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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

QUARTERLY REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the quarterly period ended June 30, 2014

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

For the transition period from to

Commission file number: 000-54529

SCIO DIAMOND TECHNOLOGY CORPORATION

(Exact name of registrant as specified in its @rart

Nevada 45-3849662
(State or other jurisdiction of incorporation (I.LR.S. Employer Identification No
organization

411 University Ridge Suite D
Greenville, SC 29601
(Address of principal executive offices, includinig code)

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

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

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

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

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, @aocelerated filer, or a smaller reporting
company. See the definitions of “large accelerdited” “accelerated filer” and “smaller reportirmmpany” in Rule 12b-2 of the Exchange
Act.

Large Accelerated FileO Accelerated Filerd

Non-Accelerated Filerd Smaller Reporting Compan(x]
(Do not check if smaller reporting compat

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

The number of shares of common stock, $0.001 daeyautstanding as of August 8, 2014 was 50,619,31
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Special Note Regarding Forward-Looking Statements

Information included in this Quarterly Report onrifol0-Q contains forward-looking statements thiect the views of the management of
the Company with respect to certain future everswardiooking statements made by penny stock issuers asithe Company are excluc
from the safe harbor in Section 21E of the Se@siExchange Act of 1934 (the “Exchange Act”). Wosdch as “expects,” “should,” “may,”
“will,” “believes,” “anticipates,” “intends,” “plas,” “seeks,” “estimates” and similar expressionsarniations of such words, and negatives
thereof, are intended to identify forward-lookirtgtements, but are not the exclusive means ofifgierg forward-looking statements in this
report. These forward-looking statements are basessumptions that may be incorrect, and thardeano assurance that matters

anticipated in our forward-looking statements wdime to pass.

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

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

ITEM 1. UNAUDITED CONDENSED FINANCIAL STATEMENTS

ASSETS

Current Assets:
Cash and cash equivalel
Accounts receivable, n
Other receivable
Inventory, ne
Prepaid expenst
Prepaid ren

Total current asse

Property, plant and equipme
Facility
Manufacturing equipmer
Other equipmer
Total property, plant and equipme
Less accumulated depreciati
Net property, plant and equipme

Intangible assets, n

Prepaid rent, noncurre
Other asset

TOTAL ASSETS

LIABILITIES AND SHAREHOLDERS’ EQUITY

Current Liabilities:
Notes payabli
Accounts payabl
Customer deposit
Accrued expense

Total current liabilities
Other liabilities

TOTAL LIABILITIES

Common stock $0.001 par value, 75,000,000 shatési@dzed; 49,849,312 and 50,739,312 shares
issued and outstanding at June 30, 2014 and Mdrc203 4, respectivel

Additional paic-in capital
Accumulated defici

Treasury stock, 1,000,000 shares at June 30, 2td#arch 31, 201.

Total shareholde’ equity

TOTAL LIABILITIES AND SHAREHOLDERS

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

" EQUITY

Scio Diamond Technology Corporation
CONDENSED BALANCE SHEETS
As of June 30, 2014 and March 31, 2014

4

June 30, March 31,
2014 2014
(Unaudited)
$ 2,046 $ 47,98
38,79¢ 42,08t
— 89,19
185,90¢ 152,81°
27,61 79,07¢
23,05( 23,05(
277,41 434,20¢
899,49¢ 899,49¢
3,184,80! 3,171,65!
71,05¢ 71,05¢
4,155,36' 4,142,21.
(1,184,25) (1,029,21)
2,971,11! 3,113,00:
9,047,13! 9,240,64!
36,52 42,28¢
20,00( 20,00(
$ 12,352,19 $ 12,850,13
$ 1,473,34! $ 1,412,06!
1,037,10 671,78:
149,77! 179,61(
639,94 573,12¢
3,300,16! 2,836,57
92,63 84,14+
3,392,801 2,920,72.
49,84¢ 50,73¢
24,516,03 24,476,94
(15,605,48) (14,597,26)
(1,000 (1,000
8,959,39I 9,929,41
$ 12352,19 $ 12,850,13
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Scio Diamond Technology Corporation
CONDENSED STATEMENTS OF OPERATIONS
For the Three Months Ended June 30, 2014 and 2013

(Unaudited)
Three Months Three Months
Ended Ended
June 30, 201+ June 30, 201:
Revenue
Product revenue, n $ 79,33¢ % 258,98(
Licensing revenu 375,00( —
Revenue, ne 454,33t 258,98
Cost of goods solc
Cost of goods sol 374,42 694,11(
Gross margin (deficit) 79,91¢ (435,13()
General, administrative, and pre-operating expense:
Professional and consulting fe 260,23! 514,36:
Salaries and benefi 396,86¢ 236,83'
Rent, equipment lease and facilities expe 34,145 37,35:
Marketing cost: 10,68¢ 13,24¢
Depreciation and amortizatic 200,12: 199,87-
Corporate general and administrat 124,15; 101,80!
Total general and administrative expen 1,026,21! 1,103,48.
Loss from operations (946,300 (1,538,619
Other expense
Interest expens (61,927 (4,582
Net loss $ (1,008,22) $ (1,543,19)
Loss per share
Basic:
Weighted average number of shares outstar 50,697,99 48,316,09
Loss per shar $ (0.02) $ (0.09)
Fully diluted:
Weighted average number of shares outstar 50,697,99 48,316,09
Loss per shar $ (009 $ (0.09

The accompanying notes are an integral part okthesudited condensed financial statements.
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Scio Diamond Technology Corporation
CONDENSED STATEMENTS OF CASH FLOW
For the Three Months Ended June 30, 2014 and 2013

(Unaudited)
Three Months Ended Three Months Ended
June 30, 201+ June 30, 2012
Cash flows from operating activities:
Net loss $ (1,008,22) $ (1,543,19)
Adjustments to reconcile net loss to net cash irsegerating activities
Depreciation and amortizatic 410,32: 372,22t
Expense for warrants, stock and inventory issuegka@hange for service 26,20( 211,74¢
Employee stock based compensa — 90,55¢
Inventory writedowr 68,72: —
Changes in assets and liabiliti
Decrease in accounts receiva 3,28¢ 69,04
Decrease in other receivab 89,19 —
Decrease/(increase) in prepaid expenses ant (4,55)) 392
Decrease/(increase) in inventory and other a: (101,81) 185,26
Increase in accounts payal 365,32! 165,53!
Increase/(decrease) in customer dept (29,83Y) 112,27.
Increase/(decrease) in accrued expe 78,81¢ (156,819
Increase in other liabilities 8,48 8,48
Net cash used in operating activities (94,077 (484,49
Cash flows from investing activities:
Purchase of property, plant and equipment (13,157) (15,407
Net cash used in investing activitie (13,157 (15,407
Cash flows from financing activities:
Proceeds from note payal 61,28¢ 935,00
Finance charges paid on note pay: — (45,000
Proceeds from sale of common stock - net of fees — 12¢
Net cash provided by financing activities 61,28¢ 890,12¢
Change in cash and cash equivals (45,94)) 390,22¢
Cash and cash equivalents, beginning of period 47,98 223,25’
Cash and cash equivalents, end of period $ 2,046 $ 613,48!

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

(continued)
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Scio Diamond Technology Corporation
CONDENSED STATEMENTS OF CASH FLOW
For the Three Months Ended June 30, 2014 and 2018 faudited)

(Continued)
Three Months Three Months
Ended Ended
June 30, 201+ June 30, 2011
Supplemental cash flow disclosures
Cash paid for
Interest $ — $ —
Income taxe: $ — $ —
Non-cash investing and financing activities:
Payment of accrued expenses with st $ 12,000 $ —

The accompanying notes are an integral part okthesudited condensed financial statements.
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Balance, April 1, 2014

Common stock issued
exchange for
consulting service

Common stock issued
exchange for past
consulting service

Common stock returne
to Company and
cancellec

Net loss for the quarter
ended June 30, 20:

Balance, June 30, 201

Scio Diamond Technology Corporation
CONDENSED STATEMENTS OF SHAREHOLDERS' EQUITY
For the period April 1, 2014 through June 30, 2014

(Unaudited)
Additional
Common Stock Paid in Treasury Stock Accumulated
Shares Amount Capital Shares Amount Deficit Total
50,739,31 $50,73¢ $ 24,476,94 (1,000,00) $ (1,000 $ (14,597,26) $ 9,929,41
60,00( 60 26,14( — — — 26,20(
50,00( 50 11,95( — — — 12,00(
(1,000,00) (1,000 1,00( — — — —
— — — — — (1,008,22) (1,008,22)
49,849,31 $49,84¢ $ 24,516,03 (1,000,000 $ (1,000 $ (15,605,48) $ 8,959,39

The accompanying notes are an integral part ottbhesudited condensed financial 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'yvas incorporated under the law:
the State of Nevada as Krossbow Holding Corp. grié®aeber 17, 2009. The Company’s focus is on manendgamond technology
development and commercialization.

