyy the court to be just and proper.

Defendants removed the Scio Derivative ComplairthéoU.S. District Court for the District of Souttarolina, Greenville Division
(the “Federal Court”) and filed a motion to dismike complaint on October 4, 2013. On DecembeR@63, the Federal Court granted the
Defendants’ motion to dismiss, in part based orpth@tiffs’ lack of standing, and the remainingichs were dismissed by the court without
prejudice in favor of mandatory arbitration procdegd. As of March 31, 2014, no arbitration prodagdvas initiated.
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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 Federal Cguagainst Edward S. Adams (our then Chairman)hiskt R. Monahan (a former member of
the Company’s Board of Directors), the law firmAzfams Monahan, LLP, Loblolly, Inc., which was fomyeknown as Scio Diamond
Technology Corporation, and the Company (colletfiviSennott Defendants”). This derivative complaon ADI’s behalf (the “ADI
Derivative Complaint”) alleged claims for breachfiofuciary duty, constructive fraud and unjust enment. The allegations in the ADI
Derivative Complaint are duplicative of the Sciorative Complaint allegations concerning ADI, whiwere dismissed by the Federal
Court’'s December 16, 2013 order in the Scio Deirrea€omplaint and repeat almost verbatim the atiega from earlier lawsuits filed and
dismissed in 2012 against the Defendants, whicte \wegviously disclosed in the Company’s Form 1®€xiie nine months ended
December 31, 2012 and Form 10-K for fiscal yearedndarch 31, 2013. Sennott was seeking directandequential damages sustained by
Sennott in an amount to be established throughf gtatoial, plus pre-judgment and post-judgmengiast; appropriate equitable relief to
remedy the allegedly wrongful acts; reasonablerids fees and costs incurred in prosecuting thie® and other relief as deemed by the
court to be just and proper.

Settlement Detail:

Both the Scio Derivative Complaint and the ADI Dvative Complaint were effectively settled on JuBe 2014 when the Company
entered into a settlement agreement (the “Settledgreement”) by and among Edward S. Adams, MickRaéWlonahan, Gerald McGuire,
James Korn, Bruce Likly, Theodorus Strous, and RdbeLinares, their present and past affiliateshsas Apollo Diamond, Inc., Apollo
Diamond Gemstone Corporation, Adams Monahan LLBuE&apital Group, Inc. and Oak Ridge Financiati8es Group, Inc., family
members and spouses (the “Adams Group”), and Th&nBiairtness, Kristoffer Mack, Paul Rapello, GlerBRiley, Marsha C. Bailey,
Kenneth L. Smith, Bernard M. McPheely, James Chiradbert M. Daisley, Ben Wolkowitz, Craig BrownpRnie Kobrovsky, Lewis Smoak,
Brian McPheely, Mark P. Sennott, the Sennott Fa@iaritable Trust, and their affiliates (the “S&@o Group”), pursuant to which the
Company and the Save Scio Group settled the prelyigending consent contest for the election acéators. Pursuant to the Settlement
Agreement, on June 23, 2014, Messrs. Adams, Stkineres and McGuire resigned as directors effedtivmediately; the Board expanded
size of the Board to 7 directors and appointed kéeddcPheely, Wolkowitz, Smoak and Leaverton (tBave Scio Nominees”) to fill all but
one of the resulting vacancies. In addition, thenfany agreed to nominate each of Messrs. Korn #dg (the “Adams Group Nominees”)
and the Save Scio Nominees for election to the @aathe Company’s 2014 annual meeting of stocldrsldPursuant to the Settlement
Agreement, the Adams Group and the Save Scio Graugt vote their shares of Common Stock for thersthmminees for the next three
years, and will also have replacement rights inetfent these nominees are unable to serve asale

The Settlement Agreement contains various otherdemnd provisions, including with respect to tlamsfer of one million shares of
Common Stock to the Save Scio Group, a portiontatiwis allocated for reimbursement by the Adamsuprof the Save Scio Group’s out-of-
pocket expenses in connection with the nominatfche Save Scio Nominees and past litigation invg\certain members of the Adams
Group and the Save Scio Group (the Scio Derivaiemplaint and the ADI Derivative Complaint collestly known as the “Litigation”), the
Save Scio Group’s withdrawal of the Litigation,rténation of the Save Scio Group’s consent soligitgtand accelerated expiration of the
Company’s stockholder Rights Agreement adopted pril 8, 2014. Also included in the settlement is fbrfeiture of one million shares of
common stock by Edward S. Adams and Michael Mondbaoancellation by Scio.

In addition, the Settlement agreement providesHerelease of all liabilities amongst the par&ffective June 23, 2014. Additional
detail on the settlement agreement is includedain P, ltem 8, NOTE 13- SUBSEQUENT EVENTS.

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 is fully
cooperating with this inquiry.

ITEM 4. MINE SAFETY DISCLOSURES.

Not applicable.

ITEM 5. MARKET FOR COMMON EQUITY, RELATED STOCKHOL DER MATTERS, AND ISSUER PURCHASES OF EQUITY
SECURITIES

Market Information

Our common stock is currently quoted on the OTAdul Board under the ticker “SCIO”. Beginning Naowker 16, 2010, our
common stock was quoted on the OTC Bulletin Boardien the symbol “KHRB.OB”; however, on August 5,120 our symbol was changed to
“KHRBD.OB”, and later to “SCIQO” to reflect the Corapy’s name change. Because we are quoted on te OT
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Bulletin Board, our common stock may be less liguéteive less coverage by security analysts and needia, and generate lower prices tha
might otherwise be obtained if it were listed omadional securities exchange. The OTC Bulletin Bigaices are quotations, which reflect
inter-dealer prices without retail mark-up, markaghp or commissions and may not represent actuaséctions.

After the acquisition of the Scio Diamond Techngldprporation name on August 5, 2011, trading efammmon stock did not beg
on the OTC Bulletin Board until September 23, 200He following table sets forth the quarterly higid low bid prices for our common stock
for the fiscal years ending March 31, 2013 and 2@%4eported by the OTC Bulletin Board. These afimts reflect intedealer prices, witho
retail mark-up, markdown, or commission, and malyrapresent actual transactions.

Fiscal Year Ended March 31, 201: High Low

First Fiscal Quarte $ 3.3 % 2.2t
Second Fiscal Quart 3.1¢ 2.2F
Third Fiscal Quarte 2.7¢ 0.71
Fourth Fiscal Quarte 1.3¢ 0.81
Fiscal Year Ended March 31, 201- High Low

First Fiscal Quarte $ 1.0C $ 0.31
Second Fiscal Quart 0.54 0.1t
Third Fiscal Quarte 0.51 0.2¢
Fourth Fiscal Quarte 0.4C 0.1t

As of August 8, 2014, there were 50,619,312 shaffesmmon stock outstanding held by approximat&l§ stockholders of record.
Dividends

We have not declared or paid any cash dividendsuomrommon stock since our inception, and we ddmehd to declare cash
dividends for the foreseeable future. Any decismpay dividends will depend upon our profitabiléythe time, cash available, and other
factors; however, it is currently anticipated thay future profits received from operations willfe¢ained for operations.

Recent Sales of Unregistered Securit

Unless otherwise indicated, the issuances of aurgees listed below were made in reliance onxamgption from registration under
Section 4(a)(2) of the Securities Act, as we reabbnbelieved that the investors were sophisticateat no general solicitations were involved
and the transactions did not otherwise involve laipwffering.

On March 25, 2013, the Board of Directors authatitee issuance of 500,000 shares of the Companysmon stock to Edward S.
Adams, then Chairman of the Board, and 500,000eshafrthe Compang’common stock to Michael R. Monahan, a then memibiae Boarc
to indemnify Messrs. Adams and Monahan under apipléclaw and the Company’s charter documents fareshof Company common stock
transferred by them in May 2012 to certain inditiuin settlement of a complaint filed by such Wndiials against Messrs. Adams and
Monahan, their respective spouses, Adams Monah&h Mr. Joseph Lancia (our former President and f&wecutive Officer), the Company,
and, as a nominal defendant, Private Scio. Thepaomrecognized $830,000 as professional and dimgfiées related to this authorization
for indemnity during the fiscal year ended March 3013. These shares were issued by the Compaimgdhe fiscal year ended March 31,
2014,

On June 4, 2013, the Company engaged Arque Cafital, Maxwell Simon, Inc., and Stonegate Securjtles. to provide consultin
services in connection with future capital raisaugivities. The Company agreed to issue 165,060,5D0 and 200,000 shares of its common
stock, respectively to each of Arque Capital LTigxwell Simon, Inc. and Stonegate Securities Irespectively as partial compensation for
these engagements. The Company recognized $200,4%Pense related to these share issuances.

On September 25, 2013, the Company issued 1,008/@4¥@s of its common stock to our attorneys Schveeg Lundberg &
Woessner P.A. in exchange for $164,000 of past kxgaices.

On September 25, 2013, the Company granted ninexecutive employees options to purchase a tota08f000 shares of the
Company’s stock. These options vest based on ohgp@ny meeting various operating metric and cash fargets. The exercise price of
$0.33 per share is equal to the closing pricegifaae of the Company’s common stock on the datgaoft. Using the Black-Scholes option
pricing model, management has estimated the opigsnged on September 25, 2013 had a value of $0.21
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per option on the date of the grant. The BlackeBzhmodel assumptions used were: Expected divigiehd], 0.00%; Risk-free interest rate,
0.66%; Expected life in years, 3.0; Expected viitgtil02.3%. None of these options were vestgohuissuance. Subsequent to issuance, a
portion of these options have vested and the Coynpas recognized $5,312 in compensation costhéset options in the fiscal year ending
March 31, 2014.

On October 1, 2013, the CompasBoard of Directors approved the issuance of aptio purchase 68,750 shares of common stc
each of our former board members, Messrs. Adanmgres, and Strous, for their services to date tirmalendar 2013. Each grant is in
accordance with the Company’s director compensatiogram that provides for the grant of optionptiochase 6,250 shares of common stoc
to each director for each Board meeting held. 286,250 options issued have an exercise price .dl®bat reflects the Company’s closing
stock price on the date of grant. Using the Bl&ckoles option pricing model, management has déaterhihe options issued on October 1,
2013 had a value of $0.26 per option on the datgarit. The Black-Scholes model assumptions usegd:viExpected dividend yield, 0.00%;
Risk-free interest rate, 0.66%; Expected life iange 3.0; Expected volatility, 102.3%. Total comgation costs of $54,429 have been
recognized for these options during the fiscal ysated March 31, 2014.

On March 25, 2014, the Company’s Board of Directarsepted a report from a Special Litigation Corteribf the Board. Upon
acceptance of this report, the Company was obligatéssue 375,000 shares of stock to Mr. TheouStra then member of the Company’s
Board of Directors and 100,000 shares to Mr. LaceeZipkin, an unaffiliated third party, for theiagicipation on the Committee. The
Company valued the shares issued at the then maniketof $0.25 and recognized $118,750 in profesdiand consulting fees for the value of
these shares issued during the fiscal year endedhi\gd, 2014.

At the request of the Board of Directors, the Conypentered into an agreement, effective April 1242 with Mr. Joseph
Cunningham to provide consulting services to thenGany. Under this agreement, the Company agrepbtade Mr. Cunningham $4,000
and 20,000 shares of common stock per month inaggehfor his professional services to the Compdryough June 30, 2014, the Company
had issued 60,000 shares to Mr. Cunningham. Tétemes were valued at an average of $0.44 anddimp&hy recognized $26,200 in expe
for these shares.

On June 20, 2014, the Board of Directors grantettioted 50,000 shares of stock to Mr. Michael Laubxchange for $12,000 of
liabilities owed to Mr. Laub for professional feg®viously provided to the Company. These shame walued at $0.24 per share.

On July 15, 2014, the Board of Directors approvedissuance and sale of up to 2,000,000 sharemwhon stock to accredited
investors at a price of $0.30. The Company magerap to $600,000 from this offering and does ntitgate incurring any expenses related
to the offering. Through August 8, 2014, the Comphas issued 750,000 shares under this offeridgained $225,000. The issuance and
of the shares has not been registered under theiex Act, and the shares may not be offerectut i the United States absent registration
under or exemption from the Securities Act and @pplicable state securities laws. The Securities b&en issued and sold in reliance upc
exemption from registration afforded by Section)@aof the Securities Act and Rule 506(b) of Regiolh D promulgated under the Securities
Act, based on the following facts: each of the Btoes has represented that it is an accreditediovas defined in Rule 501 promulgated ul
the Securities Act, that it is acquiring the shdogsnvestment only and not with a view towardsfar resale in connection with, the public <
or distribution thereof in violation of applicatdecurities laws and that it has sufficient investiexperience to evaluate the risks of the
investment; the Company used no advertising orrgéselicitation in connection with the issuancel sale of the Securities to the Investors;
and the shares will be issued as restricted sesurit

ITEM 6. SELECTED FINANCIAL DATA.
Not applicable.
ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FI NANCIAL CONDITION AND RESULTS OF OPERATIONS.

You should read the following discussion in confiamcwith the financial statements of the Compamg the notes to those
statements, included elsewhere in this Form 10siyell as the rest of this Annual Report on ForrK1lT he statements in this discussion
regarding outlook, our expectations regarding outufe performance, liquidity and capital resour@asl other non-historical statements in
this discussion are forward-looking statements.sehferwardlooking statements are subject to numerous riskisiantertainties, including, b
not limited to, the risks and uncertainties desedbn the “Risk Factors” and “Cautionary Notice Ragling Forward Looking Statements”
sections of this Annual Report on Form 10-K. Ouuatresults may differ materially from those can& in or implied by any forward-
looking statements.
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GENERAL
Corporate History

We were incorporated on September 17, 2009 in téte $f Nevada under the name Krossbow Holdingp@ation. Krosshow’s
original business plan was focused on offsettimpa@a dioxide emissions through the creation andegtmn of forest-based carbon “sinks.”
Krossbow planned to assess carbon resource pdseptiascribe and implement ecosystem restoratmdsvelop those resources, and thereb
generate carbon offset products. However, we himee stbandoned that original business plan anductated our business to focus on man-
made diamond technology development. We decidegddaire existing technology and to seek to effityeand effectively produce man-made
diamond. In connection with this change in busimrspose, Krossbow changed its name to Scio Diami@ctinology Corporation to reflect
its new business direction.

On August 5, 2011, Edward S. Adams and Michael Bndhan, both of whom formerly served on the ComjzaBgard of Directors,
acquired control of the Company through the purela2,000,000 shares of the Company’s issued atsfamding common stock from Jason
Kropp, Krossbow’s sole director and executive @fiat that time, in accordance with a common sfmokhase agreement among Mr. Kropp,
Mr. Adams and Mr. Monahan. Concurrent with the exien of the stock purchase agreement, Mr. Krogmresd from all positions with
Krosshow, including, but not limited to, that ofeBident, Chief Executive Officer, Chief Financidfi€er, Treasurer, Secretary and Director.

On August 5, 2011, the Company executed the Scset¥urchase Agreement with Private Scio. Undetettms of the Scio Asset
Purchase Agreement, the Company purchased the ‘f&mieeDiamond Technology Corporation” and acquiotider rights from Private Scio
for 13,000,000 newly issued shares of common stbthe Company. Mr. Adams and Mr. Monahan wereaties of Private Scio, and Joseph
D. Lancia, our former President and Chief Execu@fficer, was an officer of Private Scio, and tlteeyned 31.5%, 31.5% and 15.4%,
respectively, of Private Scio. Edward S. Adams lslithael R. Monahan each acquired, directly or iadily, 4,100,000 shares of our common
stock pursuant to the Scio Asset Purchase Agreemedtloseph D. Lancia, our former Chief Execuii#&cer, acquired 2,000,000 shares
pursuant to the Scio Asset Purchase Agreement.

On August 31, 2011, the Company acquired certaata®f ADI, consisting primarily of diamond growimachines and intellectual
property related thereto, for which the Companyl &l an aggregate of $2,000,000 in a combinatibcash and a promissory note to ADI
with a September 1, 2012 maturity date. This pssry note had an outstanding balance of $125,08uah 31, 2012 and was paid in full
of March 31, 2013. In connection with the ADI AsBeirchase, the Company also agreed to providaicertirrent and former stockholders of
ADI that are accredited investors the opporturstacquire up to approximately 16 million sharesahmon stock of the Company for $0.01
per share. Both Mr. Adams, in an executive rolel, lsln. Monahan previously served in various capesitvith ADI through early 2011.

On June 5, 2012, the Company acquired substantitllbf the assets of ADGC, consisting primarilylab-grown diamond gemstone-
related know-how, inventory, and various intellettproperty, in exchange for $100,000 in cash &aedpportunity for certain current and
former stockholders of ADGC that are accreditedstors to acquire up to approximately 1 millionrsiseof common stock of the Company
$0.01 per share with the intent that ADI Offerirgdpnducted substantially concurrently with the ADQGffering. Mr. Adams and
Mr. Monahan served in various capacities with ADtfugh early 2011.

The ADI/ADGC Stockholder Offering was completedMiiarch, 2013 and resulted in the issuance of aneggde of 16,766,773 shares
of the Company’s common stock.

Business Overvie

The Company’s primary mission is the developmergrofitable and sustainable commercial productibitscdiamond materials,
which are suitable for known, emerging and antiggandustrial, technology and consumer applicatidie Company intends to pursue
progressive development of its core diamond mdsetéahnologies and related intellectual propdrat the Company hopes will evolve into
product opportunities across various applicatid¥s.believe these opportunities may be monetizedgh@ combination of end product sales,
joint ventures and licensing arrangements wittdtparties, and through continued development efletttual property. Anticipated applicati
opportunities for the Company’s diamond materiatduide the following: precision cutting devicesamiond gemstone jewelry, power
switches, semiconductor processors, optoelectrogarssciences, water purification, and MRI and othedical science technology.

As of March 31, 2014, nearly all of the Company'squction capacity is being sold for use in prexistutting devices and gemstone
materials. As of March 31, 2014 we had genera&80dP,089 in net revenue since inception. To dater 60% of our product has been sold
overseas and 100% of these sales have been to@xtastomers. In the future, we expect continlegelopment of an international market
for our diamond materials.
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See Part I, Item 1. (Business) for additional infation regarding our business.
Significant Partner Agreements

On September 16, 2013, the Company entered irtdes0f 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 thergjon of the joint venture to over 500 machingader the Grace Rich Agreements, the
Company has agreed to license its proprietary t@oly for the manufacture of diamond gemstonegyoéed upon specifications. In excha
for the license, the Company will receive licensamgl development revenue and a 30% ownership podgitithe joint venture. In addition to
the licensed technology, the Grace Rich Agreemeantade obligations for the Company to provide #edcompensated for technology
consulting services to the joint venture to supplegtstart-up of operations. The Company is ngaired to make any on-going funding
contributions to the joint venture and its ownepsstiake cannot be reduced from 30%.

Critical Accounting Policies

We have adopted various accounting policies theegothe application of accounting principles gaiigraccepted in the United
States “GAAP”. We describe our significant accongtpolicies in the notes to our audited financiatements as of March 31, 2014.

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 consider theseaating policies to be critical accounting pol&idhe judgment and assumptions we use are
based on historical experience and other fact@tsvile believe to be reasonable under the circurostaBecause of the nature of the judgn
and assumptions we make, actual results couldrdifien these judgments and estimates and couldriaiyeaffect the carrying values of our
assets and liabilities and our results of operation

The following is a summary of the more significardgmental estimates and complex accounting priesjpvhich represent our
critical accounting policies.

Asset Purchase

On June 5, 2012, the Company acquired substantitllbf the assets of ADGC, consisting primarilylab-grown diamond gemstone-
related know-how, inventory, and various intellettproperty, in exchange for $100,000 in cash &edpportunity for certain current and
former stockholders of ADGC that are accreditecstors to acquire up to approximately 1 millionrgiseof common stock of the Company
$0.01 per share with the intent that ADI Offerirggdonducted substantially concurrently with the ADGffering. The ADI Offering and the
ADGC Offering began in June 2012 and is completedof March 31, 2014, the Company had issued 1677&6shares of common stock
pursuant to the ADI/ADGC Stockholder Offering.

