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EXPLANATORY NOTE

Scio Diamond Technology Corporation (the “Company”) is filing this Amendment No. 1 to the Quarterly Report on
Form 10-Q (the “Amendment No. 1) for the Company’s quarterly period ended December 31, 2011, originally filed
with the Securities and Exchange Commission (“SEC”) on February 14, 2012 (the “Original Report™), to reflect the
restatement of the Company’s unaudited condensed consolidated financial statements for the fiscal quarter ended
December 31, 2011 and certain other matters. This Amendment No. 1 contains a revised Part I, Item 1. Unaudited
Condensed Consolidated Financial Statements, Part I, Item 2. Management’s Discussion and Analysis of Financial
Condition and Results of Operations, and Part I, Item 4. Controls and Procedures, as well as Part II, Item 2.
Unregistered Sales of Equity Securities and Use of Proceeds, Part II, Item 5. Other Information, certain material
agreements, and updated certifications from the Company’s Principal Executive Officer and Principal Financial Officer

as required by Sections 302 and 906 of the Sarbanes-Oxley Act of 2002.

As previously reported, on August 31, 2011, the Company acquired certain assets of Apollo Diamond, Inc. (“ADI”) (the
“ADI Asset Purchase”), consisting primarily of diamond growing machines and intellectual property related
thereto. Also as previously announced, on June 5, 2012, the Company purchased substantially all of the assets of
Apollo Diamond Gemstone Corporation (“ADGC”) (the “ADGC Asset Purchase”), consisting primarily of cultured
diamond gemstone-related know-how, inventory, and various intellectual property.

As previously reported, each of ADI and ADGC had originally contracted in March 2011 to complete the ADI Asset
Purchase and the ADGC Asset Purchase with a different, privately held, Nevada company which also had the name
Scio Diamond Technology Corporation (“Private Scio”). In connection with obtaining the stockholder approvals for
those transactions and the redemption of the outstanding ADI and ADGC shares for $0.01 per share, each of ADI and
ADGC arranged for Private Scio to agree to issue warrants to purchase common stock of Private Scio, exercisable for
$0.01 per share, to stockholders of ADI and ADGC that were accredited investors and that agreed to have their shares
of ADI and ADGC redeemed by such companies. As previously disclosed, on August 5, 2011, Private Scio sold its
name to the Company in exchange for 13 million shares of the Company’s common stock. On August 31, 2011, the
Company completed the ADI Asset Purchase. In September 2011, the Company delivered a letter to certain former
ADI and ADGC stockholders stating that, in connection with the Company’s acquisition of assets from ADI and
ADGC, the Company would provide a right to buy Company common stock for $0.01 per share to such stockholders
(the “ADI Shareholder Purchase Rights” or “ADI subscription rights” and the “ADGC Shareholder Purchase Rights,”
respectively) that were accredited investors, provided certain information to the Company regarding their intentions to
purchase such shares of Company common stock, and accepted payment from ADI or ADGC, as applicable, for the
repurchase of such stockholders’ shares in ADI and ADGC, respectively. However, the Company did not have a
definitive written agreement with ADGC with respect to the ADGC Asset Purchase at the time, and based on advice
of its then counsel, the Company concluded that it did not have an obligation to issue the common stock purchase
documents or an obligation to disclose the proposed sale of such common stock until the Company reached a
definitive agreement with ADGC to complete the ADGC Asset Purchase.

As previously reported, the Company has reviewed and further analyzed its previously completed ADI Asset Purchase
and the background of the ADGC Transaction, and the Company has concluded that it was obligated to complete the
ADI Shareholder Purchase Rights offering at the time of the ADI Asset Purchase on August 31, 2011 and that it was
obligated to complete the ADGC Shareholder Purchase Rights offering at the time of the ADGC Asset Purchase on
June 5, 2012. After extensive review of the above events, the Company concluded that the ADI Shareholder Purchase
Rights offering should have been treated as part of the purchase price of the ADI assets pursuant to the ADI Asset
Purchase and that, as a result, the Company should restate its quarterly financial statements and related Form 10-Q
filings for each of the quarters ended September 30, 2011 and December 31, 2011 as a result.
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This Amendment No. 1 speaks as of the filing date of the Original Report and does not modify disclosures in the

Original Report, including the nature and character of such disclosures, to reflect events occurring or items discovered

after February 14, 2012, except for disclosures that reflect the restatements and that update certain disclosures affected

by events related to the restatements and for disclosures related to certain material contracts for which disclosure was

not previously provided. Accordingly, this Amendment No. 1 should be read in conjunction with the Company’s
filings made with the Securities and Exchange Commission subsequent to February 14, 2012, the filing date of the

Original Report, including any amendments to those filings as described above.

Any reference to facts, circumstances or other matters at a “current” date refer to such facts and circumstances as of the
filing date of the Original Filing.
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Special Note Regarding Forward-Looking Statements

Information included in this Form 10-Q/A contains forward-looking s statements that reflect the Company’s views

with respect to certain future events. Forward looking statements made by penny stock issuers such as the Company

are excluded from the safe harbor in Section 21E of the Securities Exchange Act of 1934. Words such as “expects,”
“should,” “may,” “will,” “believes,” “anticipates,” “intends,” “plans,” “believes,” “seeks,” “estimates” and similar expression:
of such words, and negatives thereof, are intended to identify forward-looking statements, but are not the exclusive

means of identifying forward-looking statements in this report. These forward-looking statements are based on
assumptions that may be incorrect, and there can be no assurance that matters anticipated in our forward-looking
statements will come to pass.

EEINT3 99 ¢ 99 ¢ EEINT3

Forward-looking statements are subject to certain risks and uncertainties which could cause actual results to differ
materially from those anticipated. Such risk and uncertainties include, without limitation, those but are not limited to,
those described in Part I, Item 2 of this Amendment No. 1 and under Risk Factors set forth in Part I, Item 1A of our
Form 10-K for the fiscal year ended March 31, 2012.