Going Concern

The Company has generated 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. Tbhanebe no assurance, however, that the Compangweadessfully implement these plans.
The financial statements do not include any adjestsithat might be necessary if the Company islartalcontinue as a going concern.

Accounting Basis

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

In the opinion of management, the accompanying dited financial statements contain all adjustmécssisting only of normal
recurring accruals) necessary to present fairlyGbmpany’s financial position as of June 30, 20dd slarch 31, 2014 and the results of
operations and cash flows for the three monthimtgeriods ended June 30, 2014 and 2013. Allimtamounts have not been audited, and
the results of operations for the interim periodsein are not necessarily indicative of the resafltsperations to be expected for future
periods or the year. The balance sheet at MarcB@M4 has been derived from the audited finarst&bements at that date but does not
include all of the information and footnotes regdiby GAAP for complete financial statements. Ehfgsancial statements should be read in
conjunction with the Company’s audited financiatsments and notes thereto included in the Forid Admual Report of the Company for
the year ended March 31, 2014.

In accordance with Accounting Standards CodificaftASC") 323, Investments—Equity Method and Jditentures, the Company
uses the equity method of accounting for investmantorporate joint ventures for which the Comphag 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 record:
proportionate share of the net earnings or loskeguity method investees and a corresponding &serer decrease to the investment
balances. Cash payments to equity method investedsas additional investments, loans and advammtexpenses incurred on behalf of
investees, as well as payments from equity metheekiees such as dividends, distributions and repais of loans and advances are
recorded as adjustments to investment balancesn\WikeCompany’s carrying value in an equity metimestee is reduced to zero, no
further losses are recorded in the Company’s fiigustatements unless the Company guaranteed tibhgeof the equity method investee or
has committed additional funding. When the equigthod investee subsequently reports income, timep@ny will not record its share of
such income until it equals the amount of its sldilesses not previously recognized. The Commamjuates its equity method investments
for impairment whenever events or changes in cigtances indicate that the carrying amounts of suastments may not be recoverable.

9




Table of Contents
Basic and Diluted Net Loss per Share

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

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:

June 30,
2014 2013

Common stock options and warra 8,090,87! 9,338,04!

Allowance for Doubtful Accounts

An allowance for uncollectible accounts receivablmaintained for estimated losses from custonfailsire to make payment on
accounts receivable due to the Company. Managededetmines the estimate of the allowance for uactihle accounts receivable by
considering a number of factors, including: (1xdigal experience, (2) aging of accounts recewalnld (3) specific information obtained by
the Company on the financial condition and theenircredit worthiness of its customers. The Comppgeas determined that an allowance
was not necessary at June 30, 2014 or March 34,201

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 paichduhie three months ended June 30, 2014.

Inventories
Inventories are stated at the lower of average aostarket. The carrying value of inventory is eed and adjusted based upon

slow moving and obsolete items. Inventory costtuithe material, labor, and manufacturing overheatiaae determined by the “first-in, first-
out” (FIFO) method. The components of inventoees as follows:

June 30, March 31,
2014 2014
Raw materials and suppli $ 28,70: $ 35,54
Work in proces: 44,70¢ 25,61:
Finished good 112,49t 91,66:
$ 185,90 $ 152,81

During the three months ended June 30, 2014, winced to experience selling prices lower then.casta result during the three
months ended June 30, 2014, we recorded a lonersbfor market write down of $68,723 for inventprpduced during the three months
ended June 30, 2014 that was still on hand at 30n2014. The estimation of the total write-dowwndlves

10
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management judgments and assumptions includingrgeins regarding future selling price forecadts, éstimated costs to complete,
disposal costs and a normal profit margin.

Property, Plant and Equipment

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

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

Leasehold improvements are depreciated over tkerl@d the remaining term of the lease or thedffthe asset (generally three to
seven years).

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

Intangible Assets

Intangible assets, such as acquired in-procesarndsand development costs, are considered todrairelefinite useful life until
such time as they are put into service at whicle tihey will be amortized on a straight-line basisrahe shorter of their economic or legal
useful life. Management evaluates indefinite lifeangible assets for impairment on an annual lzagison an interim basis if events or
changes in circumstances between annual impairteststindicate that the asset might be impaired.drtgoing evaluation for impairment of
its indefinite life intangible assets requires #igant management estimates and judgment. Managemaviews definite life intangible ass
for impairment whenever events or changes in cigtances indicate that the carrying amount of aetasay not be recoverable. There were
no impairment charges during the three months edded 30, 2014 or 2013.

Fair Value Measurement

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

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

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

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

11
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The carrying value of cash and cash equivalentsuats receivable, other assets and trade accpayéble approximates fair value
due to the short-term nature of these instruments.

Revenue Recognition

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

Recent Accounting Pronouncements

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 creditrgiorward on a net basis as part of a deferredatset, 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
2013-11 is effective for annual and interim periatsfiscal years beginning after December 15, 20IBe Company adopted this new
standard for the fiscal year ended March 31, 20itbthe adoption has not had a significant impadtofinancial statements.

In May 2014, the FASB issued ASU 2014-9 “RevenoenfiContracts with Customers (Topic 606).” This guide requires an entity
to recognize revenue to depict the transfer of gethgoods or services to customers in an amoanhtéfiects the consideration to which the
entity expects to be entitled in exchange for thgsads 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 figesr 2018. The Company has not yet
determined the effect, if any, that the adoptiothig standard will have on the Company’s finanpiasition or results of operation.

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 piosit results of operations or cash flows upon aidopt

NOTE 2— INTANGIBLE ASSETS

12
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Intangible assets, such as acquired in-procesan@sand development costs, are considered todraireefinite useful life until
such time as they are put into service at whicle tihey will be amortized on a straight-line basisrahe shorter of their economic or legal
useful life.

Intangible assets consist of the following:

June 30, March 31,
Life 2014 2014
Patents, gros 6.75-19.46 $ 8,13506. $ 8,135,06
In-process research and developn Indefinite 2,250,43! 2,250,43!
10,385,49 10,385,49
Accumulated amortizatio 1,338,35! 1,144,85
Net intangible asse $ 9,047,131 $ 9,240,641

Total amortization expense for the quarter endinge 330, 2014 and 2013 was $193,710 and $193,7§%ctvely.

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

Fiscal Year Ending

Nine months ending March 31, 20 $ 581,30:
March 31, 201¢ 775,01
March 31, 201" 775,01:
March 31, 201¢ 775,01
March 31, 201¢ 775,01:
Thereaftel $ 3,115,35!

NOTE 3— NOTES PAYABLE

During the quarter ended June 30, 2013, the Comeatgred into a loan agreement with Platinum Chp#atners, LP (“Platinum”)
providing for a $1 million secured revolving linéaedit that the Company may draw on to fund wogktapital and other corporate
purposes. At June 30, 2013, the Company hadedilizportion of these funds to fund its ongoingrafiens. Borrowings under the loan
agreement accrue interest at the rate of 18% prmanpayable monthly on or before the last caleddgrof each month, and a service chi
of 3% applies to late payments. The loan agreemsotprovides for payment of an accommodatiorofag to 10% of the commitment
amount as provided in the loan agreement, and patyafie@ monthly collateral monitoring fee of $2,0806r month for the first six months a
$1,000 per month for the last six months of thetef the loan agreement. The loan agreement ecanéahumber of restrictions on the
Company’s business, including restrictions on [iifitst to merge, sell assets, create or incur liensissets, make distributions to its
shareholders and sell, purchase or lease reaksome property or other assets or equipment. |dére agreement also contains affirmative
covenants and events of default. The Company mgyay borrowings without premium or penalty upotigeoto Platinum as provided in t
loan agreement. Under a security agreement eniteieech connection with the loan agreement, thenany granted Platinum a first priority
security interest in the Company’s inventory, equimt, accounts and other rights to payments aadgittles as security for the loan.