The following table reflects our purchase priceedition of the assets:

Inventory $ 269,00(
In-process research and development 601,00(
Total $ 870,00(

The Company completed a third-party valuation tteeine the fair value of the assets acquired dsen&cquisition date. The final
amounts allocated to the assets acquired are bigsedthe results of that valuation appraisal.

We believe that the acquisition of these asseta #®GC was not the acquisition of a “business” witthe definition set forth in
GAAP or Rule 11-01(d).

Property, Plant and Equipme

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
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Leasehold improvements are depreciated at therleb#ige remaining term of the lease or the lifétaf asset (generally three to sever
years).

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

After initial recognition, tangible assets acquitkdt are used in commercialization activitiesazeounted for in accordance with tf
nature. Financial Accounting Standards Board (“FASRcounting Standards Codification (“ASC360 requires that these assets be clas:
as indefinite-lived until the completion or abandwnt of the associated commercialization effottsytdch time the asset would be considere
to be placed in service and the entity would deiteerthe assets’ appropriate useful lives. The Campmdaced the reactors acquired from ADI
(the primary tangible assets) in service duringfiteal year ended March 31, 2013. This is coiedidith the commencement of commercial
services for the Company.

Intangible Asset

Intangible assets, such as acquired in-procesarndsand development “IPRD” costs, are considevdthve an indefinite useful life
until such time as they are put into service atolvtiime they will be amortized on a straidine basis over the shorter of their economic gal
useful life. Management'’s estimate of useful lifeany patents when placed in service is a crifiedgiment. Management evaluates indefinite
life intangible assets for impairment on an anrzsis and on an interim basis if events or chamgeiscumstances between annual impairr
tests indicate that the asset might be impaired.drgoing evaluation for impairment of its indetiniife intangible assets requires significant
management estimates and judgment. Managementuedigfinite life intangible assets for impairmeritamever events or changes in
circumstances indicate that the carrying amouinoéisset may not be recoverable. There were ndrimgyat charges as of March 31, 2014.

During the fiscal year ended March 31, 2013, mamege of the Company conducted a strategic revieits afitellectual property
portfolio and determined that a substantial portibthe portfolio should be considered for placetriarservice due to the inherent value of the
patents to the on-going manufacturing operatiorssa Aesult, intangible assets in the amount of BF(®3 previously classified as IPRD were
assigned to specific patents and considered placgetvice. These patents are being amortizedaperiod ranging from 6.75 years to 15.67
years corresponding to their remaining |

During the fiscal year ended March 31, 2014, mamege of the Company conducted a further strategiew of its intellectual
property portfolio and determined that a portioritedf portfolio should be considered for placemargdrvice due to the Company’s recent
entrance into the gemstone marketplace. As atréstangible assets in the amount of $601,000iptesly classified as IPRD were assigned tc
specific patents and considered placed in serVicese patents are being amortized over a periaggmarfrom 16.33 to 19.46 years
corresponding to their remaining life.

The Company continues to classify the remainingmgbtortfolio as IPRD and believes that the IPRB dlgernative future use and
value. At such time that production begins and cenumalization of this portion of the intellectuaiperty 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 indedihlife for IPRD assets until such time as the caruialization can be reasonably estimatec
at which time the assets will be available for thaiended use. At such time as those requirensptmet, we believe that consideration of the
legal life of the intellectual property protectishould be of considerable importance in determitiieguseful life. Upon commercialization and
determination of the useful life of the intelledtpaoperty assets, consideration will be givenh® éventual expiration of the intellectual
property rights underlying certain critical aspeat®ur manufacturing process.

RESULTS OF OPERATIONS
Fiscal Year Ended March 31, 2014 Compared to tlsedliYear Ended March 31, 20

During the fiscal year ended March 31, 2014, werded net revenue of $1,418,341, compared to $881rvnet revenue during the
fiscal year ended March 31, 2013. The increasevienue is primarily due to the Company receivi6g3000 in licensing fees from the joint
venture during the fiscal year ended March 31, 20a#were not in the prior period. While revennesof licensing fees were approximately
10% lower between the periods, commercial operatand revenues largely started during the middteefiscal year ended March 31, 2013
while commercial operations continued throughoastftacal year ended March 31, 2014. This reveraertwas the result of the Company
losing its primary industrial customer at the efithe fiscal year ended March 31, 2013 and the @mmeeding to rebuild its customer base
during the fiscal year ended March 31, 2014. Dythre fiscal year ended March 31, 2014, we incuioéal operating expenses of $5,696,747,
compared to total operating expenses of $8,176J622g the fiscal year ended March 31, 2013. Tédkiction is largely due to reduced
professional and consulting fees and salaries
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and benefits offsetting increased cost of goods, stepreciation and amortization expense, and $dssehe disposal and impairment of fixed
assets. The lower professional and consultingdesargely the result of reduced expenses farmdfication of a past legal settlement. The
lower cost of salaries and benefits resulted freductions in stock based compensation, employemaese costs and overall expense
reductions from reduced headcount. The lossessposial and impairment of fixed assets were thdtrebthe Company’s closing of its
Hudson, MA facility when the lease expired durihg fiscal year.

With production and sales of manufactured prodoetginuing for the entire fiscal year ended Mardh 3014 versus the partial per
included in the fiscal year ended March 31, 2018 had cost of goods sold expense of $2,321,534v&%,349,109 for the fiscal year ended
March 31, 2013. We incurred salary and benefieasp including direct and labor costs recordeat of goods sold of $1,301,005 during
fiscal year ended March 31, 2014 and $3,500,35ingthe fiscal year ended March 31, 2013. Thisietidn is due to lower stock-based
incentive compensation for executive officers & @ompany of $1,803,276, lower executive severarpense of $265,803 and reduced
headcount of $293,621. We incurred $1,272,212dfegsional and consulting fees during the fiseglnended March 31, 2014, compared to
$2,635,069 for the fiscal year ended March 31, 201l3is decrease is primarily due to reduced exgefr indemnification of expenses fror
past legal settlement of $947,305.

Depreciation expense of $683,572 and $474,744 e@sded in cost of goods sold during the fiscalyemded March 31, 2014 and
2013, respectively. This increase is due to the@any’s startup of operations during the fiscalryaaling March 31, 2013 and the associatet
startup of depreciation of our manufacturing asgetsus depreciation expense continuing for theeefiscal year ending March 31, 2014.

Our net loss for the fiscal year ended March 31420as $4,950,953, compared to a net loss of $73882uring the fiscal year enc
March 31, 2013. Our net loss per share for ttmafigear ended March 31, 2014 was ($0.10) per sharepared to a net loss per share of
($0.19) for the fiscal year ended March 31, 20IBe weighted average number of shares outstandasgi®,548,045 and 37,971,035 for the
fiscal years ended March 31, 2014 and 2013, reispéct

FINANCIAL CONDITION

At March 31, 2014, we had total assets of $12,88cbmpared to total assets of $15,256,450 at Mait¢c2013. This decrease in
assets was primarily related to reductions in castgentory, and the write-down of property, plantia@quipment from the closing of the
Companys Hudson, MA facility and the ADGC Asset Purchaske had cash of $47,987 at March 31, 2014 compar§@23,257 at March 3
2013. The decrease is due to the continuing usadf to support Company operations. The decieaseentory of $374,836 was primarily
due to lower finished goods inventory includingusttial and gemstone materials of $282,473 asagglhe Company’s write off of inventory
of $100,557 to adjust the value of our inventorytte lower cost of market due to expected sellingeg being lower than cost.

Total liabilities at March 31, 2014 were $2,920, Z22npared to total liabilities of $1,066,544 at kfaB1, 2013. This increase is the
result of the Company’s borrowings under our nggable and increases in accounts payable andneestteposits during the year ended
March 31, 2014.

The Company had negative working capital (defiredwarent assets less current liabilities) of (82,869) at March 31, 2014 versus
($127,597) at March 31, 2013. This decrease irkingrcapital resulted from the Company’s increaseurrent liabilities including accounts
payable, customer deposits and notes payable ardktirease in current assets including cash aedtiory during the fiscal year.

Total shareholders’ equity was $9,929,417 at M&th2014, compared to $14,189,906 at March 31, 28h&reholders’ equity
decreased during the year primarily due to contiguiet losses increasing the Company’s accumutheicit.

CASH FLOWS
Operating Activities

We have not generated positive cash flows fromatpey activities. For the year ended March 31, 204 cash flows used in
operating activities were ($1,364,820) compare($8332,239) for the year ended March 31, 2013e fét cash flow used in operating
activities for the year ended March 31, 2014 casgismarily of a net loss of ($4,950,953) offsgtdepreciation and amortization of
$1,574,418, loss on disposal of equipment of $108,Bss on impairment of fixed assets of $381,83@genses for warrants, stock and
inventory issued in exchange for services of $58B,4mployee stock based compensation of $193#l86crease in current assets of
$256,303 and an increase in increase current dved babilities of $442,118.
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Investing Activitie:

For the year ended March 31, 2014, net cash fl@es in investing activities were ($71,889), comsgsprimarily of the purchases of
property, plant, and equipment. Net cash flows uséadvesting activities were ($1,114,420) for thear ended March 31, 2013. This reductior
is due to the Company’s relatively minimal mainteceneeds during the year ended March 31, 2014ivéne prior year when we were still
building out our production facility.

Financing Activities

We have financed our operations primarily throudhieacements or the issuance of equity and debtimsints. For the years ended
March 31, 2014 and March 31, 2013, we generate2b$1439 and $3,861,400 from financing activitiespectively. The cash generated
during the year ended March 31, 2014 was prim#ndlgn borrowings on the Company’s note payable ifgcil

LIQUIDITY AND CAPITAL RESOURCES

We expect that working capital requirements wilhttoue to be funded through a combination of ousténg funds, further issuances
of securities, and future credit facilities or corgte borrowings. Our working capital requiremeares expected to increase in line with the
growth of our business. Effective June 21, 2018 ewtered into a $1,000,000 secured credit faddifyrovide near-term liquidity for working
capital requirements. This credit facility wasn@ased by an additional $500,000 of borrowing cipan October 11, 2013 as described in
Note 5: Notes Payable. There is no additional cépander the credit facility and we are now irfaddt under the credit facility

As of March 31, 2014, our cash balance was $47,98ifs amount is not expected to be adequate t dum operations over the next
fiscal year ending March 31, 2015. As of March 3114, we had no additional lines of credit or oth@nk financing arrangements other than
as described above. Generally, we have financethtipns through March 31, 2014 through the prog@édales of our common stock and
borrowings under our existing credit facilitieg\s of June 30, 2014, our cash balance was $2,d#5Cbmpany is pursuing additional
issuances of equity capital to meet operating caghirements.

Additional issuances of equity or convertible detturities will result in dilution to our currertbskholders. Such securities might
have rights, preferences or privileges senior tocommon stock. Additional financing may not beitalde upon acceptable terms, or at all. If
adequate funds are not available or are not avaitabacceptable terms, we may not be able toddkantage of prospective new business
endeavors or opportunities, which could signifitaand materially restrict our business operatiang could result in the shutdown of
operations.

MATERIAL COMMITMENTS AND ARRANGEMENTS

On June 21, 2013, the Company entered into a Igeement with Platinum Capital Partners, LP (“Platn”) providing for a $1
million secured revolving line of credit that the@pany may draw on to fund working capital and otteporate purposes. The Company
utilized these funds to fund our ongoing operatioBsrrowings under the loan agreement accruedstet the rate of 18% per annum, payabls
monthly on or before the last calendar day of eaohth. The loan agreement also provides for paymean accommodation fee of up to 1
of the commitment amount as provided in the loaeagent, and payment of a monthly collateral moimgpfee of $2,000 per month for the
first six months and $1,000 per month for the stmonths of the term of the loan agreement. [dha agreement contains a number of
restrictions on our business, including restricsiom our ability to merge, sell assets, creat@auriliens on assets, make distributions to our
shareholders and sell, purchase or lease reaksomed property or other assets or equipment. |dde agreement also contains affirmative
covenants and events of default. The Company mgyay borrowings without premium or penalty upotigeoto Platinum as provided in the
loan agreement. Under a security agreement enitgicech connection with the loan agreement, wentgd Platinum a first priority security
interest in the Company’s inventory, equipmentoants and other rights to payments and intangesecurity for the loan. This credit
facility was increased by an additional $500,00@afrowing capacity on October 11, 2013 as desdribdtem 8, NOTE 5 — NOTES
PAYABLE. As of March 31, 2014, the total due untlegse facilities, including accrued fees, was $2,d60. The credit facility matured on
June 20, 2014 and since this date we have beesfanltion the agreement with Platinum. We arartpdiscussions with Platinum on
extending the term of the debt agreements andmtlyrielatinum has indicated they will not take awtion related to this default as we pursue
additional funding for our operations.

On June 30, 2013, consulting agreements, datediMar2013, between the Company and Michael R. Manamd Theo Strous were
terminated effective June 30, 2013. Pursuantdsdftonsulting agreements, Messrs. Monahan andsSieal been providing certain
management and consulting services, as well as séheices, to the Company. The Company did mairiany early termination penalties in
connection with the termination of these consulaggeements.
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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 PRQ@é&ploy 100 Scio designed diamond growing machifd® agreements allow for the
expansion of the joint venture to over 500 machindsder the Grace Rich Agreements, the Companyabaed to license its proprietary
technology for the manufacture of diamond gemstafegreed upon specifications. In exchange felitense, the Company will receive
licensing and development revenue and a minoritgesship position in the joint venture. In addititonthe licensed technology, the Grace
Rich Agreements include obligations for the Comptmgrovide and be compensated for technology dbngiservices to the joint venture to
support the start-up of operations.

OFF BALANCE SHEET ARRANGEMENTS

As of the date of this Annual Report, we do notéhamy off-balance sheet arrangements that have seasonably likely to have a
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 materiavestors.
ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

Not required because the Company is a smaller tiegazompany.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DAT A.
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING-IRM
To the Board of Directors and

Shareholders of SCIO Diamond Technology Corporation

We have audited the accompanying balance she&gI& Diamond Technology Corporation (the “Comparag)of March 31, 2014 and 20
and the related statements of operations, shamefsolequity, and cash flows for the years then dndilae Company’s management is
responsible for these financial statements. Oyraesibility is to express an opinion on these fgiahstatements based on our audits.

We conducted our audits in accordance with thedstials of the Public Company Accounting OversighamBioUnited States). Those standard:
require that we plan and perform the audit to ebtagsonable assurance about whether the finataiaiments are free of material
misstatement. The Company is not required to hamewere we engaged to perform, an audit of itsrirdl control over financial reporting.
Our audits included consideration of internal cohtiver financial reporting as a basis for desigramdit procedures that are appropriate in the
circumstances, but not for the purpose of exprgsamopinion on the effectiveness of the Compamg&rnal control over financial reporting.
Accordingly, we express no such opinion. An autiibancludes examining, on a test basis, evidenpparting the amounts and disclosures in
the financial statements, assessing the accouptingiples used and significant estimates made dgagement, as well as evaluating the
overall financial statement presentation. We belithat our audits provide a reasonable basis foopimion.

In our opinion, the financial statements referdlbove present fairly, in all material respedts, financial position of SCIO Diamond

Technology Corporation as of March 31, 2014 and32@hd the results of its operations and its clstrsffor the years then ended in
conformity with accounting principles generally apted in the United States of America.

The accompanying financial statements have begraprd assuming that the Company will continue ggimg concern. As discussed in No
to the financial statements, the Company has g@tklianited revenue, incurred net losses and irclnegative operating cash flows since
inception and will require additional financingftond the continued development of products. Thélavitity of such financing cannot be
assured. These conditions raise substantial ddadhttds ability to continue as a going concernnisigement’s plans regarding those matters
also are described in Note 1. The financial stateméo not include any adjustments that might tésuin the outcome of this uncertainty.

/sl Cherry Bekaert LLP

Greenville, South Carolina

August 15, 2014
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Scio Diamond Technology Corporation

BALANCE SHEETS
As of March 31, 2014 and 2013

March 31, March 31,
2014 2013
ASSETS
Current Assets:
Cash and cash equivalel $ 47,987 $ 223,25
Accounts receivable, n 42,08t 69,04
Other receivable 89,19: —
Inventory 152,81 538,94t
Prepaid expenst 79,07¢ 34,45!
Prepaid ren 23,05( 23,05(
Total current asse 434,20¢ 888,75:!
Property, plant and equipme
Facility 899,49¢ 883,241
Manufacturing equipmer 3,171,65 3,813,86!
Other equipmer 71,05¢ 69,31:
Total property, plant and equipme 4,142,21. 4,766,44
Less accumulated depreciati (1,029,21) (493,53)
Net property, plant and equipme 3,113,00; 4,272,90
Intangible assets, n 9,240,641 10,015,65
Prepaid rent, noncurre 42,28¢ 65,33¢
Other asset 20,00( 13,80(
TOTAL ASSETS $ 12,850,13 $ 15,256,45
LIABILITIES AND SHAREHOLDERS ' EQUITY
Current Liabilities:
Notes payabl $ 1,412,060 $ —
Accounts payabl 671,78: 285,65:
Customer deposit 179,61( —
Accrued expense 573,12¢ 730,69!
Total current liabilities 2,836,57 1,016,344
Other liabilities 84,14« 50,19¢
TOTAL LIABILITIES 2,920,72. 1,066,54.
Common stock, $0.001 par value, 75,000,000 shath®@dzed; 50,739,312 and 47,736,812 shares
issued and outstanding at March 31, 2014 and 2@%Bectively 50,73¢ 47,73;
Additional paic-in capital 24,476,94 23,789,47
Accumulated defici (14,597,26) (9,646,30)
Treasury stock, 1,000,000 at March 31, 2014 an® 2@&Epectively (1,000 (1,000
Total shareholde’ equity 9,929,41 14,189,90
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $ 12850,13 $ 15,256,45

The accompanying notes are an integral part oetfirancial statements.
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Scio Diamond Technology Corporation
STATEMENTS OF OPERATIONS
For the years ended March 31, 2014 and 2013

Year Ended Year Ended
March 31, 2014 March 31, 2013
Revenue
Product revenue, n $ 793,34. $ 881,74t
Licensing revenu 625,00( —
Revenues, ne 1,418,34 881,74
Cost of goods sold
Cost of goods sol 2,321,53 1,349,10
Gross margin (deficit) (903,19)) (467,36)
General, administrative, and pre-operating expense:
Professional and consulting fe 1,272,21. 2,635,06!
Salaries and benefi 723,80! 3,086,50!
Rent, equipment lease and facilities expe 150,50: 300,26:
Marketing cost: 49,21¢ 48,40:
Depreciation and amortizatic 799,92¢ 393,01(
Corporate general and administrat 379,55: 364,26!
Loss on disposal of fixed ass: 129,30¢ —
Loss on impairment of fixed asst 381,79¢ —
Total general and administrative expen 3,886,32. 6,827,51.
Loss from operations (4,789,51) (7,294,87)
Other income (expense
Interest expens (161,439 —
Forgiveness of interest exper — 12,52:
Net loss $ (495095) $ (7,282,35)
Loss per share
Basic:
Weighted average number of shares outstar 49,548,04 37,971,03
Loss per shar $ (0.10) $ (0.19)
Fully diluted:
Weighted average number of shares outstar 49,548,04 37,971.03
Loss per shar $ (0.10) $ (0.19

The accompanying notes are an integral part oetfirancial statements.
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Scio Diamond Technology Corporation
STATEMENTS OF CASH FLOW
For the years ended March 31, 2014 and 2013