You are cautioned not to place undue reliance on forward-looking statements. Unless they are specifically otherwise

stated to be made as of a different date, any forward-looking statement made by us in this Amendment No. 1 are made

as of, and speak on as of, November 4, 2011, the filing date of the Original Filing., which speak only as of the date

hereof. The Company undertakes no obligation to publish revised forward-looking statements to reflect events or

circumstances after the date hereof or to reflect the occurrences of unanticipated events. You are also urged to review

and consider carefully the various disclosures made in the Company’s other filing with after November 14, 2011 with
the Securities and Exchange Commission, including amendment to those filings. Except as may be required by

applicable laws, the Company undertakes no obligation to update publicly any forward-looking statements for any

reason, even if new information becomes available or other events occur in the future.
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PART I - FINANCIAL INFORMATION

ITEM 1. UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Scio Diamond Technology Corporation
(Formerly Krossbow Holding Corp.)
(a development stage company)
CONDENSED BALANCE SHEETS

December 31, March 31,
2011 2011
(unaudited)
(restated)
ASSETS
Current Assets:
Cash and cash equivalents $ 1,463,909 $ 933
Prepaid expenses 32,030 -
Total current assets 1,495,939 933
Manufacturing equipment 3,173,802 -
Other equipment 52,503 -
Total equipment 3,226,305 -
Intangible assets 9,784,497 -
Other assets 13,800 -
TOTAL ASSETS $ 14,520,541 $ 933
LIABILITIES AND SHAREHOLDERS'
EQUITY (DEFICIT)

Current Liabilities:
Notes payable $ 125,000 $ -
Accrued interest 11,274 -
Accounts payable - 3,500
Accounts payable - related parties - 8,490
Total Current Liabilities 136,274 11,990

Shareholders' Equity (Deficit):
Common Stock, $0.001 par value,
75,000,000 shares authorized
25,825,570 and 6,400,000 shares issued
and outstanding at
December 31, 2011 and March 31, 2011,
respectively 25,826 6,400
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Additional paid-in capital 15,843,304
Deficit accumulated during the development

stage (1,484,863
Total Shareholders' Equity (Deficit) 14,384,267
TOTAL LIABILITIES AND

SHAREHOLDERS' EQUITY (DEFICIT) $ 14,520,541

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

19,600
(37,057)

(11,057)

$ 933
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Scio Diamond Technology Corporation
(Formerly Krossbow Holding Corp.)
(a development stage company)
CONDENSED STATEMENTS OF OPERATIONS
For the three and nine months ended December 31, 2011 and 2010 and for the period
September 17, 2009 (inception) through December 31, 2011

(unaudited)
Three Three Nine September
Months Months Nine Months Months 17, 2009
(Inception)
Ended Ended Ended Ended through
December December December December December
31,2011 31,2010 31,2011 31,2010 31,2011
(restated) (restated) (restated)
Revenue
Gross revenue ~ $ - $ - $ - $- $-
Operating
expenses
Professional fees 574,294 2,585 1,081,446 24,264 1,113,734
Marketing costs 6,499 - 17,649 - 17,649
Corporate
general and
administrative 66,832 - 88,494 - 93,263
Loss from
operations (647,625 ) (2585 ) (1,187,589) (24264 ) (1,224,646)
Other income
(expense)
Interest
(expense) (8,774 ) - (11,274 ) - (11,274 )
Gain on
restructuring - - 11,057 - 11,057
Net loss $(656,399 ) $(2,585 ) $(1,187,806) $ (24,264 ) $(1,224,863)
Loss per share
Basic and fully
diluted:
Weighted
average number
of shares
outstanding 23,588,380 6,400,000 14,562,232 6,400,000

Loss per share $ (0.03 ) $(0.00 ) $(0.08 ) $(0.00 )
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The accompanying notes are an integral part of these condensed financial statements.
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Scio Diamond Technology Corporation
(Formerly Krossbow Holding Corp.)
(a development stage company)
CONDENSED STATEMENTS OF SHAREHOLDERS' EQUITY
For the nine months ended December 31, 2011 and 2010 and for the period September 17, 2009 (inception)
through December 31, 2011
(unaudited)

Additional Deficit
Common Stock Paid in Accumulated During the
Shares Amount Capital Development Stage Total
Inception, - $ - $ - $ - $ -
September 17,
2009
Common
stock issued to
founder
at $0.002 per 2,000,000 2,000 2,000 - 4,000
share
Common
stock issued for
cash
at $0.005 per 4,400,000 4,400 17,600 - 22,000
share
Net loss for - - - (6,211) (6,211)
period ended
March 31, 2010

Balance, March 6,400,000 6,400 19,600 (6,211) 19,789
31,2010

Net loss for - - - (30,846) (30,846)
period ended
March 31, 2011

Balance, March 6,400,000 6,400 19,600 (37,057) (11,057)
31,2011

Shares issued 13,000,000 13,000 247,000 - 260,000
for purchase of
trade name

Common
stock issued for
cash, net of
fees,

at $0.70 per 6,425,570 6,426 4,344,697 - 4,351,123

share (restated)

Deemed - - - (260,000) (260,000)
distribution
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(restated)
ADI - - 11,040,000 - 11,040,000
subscription
rights issued for
purchase of
assets (restated)
Warrants - - 192,007 - 192,007
issued for
services from
non-employees
(restated)
Net loss for
the nine months

ended
December - - - (1,187,806) (1,187,806)
31,2011
(restated)
Balance, 25,825,570 $25,826 $15,843,304 $ (1,484,863) $ 14,384,267

December 31,
2011 (restated)

The accompanying notes are an integral part of these condensed financial statements.
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Scio Diamond Technology Corporation
(Formerly Krossbow Holding Corp.)
(a development stage company)
CONDENSED STATEMENTS OF CASH FLOW

For the nine months ended December 31, 2011 and 2010 and for the period September 17,

2009 through December 31, 2011

(unaudited)
Nine
Nine Months Months
Ended Ended
December December
31,2011 31,2010
(restated)

Cash flows from operating activities:

Net loss $ (1,187,806) $ (24,264)
Adjustments to reconcile net loss to

net cash used in

operating activities:

September
17, 2009
(inception)
through
December
31,2011
(restated)

$ (1,224,863)

(11,057

192,007

(45,830

4,842

Gain on restructuring (11,057 )
Expense for warrants issued in

exchange for services 192,007 -
Changes in current assets and

liabilities:

(Increase) decrease in current and

other assets (45,830 ) -
Increase (decrease) in current

liabilities 1,342 671 )
Net cash used in operating activities (1,051,344 ) (24,935)
Cash flows from investing activities:

Purchase of assets (1,000,000 ) -
Proceeds from disposal of property

and equipment 81,700 -
Purchase of property and equipment (52,503 ) -
Net cash (used) in investing activities (970,803 ) -
Cash flows from financing activities

Services financed with a note payable 250,000

Proceeds from note payable - related

party 9,000 -
Proceeds from sale of common stock -

net of fees 4,351,123 -
Payments on notes payable (1,125,000) -

(1,084,901 )

(1,000,000 )

81,700
(52,503 )

(970,803 )

250,000
17,490

4,377,123
(1,125,000 )
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Net cash provided by financing

activities 3,485,123 -
Net increase in cash
and cash equivalents 1,462,976 (24,935)
Cash and cash
equivalents, beginning
of period 933 25,450
Cash and cash equivalents, end of
period $ 1,463,909 $ 515

The accompanying notes are an integral part of these condensed financial
statements
(Continued)

Scio Diamond Technology Corporation
(Formerly Krossbow Holding Corp.)
(a development stage company)

STATEMENTS OF CASH FLOW

3,519,613

1,463,909

$ 1,463,909

For the nine months ended December 31, 2011 and 2010 and for the period September 17,

2009 through December 31, 2011

(Continued)
Nine
Nine Months Months
Ended Ended
December December
31,2011 31,2010
(restated)
Supplemental cash flow disclosures:
Cash paid during the
year for:
Interest $ - $ -
Income Taxes $ - $ -

Non-cash investing and financing
activities:
Purchase of assets
funded by note payable $
Purchase of assets
funded through ADI
subscription right
issuance $
Common stock issued
for purchase of trade
name $

1,000,000 $ -

11,040,000 $ -

260,000 $ -

September
17, 2009
(inception)
through
December
31,2011
(restated)

& &+
1

$ 1,000,000

$ 11,040,000

$ 260,000

14



Page - 8

Edgar Filing: Scio Diamond Technology Corp - Form 10-Q/A

The accompanying notes are an integral part of these condensed financial
statements
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NOTE 1 — ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Organization and Business

Scio Diamond Technology Corporation (the “Company”) was incorporated under the laws of the State of Nevada as
Krossbow Holding Corp. on September 17, 2009. The original business plan of the Company was focused on
offsetting C02 emissions through the creation and protection of forest-based carbon “sinks.” The Company has since
abandoned its original business plan and restructured its business to focus on man-made diamond technology
development and commercialization.

On July 13, 2011, the Board of Directors of the Company resolved to authorize a 2-for-1 forward split of its issued

and outstanding common shares, whereby every one (1) old share of common stock was to be exchanged for two new

shares of the Company’s common stock, effective on August 5, 2011. As a result, once the forward split was declared
effective by the Financial Industry Regulatory Authority, the issued and outstanding shares of common stock

increased from 3,200,000 prior to the forward split to 6,400,000 following the forward split. The forward split shares

are payable upon surrender of certificates to the Company’s transfer agent. The accompanying financial statements
and notes give retroactive effect to the forward split for all periods presented.

Going Concern

The Company has not generated any revenue to date and consequently its operations are subject to all risks inherent in
the establishment of a new business enterprise. For the period from inception, September 17, 2009, through
December 31, 2011, the Company has accumulated losses of ($1,224,863).

These factors raise substantial doubt about the Company’s ability to continue as a going concern. Management has
responded to these circumstances by taking the following actions:

¢ Focused efforts on the construction and start-up of its state-of-the-art manufacturing facility in South Carolina in
order to begin production and generate revenues.

® Ongoing solicitation of investment in the Company in the form of a private placement of common shares to
accredited investors.

e Responded to potential customer contacts in order to meet potential orders immediately upon production start-up.

In the opinion of management, these actions will be sufficient to provide the Company with the liquidity it needs to
meet its obligations and continue as a going concern. There can be no assurance, however, that the Company will
successfully implement these plans. The financial statements do not include any adjustments that might be necessary
if the Company is unable to continue as a going concern.

Accounting Basis

The accompanying unaudited financial statements of Scio Diamond Technology Corporation (formerly Krossbow
Holding Corp.) (referred to herein as “the Company,” “we,” “us,” or “our”) have been prepared in accordance with accountin;
principles generally accepted in the United States of America (“GAAP”) for interim financial information and with the
instructions to Form 10-Q and Rule 10-01 of Regulation S-X. Accordingly, certain information and footnote
disclosures normally included in financial statements prepared in accordance with GAAP have been condensed or
omitted pursuant to such rules and regulations.
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In the opinion of management, the accompanying unaudited financial statements contain all adjustments (consisting
only of normal recurring accruals) necessary to present fairly the Company’s financial position as of March 31, 2011
and December 31, 2011 and the results of operations and cash flows for the interim periods ended December 31, 2011
and 2010 and for the period September 17, 2009 (inception) through December 31, 2011. All interim amounts have
not been audited, and the results of operations for the interim periods herein are not necessarily indicative of the
results of operations to be expected for the year. These financial statements should be read in conjunction with the
Company’s audited financial statements and notes thereto included in the Form 10-K Annual Report of Scio Diamond
Technology Corporation (formerly Krossbow Holding Corp.) for the year ended March 31, 2011.

Page - 9
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Development Stage Company

The financial statements have been prepared following the requirements of GAAP for development-stage
companies. A development-stage company is one in which planned principal operations have not commenced or if its
operations have commenced, there have been no significant revenues therefrom.

Basic and Diluted Net Loss per Share

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

The following table summarizes the number of securities outstanding at each of the periods presented, which were not
included in the calculation of diluted net loss per share as their inclusion would be anti-dilutive:

December 31,
2011 2010
Warrants for common stock 370,014 -

Property, Plant and Equipment

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

Years

Machinery and equipment 3-15
Furniture and fixtures

Engineering equipment 5-12

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

Expenditures for major renewals and betterments that extend the useful lives of property and equipment are
capitalized. Expenditures for maintenance and repairs are charged to expense as incurred. Equipment has not been
placed into service as of December 31, 2011.