On October 11, 2013, the Company entered intost Amendment to Loan Agreement (the “First Amendthewith Platinum,
which amends the Original Loan Agreement (as anetbgiedhe First Amendment, the “Amended Loan Agreetif)e¢o provide for an
additional $500,000 of borrowing capacity (the “Atdthal Loan” and, together with the original Lodhe “Loan”) under the existing $1
million secured revolving line of credit establishender the Original Loan Agreement. The Compaay draw on the line to fund working
capital. On October 11, 2013, $280,750 was drawthe Additional Loan, $30,750 of which was retditey Platinum to cover applicable
fees.

13
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Borrowings accrue interest at the rate of 18% pauen, payable monthly on or before the last caleddgs of each month. An
interest reserve of $133,500 has been set asidetfre proceeds of the New Note to make requiredneays of interest, provided that interest
billed to the Company will first be deducted fror$20,000 reserve established under the Originag Ratpayments of interest on the
Original Note, until that reserve has been exhalustee Amended Loan Agreement also provides fonpayt of an accommodation fee of
$25,000 and a closing fee of $3,250, the amounighith were retained by Platinum out of amountswiran the Additional Loan on
October 11, 2013. The Compasybligations under the Amended Loan Agreemenhatg@uaranteed by any other party. The Company
prepay borrowings without premium or penalty upotice to Platinum as provided in the Amended Logne&ment. The Loan is secured
a security agreement, under which the Company giRaliatinum first priority security interest in tG@mpany’s inventory, equipment,
accounts and other rights to payments and intaegds security for the Loan. The New Note providesnonthly interest payments
commencing November 2013 and for repayment ofraliunts drawn, together with accrued interest, ore 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 theRlat loans of $150,750 that are being amortized theelife of the loans. At June 30, 2014,
the total due Platinum including all accrued fees$1,473,345.

The Platinum loans matured on June 20, 2014 an@dhgpany went into default status on the loansdefiault status, Platinum
could foreclose on the loan and has the rightke tmssession of the collateral including the Camfsafixed assets and intellectual
property. In addition, in default status, Platmhas the right to increase the interest rate emtite by 3% upon 30 day notice to the
Company. To date, Platinum has not taken anymcéiated to this default, including adjusting thierest rate, as the Company continues to
pursue additional financing alternatives.

NOTE 4— CAPITAL STOCK
The authorized capital of the Company is 75,000888@mon shares with a par value of $ 0.001 pereshar

At the request of the Board of Directors, the Conyfmentered into an agreement, effective April 2214, with Mr. Joseph
Cunningham to provide consulting services to thew@any. Under this agreement, the Company agrepbtade Mr. Cunningham $4,000
and 20,000 shares of common stock per month inaggeh for his professional services to the Comparhyrough June 30, 2014, the
Company had issued 60,000 shares to Mr. Cunninghidrase shares were valued at an average of $8r&hpre based on the closing price
of the shares on the date of grant and the Compamngnized $26,200 in professional and consultggeixpense for these shares, during the
three months ended June 30, 2014.

On April 15, 2014, the Company entered into a Rigkgreement between the Company and Empire StahsTer Inc., as Rights
Agent (as amended from time to time, thigights Agreement ") that was previously approved by the Board ofedtors 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 commtock, par value $0.001 per share (the “Commonk3}, of the Company outstanding at
the close of business on April 25, 2014 (the “Rdddate”). Each Right will entitle the registerealder thereof, after the Rights become
exercisable and until April 15, 2017 (or the eartidemption, exchange or termination of the Righitspurchase from the Company one
share of Common Stock of the Company at a prickld®0 per share of Common Stock (the “PurchaseBrit)ntil the earlier to occur of (
the close of business on the tenth business diyfiolg a public announcement that a person or gafgifiliated 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
intention to make a tender offer or exchange dfferconsummation of which would result in the banaf ownership by a person or group of
affiliated or associated persons of 17% or mordnefCommon Stock (the earlier of (i) and (ii) becadled the “Distribution Date”), the
Rights will be evidenced, with respect to any & @ommon Stock certificates outstanding as of theoRI Date, by such Common Stock
certificates, or, with respect
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to any uncertificated Common Stock registered iokbentry form, by notation in book entry, in eitlearse together with a copy of the
Summary of Rights attached as Exhibit B to the Rigkgreement. Under the Rights Agreement, syrdlmtinership of Common Stock in 1
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 secut

The Rights Agreement provided that any person wéreeficially owned 17% or more of the Common Staukniediately prior to the
first public announcement of the adoption of thgtlits Agreement, together with any affiliates argbatates of that person (each &xisting
Holder”), shall not be deemed to be an “Acquiriregddn” for purposes of the Rights Agreement undesgxisting Holder becomes the
beneficial owner of one or more additional shafeSa@mmon Stock (other than pursuant to a dividendistribution paid or made by the
Company on the outstanding Common Stock in ComntockSor 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&famuiring Person’for purposes ¢
the Rights Agreement.

On June 22, 2014, the Board of Directors amendedRtbhts Agreement to accelerate the expiratioa datl effectively terminated
all rights granted under the agreement. Since obtige rights were exercised prior to expiratitthrere was no financial impact of the rights
offering.

On June 20, 2014, the Board of Directors grantsettioted stock grants to Mr. Michael Laub of 50,G@0@res for previously
performed services rendered to the Company. Thmep@ay does not anticipate recognizing any expeursthis restricted stock grants sinc
was in exchange for expenses previously accrugbdebompany.

On June 23, 2014, the Company entered into a settieagreement (see Item 1, Note 8 — LITIGATIONokefor more details)
whereby amongst other things, Messrs. Edward AdamdsMichael Monahan forfeited 1,000,000 sharesawksto the Company. These
shares were subsequently cancelled as of this date.

The Company had 49,849,312 shares of common sésakd and outstanding as of June 30, 2014 of wih@0,000 were held in
treasury.

The Company had 5,566,795 warrants outstandingawtieighted average exercise price of $1.53 peesimof June 30, 2014. No
warrants were issued in the three months ended3Wyriz014.

NOTE 5— SHARE-BASED COMPENSATION

The Company currently has one equity-based compiengalan under which stock-based compensation dswaain be granted to
directors, officers, employees and consultantsigiog bona fide services to or for the Companyhe Tompany’s 2012 Share Incentive Plan
was adopted on May 7, 2012 (the “2012 Share Ineeflan” or “Plan”) and allows the Company to isspeo 5,000,000 shares of its
common stock pursuant to awards granted under@h2 3hare Incentive Plan. The Plan permits thetigg of stock options, stock
appreciation rights, restricted or unrestrictedktawards, phantom stock, performance awards, atbek-based awards, or any combination
of the foregoing. The only awards that have bessndd under the Plan are stock options. Bechadelan has not been approved by our
shareholders, all such stock option awards arecquatified stock options. The following sets fottte options to purchase shares of the
Company’s stock issued and outstanding as of Jan23.4:

Weighted- Weighted-Average
Average Exercise Remaining

Options Shares Price Contractual Term
Options Outstanding March 31, 20 4,342,500 $ 0.77 1.7¢
Grantec — — —
Exercisec — — —
Expired/cancelle (1,818,41) 0.87 —
Options Outstanding June 30, 2( 2,524,08. $ 0.6¢ 1.4¢
Exercisable at June 30, 20 2,049,70:  $ 0.77 1.3¢
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A summary of the status of non-vested shares dsraf 30, 2014 and changes during the three modt#deiune 30, 2014 is
presented below.

Weighted

Average

Grant-Date
Non-vested Share: Shares Fair Value
Non-vested at March 31, 20: 2,414,79; 0.4¢
Grantec —
Vested (122,000 0.45
Expired/cancelled: nc-vested (1,818,41) 0.5€
Non-vested at June 30, 20 474,37 $ 0.2%

The following table summarizes information aboaic&toptions outstanding by price range as of JUn€G14:

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- $1.02 885,33: 161 $ 0.9z 885,33: $ 0.9z
$0.70- $0.80 982,50( 1.17 0.71 940,50( 0.71
$0.33- $0.42 656,25( 2.2¢4 0.3€ 223,87! 0.41
2,524,08: 1.4¢ 0.6¢ 2,049,700 $ 0.77

The Company initially issued options with exergisiees of $0.70 or $0.80 per share which were tieep of recent equity capital
investment. However, in December 2012, the Compketyded to change the exercise price policy Hizing the stock market closing price
on the day that the options were granted by ourdofDirectors. All subsequent exercise pricesehiaeen determined in this manner.