Year Ended Year Ended
March 31, March 31,
2014 2013
Cash flows from operating activities:
Net loss $ (495095) $ (7,282,35)
Adjustments to reconcile net loss to net cash irsegerating activities
Depreciation and amortizatic 1,574,411 859,98:
Loss on disposal of equipme 129,30¢ —
Loss on impairment of fixed asst 381,79¢ —
Expense for warrants, stock and inventory issuegk@hange for service 421,49t 158,56(
Forgiveness of interest exper — (12,527
Expense for stock allocated for indemnificatiordo&ctors — 830,00t
Employee stock based compensa 193,15( 1,996,42
Inventory write dowr 100,55 —
Changes in assets and liabiliti
Decrease/(increase) in accounts receiv 26,95° (69,047
Increase in other receivabl (89,197 —
Decrease/(increase) in prepaid expenses, rentthed asset 44,26( (26,41))
Decrease/(increase) in inventc 258,12 (267,449
Increase in accounts payal 386,13: 87,58’
Increase in customer depos 179,61( —
Increase/(decrease) in accrued expe (54,43¢) 342,78.
Increase in other liabilities 33,94¢ 50,19¢
Net cash used in operating activitie (1,364,82) (3,332,23)
Cash flows from investing activities:
Purchase of property, plant and equipment (71,889 (1,114,42))
Net cash used in investing activitie (71,889 (1,114,42))
Cash flows from financing activities:
Proceeds from sale of common stock and warrantise- net of fees 12¢ 4,086,401
Proceeds from notes payal 1,412,06! —
Finance charges paid on note pay: (150,75() —
Payments on notes payable — (225,000
Net cash provided by financing activities 1,261,43! 3,861,401
Change in cash and cash equivals (175,27() (585,259
Cash and cash equivalents, beginning of period 223,25 808,51t
Cash and cash equivalents, end of period $ 4798 $ 223,25

The accompanying notes are an integral part oetfirancial statements.
(continued)
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Scio Diamond Technology Corporation
STATEMENTS OF CASH FLOW
For the years ended March 31, 2014 and 2013
(Continued)

Supplemental cash flow disclosures
Cash paid during the year fc
Interest

Income taxe:

Non-cash investing and financing activities:
Purchase of assets funded by note pay

Warrants issued for real property lei

Warrants issued for consulting servis

Purchase of assets funded through ADGC subscripititits
Common stock allocated for indemnification of ditee
Payment of accrued expenses with st

Manufacturing equipment transferred to assets foeldale

Year Ended Year Ended
March March
31, 2014 31, 2013
$ 18,87« —
$ — —
$ — 9 100,00(
$ — 8 39,00(
$ — 9 113,76(
$ — 8 770,00(
$ — 9 830,00(
$ 81,76 $ —
$ 20,000 $ —

The accompanying notes are an integral part oetfirancial statements.
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Scio Diamond Technology Corporation
STATEMENTS OF SHAREHOLDERS'’ EQUITY
For the years ended March 31, 2014 and 2013

Additional
Common Stock Paid in Treasury Stock Accumulated
Shares Amount Capital Shares Amount Deficit Total
Balance, April 1, 2012 26,013,07 $ 26,01 $ 15,937,61 — $ — $ (2,363,95) $ 13,599,67
Common stock issued for cash, net of fees, at $0e8
share 4,891,25! 4,891 3,868,28 — — — 3,873,17
Common Stock issued for cash, net of fees, at $8e@
share 16,766,77 16,76¢ 182,82 — — — 199,59!
Common stock issued in exchange for services, .80%0er
share 46,25( 46 36,95« — — — 37,00(
Warrants exercised for common stock, net of fee$0&0
per share 19,46¢ 19 13,60¢ — e e 13,62¢
Treasury stock acquire — — 1,00¢ (1,000,001 (1,000 — —
Subscription rights issued for purchase of as — — 770,00( — — — 770,00(
Warrants issued for real property lei — — 39,00( — — — 39,00(
Warrants issued in exchange for consulting sen — — 113,76( — — — 113,76(
Employee stock based compensa — — 1,996,42 — — — 1,996,42
Common stock allocated for indemnification of le
settlemen — — 830,001 — — — 830,00(
Net loss for the fiscal year ended March 31, 2 — — = — — (7,282,35) (7,282,35)
Balance, April 1, 2013 47,736,81 47,73 23,789,47 (1,000,001) (1,000 (9,646,301 14,189,90
Common stock issued in exchange for consultingices 1,002,501 1,00z 318,19 — — — 319,20(
Common stock issued in exchange for past legalces 1,000,001 1,00(C 163,00( — — — 164,00(
Administrative fee received for previous stock esce — — 12¢ — — — 12¢
Common stock issued for indemnification of legatlemen 1,000,001 1,00( (1,000) — — — —
Employee stock based compensa — — 193,15( — — — 193,15(
Warrants issued in exchange for consulting sen — — 13,98¢ — — — 13,98¢
Net loss for the fiscal year ended March 31, 2 — — — — — (4,950,95) (4,950,95)
Balance, March 31, 201 50,739,31 $ 50,73 $ 24,476,94 (1,000,000 $ (1,000 $ (14,597,26) $ 992941

The accompanying notes are an integral part oetfirancial statements.
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NOTE 1— ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTINSG POLICIES

Organization and Business

Scio Diamond Technology Corporation (referred teefreas the “Company”, “we”, “us” or “our”) was ingporated under the laws of
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 very little revenueto alad consequently its operations are subjedt tisles inherent in the
establishment and commercial launch of a new basieaterprise.

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:

*  On-going solicitation of investment in the Compamyhe form of private placements of common shasesured and unsecured
debt to accredited investors;

»  Focused efforts on new business development opubesito generate revenues and diversify our costdase;

Enhanced efforts on optimizing production for ekigtmanufacturing capabilities; and

Continued to explore strategic joint ventures, tetbgy licensing agreements and dedicated conmtnacufacturing to expand

company revenue and cash flow, including our rdgegreed to joint venture in China.

In the opinion of management, these actions wilkliicient to provide the Company with the liquidit needs to meet its obligations
and continue as a going concern. There can beswaxe, however, that the Company will succegsimplement these plans. The financial
statements do not include any adjustments thattrbigimecessary if the Company is unable to contasug going concern.

Accounting Basi

The financial statements of the Company have begpaped in accordance with accounting principletegaly accepted in the United
States of America (“GAAP”).

The preparation of financial statements in conftymiith GAAP requires management to make estimatesassumptions that affect
the reported amounts of assets, liabilities, reesrand expenses, and the disclosure of contingsatsaand liabilities. On an ongoing basis, th
Company evaluates its estimates, including thdsgaekto revenue recognition, provision for doub#fccounts, sales returns, provision for
inventory obsolescence, fair value of acquiredrgille assets, useful lives of intangible assetspoperty and equipment, employee stock
options, and contingencies and litigation, amorgr. The Company generally bases its estimatégstorical experience and on various o
assumptions that are believed to be reasonable tmeleircumstances, the results of which formhkasis for making judgments about the
carrying values of assets and liabilities thatreoereadily apparent from other sources. Actualammrecorded could differ materially from
those estimates

In accordance with Accounting Standards CodificaftASC") 323, Investments—Equity Method and Joitentures, 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 prini@neficiary. Significant influence typically axs if the Company has a 20% to 50%
ownership interest in the venture unless predontiegidence to the contrary exists. Under this methioaccounting, the Company records its
proportionate share of the net earnings or losbeguity method investees and a corresponding @serer decrease to the investment balance
Cash payments to equity method investees suchditsoadl investments, loans and advances and eggéansurred on behalf of investees, as
well as payments from equity method investees ssatiividends, distributions and repayments of l@artsadvances are recorded as
adjustments to investment balances. When the Coyfpearrying value in an equity method investereiduced to zero, no further losses are
recorded in the Company’s financial statementsasnliee Company guaranteed obligations of the equéttyod investee or has committed
additional funding. When the equity method investabsequently reports income, the Company wilreodrd its share of such income unt
equals the amount of its share of losses not puslyicecognized. The Company evaluates its eqoéthod investments for impairment
whenever events or changes in circumstances irdibat the carrying amounts of such investments moaye recoverable.
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Fair Value of Financial Instruments

The carrying value of cash and cash equivalertspumts payable and notes payable approximatefttieiralue due to the short-
term nature of these instruments.

Cash and Cash Equivalents

For purposes of the statement of cash flows, thag2my considers highly liquid financial instrumeptschased with an original
maturity of three months or less when purchasdzbtoash equivalents. At March 31, 2014 and 20#8Cobmpany held no cash equivalents.

Basic and Diluted Net Loss per Shi

Net loss per share is presented under two forrbatsc net loss per common share, which is compugady the weighted average
number of common shares outstanding during th@geand diluted net loss per common share, whicbrisputed using the weighted average
number of common shares outstanding, and the wedghterage dilutive potential common shares outsitgncomputed using the treasury
stock method. Currently, for all periods presentildited net loss per share is the same as baslosseper share as the inclusion of weighted
average shares of common stock issuable upon #reiss of options and warrants would be anti-diiti

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:

March 31,
2014 2013

Common stock options and warrants 9,909,29! 9,609,29!

Allowance for Doubtful Accoun

An allowance for uncollectible accounts receivablmaintained for estimated losses from custonfailsire to make payment on
accounts receivable due to the Company. Manageded@tmines the estimate of the allowance for uactihle 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 theentrcredit worthiness of its customers. The Compdsg maintains a provision for
estimated returns and allowances based upon luat@xperience. The Company has determined thall@mance was not necessary at
March 31, 2014 or 2013.

Other Receivables

As of March 31, 2014, the Company considered aipgridsurance settlement over the actions of a Gmypupplier of $89,192 as
an other receivable. This settlement was agreédttoot paid at March 31, 2014.

Inventories
Inventories are stated at the lower of average amostarket. The carrying value of inventory is mwved and adjusted based upon slov

moving and obsolete items. Inventory costs inclundgerial, labor, and manufacturing overhead andletermined by the “first-in, first-
out” (FIFO) method. The components of inventoees as follows:

March 31, March 31,
2014 2013
Raw materials and suppli $ 35,54: $ 64,25¢
Work in proces: 25,61: —
Finished good 91,66 474,69:

$ 152,81 $ 538,94

During the fiscal year ended March 31, 2014, wemed a lower cost of market write down for invemtof $100,557 due to expect
selling prices being lower than cost. The estiomatf the total write-down involves management juégts and assumptions, including
assumptions regarding future selling price forex;ake estimated costs to complete and dispostd.cos
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Property, Plant and Equipme

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 tserl@s$ the remaining term of the lease or thedffthe asset (generally three to
seven years).

Expenditures for major renewals and bettermentsekignd the useful lives of property and equipnaeatcapitalized. Expenditures
for maintenance and repairs are charged to exmeseurred. Manufacturing equipment was placeal setvice beginning July 1, 2012. The
Company incurred total depreciation expense of F@and $490,136 for the years ended March 314 26d 2013, respectively.

During the fiscal year ended March 31, 2014, then@any closed its operations in Hudson, Massaclaus¥tith this closing the
Company recognized a loss of $129,308 for the dslpaf certain fixed assets at the location. Caomeu with the closing of the Hudson
facility, the Company re-evaluated the useful difecertain fixed assets acquired from Apollo Diami@m 2012 and decided that an impairment
reserve related to these assets of $381,798 wasajzte.

Intangible Asset

Intangible assets, such as acquired in-procesandsand development costs, are considered todrairaefinite useful life until such
time as they are put into service at which time/tél be amortized on a straight-line basis oves shorter of their economic or legal useful
life. Management evaluates indefinite life intarigibssets for impairment on an annual basis arahdnterim basis if events or changes in
circumstances between annual impairment testsatalibat the asset might be impaired. The ongomtuation for impairment of its indefini
life intangible assets requires significant managenestimates and judgment. Management reviewnitiefife intangible assets for
impairment whenever events or changes in circurostaimdicate that the carrying amount of an assgtmot be recoverable. There are no
impairment charges during the years ended MarcR@14 or 2013.

Income Taxe

Income taxes are accounted for under the assdiadnility method. Deferred income taxes reflect the consequences on future year:
of differences between the tax bases of assetadilities and their financial reporting amount&luation allowances are provided against
deferred tax assets when it is more likely thanthat an asset will not be realized in accordanitie Accounting Standards Codification
(“ASC") 740, Accounting for Income Taxes

Management has evaluated the potential impactdawating for uncertainties in income taxes anddetermined that it has no
significant uncertain income tax positions as ofréha31, 2014 or 2013. Income tax returns subjecetiew by taxing authorities include
March 31, 2010 through March 31, 2014.

Stock-based Compensation

Stock-based compensation for the value of stociopts estimated on the date of the grant usiad@lack-Scholes option-pricing
model. The Black-Scholes model takes into accauptied volatility in the price of the Company’s sk the risk-free interest rate, the
estimated life of the equity-based award, the opsnarket price of the Company’s stock on the gdamé and the exercise price. The estimate
utilized in the Black-Scholes calculation involvénérent uncertainties and the application of mamage judgment.

Concentration of Credit Risk

During the year ended March 31, 2014 the Compady2fiadifferent customers. One customer accourefd% of our total product
revenue. For the year ended March 31, 2013, ostemer accounted for 84% of total revenues folQbmpany and purchased substantiall
of the Company’s production output. The secondasust purchased a substantial portion of the Comipdryyproduct inventory and
accounted for 11% of total revenues for the Company
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Fair Value Measuremel

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 v
hierarchy prescribed by the accounting literatunetains three levels as follows:

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

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

Level 3— Unobservable inputs that are supportetlittyy or no market activity and that are signifitdo the fair value of the assets or
liabilities. Level 3 assets and liabilities inclufileancial instruments whose value is determinadgipricing models, discounted cash flow
methodologies, or similar techniques, as well agiments for which the determination of fair vataquires significant management judgmen
or estimation.

In addition, GAAP requires the Company to discltieefair value for financial assets on both a rengrand non-recurring basis.
During June 2012, the Company issued to certairentiand former stockholders of Apollo Diamond Geme Corporation (“ADGC"}hat art
accredited investors subscription rights value®i7a10,000 for the purchase of ADGC assets disclosblibte 2 measured at fair value on a
nonrecurring basis. The fair value of the ADGC suipsion rights was determined using the Black-3eblonodel whose assumptions were
considered by management to be a Level 3 input.

Revenue Recognitic

We recognize product revenue when persuasive esédefan arrangement exists, delivery of produatsdtcurred, the sales price is
fixed or determinable, and collectability is reaably assured. For our Company, this generally mésatsve recognize revenue when we or
our fabrication vendor has shipped finished prodoa¢he customer. Our sales terms do not allovafoght of return except for matters related
to any manufacturing defects on our part. The Camgpecognizes licensing and development revemuasdordance with the contractual
terms of the agreements.

Recent Accounting Pronounceme

In July 2012, the Financial Accounting Standardafi“FASB”) issued Accounting Standards UpdateSt&) No. 201202, Testing
Indefinite-Lived Intangible Assets for Impairmettd revised standard). Under the amendments indates, a company has the option first
to assess qualitative factors to determine whatteeexistence of events and circumstances inditlaéshe it is more likely than not that the
indefinite-lived intangible assert is impaired dsasis for determining whether it is necessaryetdgem the qualitative impairment test in
accordance with Topic 350. The more likely thahtheeshold is defined as having a likely-hood afrenthan fifty percent. If after assessing
the qualitative factors, a company determines ésdwot meet the more likely than not thresholdhrapany is required to perform the
guantitative impairment test by calculating the failue of an indefinite-lived intangible asset adnparing the fair value with the carrying
amount of the asset. The Amendments in this upatateffective for annual and interim impairmest$eperformed for fiscal years beginning
after September 15, 2012. The Company adoptedésstandard in the fiscal year ended March 313201 the adoption did not have a
significant impact on its financial statements.

In July 2013, the FASB issued ASC 2013-11, “Incorages — Presentation of an Unrecognized Tax bew#ii#n a Net Operation
Loss Carryforward, a Similar Tax Loss, or a Taxdir€arryforward Exists” (*“ASU 2013-11") which fgart of Accounting Standards
Codification (“ASC") 740: Income Taxes. The newdance requires and entity to present an unrecedriex benefit 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 oosmt or would not be utilized for that purposertha liability would be recognized. ASU
201341 is effective for annual and interim periodsfiecal years beginning after December 15, 2013e Chmpany is currently evaluating
impact of the April 1, 2014 adoption of this guidaron its consolidated financial statements.

In May 2014, the FASB issued ASU 2014-9 “RevenoenfiContracts with Customers (Topic 606)His guidance requires an entity
recognize revenue to depict the transfer of prothggmds or services to customers in an amountéflatts the consideration to which the
entity expects to be entitled in exchange for thymseds 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
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fiscal year 2018. The Company has not yet detemhine effect, if any, that the adoption of thisstard will have on the Company’s financial
position or results of operations.

There are currently no other accounting standdnaishtave been issued but not yet adopted by thep@ayrthat will have a significant
impact on the Company’s financial position, resofteperations or cash flows upon adoption.

NOTE 2— ASSET PURCHASES

On June 5, 2012, the Company acquired certaineofsisets of ADGC (the “ADGC Asset Purchase”), atimgj primarily of lab-
created diamond gemstone-related know-how, invgntard various intellectual property, in exchange®100,000 in cash and the right for
certain current and former stockholders of ADGClifyiag as accredited investors to acquire up tpragimately 1 million shares of common
stock of the Company for $0.01 per share (the “ADGi&ring”) with the intent that the ADI Offeringebconducted substantially concurrently
with the ADGC Offering (collectively, the “ADI/ADGGtockholder Offering”). The Company paid the $000, cash portion of the ADGC
Asset Purchase during the month of December 202 ADI/ADGC Stockholder Offering began in June aras completed in March 2013.

At the date of the transaction, the Company esgthtte fair value of such subscription rights t&ber9 per right and the aggregate fair value
of such subscription rights was $790,000. Thisamavas credited to additional paid-in capital. Taie value of such rights to acquire shares
of common stock of the Company was determined usiad@glack-Scholes model. Subsequent to the dateedfansaction, the Company
obtained a third-party valuation to support the Yailue of the assets acquired. This valuationrdeted a slightly lower value of $770,000 for
the subscription rights and adjusted the purchése pllocation between inventory and in-procesgeaech and development. Adjustments
were made in the March 31, 2013 financial statemtmteflect this modification of final purchaségerand asset allocation. The final amount:
allocated to the ADGC assets acquired are baseu thygaresults of that valuation appraisal and dhlewing table reflects our final purchase
price allocation of the assets:

Inventory $ 269,00(
In-process research and development 601,00(
Total $ 870,00(

The ADI/ADGC Stockholder Offering was completedMiiarch 2013 and resulted in the issuance of an ggtgeof 16,766,773 shares
of the Company’s common stock.

NOTE 3— INTANGIBLE ASSETS

During the year ended March 31, 2014, the Compaajuated its patent portfolio and allocated $60Q,60the previously acquired
in-process research and development from the ADG&:RPurchase to specific patents related to tmstpae market that are being used by
the Company for its commercial operations. Theders were considered placed in service by the @omgduring the quarter ended June 30,
2013. During the year ended March 31, 2013, theamy evaluated its patent portfolio and alloc&@d34,063 of the previously acquired
in-process research and development to specifengathat are being used by the Company for itaufagturing operations. The assigned
values of all patents considered in service byGbmpany are being amortized on a straight-linesbagér the remaining effective lives of the
patents.

Intangible assets, such as acquired in-procesandsand development costs, are considered todraireefinite useful life until such
time as they are put into service at which timeythvédl be amortized on a straight-line basis over shorter of their economic or legal useful
life.

Intangible assets consist of the following:

March 31, March 31,
Life 2014 2013
Patents, gros 6.75-19.46 $ 8,135,06: $ 7,543,06:
In-process research and developr Indefinite 2,250,43! 2,851,43
10,385,49 10,385,49
Accumulated amortizatio (1,144,85) (369,84)
Net intangible asse $ 9,240,641 $ 10,015,65

Total amortization expense during the years endattM31, 2014 and 2013 was $775,011 and $369,84fectively.
Total annual amortization expense of finite livathngible assets is estimated to be as follows:
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Fiscal Year Ending

March 31, 201t $ 775,01:
March 31, 201¢ 775,01:
March 31, 201" 775,01:
March 31, 201¢ 775,01:
March 31, 201¢ 775,01:
Thereafte! $ 3,115,15!

NOTE 4— NOTES PAYABLE

On June 21, 2013, the Company entered into a Igeement (the “Original Loan Agreement”) with Ptatm Capital Partners, LP
(“Platinum”) providing for a $1 million secured relving line of credit that the Company may drawtoriund working capital and other
corporate purposes. Borrowings under the loanemgeat accrue interest at the rate of 18% per anpagable monthly on or before the last
calendar day of each month. The Original Loan &grent also provides for payment of an accommodé&tierf up to 10% of the
commitment amount as provided in the loan agreenagick payment of a monthly collateral monitoring & $2,000 per month for the first six
months and $1,000 per month for the last six moatlike term of the loan agreement. The Origir@dh Agreement contains a number of
restrictions on the Company’s business, includagjrictions on its ability to merge, sell assetsate or incur liens on assets, make
distributions to its shareholders and sell, purel@dease real or personal property or other assetquipment. The Original Loan Agreement
also contains affirmative covenants and eventetdut. The Company may prepay borrowings withmemium or penalty upon naotice to
Platinum as provided in the Original Loan Agreemddhder a security agreement entered into in cctiorewith the loan agreement, the
Company granted Platinum a first priority secunitierest in the Company’s inventory, equipmentoaats and other rights to payments and
intangibles as security for the loan.