Intangible Assets

Intangible assets, such as acquired in-process research and development costs, are considered to have an indefinite
useful life until such time as they are put into service at which time they will be amortized on a straight-line basis over
the shorter of their economic or legal useful life. Management evaluates indefinite life intangible assets for
impairment on an annual basis and on an interim basis if events or changes in circumstances between annual
impairment tests indicate that the asset might be impaired. The ongoing evaluation for impairment of its indefinite life
intangible assets requires significant management estimates and judgment. Management reviews definite life
intangible assets for impairment whenever events or changes in circumstances indicate that the carrying amount of an
asset may not be recoverable. There were no impairment charges in 2011.
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Fair Value Measurement

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability (an exit price) in
the principal or most advantageous market for the asset or liability in an orderly transaction between market
participants on the measurement date. The fair value hierarchy prescribed by the accounting literature contains three
levels as follows:

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

Level 2— Observable inputs other than Level 1 prices such as quoted prices for similar assets or liabilities;
quoted prices in markets that are not active; or other inputs that are observable or can be corroborated by observable
market data for substantially the full term of the assets or liabilities.

Level 3— Unobservable inputs that are supported by little or no market activity and that are significant to the fair
value of the assets or liabilities. Level 3 assets and liabilities include financial instruments whose value is determined
using pricing models, discounted cash flow methodologies, or similar techniques, as well as instruments for which the
determination of fair value requires significant management judgment or estimation.

In addition, GAAP requires the Company to disclose the fair value for financial assets on both a recurring and
non-recurring basis. At December 31, 2011, the Company has issued ADI subscription rights valued at $11,040,000
for the purchase of assets disclosed in Note 2 measured at fair value on a nonrecurring basis. The fair value of the
ADI subscription rights was determined based on an appraisal which used the Black-Scholes model whose
assumptions were considered by management to be a level 3 input.

As of December 31, 2011 the Company also had 370,014 warrants outstanding with exercise prices of $.70 per
share. The warrants expire in 2016 and 2017. The warrants were issued by the Company as compensation for
consulting work and are valued at $.52 per warrant using the Black-Scholes model.

The carrying value of cash and cash equivalents including restricted cash, accounts receivable, other assets and trade
accounts payable approximate fair value due to the short-term nature of these instruments.

Page - 10
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Restatement

As previously reported, on August 31, 2011, the Company acquired certain assets of Apollo Diamond, Inc. (“ADI”) (the
“ADI Asset Purchase”), consisting primarily of diamond growing machines and intellectual property related
thereto. Also as previously announced, on June 5, 2012, the Company purchased substantially all of the assets of
Apollo Diamond Gemstone Corporation (“ADGC”) (the “ADGC Asset Purchase”), consisting primarily of cultured
diamond gemstone-related know-how, inventory, and various intellectual property.

As previously reported, each of ADI and ADGC had originally contracted in March 2011 to complete the ADI Asset
Purchase and the ADGC Asset Purchase with a different, privately held, Nevada company which also had the name
Scio Diamond Technology Corporation (“Private Scio”). In connection with obtaining the stockholder approvals for
those transactions and the redemption of the outstanding ADI and ADGC shares for $0.01 per share, each of ADI and
ADGC arranged for Private Scio to agree to issue warrants to purchase common stock of Private Scio, exercisable for
$0.01 per share, to stockholders of ADI and ADGC that were accredited investors and that agreed to have their shares
of ADI and ADGC redeemed by such companies. As previously disclosed, on August 5, 2011, Private Scio sold its
name to the Company in exchange for 13 million shares of the Company’s common stock. On August 31, 2011, the
Company completed the ADI Asset Purchase. In September 2011, the Company delivered a letter to certain former
ADI and ADGC stockholders stating that, in connection with the Company’s acquisition of assets from ADI and
ADGC, the Company would provide a right to buy Company common stock for $0.01 per share to such stockholders
(the “ADI Shareholder Purchase Rights” or “ADI subscription rights” and the “ADGC Shareholder Purchase Rights,”
respectively) that were accredited investors, provided certain information to the Company regarding their intentions to
purchase such shares of Company common stock, and accepted payment from ADI or ADGC, as applicable, for the
repurchase of such stockholders’ shares in ADI and ADGC, respectively. However, the Company did not have a
definitive written agreement with ADGC with respect to the ADGC Asset Purchase at the time, and based on advice
of its then counsel, the Company concluded that it did not have an obligation to issue the common stock purchase
documents or an obligation to disclose the proposed sale of such common stock until the Company reached a
definitive agreement with ADGC to complete the ADGC Asset Purchase.

The Company has reviewed and further analyzed its previously completed ADI Asset Purchase and the background of
the ADGC Transaction, and the Company has concluded that it was obligated to complete the ADI Shareholder
Purchase Rights offering at the time of the ADI Asset Purchase on August 31, 2011 and that it was obligated to
complete the ADGC Shareholder Purchase Rights offering at the time of the ADGC Asset Purchase on June 5,
2012. After extensive review of the above events, the Company concluded that the ADI Shareholder Purchase Rights
offering should have been treated as part of the purchase price of the ADI assets pursuant to the ADI Asset Purchase
and that, as a result, the Company should restate its quarterly financial statements and related Form 10-Q filings for
each of the quarters ended September 30, 2011 and December 31, 2011 as a result.

The Company is filing this Amendment No. 1 to Form 10-Q for the quarter ended December 31, 2011, and has refiled
its Quarterly Report on Form 10-Q/A for the quarter ended September 31, 2005 to reflect the proper accounting
treatment.