The intrinsic value of options outstanding at J882014 and March 31, 2014 was $0 and $0, respécti

The Company estimates the fair value of optionstghon the grant date utilizing the Black-Schd)sion Pricing model. For the
three months ended June 30, 2014 and 2013, the &ympcognized $0 and $90,554, respectively, apeosation cost for options issued,
and recorded related deferred tax asset of $0Ifpedods.

At June 30, 2014, unrecognized compensation ctagerkto norvested awards was $108,979. This cost is expéatied recognize
over a weighted average period of 2.11 years. tdta¢ fair value of options vested during the thneenths ended June 30, 2014 and 2013
$52,580 and $0, respectively.

NOTE 6— RELATED PARTIES

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 @30 shares of restricted stock upon their appointritethe 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 McGasrmterim Chief Executive
Officer and appointed Mr. Douglas Walker as inte@imef Financial Officer. The Board also named Michael Laub as Chief
Restructuring Officer.
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On June 16, 2014, the Board of Directors appoiBteate Likly as a member of Board and further apgeadrMr. Likly to serve as tr
Co-Chairman of the Board. Mr. Likly was providediwa restricted share grant of 4,000,000 shares bz appointment to the Board.

On June 20, 2014, the Board of Directors grantsttioted stock grants to Mr. Michael Laub of 50,@0@res in exchange for
$12,000 of liabilities owed to Mr. Laub for profémsal services provided to the Company. Theseeshaere valued at $0.24 per share based
on the liabilities owed to Mr. Laub. The Comparned not anticipate recognizing any expense forrégsicted stock grants since it was in
exchange for expenses previously accrued by thep@oyn

On June 22, 2014, the equity granted to Messran Kakly, and McGuire for their service on the Bdaf Directors consisting of
250,000, 4,000,000 and 250,000 restricted shagspectively was returned to the Company. In amtditll equity granted and contemplated
to be granted to Messrs. McGuire, Walker and Lauhitfeir services as executive officers of the Canypwas effectively returned to the
Company. The Company did not recognize any expfemgbe restricted shares granted and returndéidet@ompany since none of the grants
had vested at the time of their return to the Campa

On June 25, 2014, Jonathan Pfohl returned to tmep@ay as Acting Chief Financial Officer.
NOTE 7— INVESTMENT IN JOINT VENTURE

On September 16, 2013, the Company entered irtdesf agreements with SAAMABA, LLC (“SAAMABA™) red 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 @ampwns 30% of Grace
Rich LTD, a corporation duly established pursuarthe laws of the Hong Kong Special AdministratRegion of the PRC that is an
investment and holding company for the factory distiibution center to be formed pursuant to thveslaf the PRC as a 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 obligationshe Company to provide and
compensated for technology consulting servicebégdint venture to support the start-up of opersi

The initial ownership interests in Grace Rich Limitare as follows: SAAMABA LLC60%; Scio Diamond Technology Corporat
— 30% and S21 Holdings- 10%. The capital contrimgirequired to finance Grace Rich LTD are requéets of SAAMABA, and the
Company is not required to make any on-going fugaiontributions to the joint venture and its owh@rsstake cannot be reduced from 30%.

The Company is licensing a portion of its paterieahnology to Grace Rich LTD and is not directiytiouting any of its
intellectual property. The license agreement dalishe Company to receive $250,000 in licensigsfand $750,000 in development fees
between October 2013 and June 2014. As of Jun203@, the Company has received these paymentsddition, once operations of Grace
Rich LTD have commenced, the Company will recei2Bper machine per month in licensing fees withisimum payment of $25,000
until the venture starts to distribute cash tpasners.

The Company determined the fair value of the lieesigreement does not exceed the value of the expesturns from the joint
venture and accordingly has established an initisdstment value of $0 and has not recorded amsgaiated to its contribution to the joint
venture. The Company joint venture was in its tigu@ent stage through June 30, 2014 and did nat hay revenues. Expenses incurre
the joint venture were for planning and startupesiges. The total loss of the joint venture fromrduthe three months ended June 30, 2014
was $680,141. The Company'’s corresponding 30% sifdhese losses was $204,042.

As of June 30, 2014, the Company has not guarawigleghtions of the joint venture nor has it contetto pride additional fundin
Therefore, the Company’s share of the joint vensunet loss through June 30, 2014 was not recodriieeause the initial carrying value of
the Company’s ownership interest in the joint veatwas zero.
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Rollforward of the Company’s ownership interest in the joint venture for the hree months ended June 30, 2014:

Balance of ownership interest in joint venture atrh 31, 201- $ (313,189
Aggregate 2015 equity lo— share of joint venture loss (204,04))
2015 equity los— share of joint venture losses not recognized dumasis limitatior 204,04.

Balance of ownership interest in joint venturewatel 30, 201« $ —

Cumulative unrecognized loss on ownership intéregtint venture at June 30, 20 $ (517,229

Selected financial results for Grace Rich LTD for hree months ended June 30, 2014 are as follows:

Revenue: $ —
Expense! 680,14:
Net Income (Loss $ (680,147
Total Asset: $ 69,59’
Total Liabilities $ 1,792,38
Total Partners Capiti (1,722,78)
Total Liabilities and Partner Capit $ 69,59

The Company recognized $375,000 in revenues froat&Rich during the three months ended June 3@. 20 Company
incurred $72,555 of joint venture related expemketg the three months ended June 30, 2014 teakanbursable by Grace Rich LTD.
These anticipated reimbursements were offset agi@sCompany’s related operating expense.

NOTE 8— LITIGATION

On July 26, 2013, Bernard M. McPheely, TrustedtierBernard M. McPheely Revocable Trust Dated M&ay2P12, 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,
County of Greenville against Edward S. Adams (thenChairman), Michael R. Monahan (a former mendféhe Company’s Board of
Directors), Robert Linares (a then current memli¢he Board), Theodorus Strous (a then current negrabthe Board) and the law firm of
Adams Monahan, LLP (collectively, “Defendants”) daihe Company, as a nominal defendant (the “SciivBiéve Complaint”). 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 Mesgidams, Monahan and Linares, breach of fiduciaty d4 controlling shareholder; and
(v) against Mr. Strous and Adams Monahan LLP, @idind abetting a breach of controlling sharehaldeéy. The allegations relate to,
among other things, certain actions allegedly tdkedefendants in connection with: the acquisitigrthe Company of certain assets of ADI
(the “ADI Asset Purchase”); the ADGC Asset Purchdse Company’s agreement to provide certain ctiaead former stockholders of ADI
and ADGC the opportunity to acquire up to approxehal6 million and 1 million shares, respectivadj common stock of the Company for
$0.01 per share (collectively, the “ADI/ADGC Offeg"); the provision of legal services by Adams Mbaa LLP to the Company; certain
equity issuances by the Company following the ADMBC Offering; certain bonuses and other paymernits tpanembers of the Board of
Directors; and certain indemnification obligatiansdertaken by the Company in favor of Messrs. AdantsMonahan.
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Plaintiffs were seeking direct and consequentiatalges sustained by the Company in an amount tethblished through proof at
trial, plus pre-judgment and post-judgment interappropriate equitable relief to remedy the altbgeeaches of fiduciary duties; reasonable
attorney’s fees and costs for the Company incurrgatosecuting the action; and other relief as degbiyy the court to be just and proper.