On October 11, 2013, the Company entered intost Amendment to Loan Agreement (the “First Amendtf)edated October 11,
2013, with Platinum, which amends the Original Légreement (as amended by the First AmendmentAiended Loan Agreement”) to
provide for an additional $500,000 of borrowing &eity (the “Additional Loan” and, together with tbeginal Loan, the “Loan”) under the
existing $1 million secured revolving line of credstablished under the Original Loan Agreemerite Company may draw on the line to fund
working capital. On October 11, 2013, $280,750 drasvn on the Additional Loan, $30,750 of which wekined by Platinum to cover
applicable fees.

Borrowings accrue interest at the rate of 18% peua, payable monthly on or before the last caledds of each month. An interest
reserve of $133,500 has been set aside from tlee@ds of the New Note to make required paymenitsetfest, provided that interest billed to
the Company will first be deducted from a $90,08€erve established under the Original Note for gaymof interest on the Original Note,
until that reserve has been exhausted. The Amelnai@a Agreement also provides for payment of an maodation fee of $25,000 and a
closing fee of $3,250, the amounts of which wetained by Platinum out of amounts drawn on the Addal Loan on October 11, 2013. The
Company’s obligations under the Amended Loan Ages@rare not guaranteed by any other party. Thegaosnmay prepay borrowings
without premium or penalty upon notice to Platinasnprovided in the Amended Loan Agreement. Thenlisgecured by a security
agreement, under which the Company grants Platiirstrpriority security interest in the Companyfs/entory, equipment, accounts and othel
rights to payments and intangibles as securityiferLoan. The New Note provides for monthly inséqgayments commencing November 2
and for repayment of all amounts drawn, togethén wecrued interest, on June 20, 2014.

The Company has utilized funds drawn on the Oridioan and the Additional Loan to fund its ongoimgerations. The Company
has capitalized financing costs related to themlat loans of $150,750 that are being amortized theslife of the loans. The Company
recognized $90,917 in amortization expense relateapitalized financing costs during the year endarch 31, 2014. At March 31, 2014,
total due Platinum including all accrued fees wag$2,060 and the Company was compliant with a#iricial debt convents. At March 31,
2014 the total due Platinum consisted of $1,160i0@@incipal borrowings, $121,310 in interest pwaith loan advances and $130,750 in
commitment and other loan fees.

The Platinum notes matured on June 20, 2014 an@Gdhgany went into default status. In default staRlatinum could foreclose on
the loan and has the right to take possessioneatdhateral including the Company’s fixed assetd atellectual property. In addition, in
default status, Platinum has the right to incréheeanterest rate on the note by 3% upon 30 dagetd the Company. To date, Platinum has
not taken any action related to this default, idalg adjusting the interest rate, as the Compantiruaes to pursue additional financing
alternatives.

NOTE 5— 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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During the fiscal year ended March 31, 2013 the gamy had the following issuances of capital stock:

e The Company issued 1 million subscription rightthvein exercise price of $0.01 per share to cedaiirent and former
stockholders of ADGC as part of the ADGC asset Ipases discussed in Note 2.

e« The Company issued 4,891,250 units, each consisfinge share of common stock and one warranti®ptirchase of a share
common stock at a strike price of $1.60 at a undepof $0.80 for total net cash proceeds of $3,003

e« The Company issued 16,766,773 shares of commok stater the ADI and ADGC subscription rights.

e The Company issued 46,250 shares of common std@uiof cash payments to certain vendors.

«  The Company issued 19,469 shares upon exercigrtafrc outstanding warrants;

During the fiscal year ended March 31, 2014 the @amy had the following issuances of capital stock:

*  The Company issued 1,000,000 shares of common &iothe indemnification of a legal settlementwwtmembers of our Boa
of Directors.

e« The Company issued 527,500 shares of common stopliréial compensation to three firms in connectidth capital raising
activities.

e« The Company issued 1,000,000 shares of common stdigu of cash payments of $164,000 for previlmggl services provide
to the Company.

The Company issued 375,000 shares of common stoEkeo Strous, a member of the Company’s Boardii@fciors for his
participation on a Special Litigation Committeetioé Board of Directors

»  The Company issued 100,000 shares of common stdckurence Zipkin, an unaffiliated third party fus participation on a
Special Litigation Committee of the Board of Direxst

The Company had 50,739,312 shares of common séeakd and outstanding as of March 31, 2014 of whi@0,000 were held in
treasury.

As of March 31, 2014, the Company had 5,566,79%amés outstanding. 425,545 warrants have exepeises of $.70 per share and
expire in 2016 and 2017. The warrants were isyetie Company as compensation for consulting wadcement agent services, and in
exchange for cash discounts on facility rent amdvatued at $0.52 per warrant using the Black-Szhoption pricing model. The Company
had 4,891,250 of warrants outstanding with exesgsees of $1.60 that expire in 2015. These wsrevere issued as part of the units issuec
during the year ended March 31, 2013. In additituming the fiscal year ended March 31, 2013, tben@any issued 200,000 warrants which
remain outstanding with an exercise price of $1t8@ expire in 2018 in exchange for consulting mewand are valued at $0.57 per warrant
using the BlackScholes option pricing model. During the fiscahiyended March 31, 2014, the Company issued 5@yad@nts at an exerci
price of $0.37 that remain outstanding and whigbirexin 2018 in exchange for consulting serviced are valued at $0.28 per share using the
Black-Scholes option pricing model.

NOTE 6— SHARE-BASED COMPENSATION

The Company currently has one equity-based compiengalan under which stock-based compensation dswean be granted to
directors, officers, employees and consultantsigiog bona fide services to or for the Company e TGompany’s 2012 Share Incentive Plan
was adopted on May 7, 2012 (the “2012 Share Ineeflan” or “Plan”)and allows the Company to issue up to 5,000,00@esha its commo
stock pursuant to awards granted under the 2012 $heentive Plan. The Plan permits the grantinstack options, stock appreciation rights,
restricted or unrestricted stock awards, phantatkstperformance awards, other stdidsed awards, or any combination of the foregoifige
only awards that have been issued under the Péastack options. Because the Plan has not beenaggpby our shareholders, all such stock
option awards are non-qualified stock options. fdllewing sets forth the options to purchase skafethe Company’s stock issued and
outstanding as of March 31, 2014:

Weightec- Weighted-Average
Average Exercise Remaining

Options Shares Price Contractual Term
Options Outstanding April 1, 207 — 3 — —
Grantec 11,417,50 0.8t —
Exercisec — — —
Expired/Cancelles (7,325,001 0.84 —
Options Outstanding March 31, 20 4,092,500 $ 0.87 2.2¢
Grantec 706,25( 0.3¢ —
Exercisec — — —
Expired/cancelle (456,25() 0.7: —
Options Outstanding March 31, 20 4,342,500 $ 0.77 1.7¢
Exercisable at March 31, 20. 1,927,700 $ 0.77 1.6¢
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The intrinsic value of options outstanding and ptians exercisable at March 31, 2014 and 2013 Waen# $299,900, respectively.

A summary of the status of non-vested shares daoth 31, 2014 and changes during the year endedH\V&d., 2014 is presented
below.

Weighted Average

Grant-Date
Non-vested Share: Shares Fair Value
Non-vested at April 1, 201 — $ —
Grantec 11,417,50 0.5¢
Vested (3,626,33) 0.5t
Expired/cancelled: nc-vested (5,325,001 0.5¢
Non-vested at March 31, 20: 2,466,16 0.6t
Grantec 706,25( 0.2z
Vested (575,62 0.4t
Expired/cancelled: nc-vested (182,000 0.3¢
Non-vested at March 31, 20: 2,414,79. $ 0.4¢

The following table summarizes information abowic&toptions outstanding by price range as of M&th2014:

Options Outstanding Options Exercisable
Weighted Average
Remaining

Range of Number Contractual Life Weighted Average Number of Weighted Average
Exercise Price Qutstanding (years) Exercise Price Shares Exercise Price
$0.83- $1.02 2,343,75| 1.8¢ $ 0.91 885,33: $ 0.9z
$0.70- $0.80 1,342,501 1.17 0.7z 818,50( 0.71
$0.33- $0.42 656,25( 2.4¢ 0.3€ 223,87! 0.41

4,342,501 178 $ 0.77 1,927,700 $ 0.77

On March 25, 2013, the Board of Directors authatites issuance of 500,000 shares of the Companysron stock to Edward S.
Adams, former Chairman of the Board, and 500,0@0eshof the Company’s common stock to Michael Rndfan, a former member of the
Board, to indemnify Messrs. Adams and Monahan uaggplicable law and the Company’s charter documfentshares of Company common
stock transferred by them in May 2012 to certaihviiduals in settlement of a complaint filed by bundividuals against Messrs. Adams and
Monahan, their respective spouses, the law firdddd&ms Monahan LLP, Mr. Joseph Lancia (our formeskent and Chief Executive
Officer), the Company, and, as a nominal defend@mtate Scio. The Company valued the sharesdssuBlessrs. Adams and Monahan ai
then market value of $0.83 per share and recogi§igda,000 as professional and consulting feesertlat this authorization for indemnity
during the fiscal year ended March 31, 2013. Thsbsees were issued by the Company during the fifeea ended March 31, 2014,

On September 25, 2013, the Company granted ninexecutive employees options to purchase a tota08f000 shares of the
Company’s stock. These options vest based on ohgp@ny meeting various operating metric and cash fargets. The exercise price of
$0.33 per share is equal to the closing pricesifare of the Company’s common stock on the dagganft. Using the Black-Scholes option
pricing model, management has estimated the opissugd on September 25, 2013 had a value of $@2aption on the date of the grant.
The Black-Scholes model assumptions used were:degelividend yield, 0.00%; Risk-free interest r@&6%; Expected life in years, 3.0;
Expected volatility, 102.3%. None of these optiargse vested upon issuance. Subsequent to issuapoetion of these options have vested
and the Company has recognized $5,312 in compensatsts for these options in the fiscal year emdiiarch 31, 204.

On October 1, 2013, the CompasBoard of Directors approved the issuance of aptio purchase 68,750 shares of common stc
each of our former board members Messrs. Adamsrés and Strous for their services to date thraadgndar 2013. Each grantis in
accordance with the Company’s director compensatiogram that provides for the grant of optiongtiochase 6,250 shares of common stoc
to each director for each Board meeting held. 286,250 options issued have an exercise price .dl®bat reflects the Company’s closing
stock price on the date of grant. Using the Bl&ckoles option pricing model, management has datechihe options issued on October 1,
2013 had a value of $0.26 per option on the datgarit. The Black-Scholes model assumptions usegd:viExpected dividend yield, 0.00%;
Risk-free interest rate, 0.66%; Expected life iange 3.0;
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Expected volatility, 102.3%. Total compensatiostsmf $54,429 have been recognized for thesermptiaring the fiscal year ended
March 31, 2014.

For the years ended March 31, 2014 and 2013, thep@oy recognized $193,150 and $1,996,426, respdgtias compensation cost
for options issued, and recorded related defear@sset of $0 for all periods.

At March 31, 2014, unrecognized compensation expeglated to non-vested awards was $1,120,222% cHsit is expected to be
recognized over a weighted average period of 1e8sy The total fair value of shares vested dufiegyears ended March 31, 2014 and 201:
was $258,512 and $1,873,609, respectively.

NOTE 7— OTHER INCOME AND EXPENSE

For the fiscal year ended March 31, 2014, the Campacognized $161,439 in interest expense relatéd outstanding note payah

The Company recognized $12,522 in other incoméhi®rforgiveness of interest expense for the pegiaied March 31, 2013.
NOTE 8— OPERATING LEASES

During the fiscal year ended March 31, 2014, thenfany leased office space at locations in Hudsasddchusetts and Greenville,
South Carolina. Under the terms of the leasesCtrapany is obligated to pay escalation rentaleéotain operating expenses and real estate
taxes. The Company’lease in Hudson, Massachusetts expired in Ja204#4/and the Greenville, South Carolina leaseregph March 2019
The Company leases electrical equipment in itsysctidn facility in South Carolina with these leasgpiring during the 2016 fiscal year. The
Company also leases two automobiles with leaseaiqis in fiscal 2015.

The Company recognizes lease expense on a stlaighiasis and recognized $421,038 and $426,0B&8e expense for the fiscal

years ending March 31, 2014 and 2013, respectivEhe Company has other liabilities consisting effedred rent payable of $84,144 ¢
$50,195 at March 31, 2014 and 2013, respectivilinimum future rental payments under the leasesanemarized as follows:

2015 $ 383,13
2016 347,85:
2017 361,66(
2018 224,41(
2019 224,41(
2020 and thereaftt $ 224,41

NOTE 9— RELATED PARTIES

The Company incurred expenses of $19,658 and $296¢2 professional and consulting services pradibg Adams Monahan, LLP,
a firm in which our former board member, EdwardA8ams and Michael R. Monahan were partners, foy#daes ended March 31, 2014 and
2013, respectively. The Company and Adams Monéah#nterminated their professional relationship aneJ 30, 2013.

On March 6, 2013, the Board of Directors retained then directors, Mr. Michael Monahan and Mr. Tistmus, to provide
consulting services for the Company at a total 06$t11,000 and $4,000 respectively, per monthe Tbmpany recognized $15,000 in
consulting expense for these services during swalfiyear ended March 31, 2013 and $45,000 dunadiscal year ended March 31, 2014.
These consulting service agreements with both MeSéonahan and Strous were terminated effective 30n 2013.

On March 25, 2013, the Board of Directors reviewsalfacts of previous litigation that was settledvay 2012 and agreed that the
Company should accept liability for the settlemamd authorized the following to indemnify Messrslafns and Monahan, then members of
the Board, under applicable law and the Compartygster documents for expenses incurred and sha@snepany common stock and cash
transferred by them in settlement of the litigatidi) the issuance of 500,000 shares of the Coyipamommon stock to each of Messrs. Adam:
and Monahan, (ii) the payment of $90,000 to Mr. #kddor amounts paid by him to settle the complaint] (iii) any other amounts and
expenses paid in connection with stockholder litaramatters involving certain current and formegrckholders of the Company.

During the fiscal year ended March 31, 2013, then@any recognized $946,555 in expense related tfothgoing indemnification.
Of this amount, $830,000 represents non-cash erpertated to the value of the Company common gtoble
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issued. On May 21, 2013, the Company issued B@0]Q00 shares previously allocated for indemnificaof Messrs. Adams and Monahan
and on July 2, 2013, the Company entered into ageagent with Mr. Adams to pay out remaining indeination related liabilities of
$117,305.93 at $7,500 per month through Octobed201

On May 14, 2013, the Board of Directors createdex&l committee consisting of then board memberTeo Strous to evaluate a
report to the Board of Directors by former courteehe Company and certain actions of a former nezrobthe Board of Directors and former
company officers. The report was completed at titeaf June 2013. The Board of Directors approvedodyment of $25,000 to Mr. Strous as
compensation for his service on the special conamitt

On January 6, 2014, the Board of Directors creat8gecial Litigation Committee (“SLC”") to considbe merits of shareholder
allegations made in ongoing litigation. The Boappbointed the current board member Mr. Theo StamasMr. Laurence Zipkin, an
unaffiliated third party, to the SLC. Each membethe committee received at their election a amefpayment of $50,000 plus 100,000
shares of common stock or shares in lieu of sush aad share amount in the amount of 375,000 sbhamscompletion of the investigation.
The SLC delivered their report to the Board of Biogs on March 25, 2014. Mr. Strous elected teirerhis payment in company stock while
Mr. Zipkin elected to receive $50,000 in cash dQ08,000 shares. During the fiscal year ended Maict2014, the Company recognized
$93,750 in consulting expense for the shares isgubftt. Strous and $168,750 in total consultingenges for the SLC.

As of March 31, 2104, the Company had $215,30@lmted party liabilities.
NOTE 10— INCOME TAXES
There was no current or deferred tax expense (hefafthe years ended March 31, 2014 and 2013.

The deferred tax asset (liability) at March 31, 2@hd 2013 consists of the following types of terappdifferences and their related
tax effects:

At March 31, At March 31,
2014 2013

Accrued expense $ 235,99¢ $ 187,64
Property and equipme (150,810 (112,567
Impairment of fixed asse 142,76

Capitalized startup/acquisition co: 499,28t 633,71.
Federal and state net operating loss «forward 3,857,26! 2,122,40:
Trade nam — 92,57
Intangible asset 14,537 (55,68%)
Nonqualified options and warrants granted for sers — 59,02¢
Valuation allowanct (4,599,04) (2,927,10)
Total $ — $ —

The Company recorded a valuation allowance agaseet deferred tax asset at March 31, 2014 anatiMadl, 2013, as the Company
believes that it is more likely than not that thgset will not be realized.

At March 31, 2014 At March 31, 2013
Amount % Amount %

Tax at statutory federal income tax rate $ (1,683,32) (34.0%% (2,476,00) (34.0%
Increase (decrease) resulting frc

State income tax expen — 0.C% — 0.C%

Change in valuation allowan: 1,671,94. 33.8% 1,846,20. 25.2%

Incentive stock option — 0.C% 625,23! 8.€%

Other, net 11,38 0.2% 4,561 0.1%
Total $ — 0.C% $ — 0.C%

The Company had federal and state net operatisgclmsy-forwards (“carry-forward”) of $10,231,00006$5,646,000 at March 31,
2014 and 2013 respectively. These carry-forwatals$ & expire in the year 2031.
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NOTE 11— INVESTMENT IN JOINT VENTURE

On September 16, 2013, the Company entered irgdesf agreements with SAAMABA, LLC (“SAAMABA") ed S21 Research
Holdings (the “Grace Rich Agreements”) to form ajoventure with operations in the People’s RepubfiChina (“PRC”) to deploy a
minimum of 100 Company designed diamond growinghires. Through the Grace Rich Agreements, the @oampwns 30% of Grace Rich
LTD, a corporation duly established pursuant tol#wes of the Hong Kong Special Administrative Regaf the PRC that is an investment and
holding company for the factory and distributiomiss to be formed pursuant to the laws of the PR@& wholly foreign owned enterprise.

Under the Grace Rich Agreements, the Company ha®ddo license its proprietary technology for thenufacture of diamond
gemstones of agreed upon specifications. In exgdhéor the license, the Company will receive lidegsevenue and 30% ownership in the
joint venture. In addition to the licensed tecloyyl, the Grace Rich Agreements include obligationgshe Company to provide and
compensated for technology consulting servicebéqdint venture to support the start-up of operati

The initial ownership interests in Grace Rich Limitare as follows: SAAMABA LLC- 60%; Scio Diamofi@chnology Corporation
— 30% and S21 Holdings- 10%. The capital contringirequired to finance Grace Rich LTD are requéets of SAAMABA, and the
Company is not required to make any on-going fugdiontributions to the joint venture and its owhégrsstake cannot be reduced from 30%.

The Company is licensing a portion of its paterteatnology to Grace Rich LTD and is not directiycdouting any of its intellectual
property. The license agreement calls for the Gomgpo receive $250,000 in licensing fees and $X@Din development fees between
October 2013 and June 2014. In addition, onceatipgis of Grace Rich LTD have commenced, the Compalhreceive $250 per machine
per month in licensing fees with a minimum monthbyment of $25,000 until the joint venture staotslistribute cash to its partners.

The Company has determined the fair value of ttenke agreement does not exceed the value of pleetexl returns from the joint
venture and accordingly has established an inrfisstment value of $0 and has not recorded amsgeilated to its contribution to the joint
venture. The Company joint venture was in its tlgu@ent stage through March 31, 2014 and did ne¢ laay revenues. Expenses incurred
by the joint venture were for planning and staupenses. The total loss of the joint venture froception through March 31, 2014 was
$1,043, 945. The Company’s corresponding 30% sbfateese losses was $313,184.