Effects of the restatement by line item follow for the periods presented in this Amendment No. 1 to Form 10-Q:

Impact to Balance Sheet
December 31, 2011
As Previously
Reported As Restated
Equipment $ 1,750,000 $ 3,173,802
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Property and equipment

Patents

Intangibles

Other assets

Total assets

Additional paid-in-capital

Deficit accumulated during the development stage
Total shareholders’ equity

Total liabilities and shareholders’ equity

76,571
250,000

260,000 -
3,832,510
4,308,797
(638,387 )
3,696,236
3,832,510

52,503
9,784,497

- 13,800
14,520,541
15,843,304
(1,484,863 )
14,384,267
14,520,541
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Impact to Statements of Operations
September 17, 2009

Three Months Ended Nine Months Ended (Inception) through
December 31, 2011 December 31, 2011 December 31, 2011
As As As
Previously Previously Previously
Reported  As Restated  Reported  As Restated Reported As Restated

Professional
fees $120,118 $574,294 $204,378 $1,081,446 $204,378 $1,113,734
Marketing costs 268,669 6,499 452,710 17,649 452,710 17,649

Corporate
general and

administrative 56,562 66,832 67,168 88,494 104,225 93,263
Loss from

operations

Gain on (445349 ) (647,625 ) (724,256 ) (1,187,589) (761,313) (1,224,646
restructuring - - - 11,057 - 11,057 )
Other income 134,200 - 134,200 - 134,200 -

Net loss (319,923 ) (656,399 ) (601,330 ) (1,187,806) (638,387) (1,224,863)

Loss per share
Basic and fully
diluted:

Weighted
average number
of shares

outstanding 23,571,440 23,588,380 14,619,607 14,562,232
Loss per share $(0.01 ) $(0.03 ) $(0.04 ) $(0.08 )

Impact to Statement of
Shareholders’ Equity
December 31, 2011

As

Previously

Reported As Restated
Common stock issued for cash, net of fees, at $0.70
per share $ 4,042,197 $ 4,344,697
Deemed distribution - (260,000 )
ADI subscription rights issued for purchase of assets - 11,040,000
Warrants issued for services from non-employees
Net loss for the nine months ended December 31, - 192,007
2011 (601,330 ) (1,187,806 )
Balance, December 31, 2011 3,696,236 14,384,267
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Cash flows from
operating activities:

Net loss

Gain on restructuring
Expense for warrants
issued in exchange for
services

(Increase) decrease in
current and other assets
Increase (decrease) in
current liabilities

Net cash used in
operating activities

Cash flows from investing
activities:

Purchase of assets
Proceeds from disposal of
property and equipment
Purchase of property and
equipment

Net cash used in investing
activities

Cash flows from
financing activities:
Services financed with a
note payable

Proceeds from note
payable - related party
Sale of common stock -
net of fees

Proceeds from Apollo
payable net of repayments
Payments on notes
payable

Net cash used in
financing activities

Nine Months Ended
December 31, 2011

As

Previously
Reported

$ (601,330 )

(44,020 )
(645,350 )

(2,000,000)

(76,571 )

(2,076,571)

4,048,623

136,274

4,184,897

As Restated

$ (1,187,806 )

(11,057 )

192,007
(45,830 )
1,342

(1,051,344 )

(1,000,000 )
81,700
(52,503 )

(970,803 )

250,000
9,000

4,351,123

(1,125,000 )

3,485,123

Impact to Statements of Cash Flow

September 17, 2009
(Inception) through
December 31, 2011

As

Previously
Reported

$ (638,387 )

(32,030 )

(670,417 )

(2,000,000)

(76,571 )

(2,076,571)

4,074,623

136,274

4,210,897

As Restated

$ (1,224,863 )

(11,057 )

192,007

(1,084,901 )

(1,000,000 )
81,700
(52,503 )

(970,803 )

250,000
17,490

4,377,123

(1,125,000 )

3,519,613
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Non-cash investing and
financing activities:
Common stock issued for
intangible

Common stock issued for
trade name

Purchase of assets funded
by note payable

Purchase of assets funded
through ADI subscription
rights issuance

260,000

260,000

1,000,000

11,040,000

260,000

260,000

1,000,000

11,040,000
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Recent Accounting Pronouncements

In September 2011, the FASB issued ASU 2011-08, Guidance on Testing Goodwill for Impairment. ASU 2011-08
gives entities testing goodwill for impairment the option of performing a qualitative assessment before calculating the
fair value of a reporting unit in Step 1 of the goodwill impairment test. If entities determine, on the basis of
qualitative factors, that the fair value of a reporting unit is more likely than not less than the carrying amount, the
two-step impairment test would be required. Otherwise, further testing would not be needed. ASU 2011-08 will be
effective for fiscal and interim reporting periods within those years beginning after December 15, 2011. The adoption
of this accounting standard will not have a material effect on the Company's financial statements.

In July 2012 the FASB issued new ASU No. 2012-02, Testing Indefinite-Lived Intangible Assets for Impairment (the
revised standard). The revised standard is intended to reduce the cost and complexity of testing indefinite-lived
intangible assets other than goodwill for impairment. It allows companies to perform a "qualitative" assessment to
determine whether further impairment testing of indefinite-lived intangible assets is necessary, similar in approach to
the goodwill impairment test. The revised standard is effective for annual and interim impairment tests performed for
fiscal years beginning after September 15, 2012. Early adoption is permitted. The Company will adopt this new
standard in 2013.

There are currently no other accounting standards that have been issued that will have a significant impact on the
Company's financial position, results of operations or cash flows upon adoption.

NOTE 2 — ASSET PURCHASE

The Company purchased certain assets from Apollo Diamond Inc. (“ADI”) on August 31, 2011, consisting primarily of
diamond growing machines and certain intellectual property related thereto. The purchase price consisted of an
aggregate of $2,000,000 in a combination of cash and a promissory note bearing interest at 4.00% annually and due
and owing in full on September 1, 2012, plus the subscriptions rights for certain current and former stockholders of
ADI to acquire approximately 16 million shares of common stock of the Company for $0.01 per share (the “ADI
Offering”). The Company has estimated the fair value of these ADI subscription rights to acquire shares of common
stock of the Company for $0.01 per share to be $0.69 per right. At the date of the transaction, the fair value of the
subscriptions rights was $11,040,000, and this amount was credited to additional paid-in capital. The fair value of the
ADI subscription rights was determined using the Black-Scholes model with the following assumptions: estimated
volatility of 100%, risk free interest rate of 0.1%, and an expected life of 1 year.

The following table reflects our purchase price allocation of the assets:

Machinery and Equipment $943,685
Reactors 2,311,818
In-Process Research and Development 9,784,497
Total $13,040,000

The Company completed a third-party valuation to determine the fair value of the assets acquired. The final amounts
allocated to the assets acquired are based upon the results of that valuation appraisal.