Defendants removed the Scio Derivative Complairih&oU.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 remainingiohs were dismissed by the court without
prejudice in favor of mandatory arbitration procdegd

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 Chuagainst Edward S. Adams (our then Chairman) histet R. Monahan (a former membe
the Company’s Board of Directors), the law firmAzfams Monahan, LLP, Loblolly, Inc., which was fomyeknown as Scio Diamond
Technology Corporation, and the Company (colletyivisennott Defendants”). This derivative complaon ADI’s behalf (the “ADI
Derivative Complaint”) alleges claims for breachfidiiciary duty, constructive fraud and unjust ehment. 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, whicle wegviously disclosed in the Company’s Form 10fXxHe nine months ended
December 31, 2012 and Form 10-K for fiscal yearedndarch 31, 2013. Sennott is seeking direct amdequential 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; reasonablerigs 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 Drative Complaint were effectively settled on JuBe 2014 when the Company
entered into a settlement agreement (the “Settlemgreement”) by and among Edward S. Adams, MiclRaéVlonahan, 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 Financiati®es Group, Inc., family
members and spouses (the “Adams Group”), and Th&nBisirtness, Kristoffer Mack, Paul Rapello, GlerBRiley, 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@inaritable 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 acdators. Pursuant to the Settlement
Agreement, on June 23, 2014, Messrs. Adams, Stkineres and McGuire resigned as directors effedtivmediately; the Board expanded
the size of the Board to 7 directors and appoiMedsrs. McPheely, Wolkowitz, Smoak and Leavertbe (Save Scio Nominees”) to fill all
but one of the resulting vacancies. In additior, @ompany agreed to nominate each of Messrs. KatriLikly (the “Adams Group
Nominee”) and the Save Scio Nominees for election to tharl at the Company’s 2014 annual meeting of stldiens. Pursuant to the
Settlement Agreement, the Adams Group and the SeieeGroup must vote their shares of Common Stockhie other's nominees for the
next three years, and will also have replacemghtsiin the event these nominees are unable te ssrdirectors.

The Settlement Agreement contains various othergemnd provisions, including with respect to tlamsfer of one million shares of
Common Stock from the Adams Group to the Save Goaup, a portion of which is allocated for reimbemeent of the Save Scio Group’s
out-of-pocket expenses in connection with the natidm of the Save Scio Nominees and past litigationlving certain members of the
Adams Group and the Save Scio Group (the Scio Bviy Complaint and the ADI Derivative Complaintlectively known as the
“Litigation”), the Save Scio Group’s withdrawal thfe Litigation, termination of the Save Scio Graipbnsent solicitation, and accelerated
expiration of the Company’s stockholder Rights Agment adopted on April 15, 2014. Also includedhia settlement is the forfeiture of one
million shares of common stock by Edward S. Adants ichael Monahan 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
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was returned to the Company. In addition, alligogranted and contemplated to be granted to MesscGuire, Walker and Laub for their
services as executive officers of the Company ifestérely returned to the Company. The Compart/ritit recognize any expense for the
restricted shares granted and returned to the Cayrgiace none of the grants had vested at thedirtteeir return to the Company.

In addition, the Settlement agreement provideshHerelease of all liabilities amongst the partighis release resulted in the reve
of $343,556 of consulting and professional feestdube settling parties for board fees, managememimittee fees, consulting services,
indemnification of board members and legal expetis@swere previously recorded as professionalcamdulting fees. $232,806 of these
consulting and professional fees were accrued &aoth 31, 2014.

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.

NOTE 9— SUBSEQUENT EVENTS

On July 11, 2014, the Board of Directors named Girald McGuire, President, Chief Executive Offiaad Director of the of the
Company. As of the date of this filing, the Comp&ias not entered into an employment contract WithMcGuire.

On July 15, 2014, the Board of Directors approvedissuance and sale of up to 2,000,000 shareswhon stock to accredited
investors at a price of $0.30. The Company magerap to $600,000 from this offering and does ntitgpate incurring any material
expenses related to the offering. Through Augu2084, the Company has issued 750,000 shares tmsleffering and raised $225,000.

END NOTESTO FINANCIALS
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF
OPERATIONS

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STAT EMENTS

Information included in this Quarterly Report Fot®-Q contains forward-looking statements that otflee views of the management of the
Company with respect to certain future events. Bogwooking statements made by penny stock issuers as the Company are excluded
from the safe harbor in Section 21E of the Se@siExchange Act of 1934. Words such as “expetthguld,” “may,” “will,” “believes,”
“anticipates,” “intends,” “plans,” “seeks,” “estirtes” and similar expressions or variations of swolnds, and negatives thereof, are intended
to identify forward-looking statements, but are tia exclusive means of identifying forward-lookistatements in this report. These
forward-looking statements are based on assumptth@isnay be incorrect, and there can be no asseithat matters anticipated in our

forward-looking statements will come to pass.

Forward-looking statements are subject to ceraksrand uncertainties which could cause actualte® differ materially from those
anticipated. Such risk and uncertainties includéhaut limitation, those described below under ItéA- Risk Factors and the following:
(1) the Company has limited cash resources andsifnot able to obtain further financing requifed continuing operations, marketing,
product development, and research its businesaitiqes will fail, (2) the Company has not generaelstantial revenues, and as a result,
faces a high risk of business failure, (3) the Canys lack of diversification and dependence onemak customers increases the risks
associated with the Company’s business and antmees in the Company, and the Companfihancial condition may deteriorate rapidly
fails to succeed in developing the Company’s bssirsead expanding our customer base, (4) the Compamgynot effectively execute the
Company’s business plan or manage the Companyénpat future business development, (5) the Comisanysiness could be impaired if it
fails to comply with applicable regulations, (6gt@ompany has had significant turnover in managérrah may not be able to attract and
maintain key management personnel to manage the&woyor laboratory scientists to carry out the Canys business operations, which
could have a material adverse effect on the Conipdmusiness, (7) the market for lab-grown diamoray mot develop as anticipated,

(8) competition may adversely affect our busing®3,the Company may expend a substantial amoutirnefand resources in connection
with the Securities and Exchange Commission’s (“§HEEcent subpoena, potential inquiries or legal astio connection with its filings wi
the SEC or otherwise, which may impair the Compsaayility to raise capital and to operate its bes# and (10) such other risks and
uncertainties as have been disclosed or are herefclosed from time to time in the Company’mfjk with the SEC, including, without
limitations described under Risk Factors set fortRart I, Item 1A of the Company’s Form 10-K foetfiscal year ended March 31, 2014.

You are cautioned not to place undue reliance omdal-looking statements. You are also urged ¥eere and consider carefully the various
disclosures made in the Company’s other filing$wiie Securities and Exchange Commission, includimngamendments to those filings.
Except as may be required by applicable laws, th@@any undertakes no obligation to update pubacly forward-looking statements for
any reason, even if new information becomes availabother events occur in the future.

GENERAL
Corporate History

We were incorporated on September 17, 2009 in téte $f Nevada under the name Krossbow Holdingp@ation (“Krossbow”).
Krosshow's original business plan was focused dsetting carbon dioxide emissions through the @weand protection of forest-based
carbon “sinks.” Krosshow planned to assess carbsource potentials, prescribe and implement ecarsysgstorations to develop those
resources, and thereby generate carbon offset gimddowever, we have since abandoned that origimsihess plan and restructured our
business to focus on man-made diamond technologsiafament. We decided to acquire existing technok to seek to efficiently and
effectively produce man-made diamond. In conneatigh this change in business purpose, Krosshowgée its name to Scio Diamond
Technology Corporation to reflect its new busingissction.

On August 5, 2011, Edward S. Adams and Michael Bn&han acquired control of the Company througlptirehase of 2,000,000
shares of the Company’s issued and outstanding constock from Jason Kropp,
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Krosshow's sole director and executive officertattttime, in accordance with a common stock pukaseement 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 Financidfi€er, Treasurer, Secretary and Director.
Mr. Adams currently serves on the Company’s Bodrditectors and Mr. Monahan also served on the Bamatil his resignation on June 30,
2013.

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
Scio Asset Purchase Agreement, the Company purdhlserame “Scio Diamond Technology Corporationd anquired other rights from
Private Scio for 13,000,000 newly issued shareofmon stock of the Company. Messrs. Adams and hWamsavere directors of Private
Scio, and Joseph D. Lancia, our former PresidethtGirief Executive Officer, was an officer of Priggcio, and Messrs. Adams, Monahan
and Lancia owned 31.5%, 31.5% and 15.4%, respégtioEPrivate Scio. Messrs. Adams and Monahan eacfuired, directly or indirectly,
4,100,000 shares of our common stock pursuanet&iio Asset Purchase Agreement, and Mr. Lanciairezh2,000,000 shares pursuant to
the Scio Asset Purchase Agreement.