As of March 31, 2014, the Company has not guardndeégations of the joint venture nor has it cortied to provide additional
funding. Therefore, the Company’s share of thetjeémture’s net loss for the year ended March 8142vere not recognized because the
initial carrying value of the Company’s ownershipeirest in the joint venture was zero.

Rollforward of the Company’s ownership interest in the joint venture for the yar ended March 31, 2014:

Balance of ownership interest in joint venture ept®émber 16, 201 $ —
Aggregate 2014 equity lo— share of joint venture loss (313,189
2014 equity los— share of joint venture losses not recognized dumasis limitatior 313,18

Balance of ownership interest in joint venture atrh 31, 201 $ —

Cumulative unrecognized loss on ownership intdregint venture at March 31, 20: $ 313,189

Selected financial results for Grace Rich LTD frominception through March 31, 2014 are as follows:

Revenue: $ —
Expense! 1,043,94!
Net Income (Loss $ (1,043,94)
Total Assets $ 68,29’
Total Liabilities $ 1,112,24;
Total Partners Capiti 1,043,94)
Total Liabilities and Partner Capit $ 68,29:

The Company recognized $625,000 in revenues froacéSRich during the fiscal year ended March 31420he Company incurred
$151,359 of joint venture related expenses dutiegiscal year ended March 31, 2014 that were reisdgd by the Grace Rich LTD. These
reimbursements were offset against the Companidset operating expense.
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NOTE 12— LITIGATION

On July 26, 2013, Bernard M. McPheely, TrusteetierBernard M. McPheely Revocable Trust Dated M&ay2012, Thomas P.
Hartness, Trustee for the Thomas P. Hartness Rbl@gaust Dated July 31, 2010, Brian McPheely antért Daisley (collectively,
“Plaintiffs”), derivatively and on behalf of the @pany, filed a complaint in the Court of CommonaBlef the State of South Carolina, Count)
of Greenville against Edward S. Adams (then ouri@ien), Michael R. Monahan (a former member of@wenpany’s Board of Directors),
Robert Linares (a then current member of the Boara@odorus Strous (a then current member of tred@nd the law firm of Adams
Monahan, LLP (collectively, “Defendants”), and tiempany, as a nominal defendant (the “Scio Dexea@iomplaint”). Bernard M.
McPheely is a former member of the Company’s Badiidirectors.

The Scio Derivative Complaint alleged (i) againsf&hdants, breach of fiduciary duty, corporate wasid unjust enrichment;
(ii) against Messrs. Strous and Linares and Adaraed¥fian LLP, aiding and abetting a breach of fidyaikty; (iii) against Messrs. Adams
and Monahan, civil conspiracy; (iv) against Messidams, Monahan and Linares, breach of fiduciaty é4 controlling shareholder; and
(v) against Mr. Strous and Adams Monahan LLP, @dind abetting a breach of controlling sharehalidgéy. The allegations relate to, among
other things, certain actions allegedly taken bigi@ants in connection with: the acquisition by @@mpany of certain assets of ADI (th&DI
Asset Purchase”); the ADGC Asset Purchase discusdedte 2 above; the Company’s agreement to pswéftain current and former
stockholders of ADI and ADGC the opportunity to aitg up to approximately 16 million and 1 milliohaes, respectively, of common stock
of the Company for $0.01 per share (collectiveig, tADI/ADGC Offering”); the provision of legal seices by Adams Monahan LLP to the
Company; certain equity issuances by the Compadigwfimg the ADI/ADGC Offering; certain bonuses aotther payments paid to member:
the Board of Directors; and certain indemnificatailigations undertaken by the Company in favoMetsrs. Adams and Monahan.

Plaintiffs were seeking direct and consequentiat@ges sustained by the Company in an amount tetbblished through proof at
trial, plus pre-judgment and post-judgment interagpropriate equitable relief to remedy the altkbeeaches of fiduciary duties; reasonable
attorney’s fees and costs for the Company incurrgatosecuting the action; and other relief as dsgbbyy the court to be just and proper.

Defendants removed the Scio Derivative ComplairthéoU.S. District Court for the District of Souttarolina, Greenville Division
(the “Federal Court”) and filed a motion to dismike complaint on October 4, 2013. On DecembeR@63, the Federal Court granted the
Defendants’ motion to dismiss, in part based orpthatiffs’ lack of standing, and the remainingichs were dismissed by the court without
prejudice in favor of mandatory arbitration prodeed. As of March 31, 2014, arbitration proceedihgd not commenced.

On October 15, 2013, plaintiff Mark P. SennottTasstee of the Sennott Family Charitable Truste(iott”) filed a complaint
derivatively, on behalf of ADI, in the Federal Chlagainst Edward S. Adams (our then Chairman)hiskt R. Monahan (a former member of
the Company’s Board of Directors), the law firmAzfams Monahan, LLP, Loblolly, Inc., which was fomyeknown as Scio Diamond
Technology Corporation, and the Company (colletfiviSennott Defendants”). This derivative compladn ADI’s behalf (the “ADI
Derivative Complaint”) alleges claims for breacHidficiary duty, constructive fraud and unjust ehment. The allegations in the ADI
Derivative Complaint are duplicative of the Sciorivative Complaint allegations concerning ADI, wiiwere dismissed by the Federal
Court’'s December 16, 2013 order in the Scio Deirrea€omplaint and repeat almost verbatim the atiega from earlier lawsuits filed and
dismissed in 2012 against the Defendants, whicte \wegviously disclosed in the Company’s Form 1®€xHie nine months ended
December 31, 2012 and Form 10-K for fiscal yearendarch 31, 2013. Sennott is seeking direct am$@quential damages sustained by
Sennott in an amount to be established throughf @tawial, plus pre-judgment and post-judgmengiiest; appropriate equitable relief to
remedy the allegedly wrongful acts; reasonablerids fees and costs incurred in prosecuting thie® and other relief as deemed by the
court to be just and proper.

Both the Scio Derivative Complaint and the ADI Dative Complaint were effectively settled on JuBe 2014 as detailed in NOTE
13- SUBSEQUENT EVENTS below.

On May 16, 2014 the Company received a subpoeneaddsy the SEC ordering the provision of documantsrelated information
concerning various corporate transactions betwlseiCompany and its predecessors and other pemsdrengties. The Company is fully
cooperating with this inquiry.

NOTE 13— SUBSEQUENT EVENTS
On April 8, 2014, the Board of Directors of the Quany adopted and approved effective April 8, 2@hd Amended and Restated
Bylaws of Scio Diamond Technology Corporation. Braended and Restated Bylaws amend and restateoting@&hy’s bylaws in their

entirety.
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At the request of the Board of Directors, the Conypentered into an agreement, effective April 12,4, with Mr. Joseph
Cunningham to provide consulting services to thev@any. Under this agreement, the Company agreprbtade Mr. Cunningham $4,000
and 20,000 shares of common stock per month inaggenfor his professional services to the Compdryough June 30, 2014, the Company
had issued 60,000 shares to Mr. Cunningham. T$lemes were valued at an average of $0.44 andaimpéhy will recognize $26,200 in
expense for these shares.

On April 15, 2014, Scio Diamond Technology Corpmnatthe “Company”) entered into a Rights Agreemegtiveen the Company
and Empire Stock Transfer Inc., as Rights Agena(asnded from time to time, the “Rights Agreemetiigt was previously approved by the
Board of Directors of the Company.

In connection with the Rights Agreement, a divideras declared of one common stock purchase rigtividually, a “Right” and
collectively, the “Rights”) for each share of comm&tock, par value $0.001 per share (the “Commonok3}, of the Company outstanding at
the close of business on April 25, 2014 (the “Rdddate”). Each Right entitled the registered hottiereof, after the Rights become
exercisable and until April 15, 2017 (or the eartiedemption, exchange or termination of the Rightspurchase from the Company one shar
of Common Stock of the Company at a price of $p@0share of Common Stock (the “Purchase Pricdtjtil the earlier to occur of (i) the
close of business on the tenth business day falipwipublic announcement that a person or grogffitihted or associated persons has
acquired, or obtained the right to acquire, bemafmwnership of 17% or more of the Common Stogk“@cquiring Person”) or (i) the close
of business on the tenth business day (or suchdate as may be determined by action of the BoiRirectors prior to such time as any
person or group of affiliated or associated perdmtomes an Acquiring Person) following the comneement or announcement of an inten
to make a tender offer or exchange offer the comsation of which would result in the beneficial owstgip by a person or group of affiliated
or associated persons of 17% or more of the Conttock (the earlier of (i) and (ii) being called thzstribution Date”), the Rights will be
evidenced, with respect to any of the Common Steclkificates outstanding as of the Record Datesunh Common Stock certificates, or, w
respect to any uncertificated Common Stock registén book entry form, by notation in book entrygither case together with a copy of the
Summary of Rights attached as Exhibit B to the Rigkgreement. Under the Rights Agreement, syrthmtinership of Common Stock in the
form of derivative securities counts towards thé&ocldwnership threshold, to the extent actual shafr€ommon Stock equivalent to the
economic exposure created by the derivative secan directly or indirectly beneficially owned bycounterparty to such derivative security.

The Rights Agreement provided that any person wdreficially owned 17% or more of the Common Staukniediately prior to the
first public announcement of the adoption of thghts Agreement, together with any affiliates argbagtes of that person (each an “Existing
Holder”), shall not be deemed to be an “Acquiriregddn” for purposes of the Rights Agreement undesExisting Holder becomes the
beneficial owner of one or more additional shafeS@mmon Stock (other than pursuant to a dividendistribution paid or made by the
Company on the outstanding Common Stock in ComntookSr pursuant to a split or subdivision of thestanding Common Stock).
However, if upon acquiring beneficial ownershipooke or more additional shares of Common StockEttisting Holder does not beneficially
own 17% or more of the Common Stock then outstapdire Existing Holder shall not be deemed to b&faguiring Person” for purposes of
the Rights Agreement. On June 22, 2014, the BofiBrectors accelerated the expiration date ofRights to June 22, 2014 and the Rights
effectively terminated.

On May 27, 2014, the Board of Directors appointed Jmes Korn and Mr. Gerald McGuire as independerhbers to the Board.
Each of Messrs. Korn and McGuire were provided,@80 shares of restricted stock upon their appantrio the Board.

On June 12, 2014, the Board of Directors decidddrtminate without cause the employment of Chieddttive Officer, Michael
McMahon and Chief Financial Officer, Jonathan Pfohhe Board named then Board Member Gerald McGsrmterim Chief Executive
Officer and appointed Douglas Walker as interimeERinancial Officer. The Board also named MicHaealib as Chief Restructuring Officer.

On June 16, 2014, the Board of Directors appoiBtede Likly as a member of Board and further apgervr. Likly to serve as the
Co-Chairman of the Board. Mr. Likly was providediwa restricted share grant of 4,000,000 shares ts appointment to the Board.

On June 20, 2014, the Board of Directors grantettioted stock grants to Mr. Michael Laub of 50,&b@res for previously perform
services rendered to the Company. The Companyrdatenticipate recognizing any expense for thésrieted stock grant since it was in
exchange for expenses previously accrued by thep@om

In addition, on June 20, 2014, the Company’s $lilkom loan facilities with Platinum went into defl status. In default status,
Platinum could foreclose on the loan and has ti# tb take possession of the collateral includirgCompany’s fixed assets and intellectual
property. In addition, in default status, Platinbas the right to increase the interest rate omdte by 3% upon 30
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day notice to the Company. To date, Platinum leasaken any action related to this default, inolgdadjusting the interest rate, as the
Company continues to pursue additional financingrahtives.

On June 23, 2014, the Company entered into a settieagreement (the “Settlement Agreement”) byandng Edward Adams,
Michael Monahan, Gerald McGuire, James Korn, BilLikg/, Theodorus Strous, and Robert C. Linaresirtheesent and past affiliates, suct
Apollo Diamond, Inc., Apollo Diamond Gemstone Caigt@mn, Adams Monahan LLP, Focus Capital Group, &md Oak Ridge Financial
Services Group, Inc., family members and spou$es‘ftidams Group”), and Thomas P. Hartness, Kristdflack, Paul Rapello, Glen R.
Bailey, Marsha C. Bailey, Kenneth L. Smith, BernstdMcPheely, James Carroll, Robert M. Daisley, Béolkowitz, Craig Brown, Ronnie
Kobrovsky, Lewis Smoak, Brian McPheely, Mark P. iSat the Sennott Family Charitable Trust, andrthéiliates (the “Save Scio Group”),
pursuant to which the Company and the Save Sciapisettled the previously pending consent conteshe election of directors. Pursuant to
the Settlement Agreement, on June 23, 2014, Me&desns, Strous, Linares and McGuire resigned a&sttirs effective immediately; the
Board expanded the size of the Board to 7 direcndsappointed Messrs. McPheely, Wolkowitz, Smoaklaeaverton (the “Save Scio
Nominee”) to fill all sbut one of the resulting vacancids.addition, the Company agreed to nhominate e&dhessrs. Korn and Likly (the
“Adams Group Nominees”) and the Save Scio Nomiffieeslection to the Board at the Company’s 2014uahmeeting of stockholders.
Pursuant to the Settlement Agreement, the Adamasaad the Save Scio Group must vote their shdr€smmon Stock for the other’s
nominees for the next three years, and will alscehraplacement rights in the event these nomineesrable to serve as directors.

The Settlement Agreement contains various othersemnd provisions, including with respect to ttamsfer of one million shares of
Common Stock to the Save Scio Group by the AdanesiGra portion of which is allocated for reimburssrnof the Save Scio Group’s out-of-
pocket expenses in connection with the nominatfche Save Scio Nominees and past litigation inivg\certain members of the Adams
Group and the Save Scio Group (the Scio Derivaliomplaint and the ADI Derivative Complaint collestly known as the “Litigation”), the
Save Scio Group’s withdrawal of the Litigation,nténation of the Save Scio Group’s consent soligitgtand accelerated expiration of the
Company'’s stockholder Rights Agreement adopted piril A5, 2014. Also included in the settlementhie forfeiture of one million shares of
common stock by Messrs. Edward Adams and Michaeid¥fian for cancellation by Scio.

Concurrent with the Settlement Agreement, the gaqgrianted to Messrs. Korn, Likly, and McGuire fbetr service on the Board of
Directors consisting of 250,000, 4,000,000 and @30 restricted shares, respectively was returnédet@ompany. In addition, all equity
granted and contemplated to be granted to Messr&uifle, Walker and Laub for their services as etieewofficers of the Company was
effectively returned to the Company. The Compaogsihot plan to recognize any expense for theiggstrshares granted and returned to the
Company since none of the grants had vested dintieeof their return to the Company.

In addition, the Settlement agreement providesherelease of all liabilities amongst the parti#se Company estimates that this
will result in the reversal of over $340,000 of pascrued liabilities and expenses due to theisgttlarties for board fees, management
committee fees, consulting services, indemnificattbboard members and legal expenses.

On June 24, 2014, the Board of Directors namedBdrnard M. McPheely Chairman and Bruce Likly Vicha@man.

On July 11, 2014, the Board of Directors named (@dvicGuire, President, Chief Executive Officer ddidector of the of the
Company.

On July 15, 2014, the Board of Directors approved@ompany pursue a Regulation D offering of up,@®0,000 shares of common
stock to accredited investors at a price of $0.BBe Company may raise up to $600,000 from thieroffy and does not anticipate incurring
material expenses related to the offering. Throigbust 8, 2014, the Company has issued 750,00@shiader this offering and raised
$225,000.

END NOTES TO FINANCIALS
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTA NTS AND FINANCIAL DISCLOSURE.
None.

ITEM 9A. CONTROLS AND PROCEDURES.

Evaluation of Disclosure Controls and Procedur

Disclosure controls and procedures refer to comtmold 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 of
March 31, 2014, we carried out an evaluation, utideisupervision and with the participation of management, including our Chief
Executive Officer and Chief Financial Officer, bieteffectiveness 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 assurancediagasur control objectives. Based upon that ewanaour Chief Executive Officer and
Chief Financial Officer have concluded that ourcttisure controls and procedures were not effeetsvef March 31, 2014 due to the material
weaknesses and significant deficiencies discusskxb

Managemen's Annual Report on Internal Control over FinanciaReporting

Management of the Company is responsible for dstdbf and maintaining adequate internal contr@rdinancial reporting as
defined in Rules 13a-15(f) and 15d-15(f) promuldateder the Exchange Act. The Company’s internatrobover financial reporting is a
process designed to provide reasonable assurageelig the reliability of financial reporting atite preparation of financial statements for
external purposes in accordance with generally@edeaccounting principles. The Companiiternal control over financial reporting incl
those policies and procedures that (1) pertainéartaintenance of records that, in reasonablel dataurately and fairly reflect the transacti
and the dispositions of the assets of the Comp@)ygrovide reasonable assurance that transadi@necorded as necessary to permit
preparation of financial statements in accordanitie generally accepted accounting principles, drad teceipts and expenditures of the
Company are being made only in accordance withoaizitions of the management and directors of the@any; and (3) provide reasonable
assurance regarding prevention or timely deteafamauthorized acquisition, use, or dispositiothef Company’s assets that could have a
material effect on its financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or a¢tmisstatements. Therefore, even
those systems determined to be effective can peasidy reasonable assurance with respect to finhst@tement preparation and presentatior
Also, projections of any evaluation of effectivesés future periods are subject to the risk thatmmds may become inadequate because of
changes in conditions, or that the degree of campé with the policies or procedures may detemorat

Management, including our Chief Executive OfficadaChief Financial Officer, conducted an assessrmgtite effectiveness of our
internal control over financial reporting as of Mar31, 2014 based on the criteria set forth iniernal Control— Integrated Framework
issued by the Committee of Sponsoring Organizatigrise Treadway Commission in 1992. During thaeasment, management identified
following material weaknesses and significant deficies in our internal control over financial rejimg, which are common in small
companies. These material weaknesses were idenifi@ur Chief Executive Officer and Chief Finan¢ficer following the end of the fisc
year covered by this repo

e Lack of a functioning audit committee due to a lafla majority of independent members and a lack wfajority of outside
directors on our board of directors, resultingriaffective oversight in the establishment and fiamitg of required internal
controls and procedures;

* Insufficient and untimely communication from thead of Directors to Management in connection wighiqd end financial
disclosure and reporting; and

»  Due to our small size, we have limited segregaioduties in certain areas of our financial repagtand other accounting
processes and procedures.

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 detected amely basis. A significant deficiency is a deficignor a
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combination of deficiencies, in internal controlen¥inancial reporting that is less severe tharateneal weakness, yet important enough to
merit attention by those responsible for oversaftdaur financial reporting.

During the period covered by this annual reporForm 10-K, we have not been able to remediate thtemal weaknesses identified
above. The effectiveness of efforts the Comparsyrhade to remediate the identified material weadeghave been limited by recent turnove
of the Chief Executive Officer and Chief Finand@fficer positions. We have taken steps to enhanckimprove the design of our internal
control over financial reporting including the atilol of two independent directors to the Board aEbtors on May 27, 2014, and a new Boarc
of Directors consisting of a majority of outsidedandependent directors was established on Jun223,. On July 11, 2014, Gerald McGuire
was named President, CEO and Director of the Compa@his addition of management to the Board ofbliors should enhance
communication between the Board and managemergddition, we plan to take additional steps dunngfiscal year ending March 31, 2015.

To further remediate such weaknesses, we expaoipiement the following changes during our fiscaayending March 31, 2015:

 The Board of Directors plans to establish a fumitig audit committee compliant with NASDAQ listingquirements to oversee
the financial reporting and control structure af ttompany and

*  The Board of Directors is committed to providingnély communication to management related to isatfesting period end
financial reporting.
This annual report does not include an attestaport of our independent registered public acdagrfirm regarding internal control
over financial reporting. Management's report wassubject to attestation by our independent reggst public accounting firm pursuant to an
exemption for non-accelerated filers set forth étt®n 989G of the Dodd-Frank Wall Street Reforrd @onsumer Protection Act.

Changes in Internal Controls

Other than described above, there were no significiianges in our internal controls over finanoéglorting that occurred during our
fiscal year ended March 31, 2014, that materidfigcied, or are reasonably likely to materiallyeatf our internal controls over financial
reporting.
ITEM 9B. OTHER INFORMATION.