NOTE 3 - INTANGIBLE ASSETS

Intangible assets consist of the following:
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December 31, March 31,
Life 2011 2011
In-process research and development Indefinite $ 9,784,497 $ -

NOTE 4 — NOTES PAYABLE
In conjunction with the purchase of certain assets from ADI on August 31, 2011, the Company entered into a

promissory note bearing interest at 4.00% annually and due and payable in full on September 1, 2012. As of
December 31, 2011, $125,000 of the promissory note to ADI remained unpaid.

Page - 13
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NOTE 5 — CAPITAL STOCK
The authorized capital of the Company is 75,000,000 common shares with a par value of $ 0.001 per share.

In December 2009, the Company issued 2,000,000 shares of common stock, post 2-for-1 forward split, at a price of
$0.002 per share for total cash proceeds of $4,000.

In January through March 2010, the Company issued 4,400,000 shares of common stock, post 2-for-1 forward split, at
a price of $0.005 per share for total cash proceeds of $22,000.

During the three months ended September 30, 2011, the Company issued 18,717,570 shares of common stock on
August 5, 2011. 3,200,000 shares were issued in a 2-for-1 forward split from Krossbow Holding Corp.
shareholders. As part of a private placement, 2,517,570 shares were issued at a price of $0.70 per share for total cash
proceeds, net of fees, of $1,679,064. 13,000,000 shares were issued at a market value price of $0.02 per share
purchasing the name “Scio Diamond Technology Corporation” (“the Scio name”) for a total purchase price of
$260,000. The Company purchased the Scio name from a privately-held Nevada corporation (“Private Scio”) that also
had the Scio name. The Company and Private Scio are entities under common control. Accounting Standards
Codification 805-50-30-5 states that when accounting for a transfer of assets between entities under common control,
the entity that receives the asset shall initially measure the recognized asset at the carrying amount in the accounts of
the transferring entity at the date of the transfer. As the Scio name acquired had no carrying value, the value of the
shares given to purchase the Scio name were recorded as a deemed distribution so that the accounting basis of the Scio
name remained at zero. In addition, the Company issued 16 million subscription rights with an exercise price of $0.01
per share to certain current and former stockholders of ADI as part of the asset purchase discussed in Note 2.

During the three months ended December 31, 2011, the Company issued 3,908,000 shares at a price of $0.70 per share
for total cash proceeds, net of fees, of $2,672,059. The Company has 25,825,570 shares of common stock issued and
outstanding as of December 31, 2011.

As of December 31, 2011 the Company had 370,014 warrants outstanding with exercise prices of $.70 per share. The
warrants expire in 2016 and 2017. The warrants were issued by the Company as compensation for consulting work
and valued at $.52 per warrant using the Black-Scholes model.

NOTE 6 - RELATED PARTIES

The Company incurred expenses of $108,004 for professional and consulting services provided by AdamsMonahan,
LLP, a firm in which our board members, Edward S. Adams and Michael R. Monahan, are partners, for the nine
months ended December 31, 2011 and for the period September 17, 2009 (inception) through December 31,
2011. For the nine months ended December 31, 2011, the Company did not incur expenses for professional and
consulting services provided by AdamsMonahan, LLP.

On August 5, 2011, the Company executed the Scio Asset Purchase Agreement with another privately-held Nevada
corporation that also had the name “Scio Diamond Technology Corporation” (“Private Scio”). Under the terms of the Scio
Asset Purchase Agreement, the Company purchased the name “Scio Diamond Technology Corporation” and acquired
other rights from Private Scio for 13,000,000 newly issued shares of common stock of the Company. Our directors
Edward S. Adams and Michael R. Monahan were directors of Private Scio and Joseph D. Lancia was an officer of
Private Scio, and they owned 31.5%, 31.5% and 15.4%, respectively, of Private Scio. At the time that the Scio Asset
Purchase Agreement was executed, our directors Edward S. Adams and Michael R. Monahan had control of the
Company. Edward S. Adams and Michael R. Monahan each acquired, directly or indirectly, 4,100,000 shares of our
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common stock pursuant to the Scio Asset Purchase Agreement, and Joseph D. Lancia acquired 2,000,000 shares
pursuant to the Scio Asset Purchase Agreement.

The Company purchased certain assets from ADI on August 31, 2011, consisting primarily of diamond growing
machines and intellectual property related thereto. The purchase price consisted of an aggregate of $2,000,000 in a
combination of cash and a promissory note bearing interest at 4.00% annually and due and owing in full on September
1, 2012, plus the right for certain current and former stockholders of ADI to acquire approximately 16 million shares
of common stock of the Company for $0.01 per share. These rights were valued at $11,040,000 in total using the
Black-Scholes model. Both Mr. Adams, in an executive role, and Mr. Monahan previously served in various
capacities with ADI through early 2011.

NOTE 7 - SUBSEQUENT EVENTS

In January 2012, the Company issued 187,500 shares of common stock at a share price of $0.70 for total cash
proceeds of approximately $94,499.

Page - 14
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Effective January 9, 2012, Charles G. Nichols was appointed Chief Financial Officer of the Company.

Beginning in April 2012 through June 30, 2012, the Company issued 2,538,750 units each consisting of one share of
common stock and one warrant for the purchase of a share of common stock at an exercise price of $1.60 for a unit
price of $0.80 for total net cash proceeds of approximately $1,999,920. As of the date of this filing, the total number
of units issued is 4,453,750 for net cash proceeds of $3,522,760.

On May 7, 2012, the Company implemented equity compensation arrangements for our executive officers and several
key employees. These included grant agreements with certain of its executive officers pursuant to which such
executive officers were granted options to purchase shares of the Company’s common stock. Under certain of the
agreements, the Company granted options with each such option being subject to the achievement of certain
performance milestones by the Company. Under certain of the agreements, the Company also granted options with
each of these options vesting immediately upon execution of such agreements. The options are intended to qualify as
incentive stock options within the meaning of Section 422A of the Internal Revenue Code. The exercise price for
each option is $0.70 per share. The options expire on the last business day preceding the three year anniversary of the
grant date unless fully exercised or terminated earlier.