On August 31, 2011, the Company acquired certaata®f Apollo Diamond, Inc. (“ADI”) (the “ADI Asgdurchase”), consisting
primarily of diamond growing machines and inteliedtproperty related thereto, for which the Comppaig ADI an aggregate of $2,000,000
in a combination of cash and a promissory noteb with a September 1, 2012 maturity date. Th@pissory note had an outstanding
balance of $125,000 at March 31, 2012 and wasipdidl as of March 31, 2013. In connection wittetADI Asset Purchase, the Company
also agreed to provide certain current and forrramkéiolders of ADI qualifying as accredited investthe opportunity to acquire up to
approximately 16 million shares of common stockhef Company for $0.01 per share (the “ADI Offerindgoth Mr. Adams, in an executive
role, and Mr. Monahan previously served in varioapacities with ADI through early 2011.

On June 5, 2012, the Company acquired substantitilbf the assets of Apollo Diamond Gemstone Crafon (“ADGC”) (the
“ADGC Asset Purchase”), consisting primarily of igltown diamond gemstone-related know-how, inventangd various intellectual
property, in exchange for $100,000 in cash anafiportunity for certain current and former stocktesk of ADGC qualifying as accredited
investors to acquire up to approximately 1 millgirares of common stock of the Company for $0.0Xkpare (the “ADGC Offering”) with
the intent that ADI Offering be conducted substhticoncurrently with the ADGC Offering (collectly, the “ADI/ADGC Offering”).
Mr. Adams and Mr. Monahan served in various cafeivith ADGC through early 2011.

The ADI/ADGC Offering was completed in March 20T&laesulted in the issuance of an aggregate 066673 shares of the
Company’s common stock. In December, 2011, the Gowyjpegan a build-out of its Greenville, South @agoproduction facility.
Construction was largely completed in March 201@ aquipment was moved from ADI’s former facility Massachusetts to South Carolina
over the first calendar quarter of 2012. The Corgdasgan initial production with ten diamond growimgchines in July 2012.

Since July 2012, the Company has been operatiattaken diamond growing machines in our Greenvdlelity. Through March ¢
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.

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’spRblic 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 agreedetosk 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
in the joint venture. In addition to the licengedhnology, the Grace Rich Agreements include akibgs for the Company to provide and be
compensated for technology consulting servicebeqgdint venture
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to support the start-up of operations. The Compgs not control the joint venture and is not negiito make any on-going funding
contributions to the joint venture and our owngusdtake cannot be reduced from 30%.

Business Overview

The Company’s primary mission is the developmergrofitable and sustainable commercial productibitscdiamond materials,
which are suitable for known, emerging and anti@gandustrial, 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 applicatit¥e.believe these opportunities may be monetizedgh@ combination of end product sa
joint ventures and licensing arrangements wittdtparties, and through continued development eflexttual property. Anticipate
application opportunities for the Company’s diamomaterials include the following: precision cuttidgvices, diamond gemstone jewelry,
power switches, semiconductor processors, optaeldcs, geosciences, water purification, and MRI ather medical science technology.

As of June 30, 2014, nearly all of the Companytdpiction capacity is being sold for use in precisiatting devices and gemstone
materials. As of June 30, 2014 we had generatetb82127 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.

RESULTS OF OPERATIONS
Three Month Period Ended June 30, 2014 Compared to the Three Month Period Ended June 30, 2013

During the three months ended June 30, 2014, weded net revenue of $454,338, compared to $258rP86t revenue during the
three months ended June 20, 2913. The increaseénue is primarily due to the Company receiviBg%000 in development fees from the
joint venture during the three months ended Jun@@04 that were not in the prior period. Prodeetnues for the three months en
June 30, 1014 were $79,338 versus $258,980 inrthegeriod due to reduced sales and lower progrices during the three months ended
June 30, 2014. We expect product revenues todseras the fiscal year continues.

Cost of goods sold was $374,423 for the three nsoatided June 30, 2014 versus $694,110 for the iweths ended June 30,
2013. This decrease was due to reduced produss aatl lower direct and indirect labor expensdsidted in cost of goods sold during the
three months ended June 30, 2014 versus the tloethsnended June 30, 2013. Although cost of gottileas decreased, we still have not
attained operating maturity that allows us to pradily tie the quarterly changes in cost of godd smrevenue. We incurred a net amount of
$260,235 in professional and consulting fees duttiegthree months ended June 30, 2014. This figatedes reductions of $343,556 related
to the reversal of expenses from the Settlementémgent and a reduction of $82,650 for payments rfaadest legal fees by our insurance
carrier. Without these adjustments, professiondl@msulting fees were $686,441 compared to $524@6he three months ended June 30,
2013. This increase in fees is the result of iaseel legal expenses. With the Settlement Agreenien€Company anticipates that future le
expenses will be reduced. Salary and benefit exgmingluding direct and indirect labor costs reedrah cost of goods sold were $493,773
during the three months ended June 30, 2014 ant, &1 during the three months ended June 30, 20h& increase of $81,882 is the re:
of the Company accruing $275,000 as expected execzeverance expenses which more than offsetgtieds from lower headcount duril
the three months June 30, 2014 versus the threéhsiended June 30, 2013.

Depreciation expense of $155,040 and $172,352 e@sded in cost of goods sold during the three hahded June 30, 2014 and
2012, respectively.

We have continued to generate limited revenuefsebbur expenses, and so we have incurred netdog3ur net loss for three
month period ended June 30, 2014 was $1,008,22Maed to a net loss of $1,543,196 during the threeths ended June 30, 2013. Our
net loss per share for the three month period edded 30, 2014 was $(0.02) per share, comparedéblass per share of $(0.03) for the
three months ended June 30, 2013. The
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weighted average number of shares outstanding ®;895,993 and 48,316,097, respectively, for theahmonth periods ended June 30, 2014
and 2013.

FINANCIAL CONDITION

At June 30, 2014, we had total assets of $12,382dd@mpared to total assets of $12,850,139 at Maitc2014. We had cash of
$2,046 at June 30, 2014 compared to cash of $4a0RMArch 31, 2014,

Total liabilities at June 30, 2014 were $3,392,8fifinpared to total liabilities of $2,920,722 at ktaB1, 2014. Total liabilities at
June 30, 2014 were comprised primarily of accopaig@ble, accrued expenses, customer deposits &l payables. The increase in total
liabilities is primarily due to our increased acntsipayable. Accounts payable increased $365888lly due to accrued professional fee:
legal services.

The Company had negative working capital (defiredwarent assets less current liabilities) of $2,828) at June 30, 2014 versus
$(2,402,369) at March 31, 2014. This decreaseorking capital resulted from the Company’s increiaseurrent liabilities including
accounts payable, accrued expenses and notes ayabthe decrease in current assets includingasasprepaid expenses during the three
months ended June 30, 2014.

Total shareholders’ equity was $8,959,390 at Jn814, compared to $9,929,390 at March 31, 2@l areholders’ equity
decreased $970,027 during the period due to ouatipg net loss offset by additional paid in capitam common stock issued for services.

CASH FLOWS
Operating Activities

We have not generated positive cash flows fromatpey activities. For the three months ended Juh2(3.4, net cash flows used in
operating activities were $(94,073) compared t@%(494) for three months ended June 30, 2013.n€heash flow used in operating
activities for the three months ended March 31 42€dnsists primarily of a net loss of $(1,008,2@ff3et by depreciation and amortization of
$410,322, a decrease in other receivables of $89id€reases in accounts payable of $365,325 acrdiedt expenses of $78,816, net incre
in other current assets of $(103,075), and a needse in other current liabilities of $(21,337).

Investing Activities

For the three month periods ended June 30, 2012@Mh8| net cash flows used in investing activitiese $13,152, and $15,407,
respectively. These amounts consist of the puecbproperty, plant and equipment and comparaslédth periods since continue
operations has not required substantial additioapital investment.

Financing Activities

We have financed our operations primarily throughissuance of equity and debt securities. Fottitee month periods ended
June 30, 2014 and June 30, 2013, we generated8864ril $890,129, respectively, from financing atiis. The $61,284 generated during
the three months ended June 30, 2014 represema@atran the Platinum note for interest payablenerfacility.