NONE
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PART Il

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS, AND CORPOR ATE GOVERNANCE.
Directors and Executive Officer

The following table sets forth the names and adesiodirectors and executive officers as of Jully 2014

Position with the

Name Age Company Since
Directors

Bernard McPheel 62 Chairman June 22, 201
Bruce Likly 50 Vice-Chairmar June 22, 201
James Kort 56 Director June 22, 201
Karl Leavertor 58 Director June 22, 201
Gerald McGuire 53 CEO, President & Directc July 11, 201+
Lewis Smoak 70 Director June 22, 201
Ben Wolkowitz 68 Director June 22, 201

Nor-Director Executive Officer
Jonathan Pfot 47 Acting Chief Financial Office June 24, 201

Our bylaws provide that each director is to beteléat our annual meeting by the stockholders angesuntil his or her successor is
elected and qualified at the next annual meetintgss he or she resigns or is removed earlier Cdrapany has not held an annual meeting
each member of our Board was initially appointed/bie of the Board in existence immediately prhis appointment and has continued to
serve since that time. Directors serve until mik&r successor is duly elected and qualified,ntit he or she is earlier removed from office or
resigns.

Set forth below is certain information about ouediors and executive officers, including inforratregarding their business
experience for at least the past five years, timeasaof other publicly-held companies where theyemity serve as a director or served as a
director during the past five years, and additionfdrmation about the specific experience, quedifions, attributes, or skills that led to the
Board'’s conclusion that such person should sengediector for the Company.

BERN McPHEELY . Bern McPheely serves as non-executive chairmhémedboard of the Company. Mr. McPheely recerglyred
in December 2012 as President of Hartness Intemetafter more than 35 years of service. A leauléstal solutions to the packaging
industry, Hartness provides equipment globally trerthan 100 countries. From startup and undem’Bguidance, Hartness was profitable
every quarter since 1982. He spearheaded shotbagderm strategic planning, including four magompany-wide transformations to
reposition the Hartness value proposition, progactfolio and go-to-market strategy. Bern negetiadnd executed the sale of Hartness to
ITW (lllinois Tool Works) and was responsible fdrepherding the transition from a family owned basmto a public company. He has also
been responsible for successful synergistic adgpisi. From 2000-2002 Bern was chairman of the R#@ billion member packaging
association) and currently is on the Board of Divecof Dorner Manufacturing Corp. in Hartland Wissin. Bern was honored by Start
Magazine as one of the top ten “CEO Visionaries Wjmite Technology” and has briefed President @linhnd cabinet members on the state
of US business. Bern previously worked with the Department of Commerce. A graduate of The ThurideGraduate School of
International Management, Bern also received hgeugraduate degree from Albion College in AlbiorcMgan. Mr. McPheely was a mem
of the Board from August 13, 2012 until Mr. McPhertsigned from the Board on May 13, 2013. Mr. Me@ly’'s business experience
qualifies him to serve as a director.

BRUCE LIKLY . Bruce Likly serves as non-executive vice-chaimrofthe board of the Company. Mr. Likly brings mdhan
twenty-five (25) years of technology, communicai@nd management experience to Scio. Having beigwateer at IBM and worked to help
grow Sun Microsystems from $1 Billion in sales tormthan $10 Billion, Mr. Likly has spent the ldgtcade as Principal at Kovak-Likly
Communications where his team helps companies dewald implement strategic sales, marketing anchmomications plans. This work
previously included assisting Apollo Diamond, tloenpany whose assets Scio Diamond Technology Cdiporacquired in 2011. Mr. Likly’s
marketing and business experience qualifies hisetee as a director.

JAMES KORN . James Korn is a nogxecutive director of the Company. Mr. Korn cuthgserves as the Chief Executive Officet
Temp-Air, Inc., a leading manufacturer of temporiagustrial and commercial HVAC equipment. PriofT@mp-Air, Mr. Korn was the Chief
Legal Officer of Deephaven Capital Management, aifibn dollar multi-strategy hedge fund in Minrgis, Minnesota. As an attorney in
private practice at Fredrikson & Byron, a 260-at&yr law firm based in Minneapolis,
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Mr. Korn developed extensive experience in bothgaes and acquisitions and in corporate finance. Kdrn received his B.A. in economics,
magna cum laude, from Providence College and Bis dum laude, from the University of Minnesota L&ahool. Mr. Korn has served as
CEO of Temp-Air, Inc. since 2007. Mr. Korn’s buséseand legal experience qualifies him to servediseator.

KARL LEAVERTON . Karl Leaverton is a non-executive director af ompany. Most recently, Mr. Leaverton was the
President/Chief Executive Officer and a directoBehttle Northwest Securities Corporation, a braleader specializing in public finance
investment banking, sales and trading of fixed meand asset management (acquired by Piper Jaiftayy, 2013). Karl is currently the
Chairman of SNW Asset Management Corporation, edfimcome portfolio manager with about $2.5 billinorassets under management. F
also the principal of Blakely Management Companyl_broviding business and management consultinggoous companies and
disciplines. Mr. Leaverton is the former Presidehthe Private Client Group of RBC Wealth Manageteith management responsibility for
more than 2,300 advisors and assets under admatistin excess of $200 billion in assets. Kad heore than 30 years of financial services
experience. He earned a BS in Chemical Environah&tience from the University of Puget Sound amueted the course work for a BA
Economics. He earned a Master of Science degredrastructure Management from Stanford Universiér. Leaverton’s business and
financial experience qualifies him to serve asraador.

GERALD McGUIRE . Gerald McGuire is the President, Chief Execu@ficer and director of the Company. Mr. McGuinéngs
over twenty-five (25) years of semiconductor indystxperience to Scio. The semonductor industry is expected to be a strong diawta fo
Scio in the years ahead. Mr. McGuire was mostrmgea Senior Vice President and General Manaf#reoLow-Voltage and Mid Power
Analog Business at Fairchild Semiconductor. Pwdfairchild Semiconductor, Mr. McGuire was the @RI of the Digital Signal Processing
business at Analog Devices. He spent twenty-tf28gyears at Analog Devices in various technicarketing and business roles. His
specialties include: product marketing and brandimgduct development and strategy. Mr. McGuire $gent his career determining what
global customers want and how to deliver it. F2007 to 2010, Mr. McGuire served as Vice Presidétihe Digital Signal Processing
Division of Analog Devices, a global DSP and emleetdrocessor business From 2010 to 2013, Mr. M&3uas Senior VP of the Low
Voltage and Mid Power Analog Business Unit of Haillc Semiconductor, a global power semiconduct®ifess.

LEWIS SMOAK . Lewis Smoak is a non-executive director of theenpany. Mr. Smoak is a founding partner of Ogketi2eakins,
Nash, Smoak & Stewart, which he helped establist®ifiv. He has served on the law f's Board and Compensation and Pension Committee
for more than 45 years during which time the firrevg from 16 to more than 700 attorneys and twaeffito 46. He has extensive experience
in the development and implementation of positaiaol relations programs for clients in all regiofishe country, including compliance with
employment, labor, safety, and environmental latts.is among the one percent of U.S. lawyers ligiethe Best Lawyers in America, and
has also been selected by his peers for inclusidimei ABA’s College of Labor and Employment Lawyexsd Chambers USA Leading
Lawyers in America. Mr. Smoak is the author of hcemprehensive nationwide labor relations stuidi¢ise construction industry. He has
served on the Greenville (president) and South IBar&tate Chambers of Commerce Board of Directéts.has served since 2002 as a
member of South Carolina BIPEC’s Board and its BXge Committee since 2004. He served as Chaimhdme Board of Supermarket Radio
Network and negotiated its sale to Pop Radio amitadee Media. He currently serves as chairman efabard of Zumur, LLC, a st-up
internet search engine for consumer products Hesfee community efforts on early childhood educaissnes, including service on United
Way's Success by Six Board, and chairing both GridlerCounty (2001-2003) and the State of Southoiaa’s First Steps for School
Readiness Board of Trustees (2003-2014). For bikw early childhood education, he was recogniaed received the 2006 Ellis Island
Medal of Honor. Mr. Smoak’s legal expertise agacpicing attorney qualifies him to serve as adoe

BEN WOLKOWITZ . Ben Wolkowitz is a non-executive director of thempany. Mr. Wolkowitz has had an extensive aaree
finance and economics. Most recently he headed $dadrinancial Technology Partners, a consulting fiiat advised technology companies
on how to position their products for the finan@atvices industry. Previously he was a Managirmgddr at Morgan Stanley where he had
several assignments in the Fixed Income Divisiogr @/sixteen-year career including running theiariicial futures brokerage operation, and ¢
significant portion of the Fixed Income sales foride also was the head of Fixed Income Researclp@mdto retiring, he managed a portfolio
of Morgan Stanley invested technology companie$ofgghe New York phase of his career Mr. Wolkowitas with the Board of Governors
of the Federal Reserve System where he was in eldifginancial Studies, a department in the Divisib Research and Statistics responsible
for analyzing and advising Governors of the Boardinancial markets and financial institutions. MVolkowitz had previously taught at
Tulane University in the economics department amevls also a consultant to the Urban Institute asiihgton, D.C. He has written and
lectured extensively on both theoretical and aplgigpics in economics and finance in addition teaathoring a book, Bank Capital.

Mr. Wolkowitz has a BA cum laude from Queens Cadlegnd a PhD in economics from Brown University.rr€ntly he is a Town Council
Member, Madison N.J. and a member of the Advisasg@ of the Great Swamp Watershed Association ViMlkowitz’s financial experience
qualifies him to serve as a director.
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JONATHAN PFOHL . Jonathan Pfohl has been serving as Acting Ghirefncial Officer since June 25, 2014 when he netdito
the Company at the request of the Board of Directddr. Pfohl was our Chief Financial Officer frdvtarch 4, 2013 to June 12, 2014 when he
was terminated without cause by the then Boardifdibrs. Mr. Pfohl served as Interim Chief Finah©fficer of the Company from
January 16, 2013 to March 3, 2014 and before tieesehved since December 19, 2012 as an indepecmi@nactor providing accounting,
finance and related services to the Company thrdigghonsulting company Rose Creek Associates LME. Pfohl has more than 25 years of
financial and management experience. Before jgittie Company, he served as CEO of Wireless ExptgSsone of Sprint’s largest
independent distribution partners, from Decemb@92d October 2013. Prior to Wireless Express,Mohl was CFO of Main Street
Broadband LLC, a privately held wireless broadbs@ice provider, from June 2009 to December 2@ of Movida Cellular LLC, a
mobile virtual network provider, from April 2007 ¥March 2008; and a Vice President with AirGate PIB8,, a regional provider of wireless
communications services, from 1999 to 2005. MohPhas a BS-Management and an MBA-Finance fronsthge University of New York at
Buffalo.

Family Relationships. There are no familial relationships amongstditgctors and officers.
Compliance with Section 16(a) of the Securities Bange Act of 1934

The rules of the SEC require our directors, exgeutifficers and holders of more than 10 percemunfcommon stock to file reports
of stock ownership and changes in ownership wighSEC. Based on the Section 16 reports filed bydoectors, executive officers and gre:

than 10 percent beneficial owners, and writtenas@ntations of our directors and executive officeesbelieve there were no late or inaccu
filings for transactions occurring during the fisgaars ended March 31, 2014 except as follows:

Number of Number of Late Number of Missed Number of Missed

Name Late Reports Transactions Reports Transactions
Edward S. Adam 1 5 0 0
Thomas P. Hartne: 4 4 0

Robert Linare: 1 1 0 0
Michael W. McMahor 1 15 0 0
Bernard McPheel 0 0 0 0
Michael Monahat 3 5 0 0
Jonathan Pfot 0 0 0 0
Theodorus Strou 1 1 0 0

Code of Ethics and Business Conduct

We have adopted a Code of Ethics and Business Cotitht is applicable to our executive officerglirding our principal executive
officer and our principal financial officer. A comf this Code of Ethics and Business Conduct islavie without charge to shareholders upon
request to the Company at 411 University RidgetedDj Greenville, SC 29601. We will disclose antufe amendments to, or waivers from,
provisions of Code of Ethics on our website as giyras practicable, as and to the extent requirater and applicable stock market stand
and applicable SEC rules.

Audit Committee and Audit Committee Financial Expte

The Company does not have an audit committee audit committee financial expert (as defined imt407 of Regulation S-K)
serving on its Board of Directors. All current mesnd of the Board of Directors lack sufficient ficéal expertise for overseeing financial
reporting responsibilities. The Company has nobagpd an audit committee financial expert on itmRl because the Company has only
recently ceased to be a development stage compahlyass not yet added a substantial number of indkge directors or any directors who
would qualify as an audit committee financial exfaes defined in Item 407 of Regulation S-K).

ITEM 11. EXECUTIVE COMPENSATION.

The following table shows the compensation awatdedarned by or paid to each individual who seragdur chief executive officer
during the fiscal year ended March 31, 2014. Wk rmaexecutive officers serving as of March 31,£6ther than our Chief Executive Officer
and our Chief Financial Officer.

Summary Compensation Table

Fiscal Year
Ended Option All Other
Name and Principal Position March 31, Salary Bonus Awards(1) Compensation Total
Michael W. McMahon(2 2014 $ 250,000 $ — % — 3 — $  250,00(
Chief Executive Office 2013 163,46: — 1,538,30! 1,701,76
Jonathan M. Pfot 2014 $ 200,000 $ — 3 — 3 36,00((3)$ 236,00(
Chief Financial Officel 2013 10,76¢ — 448,00( 49,7644) 508,53:
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(1) In accordance with FASB ASC Topic 718, we choseBlaek-Scholes option pricing model to determine dlggregate grant date fair
value of the options set forth in this table. Ose wf this model should not be construed as anreed®nt of its accuracy at valuing
options. All stock option valuation models, inclngithe Black-Scholes model, require a predictioouathe future movement of the stock
price. Assumptions made to calculate the grant @atealue of the options reported are as folloa) for options to purchase 600,000
shares granted to Mr. McMahon May 2012: expecteidehd yield- 0%, risk-free interest rate- 0.7%84%pected life in years- 3, and
expected volatility of 100%; (b) for options to pbase 300,000 shares granted to Mr. McMahon in 812012: expected dividend yield-
0%, risk-free interest rate- 0.67%, expected lifgears- 3, and expected volatility of 100%; (a)dptions to purchase 1,500,000 and
700,000 shares granted to Messrs. McMahon and Rfétdbruary 2013 and March 2013, respectivelypeeied dividend yield- 0%, risk-
free interest rate- 0.38%, expected life in ye8r&nd expected volatility of 106%.

(2) Mr. McMahon was appointed Chief Executive Officardanuary 29, 2013. During fiscal 2013 until sappointment, Mr. McMahon
served as our Chief Operating Officer.

(3) Includes $36,000 paid as allowances for tempoiaityd expenses paid to Mr. Pfohl in accordance withEmployment Contract.

(4) Includes $42,875, plus $6,889.31 in expenses,tparbse Creek Associates, LLC, of which Mr. Pfahihe president, for consulting
services provided to the Company.

Narrative Disclosure to Summary Compensation Ta

Executive Officers

Michael W. McMahon  In connection with his appointment as our Chief &xive Officer effective on February 1, 2013, Mieha
W. McMahon entered into an employment letter wihthat supersedes the employment letter and chafrgmtrol agreement he had
previously entered into in connection with his eayphent as our Chief Operating Officer. Under hisrent employment letter, Mr. McMahon
is paid a base annual salary of $249,999, suljgmbtential increases in connection with an ansakdry review by the Board of Directors. 1
Board of Directors, in its discretion, may award. MicMahon an annual bonus, which for fiscal 2013/f@ up to $100,000 for achieving
performance targets in our 2013 fiscal year pldloiong acceptance of such plan by the Board, amghérformance in excess of the plan the
Board may in its discretion award an additionalumoaf up to $50,000.

Under his employment letter Mr. McMahon is entitthating his term of employment to participate ihemhployee benefit plans and
programs available to similarly situated employgsebject to eligibility) that we have in force fraime to time, and is entitled to 20 days paid
vacation each calendar year. Mr. McMahon is alditled to options, granted on February 2, 2013 pams$ to our 2012 Share Incentive Plar
purchase a total of 1,500,000 shares of our constunk at $0.93 per share (the closing price ofoommon stock on the date of grant),
vesting as follows: options to purchase 271,2%0ehvested immediately upon commencement of emm@ot; options to purchase 234,375
shares will vest upon the six-month anniversarkisfstart date; options to purchase 468,750 shétiegest when we achieve cumulative
revenues of $5 million (cumulative from Januar2@13); options to purchase 234,375 shares will wésn we achieve cumulative EBITDA
of $1 million (cumulative from January 1, 2013)dawptions to purchase 291,250 shares will vest wireachieve cumulative EBITDA of $:
million (cumulative from January 1, 2013); subjexthe terms of the Plan. Mr. McMahon is subjeca foroprietary information and inventic
agreement, and is an employee-at-will.

Mr. McMahon’s employment letter also provides tifidflr. McMahon's employment is terminated for argason other than for
“Cause” (as defined in the Employment Letter) @ V¥oluntary resignation, in exchange for a genalalase by Mr. McMahon of us and our
officers, directors, employees, shareholders, gemis from liability, as well as one-year non-stditton and non-competition covenants from
Mr. McMahon, Mr. McMahon will be entitled to receiyfor twelve months following his date of terminat (i) his base salary plus (ii) $2,000
per month to offset his potential medical, dental &fe insurance expenses and any premiums retjuinder COBRA comparable state law,
each paid in accordance with our payroll and bépeficies. In addition, we will (also in exchanige a general release by Mr. McMahon o
and our officers, directors, employees, sharehs|derd agents from liability) (1) extend the perieaing which Mr. McMahon may exercise
his option with respect to any portion or all of kiested options to purchase shares to within evelenths following his date of separation,
(2) agree not to exercise any right of repurchAfiegranted options will automatically vest in tegent of a “change in control” of us, which
will be deemed to have occurred on the date ofradpsf any of the following: (i) a merger in whighe are not the surviving entity, (ii) a sale
of all of the
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outstanding shares of our stock or (iii) a saleibypf substantially all of our assets)). In thase, the employment letter provides that the
options will be exercisable for five years from tresting date, subject to approval of the Boardyigied that no options may be exercised afte
ten years following the date of grant. If Mr. Mchm's employment is terminated for “Cause” or dudis voluntary resignation, he will not
be entitled to severance or benefit payments.

In addition, under the employment letter, in ther@Mr. McMahon’s employment is terminated, for aegson other than for
“Cause” or his voluntary resignation, during therfononth period before or the twelve-month peritidraa “change in control” that implies a
Company value of $50,000,000 or more, Mr. McMahdlhlve entitled to (i) a lump-sum cash payment égodhe sum of (a) 2.0 times his
annual base salary on the day before the changmnimnol or the day before termination, whichevehigher, plus (b) any base salary or bonus
earned or accrued through the date of terminatighnet previously paid, and (ii) payment of $2,@@0 month for 24 months, which payments
are intended to offset potential medical, dental lffie insurance expenses. Mr. McMahon would aésoain subject to the terms of our
proprietary information and inventions agreement.

For purposes of Mr. McMahon's employment letteraliSe” means: (i) conviction of, or plea of guittyno contest by Mr. McMahon
of a felony or crime of dishonesty or moral turpiig (i) Mr. McMahon’s commission, as determinedtbg Board, of an intentional act, or an
act of fraud, dishonesty, or theft affecting ousgerty, reputation, or business; (iii) Mr. McMahsnvillful and persistent neglect of the duties
and responsibilities of his position; (iv) failuoe refusal to carry out the lawful directives oétBoard; (v) diverting any of our or our affiliates
business opportunities for his own personal gaii);nlisrepresentation of a significant fact on émployment application and/or resume;
(vii) misuse of alcohol or drugs affecting work figmance, or (viii) death or disability that prev@him from performing the essential
functions of his position with or without reasonalbalccommodation.