On June 5, 2012, the Company acquired substantially all of the assets of Apollo Diamond Gemstone Corporation
(“ADGC”) (the “ADGC Asset Purchase”), consisting primarily of cultured diamond gemstone-related know-how,
inventory, and various intellectual property, in exchange for $100,000 in cash and the opportunity for certain current
and former stockholders of ADGC that are accredited investors to acquire up to approximately 1 million shares of
common stock of the Company for $0.01 per share (the “ADGC Offering”) with the intent that ADI Offering be
conducted substantially concurrently with the ADGC Offering (collectively, the “ADI/ADGC Stockholder
Offering”). The ADI/ADG Stockholder Offering began in June and is expected to close on or about August 30, 2012.

On July 24, 2012, the Company announced that it had signed a purchase order with an international supplier of
precision diamond cutting tool products pursuant to which the Company will be providing CVD single crystal
diamond in specified wafer sizes. The purchase order calls for near term Company sales of an estimated minimum of
$1,000,000, with such sales to occur in the second and third fiscal quarters of the fiscal year ending March 31, 2013,
and under certain circumstances and depending upon, among other things, ongoing demand as estimated by the end
product manufacturer, could produce aggregate sales by the Company of up to an estimated $5,000,000 during the
first 24 months of the order.

On August 3, the Company entered into amended and restated employment agreements and change in control
agreements with our executive officers. In addition, the Company authorized equity compensation arrangements for
our executive officers and adopted an amended and restated Code of Ethics and Business Conduct.

The Company, certain directors and others were served with a complaint in August 2012 filed by a former shareholder
of Apollo Diamond, Inc. (ADI). The complaint alleges certain security and other law violations in connection with the
ADI Asset Purchase (see note2). The claimant seeks damages to be established at trial and has not specified monetary

damages.

In the opinion of management, the ultimate disposition of this matter will not have a material adverse effect on the
Company’s financial position, results of operations or liquidity.

On August 13, 2012, the Company named Bernard M. McPheely to the Board of Directors.
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END NOTES TO FINANCIALS

ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
ANDRESULTS OF OPERATIONS

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

Information included in this Form 10-Q/A contains forward-looking s statements that reflect the Company’s views

with respect to certain future events. Forward looking statements made by penny stock issuers such as the Company

are excluded from the safe harbor in Section 21E of the Securities Exchange Act of 1934. Words such as “expects,”
“should,” “may,” “will,” “believes,” “anticipates,” “intends,” “plans,” “believes,” “seeks,” “estimates” and similar expression:
of such words, and negatives thereof, are intended to identify forward-looking statements, but are not the exclusive

means of identifying forward-looking statements in this report. These forward-looking statements are based on
assumptions that may be incorrect, and there can be no assurance that matters anticipated in our forward-looking
statements will come to pass.
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Forward-looking statements are subject to certain risks and uncertainties which could cause actual results to differ
materially from those anticipated. Such risk and uncertainties include, without limitation, those but are not limited to:
(1) if the Company is not able to obtain further financing, its business operations may fail, (2) the Company has not
generated any meaningful revenues, and as a result, faces a high risk of business failure, (3) the Company’s lack of
diversification increases the risks associated with the Company’s business and an investment in the Company, and the
Company’s financial condition may deteriorate rapidly if it fails to succeed in developing the Company’s business, (4)
the Company may not effectively execute the Company’s business plan or manage the Company’s potential future
business development, (5) the Company’s business could be impaired if it fails to comply with applicable regulations,
(6) the Company may not be able to attract and maintain key management personnel to manage the Company or
laboratory scientists to carry out the Company’s business operations, which could have a material adverse effect on the
Company’s business, (7) the Company may expend a substantial amount of time and resources in connection with its
review and restatement of its previously filed financial statements and other disclosures and the transactions related
thereto, and in connection with responding to potential inquiries or legal actions by the Securities and Exchange
Commission or stockholders, which may impair the Company’s ability to raise capital and to operate its business, and
(8) such other risks and uncertainties as have been disclosed or are hereafter disclosed from time to time in the
Company’s filings with the Securities and Exchange Commission, including, without limitations described under Risk
Factors set forth in Part I, Item 1A of our Form 10-K for the fiscal year ended March 31, 2012.

You are cautioned not to place undue reliance on forward-looking statements. Unless they are specifically otherwise

stated to be made as of a different date, any forward-looking statement made by us in this Amendment No. 1 are made

as of, and speak on as of, November 14, 2011, the filing date of the Original Filing., which speak only as of the date

hereof. The Company undertakes no obligation to publish revised forward-looking statements to reflect events or

circumstances after the date hereof or to reflect the occurrences of unanticipated events. You are also urged to review

and consider carefully the various disclosures made in the Company’s other filing with after November 14, 2011 with
the Securities and Exchange Commission, including amendment to those filings. Except as may be required by

applicable laws, the Company undertakes no obligation to update publicly any forward-looking statements for any

reason, even if new information becomes available or other events occur in the future.

GENERAL

Restatements and Corporate History

We were incorporated on September 17, 2009 in the State of Nevada under the name Krossbow Holdings
Corporation. Krossbow's original business plan was focused on offsetting CO2 emissions through the creation and
protection of forest-based carbon “sinks.” Krossbow planned to assess carbon resource potentials, prescribe and
implement ecosystem restorations to develop those resources, and thereby generate carbon offset products. However,
we have since abandoned that original business plan and restructured our business to focus on man-made diamond
technology development. We decided to acquire existing technology and to seek to efficiently and effectively produce
man-made diamond. In connection with this change in business purpose, Krossbow changed its name to Scio
Diamond Technology Corporation to reflect its new business direction.

On August 5, 2011, Edward S. Adams and Michael R. Monahan, both of whom now serve on the Company’s Board of

Directors, acquired control of the Company through the purchase of two million (2,000,000) shares of the Company’s
issued and outstanding common stock from Jason Kropp, Krossbow’s sole director and executive officer at that time,
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in accordance with a common stock purchase agreement among Mr. Kropp, Mr. Adams and Mr.
Monahan. Concurrently with the execution of the stock purchase agreement, Mr. Kropp resigned from all positions
with Krossbow, including, but not limited to, that of President, Chief Executive Officer, Chief Financial Officer,
Treasurer, Secretary and Director.