LIQUIDITY AND CAPITAL RESOURCES

We expect that working capital requirements wilhttoue to be funded through a combination of oustéxg funds, further issuanc
of securities, and future credit facilities or corgte borrowings. Our working capital requiremearts expected to increase in line with the
growth of our business. Effective June 21, 2018 enwtered into a $1,000,000 secured credit fa¢difyrovide neaterm liquidity for working
capital requirements. This credit facility wasn@ased by an additional $500,000 of borrowing cipan October 11, 2013 as described in
Item 1, Note 3 NOTES PAYABLE. The Platinum loans matured on JR8g2014 and the Company went into default statuthe loans. T
date, Platinum has not taken any action relatetisodefault, including adjusting the interest rae the Company continues to pursue
additional financing alternatives.
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Existing cash of $2,046 as of June 30, 2014, isadetjuate to meet our current obligations or fumdoperations over the next fiscal
year ending March 31, 2015. As of June 30, 20Ethad no additional lines of credit or other bankificing arrangements other thar
described above. Generally, we have financed tipasthrough June 30, 2014 through the proceedalet of our common stock and
borrowings under our existing credit facilitiesheFeafter, we expect to raise additional capitdl generate revenues to meet operating
requirements.

On July 15, 2014, the Board of Directors approvedissuance and sale of up to 2,000,000 sharemwohon stock to accredited
investors at a price of $0.30. The Company maserap to $600,000 from this offering and does ntit&ate incurring any material
expenses related to the offering. Through Augug084, the Company has issued 750,000 shares thisl@ffering and raised $225,000.

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 al
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.

We expect that working capital requirements wilhttoue to be funded through a combination of oustéag funds, further issuanc
of securities, and future credit facilities or corgte borrowings. Our working capital requiremeares expected to increase in line with the
growth of our business.

MATERIAL COMMITMENTS AND ARRANGEMENTS

On June 21, 2013, the Company entered into a Igeement with Platinum Capital Partners, LP (“Rlatn”) 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
has utilized these funds to fund our ongoing op@nat Borrowings under the loan agreement acenegdst at the rate of 18% per annum,
payable monthly on or before the last calendarafaach month. The loan agreement also providegadgment of an accommodation fee of
up to 10% of the commitment amount as providedianldan agreement, and payment of a monthly cedlateonitoring fee of $2,000 per
month for the first six months and $1,000 per mdattthe last six months of the term of the loare@gnent. The loan agreement contains a
number of restrictions on our business, includiegjnictions on our ability to merge, sell assetsate or incur liens on assets, make
distributions to our shareholders and sell, pureltdease real or personal property or other sssetquipment. The loan agreement also
contains affirmative covenants and events of defatthe Company may prepay borrowings without ptemor penalty upon notice to
Platinum as provided in the loan agreement. Uadsgcurity agreement entered into in connectioh thi¢ loan agreement, we granted
Platinum a first priority security interest in tB@mpany’s inventory, equipment, accounts and aigbts to payments and intangibles as
security for the loan. This credit facility wasieased by an additional $500,000 of borrowing ciéypan October 11, 2013 as described in
Item 1, Note 3— NOTES PAYABLE. As of June 30, 20the total due under these facilities, includitgrued fees, was $1,473,345. The
credit facility matured on June 20, 2014 and sihiedate we have been in default on the agreemigmPlatinum. We are having
discussions with Platinum on extending the terrthefdebt agreements and currently, Platinum hasatet! they will not take any action
related to this default as we pursue additionadifivg for our operations.

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 machifid® 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 additionthe licensed technology, the Grace
Rich Agreements include obligations for the Comptmgrovide and be compensated for technology dtingtservices to the joint venture
support the start-up of operations.
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OFF-BALANCE SHEET ARRANGEMENTS

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

CRITICAL ACCOUNTING POLICIES

We have adopted various accounting policies thaegothe application of accounting principles gatigraccepted in the United
States (“GAAP”). We describe our significant acctog policies in the notes to our audited finansi@tements filed with our Form 10-K for
the fiscal year ended March 31, 2014.

Some of the accounting policies involve significaritigments and assumptions by us that have a rakitepact on the carrying
value of our assets and liabilities. We consides¢haccounting policies to be critical accountialicges. The judgment and assumptions we
use are based on historical experience and oth&réthat we believe to be reasonable under tharostances. Because of the nature of the
judgments and assumptions we make, actual resultd differ from these judgments and estimatesandd materially affect the carryir
values of our assets and liabilities and our resafloperations.

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

Property, Plant and Equipment

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

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

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

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

Intangible Assets

Intangible assets, such as acquired in-procesarndsand development “IPRD” costs, are considavdthve an indefinite useful life
until such time as they are put into service atoivtime they will be amortized on a straight-lirests over the shorter of their economic or
legal useful life. Management’s estimate of uséfelof any patents when placed in service is ticai judgment. Management evaluates
indefinite life intangible assets for impairmentamannual basis and on an interim basis if evantdianges in circumstances between annua
impairment tests indicate that the asset mightgired. The ongoing evaluation for impairmenttsfindefinite life intangible assets requ
significant management estimates and judgment. lEmant reviews definite life intangible assetsifigpairment whenever events or
changes in circumstances indicate that the cargingunt of an asset may not be recoverable. There mo impairment charges as of
June 30, 2014.

The Company continues to classify the remainingmgbortfolio as IPRD and believes that the IPRB dlgernative future use and
value. At such time that production begins and cenunalization of this portion of the intellectuaioperty portfolio begins, then the
segmentation and bifurcation of the remaining IP&&Bet to finite-lived commercialized intellectuadjperty assets will be considered.
Applicable accounting guidance requires an ind&filife for IPRD assets until such time as the caruialization can be reasonably
estimated at which time
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the assets will be available for their intended égesuch time as those requirements are met, Wwevieethat consideration of the legal life of
the intellectual property protection should be @fisiderable importance in determining the usefel lpon 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.

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

ITEM 4. CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

Disclosure controls and procedures refer to comtmald other procedures designed to ensure thatiafmn required to be disclosed
by the Company in the reports that it files or sitemander the Exchange Act is recorded, processedmarized and reported within the time
periods specified in the SEC rules and forms, aatlsuch information is accumulated and communictiiehe Company’s management,
including its Chief Executive Officer and Chief Rimcial Officer, as appropriate, to allow timely &émns regarding required disclosure. As
June 30, 2013, we carried an evaluation, undesupervision and with the participation of our magragnt, including our Chief Executive
Officer and Chief Financial Officer, of the effa@hness of the design and operation of our discosantrols and procedures as defined in
Exchange Act Rule 13a-15. We applied our judgmetihhé process of reviewing these controls and pharess, which, by their nature, can
provide only reasonable assurance regarding ouralarbjectives. Based upon that evaluation, oueCExecutive Officer and Chief
Financial Officer have concluded that our disclestontrols and procedures were not effective asioé 30, 2014.

Remediation of Material Weaknessesin Internal Controls over Financial Reporting

In connection with the evaluation described abawt @arior evaluations, the current management teiemtified material weaknesses
in our internal control over financial reportingasJune 30, 2014, in the following areas:

. Lack of a functioning audit committee of the BoafdDirectors, resulting in ineffective oversighttime establishment and
functioning of required internal controls and prdgees;
. Insufficient communication from the Board of Direct to Management in connection with period endritial disclosure

and reporting; and due to our small size, limitedregation of duties in certain areas of our fimameporting and 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 defdon a timely basis. A significant deficiencyisleficiency, or a combination of
deficiencies, in internal control over financiapogting that is less severe than a material weakryes important enough to merit attention by
those responsible for oversight of our financigloing.

During the period covered by this quarterly remort~orm 10-Q, we have not been able to remediatentiterial weaknesses
identified above. The effectiveness of efforts @@mpany has made to remediate the identified ahtgeaknesses have been limited by
recent turnover of the Chief Executive Officer &luief Financial Officer positions. We have takégps to enhance and improve the design
of our internal control over financial reportinginding the addition of two independent directarstte Board of Directors on May 27, 2014,
and a new Board of Directors consisting of a majaf outside and independent directors was estadti on June 23, 2014. On July 11,
2014, Gerald McGuire was named President, CEO arettor of the Company. This addition of managenterthe Board of Directors
should enhance communication between the Boardreamhgement. In addition, we plan to take additisteps during our fiscal year end|
March 31, 2015.
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To further remediate such weaknesses, we expaunipiement 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 streeetaf the Company;

 The Board of Directors is committed to providingnély communication to management related to isatfesting period end
financial reporting; and

»  Evaluate the cost-effectiveness of segregatingedii our financial reporting and other accounpngcesses and procedures.