On May 7, 2012, we entered into an option grané@grent with Mr. McMahon during his service as obie€Operating Officer und:
which we granted to Mr. McMahon an option to pusshap to 300,000 shares of common stock at anisggydce of $0.70 per share, subject
to the achievement of certain performance milestdnyeus as set forth below, and an option to pwehg to 300,000 shares of common stocl
at an exercise price of $0.70 per share, vestimyddiately. The incrementally vesting options vesin the achievement of certain
performance milestones by us as set forth below:

Percentage o
Option Vested Performance Milestone

10% Delivery of ten machines to South Carolina produt
20% Production of 1,000 gross car:

30% Achievement of or-month positive operating cash flc
40% Achievement of two consecutive quarters of profitgb

On August 13, 2012, we entered into an option gagntement with Mr. McMahon during his service as©hief Operating Officer
under which we granted to Mr. McMahon an optioptnchase up to 300,000 shares of common stock exexgise price of $0.80 per share,
subject to the achievement of certain performanidestones by us as set forth below:

Percentage o
Option Vested Performance Milestone

20% Implementation of laser operation in South Cara
40% Achievement of $1M in EBITDA cumulative from July 2012
40% Achievement $5M in revenue cumulative from Julp@12

On June 12, 2014, Mr. McMahon was terminated witlvawse by the then Board of Directors. As ofdhte of this filing, the
Company has not executed a severance agreemeriiwitcMahon.

Jonathan M. Pfohl. Mr. Pfohl was appointed as our Chief Financidic@f on March 4, 2013. In connection with his ajmment,
Mr. Pfohl entered into an employment letter withumsler which he is paid a base annual salary 0® 820, subject to potential increases in
connection with an annual salary review by the BarDirectors. The Board of Directors, in its distion, may award Mr. Pfohl an annual
bonus, which for fiscal 2013 may be up to $60,0f0aichieving performance targets in our 2013 figealr plan following acceptance of such
plan by the Board, and for performance in excesh®plan the Board may in its discretion awargdditional bonus of up to $30,000.
Mr. Pfohl is also entitled to a lump sum paymen$8f000 per month for temporary living expense&iaenville, South Carolina for a period
of twelve months, subject to extension upon theapp of our Chief Executive Officer.

Under his employment letter Mr. Pfohl is entitlagridg his term of employment to participate inehployee benefit plans and
programs available to similarly situated employgsebject to eligibility) that we have in force fraime to time, and is entitled to 20 days paid
vacation each calendar year. Mr. Pfohl is alsdledtio receive options, granted on March 25, 20di3uant to our 2012 Share Incentive Plan,
to purchase a total of 700,000 shares of our comstmok at $0.83 per share (the closing price of our
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common stock on the date of grant), vesting asdl options to purchase 126,583 shares veste@diamely upon commencement of
employment; options to purchase 109,375 shares/asli upon the six-month anniversary of his statédoptions to purchase 218,750 shares
will vest when we achieve cumulative revenues ofrfiion (cumulative from January 1, 2013); optidogpurchase 109,375 shares will vest
when we achieve cumulative EBITDA of $1 million toulative from January 1, 2013); and options to pase 135,917 shares will vest when
the Company achieves cumulative EBITDA of $2.5 imill(cumulative from January 1, 2013); subjecti® terms of the Plan. Mr. Pfohl is
subject to a proprietary information and inventiagseement, and is an employee-at-will.

Mr. Pfohl's employment letter also provides thawiif. Pfohl's employment is terminated for any reasther than for “Cause” (as
defined below) or his voluntary resignation, in leacge for a general release by Mr. Pfohl of usandfficers, directors, employees,
shareholders, and agents from liability, we agi@et extend the period during which Mr. Pfohl mexercise his option with respect to any
portion or all of his vested options to purchasareh to within twelve months following his dateseparation, and (ii) not to exercise any right
of repurchase. All granted options will automatigalest in the event of a “change in control” of udich will be deemed to have occurred on
the date of closing of any of the following: (iyr@rger in which we are not the surviving entity,q sale of all of the outstanding shares of ou
stock or (iii) a sale by us of substantially alloefr assets)). In this case, the employment Ipt@rides that the options will be exercisable for
five years from the vesting date, subject to appro¥ the Board, provided that no options may bereised after ten years following the datt
grant. If Mr. Pfohl's employment is terminated f@ause” or due to his voluntary resignation, h# mot be entitled to severance or benefit
payments.

In addition, under the employment letter, in thergwMr. Pfohl’'s employment is terminated, for aepson other than for “Cause” or
his voluntary resignation, during the four-monthipe before or the twelve-month period after a ‘fofpa in control” that implies a Company
value of $50,000,000 or more, Mr. Pfohl will beidad to (i) a lump-sum cash payment equal to tima sf (a) 1.0 times his annual base salary
on the day before the change in control or theldgre termination, whichever is higher, plus (by 8ase salary or bonus earned or accrued
through the date of termination and not previoyslid, and (ii) payment of $2,000 per month for 2dnthis, which payments are intended to
offset potential medical, dental and life insurapgpenses. Mr. Pfohl would also remain subjethéoterms of our proprietary information &
inventions agreement.

For purposes of Mr. Pfohl's employment letter, “Gaumeans: (i) conviction of, or plea of guiltyrmw contest by Mr. Pfohl of a
felony or crime of dishonesty or moral turpitudié; Mr. Pfohl's commission, as determined by theaB# of an intentional act, or an act of
fraud, dishonesty, or theft affecting our propergputation, or business; (iii) Mr. Pfohl's willfaind persistent neglect of the duties and
responsibilities of his position; (iv) failure cefusal to carry out the lawful directives of theaBd; (v) diverting any of our or our affiliates’
business opportunities for his own personal gaiiy;nfisrepresentation of a significant fact on é&mployment application and/or resume;
(vii) misuse of alcohol or drugs affecting work fiemance, or (viii) death or disability that pret®him from performing the essential
functions of his position with or without reasonalblccommodation.

On June 12, 2014, Mr. Pfohl was terminated withzautse by the then Board of Directors. Mr. Pfohlimeed to the Company on
June 25, 2014 as Acting Chief Financial Officer.

Outstanding Equity Awards at Fiscal Year-End

The following table summarizes the outstanding tgoaivard holdings held by our named executive effcat March 31, 2014. All
awards represent options to purchase shares @boumon stock, granted under our 2012 Share InceRtfian.

Outstanding Equity Awards at 2014 Fiscal Year-End

Option awards

Number of Securities Number of Securities
Underlying Underlying Option
Unexercised Unexercised Exercise Option
Options (#) Options (#) Price Expiration
Name Exercisable Unexercisable (%) Date
Michael W. McMahor 390,00t 210,00(1)$ 0.7¢C 5/6/201"
60,00( 240,00(2)% 0.8C 8/2/201!
505,625I 994,3743)$ 0.9 1/28/201t
Jonathan M. Pfof 235,95¢ 464,044(4)$ 0.8¢ 3/25/201!

(1) Of the number reported, 90,000 options vest basdti®Company achieving positive operating cash #iod 120,000 options vest
based on the Company attaining two consecutivetepsanf profitability.
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(2) Of the number reported, 120,000 options vest basgtie Company attaining $1 million in cumulativBIEDA from July 1,
2012forward and 120,000 options vest based on tiep@ny attaining $5 million in cumulative revenuenfi July 1, 2012 forward.

(3) Of the number reported, 468,750 options vest uperQompany attaining $5 million in cumulative rewerfrom January 1, 2013;
234,375 options vest upon the Company attaininmiiion in cumulative EBITDA from January 1, 2018révard; and 291,250
options vest upon the Company attaining $2.5 nmilliocumulative EBITDA from January 1, 2013 forward

(4) Of the number reported, 218,750 options vest uperCompany attaining $5 million in cumulative reverirom January 1, 2013;
109,375 options vest upon the Company attaininmifiion in cumulative EBITDA from January 1, 2018rfvard; and 135,917
options vest upon the Company attaining $2.5 nmilliocumulative EBITDA from January 1, 2013 forward

Director Compensatiot

The following table shows the compensation paimhdividuals who served on our Board of Directorsne of whom are named
executive officers, during the fiscal year endeddhe31, 2014.

Fees Earned o1 Option All Other
Paid in Cash Awards Compensation
Name (%)) $2)Q3) ($)4) Total ($)
Edward S. Adam $ 61,75( $ 18,14: $ — % 79,89:
Robert C. Linare: 13,75( 18,14: — 31,89:
Bernard M. McPheely (& — — — —
Michael R. Monahan (€ 19,50( — 33,00( 52,50(
Theodorus Strou 13,75( 18,14 130,75( 162,64.

(1) Includes board meeting and executive committee fees

(2) The amounts in this column represent the aggregate date fair value computed in accordance WkBIB ASC Topic 718, based
the Black-Scholes model of option valuation. Theuasptions used to arrive at the Black-Scholes vatealisclosed in Note 6 to our
consolidated financial statements for the interemiged ended December 31, 2013 included in our @dgrReport on Form 10-Q filed
on February 14, 2014. These assumptions inclugezated dividend yield- 0.00%, risk-free interester 0.66%, expected life in
years, 3.0, and expected volatility of 102.3%.

(3) Options outstanding at March 31, 2013 are as faldvWr. Adams: 143,750; Dr. Linares: 68,750; Mr. MeRly: 0; Mr. Monahan: 0;
Mr. Strous: 137,500. In addition, Mr. Strous ®oldl2,500 outstanding warrants.

(4) Includes compensation for consulting services reetito the Company in the amount of $33,000 for Monahan and $12,000 for
Mr. Strous. For Mr. Strous, the amount reportesth aiicludes $25,000 to evaluate a report to thedboidirectors by former counsel
to the Company and certain actions of a former nezrobthe board of directors and former Companicefs and $93,750 recognized
for the issuance of 375,000 shares of common gtodkis participation on a Special Litigation Contr@é of the board of directors.

(5) Mr. McPheely resigned from the Board of DirectonsMay 14, 2013. He attended no board meetingsiduhie year ended
March 31, 2014.

(6) Mr. Monahan resigned from the Board of Directorslane 30, 2013.

Our directors receive $1,250, plus related expenmsesoard meeting. In addition, each of Messtams and Monahan received
$4,000 per month for serving on our executive cott@aiduring their tenure on the board.

Compensation Committee

We currently do not have a compensation committékeoBoard of Directors. The Board of Directorsaashole determines executi
compensation.

Compensation Committee Interlocks and Insider Paitiation

As disclosed above, the Board of Directors as aleviletermines executive compensation. During ideafyear ended March 31,
2014, the following individuals served on our Boafdirectors: Edward S. Adams, Robert C. Linaiernard M. McPheely, Michael R.
Monahan and Theodorus Strous. Messrs. McPheeljviaméhan resigned from the Board on May 14, 2048,June 30, 29014, respectively.
No other director who served on our Board duriregyftecal year ended March 31, 2014 is a formeuorent officer of the Company, or h
other interlocking relationships, as defined by $ieC.

Please see Item 13 of this Annual Report on Forf 1@r disclosure of certain transactions involvikigssrs. Adams, Lancia,
Linares, Monahan and Strous that are required gidmosed pursuant to Item 404 of Regulation Srétrpulgated by the SEC.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS.

Security Ownership of Certain Beneficial Owners atnagement

The following table sets forth, as of March 31, 20the beneficial ownership of the outstanding camrstock by: (i) the persons or
groups known to us to be the beneficial owners ofenthan five (5%) percent of the shares of oustanding common stock; (ii) each of our
named executive officers and current directors;(@fdur directors and executive officers as aug. Unless otherwise indicated, each of the
stockholders named in the table below has solega@nd dispositive power with respect to such shafeommon stock.

Amount and

Nature of Percentage of

Beneficial Beneficial
Name and Address of Beneficial Owne Ownership(1)(2)(3) Ownership
Directors and Named Executive Office
Edward S. Adam
411 University Ridge, Suite D, Greenville, SC 29 5,533,75/(4) 10.%
Michael R. Monahai
411 University Ridge, Suite D, Greenville, SC 29 5,025,57(5) 9.5%
Michael W. McMahor
411 University Ridge, Suite D, Greenville, SC 29 990,17( 2.C%
Jonathan M. Pfot
411 University Ridge, Suite D, Greenville, SC 29 235,95¢ 0.5%
Theodorus Strou
411 University Ridge, Suite D, Greenville, SC 29 624,00((6) 1.2%
Robert C. Linare:
411 University Ridge, Suite D, Greenville, SC 29 1,018,75((7) 2.C%
All directors and named executive officers as a gup (6 persons) 13,428,20 26.5%
Other 5% Stockholder
Thomas P. Hartness Revocable Trust dated July(B@
1200 Garlington Road, Greenville, SC 29¢ 5,000,00(8) 10.2%

(1) Includes shares for which the named person hasvetileg and investment power, has shared votingiavnestment power, or holds in an
IRA or other retirement plan and shares held byntdmaed person’s spouse.

(2) For purposes of this table, a person or group fques is deemed to have “beneficial ownership”myf shares of common stock which
that person has the right to acquire within 60 dajlewing March 31, 2014. For purposes of compgtihe percentage of outstanding
shares of common stock held by each person or grbpprsons named above, any shares which thatperspersons has or have the r
to acquire within 60 days following March 31, 20igldeemed to be outstanding, but is not deeméd mutstanding for the purpose of
computing the percentage ownership of any othesqmer

(3) Includes shares that may be acquired within 60 déagtse date hereof by exercising stock optionsdiculating the number of shares
beneficially owned by an individual and the pereget ownership of that individual, shares underlyptions held by that individual that
are either currently exercisable or exercisabl@iwi60 days from March 31, 2014 are deemed outstgndhese shares, however, are not
deemed outstanding for the purpose of computingéineentage ownership of any other individual ditgn Numbers reported includes
the following shares subject to options exercisabieently or within 60 days of March 31, 2014: Midams: 143,750; Mr. McMahon:
985,625; Mr. Pfohl: 235,958; Mr. Strous: 137,500¢ &r. Linares: 68,750.

(4) Includes 2,000,000 shares owned by Mr. Adams’ viidewhich Mr. Adams disclaims beneficial ownershipcludes 1,290,000 shares
owned by the Edward S. Adams Revocable Trust, fackvMr. Adams disclaims beneficial ownership.

(5) Mr. Monahan resigned from the Board on June 30320he information reported is contained on Forfiledl 1/3/2014 for the period
ending December 31, 2014 and includes 1,000,00@slavned by Mr. Monahan'’s wife, for which Mr. Mdraan disclaims beneficial
ownership.

(6) Includes 61,500 warrants granted to Mr. Strousyamsto the terms of the consulting agreement edteetween the Company and
Mr. Strous prior to Mr. Strous’ election to the Bda@f Directors and 50,000 warrants granted as emsgtion for efforts in connection
with the Company’s largest customer.

(7) Includes 250,000 shares owned by Dr. Linares’s Midlewhich Dr. Linares disclaims beneficial owntas

(8) Based on information contained in a Schedule 1840 fivith the SEC on March 24, 2014 by Thomas Ptréas, the trustee and settler of
the Thomas P. Hartness Revocable Trust u/a DTD3IylR010 (the “Trust”). The number reported inles 2,500,000 Warrants issued to
the Trust in connection with its purchase from @mnpany of units consisting of one share of comstonk and one warrant for the
purchase of .
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share of common stock. All shares reported are lnelfhomas P. Hartness as trustee of the Trustinattéit capacity Mr. Hartness has
sold voting and dispositive power with respectuotsshares.

Securities Authorized for Issuance under Equity Cpensation Plans

The following table summarizes the sole equity cengation plan under which shares of the Comparyizeon stock may be issued as
of March 31, 2014.

Number of securities

Number of remaining
securities Weighted- available for future
to be issued upon average issuance under
exercise of exercise price of equity compensation
outstanding outstanding plans
options, options, (excluding securities
warrants and warrants reflected in
Plan Category rights and rights Column (a))
Equity compensation plans approved by securitydrs — — —
Equity compensation plans not approved by sechutgers:
2012 Share Incentive Plan 4,342,500 $ 0.77 657,50((1)
Total 4,342,500 $ 0.77 657,50(

(1) The 2012 Share Incentive Plan provides for thesisse of any shares available under the plan ifotime of restricted or
unrestricted stock awards, phantom stock, perfocmanvards and other types of stock-based awardsidition to the granting of
options or stock appreciation rights.

The Scio Diamond Technology Corp. 2012 Share Imeertlan (the “2012 Share Incentive Plan”) was aeidfpy the Company’s Board
of Directors on May 7, 2012. The 2012 Share Irnigerfelan permits the granting of stock optionscktappreciation rights, restricted or
unrestricted stock awards, phantom stock, perfocmamwards, other stoddkased awards, or any combination of the foregoldg.to 5,000,001
shares of the Company’s common stock are authof@@adsuance pursuant to awards granted unde2ah2 Share Incentive Plan to the
Company’s directors, officers, employees and cdasts providing bona fide services to or for tharpany.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSAC TIONS AND DIRECTOR INDEPENDENCE.
Related Party Transaction

The Company incurred expenses of $19,658 and $296¢2 professional and consulting services prodibdg Adams Monahan, LLP,
a firm in which our board member, Edward S. Adams former board member Michael R. Monahan, arenpast for the years ended
March 31, 2014 and 2013, respectively. The CompentyAdams Monahan LLP terminated their professimiationship on June 30, 2013.

On March 6, 2013, the Board of Directors retained directors, Mr. Michael Monahan, who at the tiwes a member of the
Company’s Board and Mr. Theo Strous, a currenttiire to provide consulting services for the Compana total cost of $11,000 and $4,000
respectively, per month. The Company recognizegJGRD in consulting expense for these servicesiduhie fiscal year ended March 31, 2
and $45,000 during the fiscal year ended Marct2814. These consulting service agreements with Metsrs. Monahan and Strous were
terminated effective June 30, 2013.

On March 25, 2013, the Board of Directors reviewrsalfacts of previous litigation that was settledviay 2012 and agreed that the
Company should accept liability for the settlemamd authorized the following to indemnify Messrslafns and Monahan, as members of the
Board, under applicable law and the Company’s ehawcuments for expenses incurred and sharesrop&wy common stock and cash
transferred by them in settlement of the litigatidi) the issuance of 500,000 shares of the Coipalommon stock to each of Messrs. Adam:
and Monahan, (ii) the payment of $90,000 to Mr. #ddor amounts paid by him to settle the compland (iii) any other amounts and
expenses paid in connection with stockholder litaramatters involving certain current and formerckholders of the Company.

During the fiscal year ended March 31, 2013, then@any recognized $946,555 in expense related tiotegoing indemnification.
Of this amount, $830,000 represents non-cash erpeptated to the value of the Company common dtobk issued. On May 21, 2013, the
Company deemed issued the 1,000,000 shares prvadiesated for indemnification of
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Messrs. Adams and Monahan and on July 2, 2013 dnepany entered into an agreement with Mr. Adangaioout remaining
indemnification related liabilities of $117,305.88%7,500 per month through October 2014.

On May 14, 2013 the Board of Directors createdexisph committee consisting of Mr. Theo Strous talaste a report to the Board of
Directors by former counsel to the Company andageictions of a former member of the Board of Etives and former company officers. ~
report was completed at the end of June 2013. Taed3of Directors approved the payment of $25,@00t. Strous as compensation for his
service on the special committee.

On January 6, 2014, the Board of Directors creat8gecial Litigation Committee (“SLC”) to considbe merits of shareholder
allegations made in ongoing litigation. The Boappbointed current board member Mr. Theo StrousMind.aurence Zipkin, an unaffiliated
third party, to the SLC. Each member of the SL@ iseceive at their election a one-time paymer$sif,000 plus 100,000 shares of common
stock or shares in lieu of such cash and share mhithe amount of 375,000 shares upon completfdhe investigation. The SLC delivered
their report to the Board of Directors on March 2614. Mr. Strous elected to receive his paymeigbimpany stock while Mr. Zipkin elected
to receive $50,000 in cash plus 100,000 sharesin®the fiscal year ended March 31, 2014, the Camgprecognized $93,750 in consulting
expense for the shares issued to Mr. Strous an8, #36 in total consulting expenses for the SLC.

Director Independenct

Our Board of Directors has determined that Mr. &ris an “independent” director, based upon thepeddence criteria set forth in
the corporate governance listing standards of TABDAQ Stock Market, the exchange that the Boardded in order to determine whether
our directors and committee members meet the intbpeee criteria of a national securities exchaagegequired by Item 407(a) of Regulation
S- K. No other directors are considered to bepedeent under those standards.

Our Board has no standing audit, compensation mrimating committees, and accordingly the full Bohuifills the functions that
would otherwise be filled by such committees. Neithlessrs. Adams nor Linares meet the independsitegia applicable to members of si
committees as set forth in the corporate governbstieg standards of The NASDAQ Stock Market, dat Messrs. McPheely or Monahan
during their service on the Board of Directors.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES.

On March 22, 2012, the Board of Directors engageer§ Bekaert LLP to serve as the Company’s indéeenauditor for the fiscal
year ended March 31, 2012, after dismissing Gr&b€ompany, LLC, who had been engaged by the Compan®ctober 27, 201

The following table shows the expenses that werhecufor services performed in fiscal years endedtdid 31, 2014 and 2013:

Fiscal Year Ended March 31,

2014 2013
Audit Fees $ 80,00( $ 78,60(
Audit-Related Fee — —
Tax Fees 7,50( —
All Other Fees — 5,40(
Total $ 87,50( % 84,00(
Audit Fees

This category includes the aggregate fees billeghfofessional services rendered by the indeperaladitors during the Company’s 2014 and
2013 fiscal years for the audit of the Company'sual financial statements and quarterly reports@m 10-Q.

Tax Fees

This category includes aggregate fees billed fofgmsional services rendered by the independeiitbasiduring the Company’s 2014
and 2013 fiscal years for preparation of tax retand related advisory services.

All Other Fees

This category includes the aggregate fees billeghfofessional services rendered by the indeperaladitors during the Company’'s
2014 and 2013 fiscal years for employee compensatiated advisory services and preparation ofétxrns and related advisory services.
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Oversight of Accountants; Approval of Accounting Ee

The Company does not have an audit committee.fAH@accounting services and fees reflected inahk above were reviewed and
approved by the whole Board of Directors, and nafrthe services were performed by individuals whayewmnot employees.

64




Table of Contents

PART IlI

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(@) 1)

Financial Statements

The following financial statements are locatedtém 8 of this Repor
Report of Independent Registered Public Accourfging

Balance Sheets as of March 31, 2014 and .

Statements of Operations for the years ended M2itcR014 and 201
Statements of Cash Flow for the years ended Mat¢cR@L4 and 201
Statements of Sharehold’ Equity for the year ended March 31, 2(
Notes to the Financial Stateme

3)

Exhibits

The following exhibits are filed with this Repont &orm 10-K as required by Item 601 of Regulatiel:S

3.1
3.2
3.3
4.1
4.2
4.3
4.4
4.5
10.1

10.2
10.3
10.4

10.5

10.5A

Articles of Incorporation (incorporated by refererio Exhibit 3.1 to the Form S-1/A filed with th&S on May 13, 2010).
Certificate of Amendment to Articles of Incorporati(incorporated by reference to Exhibit 3.1(adh® Form 8-K filed with
the SEC on August 11, 2011).

Amended and Restated bylaws (incorporated by neéero Exhibit 3.1 to the Form 8-K filed with th&S Commission on
June 26, 2014).

Loan Agreement dated as of June 21, 2013 betweerDsamond Technology Corporation and Platinum @dgtartners, L
(incorporated by reference to Exhibit 4.1 to thenr&-K filed with the SEC on September 20, 2013).

Security Agreement dated as of June 21, 2013 betBem Diamond Technology Corporation and PlatirCapital Partner:
LP (incorporated by reference to Exhibit 4.2 to Boem 8-K filed with the SEC on September 20, 2013)

Promissory Note dated as of June 21, 2013 madeibyCBamond Technology Corporation in favor of iam Capital
Partners, LP (incorporated by reference to ExHildtto the Form 8-K filed with the SEC on Septeni@&r2013).

First Amendment to Loan Agreement dated Octobef013 between Scio Diamond Technology CorporatimhRlatinum
Capital Partners, LP (incorporated by referendeéxioibit 4.1 to the Form 8-K filed with the SEC ort@ber 18, 2013).
Promissory Note dated October 11, 2013 made by Sieimond Technology Corporation in favor of PlatmCapital
Partners, LP (incorporated by reference to ExHilditto the Form 8-K filed with the SEC on Octob8r 2013).

Asset Purchase Agreement by and among Krossbowiridolebrporation and Scio Diamond Technology Corpiora
(incorporated by reference to Exhibit 10.1 to tloenf 8-K/A filed with the SEC on August 15, 2011).

Schedule 1.1(a) “Acquired Assets” of the Asset Rase Agreement by and among Krossbow Holding Catjwor and Scio
Diamond Technology Corporation (incorporated byrence to Exhibit 10.1 to the Form 8-K/A filed witie SEC on
August 15, 2011).

Asset Purchase Agreement by and among Scio Diaffiedldnology Corporation and Apollo Diamond, Incc@rporated by
reference to Exhibit 10.3 to the Form 10-Q/A foe fiscal quarter ended September 30, 2011 filed thié¢ SEC on

August 16, 2012).

Asset Purchase Agreement by and among Scio Diamealdnology Corporation and Apollo Diamond Gemstone
Corporation (incorporated by reference to Exhibit3lto the Form 10-K for the fiscal year ended Mada, 2012 filed with
the SEC on August 16, 2012).

Amended and Restated Employment Agreement by amgeba Scio Diamond Technology Corporation and Jo&ep
Lancia (incorporated by reference to Exhibit 1@ 1he Form 8-K filed with the SEC on August 8, 2p12)

Change in Control Agreement by and between Scionbiad Technology Corporation and Joseph D. Lanoio(porated by
reference to the Exhibit 10.4 to Form 8-K filedlwihe SEC on August 8, 2012). (1)
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10.5B Agreement of Separation, Waiver, and Release @&pJoB. Lancia (incorporated by reference to ExHibitl to the Form 8-
K filed with the SEC on December 7, 2012). (1)

10.6 Amended and Restated Employment Agreement by ameeba Scio Diamond Technology Corporation and @&sa@.
Nichols (incorporated by reference to Exhibit 1th3he Form 8-K filed with the SEC on August 8, 2D1(1)

10.6A Change in Control Agreement by and between ScionDiad Technology Corporation and Charles G. Niclialsorporated
by reference to Exhibit 10.6 to the Form 8-K filedh the SEC on August 8, 2012). (1)

10.6B Agreement of Separation, Waiver, and Mutual Reledsgharles G. Nichols (incorporated by referercc&xhibit 10.2 to the
Form 8-K filed with the SEC on December 7, 2012). (

10.7 Amended and Restated Employment Agreement by ameeba Scio Diamond Technology Corporation and MathE.
McMahon (incorporated by reference to Exhibit 1#@.2he Form 8-K filed with the SEC on August 8, 2D1(1)

10.7A Employment Letter with Michael McMahon (incorporatey reference to Exhibit 10.1 to the FornK8iled with the SEC o1
February 4, 2012). (1)

10.7B Change in Control Agreement by and between Scionbrad Technology Corporation and Michael W. McMahon
(incorporated by reference to Exhibit 10.5 to tlenk 8-K filed with the SEC on August 8, 2012). (1)

10.8 Subscription Agreement dated May 4, 2012 (incorigaldy reference to Exhibit 10.11 to the Form 1fbKthe fiscal year
ended March 31, 2012 filed with the SEC on Augst2D12).

10.9 Form of Warrant by and between Scio Diamond Tedmp(Corporation and certain Investors (incorpordtgdeference to
Exhibit 10.1 to the Form 8-K filed with the SEC blay 10, 2012).

10.10 Scio Diamond Technology Corp. 2012 Share Inceriiam (incorporated by reference to Exhibit 10.2h® Form 8-K filed
with the SEC on February 4, 2012). (1)

10.10A Form of Qualified Stock Option Grant Agreement loyl &etween Scio Diamond Technology Corporationcarthin
Executive Officers (incorporated by reference tdibit 10.7 to the Form 8-K filed with the SEC ondust 8, 2012). (1)

10.10B Form of Stock Option Grant Agreement (Non-Qualiffdck Option) for Non-Employee Directors (incorpied by
reference to Exhibit 10.6 to the Form 10-Q filedhwthe SEC on February 14, 2013). (1)

10.11 Lease with Innovation Center (incorporated by mxfee to Exhibit 10.01 to the Form 10-Q for thedlsguarter year ended
March 31, 2012 filed with the SEC on August 16,201

10.11A Supplemental Notice to Lease dated October 14,281 &nd between Scio Diamond Technology Corpanadiad
Innovation Center, LLC (incorporated by referenz&xkhibit 10.14 to the Form 1R-for the fiscal year ended March 31, 2
filed with the SEC on August 16, 2012).

10.12 Employment Letter Agreement of Stephen D. Kellex@rporated by reference to Exhibit 10.3 to thent8K filed with the
SEC on December 7, 2012). (1)

10.13 Employment Letter Agreement dated March 4, 2018&eh Scio Diamond Technology Corporation and Jamagfohl
(incorporated by reference to Exhibit 10.1 to tloenk 8-K filed with the SEC on March 7, 2013). (1)

10.14 Code of Ethics and Business Conduct (incorporayecference to Exhibit 10.8 to the Form 8-K filedttwthe SEC on
August 8, 2012).

10.15 Warrant dated March 25, 2013 by and between S@mbnd Technology Corporation and Theodorus Striogsiporated
by reference to Exhibit 10.15 to the FormK ®@er the fiscal year ended March 31, 2013 filedhithe SEC on June 27, 201
(1)

10.16 Warrant dated March 25, 2013 by and between S@mbind Technology Corporation and Filip De Weendtdrporated by
reference to Exhibit 10.16 to the Form 10-K for fiseal year ended March 31, 2013 filed with theCS&h June 27, 2013).

10.17 Consulting Agreement dated March 6, 2013 by andéeh Scio Diamond Technology Corporation and Thami8trous
(incorporated by reference to Exhibit 10.17 toFeem 10-K for the fiscal year ended March 31, 2608l with the SEC on
June 27, 2013). (1)
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10.18 Consulting Agreement dated March 6, 2013 by andéen Scio Diamond Technology Corporation and MitRadvionahat
(incorporated by reference to Exhibit 10.18 toFeem 10-K for the fiscal year ended March 31, 2608l with the SEC on
June 27, 2013). (1)

10.19 Joint Venture Agreement, by and between Scio Diaimiechnology Corporation, SAAMABA, LLC and S21 Rasgh
Holdings, dated September 16, 2013 (incorporategkference to Exhibit 10.1 to the Form 10-Q fileithwhe SEC on
November 14, 2013).

10.20 Shareholders Agreement, by and between Scio Diaffiendnology Corporation, SAAMABA, LLC and S21 Resdn
Holdings, dated September 16, 2013 (incorporategkference to Exhibit 10.2 to the Form 10-Q fileithwhe SEC on
November 14, 2013).

10.21 License Agreement, by and between Scio Diamond i@olyy Corporation and Grace Rich Limited, dategdtSmber 16,
2013 (incorporated by reference to Exhibit 10.8hForm 10-Q filed with the SEC on November 14,320

10.22 Development Agreement, by and between Scio Dianf@uthnology Corporation and Grace Rich Limited, date
September 16, 2013 (incorporated by reference hibix10.5 to the Form 10-Q filed with the SEC oovember 14, 2013).

10.23 Consulting Services Agreement, by and between Bigimond Technology Corporation and Grace Rich Ledjtdated
September 16, 2013 (incorporated by reference hibix10.4 to the Form 10-Q filed with the SEC oovember 14, 2013).

10.24 Rights Agreement, dated as of April 15, 2014, betw8cio Diamond Technology Corporation and EmpicelSTransfer
Inc. which includes the Form of Rights CertificaeExhibit A and Summary of Rights to purchase Com®&tock as
Exhibit B (incorporated by reference to Exhibit 40lthe Form 8-K filed with the SEC on April 16, 120).

10.25 Amendment No. 1, dated June 22, 2014 to Rights ékgent, dated as of April 15, 2014, by and betweso Siamond
Technology Corporation and Empire Stock Transfer (imcorporated by reference to Exhibit 4.1 to Boem 8-K filed with
the SEC on June 26, 2014).

10.26 Settlement Agreement, dated as of June 23, 201dntyamong the Company, the Adams Group and the Seie Group
(incorporated by reference to Exhibit 99.1 to tloenk 8-K filed with the SEC on June 26, 2014).

24 Power of Attorney (contained herein as part ofdigmature pages).*

31.1 Rule 13a-14(a) Certification of the Chief Execut®#icer.*

31.2 Rule 13a-14(a) Certification of the Chief Finanddficer.*

32 Section 1350 Certifications of the Chief Execut@#icer and Chief Financial Officer.*

101 The following materials from the Company’s Annuagd®rt on Form 10-K for the fiscal year ended Ma&&h2014,
formatted in eXtensible Business Reporting LangudgRL); (i) Balance Sheets as of March 31, 201d 2613;

(i) Statements of Operations for the years endegchl 31, 2014 and 2013; (iii) Statements of Shddeins’ Equity for the
years ended March 31, 2014 and 2013; (iv) Statesrefri€ash Flow for the years ended March 31, 20it42813; and
(v) Notes to the Financial Statements*

* Filed herewith.
Q) Management contract or compensatory plan or arraegerequired to be filed as an Exhibit to this AahReport on
Form 10-K.
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SIGNATURES
Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regigthas duly caused this report to
be signed on its behalf by the undersigned, theoeduly authorized.

Date: August 15, 201 SCIO DIAMOND TECHNOLOGY CORPORATION
/s/ Gerald McGuirt

Chief Executive Office

POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that each personoat signature appears below constitutes and agp@arald McGuire
his true and lawful attorney-in-fact and agenthviill power of substitution and resubstitution; fom and in his name, place and stead, in an
and all capacities, to sign any and all amendntenttsis Annual Report on Form 10-K, and to file #@ne, with all exhibits thereto, and other
documents in connection therewith, with the Semgiand Exchange Commission, granting unto atteimégct and agent full power and
authority to do and perform each and every actthimg) requisite or necessary to be done in andtabeypremises, as fully to all intents and
purposes as he might or could do in person, heraifying and confirming all that attorney-in-faahd agent, or his substitute or substitutes,
may lawfully do or cause to be done by virtue héreo

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons on
behalf of the registrant and in the capacities@mthe dates indicated.

Date: August 15, 2014 /sl GERALD McGUIRE
Gerald McGUIRE
Chief Executive Office
(Principal Executive Officer

Date: August 15, 2014 /s/ JONATHAN M. PFOHL
Jonathan M. Pfot
Acting Chief Financial Office
(Principal Accounting and Financial Office

Date: August 15, 2014 /s BERNARD M. McPHEELY
Bernard M. McPheel
Chairman and Directo

Date: August 15, 2014 /s/ BRUCE LIKLY

Bruce Likly
Vice-Chairman and Directo

Date: August 15, 2014 /s/ KARL LEAVERTON
Karl Leavertor
Director

Date: August 15, 2014 /s JAMES KORN
James Korr
Director

Date: August 15, 2014 /s/ LEWIS SMOAK
Lewis Smoal
Director

Date: August 15, 2014 /s BEN WOLKOWITZ
Ben Wolkowitz
Director

68




Table of Contents

EXHIBIT INDEX

24 Power of Attorney (contained herein as part ofdigmature pages).

31.1 Rule 13a-14(a) Certification of the Chief ExecutW#icer.

31.2 Rule 13a-14(a) Certification of the Chief Finandcificer.

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

101 The following materials from the Company’s Annuagd®rt on Form 10-K for the fiscal year ended Ma&&h2014,

formatted in eXtensible Business Reporting LangudgRL); (i) Balance Sheets as of March 31, 201d 2613;
(i) Statements of Operations for the years endegchl 31, 2014 and 2013; (iii) Statements of Shddeins’ Equity for the

year ended March 31, 2014; (iv) Statements of Géslv for the years ended March 31, 2014 and 2048;(a) Notes to the
Financial Statements
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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 annual report on Form 10-Soib Diamond Technology Corporation;

2. Based on my knowledge, this report does not cor@aynuntrue statement of a material fact or ométate a material fact necessar
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4, The registrant’s other certifying officer(s) andrke responsible for establishing and maintainirsgldsure controls and procedures (a:
defined in Exchange Act Rules 13a—15(e) and 15d-e))&nd internal control over financial reportirag @efined in Exchange Act
Rules 13a—15(f) and 15d—15(f)) for the registramd have:

€) Designed such disclosure controls and proceduregused such disclosure controls and proceduries ttesigned under ¢
supervision, to ensure that material informatidatheg to the registrant is made known to us byeagtwithin those entities, particularly during
the period in which this report is being prepared,;

(b) Designed such internal control over financial réipgr, or caused such internal control over finaheporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of financial statements
for external purposes in accordance with geneealbepted accounting principles;

(c) Evaluated the effectiveness of the registrant’sldsire controls and procedures and presentedsimgort our conclusions
about the effectiveness of the disclosure conaintsprocedures, as of the end of the period cougyelis report based on such evaluation;

(d) Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regrsts fourth fiscal quarter in the case of an aimeaport) that has materially affected, or is
reasonably likely to materially affect, the regasit’'s internal control over financial reporting;dan

5. The registrant’s other certifying officer(s) antdve disclosed, based on our most recent evaluatimiternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weaknesigethe design or operation of internal contratiofinancial reporting
which are reasonably likely to adversely affectriagistrant’s ability to record, process, summaaizd report financial information; and

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registrant’s internal control over financial repogt

Date: August 15, 201
By: /s/ Gerald McGuirt
Gerald McGuire
Chief Executive Officer (Principal Executive Offig¢




Exhibit 31.2
Rule 13a-14(a) Certification of the Principal Finartial Officer
I, Jonathan M. Pfohl, certify that:
1. | have reviewed this annual report on Form 10-Soib Diamond Technology Corporation;

2. Based on my knowledge, this report does not cor@aynuntrue statement of a material fact or ométate a material fact necessar
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4, The registrant’s other certifying officer(s) andrke responsible for establishing and maintainirsgldsure controls and procedures (a:
defined in Exchange Act Rules 13a—15(e) and 15d-e))&nd internal control over financial reportirag @efined in Exchange Act
Rules 13a—15(f) and 15d—15(f)) for the registramd have:

€) Designed such disclosure controls and proceduregused such disclosure controls and proceduries ttesigned under ¢
supervision, to ensure that material informatidatheg to the registrant is made known to us byeagtwithin those entities, particularly during
the period in which this report is being prepared,;

(b) Designed such internal control over financial réipgr, or caused such internal control over finaheporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of financial statements
for external purposes in accordance with geneealbepted accounting principles;

(c) Evaluated the effectiveness of the registrant’sldsire controls and procedures and presentedsimgort our conclusions
about the effectiveness of the disclosure conaintsprocedures, as of the end of the period cougyelis report based on such evaluation;

(d) Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regrsts fourth fiscal quarter in the case of an aimeaport) that has materially affected, or is
reasonably likely to materially affect, the regasit’'s internal control over financial reporting;dan

5. The registrant’s other certifying officer(s) antdve disclosed, based on our most recent evaluatimiternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weaknesigethe design or operation of internal contratiofinancial reporting
which are reasonably likely to adversely affectriagistrant’s ability to record, process, summaaizd report financial information; and

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registrant’s internal control over financial repogt

Date: August 15, 201
By: /s/ Jonathan M. Pfol
Jonathan M. Pfof
Acting Chief Financial Officer (Principal Financi@ifficer)




Exhibit 32

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

The undersigned, the President and Chief Exec@iffieer and the Chief Financial Officer of Scio Biand Technology Corporation
(the

“Company”), each certify that, to his knowledgetba date of this certification:

2. The annual report of the Company for the periodedridarch 31, 2014 as filed with the Securities BRdhange Commission on this
date (the “Report”) fully complies with the requinents of Section 13(a) or 15(d) of the Securitieshange Act of 1934; and

2. The information contained in the Report fairly mets, in all material respects, the financial ctadiand result of operations of the
Company.

Date: August 15, 201
/s/ Gerald McGuire
By: Gerald McGuire
Its: Chief Executive Officer (Principal Executi@ficer)

Date: August 15, 201
/s/ Jonathan M. Pfol
By: Jonathan M. Pfot
Its: Acting Chief Financial Officer (Principal Finaial Officer)