Changesin Internal Controls

Other than described above in connection with aigroing remediation efforts, there were no changesir internal control over
financial reporting (as defined in Rule 13a-15(fijar the Exchange Act) that occurred during ourtga&nded June 30, 2014, that materially
affected, or are reasonably likely to materiallfeef, our internal control over financial reporting
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PART Il - OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

On May 16, 2014 the Company received a Subpoematine SEC requesting information from the Compahlyis investigation has
been described by the SEC to the Company as diffidatg inquiry. The Company has responded tirmelgll requests made by the SEC.

On June 23, 2014, the existing litigation that Campwas involved with and previously disclosed wettled. See NOTE 8 —
LITIGATION for more information.

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

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

At the request of the Board of Directors, the Conypantered into an agreement, effective April 12142 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 inaggefor his professional services to the Compdriyough June 30, 2014, the
Company had issued 60,000 shares to Mr. Cunninglidrase shares were valued at an average of $0ditha Company recognized
$26,200 in expense for these shares during the thoths ended June 30, 2014.

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 saes previously provided to the Company. Theseeshaere valued at $0.24 per share, basec
on the value of the liabilities owed to Mr. Laub.

On July 15, 2014, the Board of Directors approvedissuance and sale of up to 2,000,000 sharemwohon stock to accredited
investors at a price of $0.30. 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
sale of the shares has not been registered urel&eiturities Act, and the Securities may not bereff or sold in the United States absent
registration under or exemption from the Securifiesand any applicable state securities laws. Sttaes have been issued and sold in
reliance upon an exemption from registration aféarthy Section 4(a)(2) of the Securities Act andeRafi6(b) of Regulation D promulgated
under the Securities Act, based on the followinggaeach of the Investors has represented thwait accredited investor as defined in
Rule 501 promulgated under the Securities Act, itiatacquiring the shares for investment only antwith a view towards, or for resale in
connection with, the public sale or distributioetiof in violation of applicable securities lawsldhat it has sufficient investment experience
to evaluate the risks of the investment; the Comppeed no advertising or general solicitation inroection with the issuance and sale of the
Securities to the Investors; and the shares wilkbeed as restricted securities.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

On June 20, 2014, the Company’s loan facilitiehwitatinum Capital Partners matured and the Comfelhinto default status. At
June 30, 2014, the total due Platinum includingpaficipal, capitalized interest and accrued feas $1,473,345. See Item 1, Note 3 —
NOTES PAYABLE for more informatior
ITEM 4. MINE SAFETY DISCLOSURES
Not applicable
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ITEM 5.
None.

ITEM 6.

OTHER INFORMATION

EXHIBITS

The following exhibits are filed as part of thisgoet:

3.1

10.1

10.2

10.3

31.1

31.2

32

101

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

Rights Agreement, dated as of April 15, 2014, betwBcio Diamond Technology Corporation and EmpicelSTransfe
Inc. which includes the Form of Rights CertificaeExhibit A and Summary of Rights to purchase Comi&tock as
Exhibit B (incorporated by reference to Exhibit 40lthe Form -K filed with the SEC on April 16, 2014

Amendment No. 1, dated June 22, 2014 to Rights éxget, dated as of April 15, 2014, by and betweza Biamond
Technology Corporation and Empire Stock Transfer (imcorporated by reference to Exhibit 4.1 to Boem 8-K filed
with the SEC on June 26, 201

Settlement Agreement, dated as of June 23, 201dnthyamong the Company, the Adams Group and the See Group
(incorporated by reference to Exhibit 99.1 to tloenk &-K filed with the SEC on June 26, 201

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

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

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

The following materials from the Quarterly Repantfeorm 10-Q for the quarter ended June 30, 20hdtied in

eXtensible Business Reporting Language (XBRL)B@)Jance Sheets; (ii) Statements of Operation3;Statements of
Shareholder Equity; (iv) Statements of Cash Flow; and (v) Ndte¢he Unaudited Financial Statemer

Filed herewith

SIGNATURES

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

SCIO DIAMOND TECHNOLOGY CORPORATION.

Dated: August 19, 2014 /sl Gerald McGuire

By: Gerald McGuire
Its: Chief Executive Office

Dated: August 19, 2014 /s/ Jonathan Pfohl

By: Jonathan Pfot
Its: Acting Chief Financial Office
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Exhibit 31.1
Rule 13a-14(a) Certification of the Principal Exective Officer
I, Gerald McGuire, certify that:
1. | have reviewed this quarterly report on Form 10f@cio Diamond Technology Corporation;

2. Based on my knowledge, this report does not coraynuntrue statement of a material fact or ométate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisieading 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 maintainisgldsure controls and procedures
(as defined in Exchange Act Rules 13a—15(e) and-4Bs{e)) and internal control over financial repogtias defined in Exchange Act
Rules 13a—15(f) and 15d—15(f)) for the registramd have:

€)) Designed such disclosure controls and proceduresused such disclosure controls and procedutles designed under
our supervision, to ensure that material informatiglating to the registrant is made known to usthers within those entities, particularly
during the period in which this report is beinggaeed;

(b) Designed such internal control over financial réipgr, or caused such internal control over finaheporting to be
designed under our supervision, to provide readeradsurance regarding the reliability of financegorting and the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

(c) Evaluated the effectiveness of the registsdtsclosure controls and procedures and presantbi report our conclusio
about the effectiveness of the disclosure conaintsprocedures, as of the end of the period cougyelis report based on such evaluation;
and

(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 regsit'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 significémin the
registrant’s internal control over financial repogt

Date: August 19, 201-
/s/ Gerald McGuirt

By: Gerald McGuire
Its: Chief Executive Officer (Principal Executivdfioer)
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Exhibit 31.2
Rule 13a-14(a) Certification of the Principal Finartial Officer
I, Jonathan M. Pfohl, certify that:
1. | have reviewed this quarterly report on Form 10f@cio Diamond Technology Corporation;

2. Based on my knowledge, this report does not coraynuntrue statement of a material fact or ométate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisieading 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 maintainisgldsure controls and procedures
(as defined in Exchange Act Rules 13a—15(e) and-4Bs{e)) and internal control over financial repogtias defined in Exchange Act
Rules 13a—15(f) and 15d—15(f)) for the registramd have:

€)) Designed such disclosure controls and proceduresused such disclosure controls and procedutles designed under
our supervision, to ensure that material informatiglating to the registrant is made known to usthers within those entities, particularly
during the period in which this report is beinggaeed;

(b) Designed such internal control over financial réipgr, or caused such internal control over finaheporting to be
designed under our supervision, to provide readeradsurance regarding the reliability of financegorting and the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

(c) Evaluated the effectiveness of the registsdtsclosure controls and procedures and presantbi report our conclusio
about the effectiveness of the disclosure conaintsprocedures, as of the end of the period cougyelis report based on such evaluation;
and

(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 regsit'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 significémin the
registrant’s internal control over financial repogt

Date: August 19, 201-
/s/ Jonathan Pfol

By: Jonathan Pfof
Its: Acting Chief Financial Officer (Principal Finaial Officer)
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Exhibit 32

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

In connection with the Quarterly Report of Scio B@nd Technology Corporation (the “Company”) on FA@aQ for the period
ending June 30, 2014 as filed with the SecuritiesExchange Commission on the date hereof (the §R§peach of the undersigned hereby
certifies, pursuant to 18 U.S.C. § 1350, as adopteduant to 8 906 of the Sarbanes-Oxley Act o22@@at, to the best of his knowledge and
belief:

1. The report fully complies with complies with thequérements of Section 13(a) or 15(d) of the SeimsriExchange Act of 1934; and
2. The information contained in the Report fairly mets, in all material respects, the financial ctodiand result of operations of the
Company.

Date: August 19, 201«
/s/ Gerald McGuire
By: Gerald McGuire
Its: Chief Executive Officer (Principal Executivdfioer)

Date: August 19, 201«
/s/ Jonathan Pfol
By: Jonathan Pfot
Its: Acting Chief Financial Officer (Principal Finaial Officer)
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