On August 5, 2011, the Company executed an Asset Purchase Agreement (the “Scio Asset Purchase Agreement”) with
another privately-held Nevada corporation that also had the name “Scio Diamond Technology Corporation” (“Private
Scio”). Under the terms of the Scio Asset Purchase Agreement, the Company purchased the name “Scio Diamond
Technology Corporation” and acquired other rights from Private Scio for 13,000,000 newly issued shares of common
stock of the Company. Mr. Adams and Mr. Monahan were directors of Private Scio, and Mr. Lancia was an officer of
Private Scio, and they owned 31.5%, 31.5% and 15.4%, respectively, of Private Scio. Edward S. Adams and Michael

R. Monahan each acquired, directly or indirectly, 4,100,000 shares of our common stock pursuant to the Scio Asset
Purchase Agreement, Joseph D. Lancia, our Chief Executive Officer, acquired 2,000,000 shares pursuant to the Scio
Asset Purchase Agreement.

On August 31, 2011, the Company acquired certain assets of Apollo Diamond, Inc. (“ADI”) (the “ADI Asset Purchase”),
consisting primarily of diamond growing machines and intellectual property related thereto, for which the Company
paid ADI an aggregate of $2,000,000 in a combination of cash and a promissory note to ADI with a September 1,
2012 maturity date (which promissory note had a remaining outstanding balance of $1,000,000 as of September 30,
2011). In connection with the ADI Asset Purchase, the Company also agreed to provide certain current and former
stockholders of ADI that are accredited investors the right to acquire up to approximately 16 million shares of
common stock of the Company for $0.01 per share (the “ADI Offering”). After extensive review of the above events,
the Company concluded that the ADI Offering should have been treated as part of the purchase price of the ADI assets
pursuant to the ADI Asset Purchase and that, as a result, the Company should restate its quarterly financial statements
and related Form 10-Q filings for each of the quarters ended September 30, 2011 and December 31, 2011 as a
result. Accordingly, the purchase price for the ADI assets was an aggregate of $2,000,000, in a combination of cash
and a promissory note, plus the ADI subscription rights.
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As of the date of the Original Filing, the Company intended to acquire (and it subsequently did acquire on June 5,
2012) substantially all of the assets of Apollo Diamond Gemstone Corporation (“ADGC”), consisting primarily of
cultured diamond gemstone-related know-how, inventory, and various intellectual property, in exchange for $100,000
in cash and the opportunity for certain current and former stockholders of ADGC that are accredited investors to
acquire up to approximately 1 million shares of common stock of the Company for $0.01 per share (the "ADGC
Offering").

Business Overview

The Company's primary mission is the development of profitable and sustainable commercial applications for its
planned mass production of high quality, single-crystal diamond in a laboratory environment using its Diamond
Technology and patented Mosaic production approach. The Company intends to target both the commercial/industrial
and gemstone markets and anticipates opportunities in areas including, but not limited to, diamond gemstone jewelry,
power switches, optoelectronics, cutting devices, semi-conductors and life sciences.

As of the date of the Original Filing, the Company had not generated any revenue from the sale of diamond or
diamond materials nor did it have firm orders placed by potential customers. However, if the Company is able to
produce high-quality, relatively low-cost diamond and diamond materials in reliable quantities, then such products
may be incorporated into existing applications and technologies and spur new technologies. In such case, the
Company expects numerous product development and licensing opportunities for the Company. The unique physical
properties of diamond combined with consistent availability made possible by our Diamond Technology and patented
Mosaic production approach lead to potential market opportunities in electronics, optics, communications, and
computing..

CRITICAL ACCOUNTING POLICIES

We have adopted various accounting policies that govern the application of accounting principles generally accepted
in the United States (“GAAP”). We describe our significant accounting policies in the notes to our audited financial
statements filed with our Form 10-K for the fiscal year ended March 31, 2012.

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

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

Development Stage Company
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The Company’s financial statements have been prepared in accordance with generally accepted accounting principles
related to development-stage companies. A development-stage company is one in which planned principal operations
have not commenced or if its operations have commenced, there have been no significant revenues therefrom.

Asset Purchases

The Company purchased certain assets from ADI on August 31, 2011, consisting primarily of diamond growing
machines and intellectual property related thereto. The purchase price consisted of an aggregate of $2,000,000 in a
combination of cash and a promissory note bearing interest at 4.00% annually and due and owing in full on September
1, 2012, plus the right for certain current and former stockholders of ADI to acquire approximately 16 million shares
of common stock of the Company for $0.01 per share. The Company has estimated the fair value of these
subscription rights to acquire shares of common stock of the Company for $0.01 per share to be $0.69 per right for a
total of $11,040,000 for these rights.

The following table reflects our purchase price allocation of the assets:

Machinery and Equipment $ 943,685
Reactors 2,311,818
In-Process Research and 9,784,497
Development

Total $ 13,040,000

The Company completed a third-party valuation to determine the fair value of the assets acquired. The final amounts
allocated to the assets acquired are based upon the results of that valuation appraisal.

We believe that the acquisition of these assets from ADI was not the acquisition of a “business” within the definition set
forth in GAAP or Rule 11-01(d).
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Property, Plant and Equipment

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

Years
Machinery and equipment 3-15
Furniture and fixtures 3-10

Engineering equipment

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

Expenditures for major renewals and betterments that extend the useful lives of property and equipment are
capitalized. Expenditures for maintenance and repairs are charged to expense as incurred. Equipment has not been
placed into service as of September 30, 2011.

After initial recognition, tangible assets acquired that are used in commercialization activities are accounted for in
accordance with their nature. FASB ASC 360 requires that these assets be classified as indefinite-lived until the
completion or abandonment of the associated commercialization efforts, at which time the asset would be considered
to be placed in service and the entity would determine the assets’ appropriate useful lives. In consideration thereof, we
believe that the useful life of the reactors (the primary tangible assets) is indefinite until such time as the production
and effective commercialization of the production of the reactors (lab-grown diamond) occurs or is more definite. The
mechanical components of the reactors have relatively long lives, upwards of ten (10) years, but the capacity
limitations of the reactors may render them obsolete from an efficiency perspective as technology in the industry
continues to evolve. We, therefore, plan to reassess or redetermine the useful lives of such assets on an annual basis.
The lives of the remainder of the tangible assets will be considered based on their technological and functional
obsolescence and depreciated accordingly once they are placed in service.

Intangible Assets

Regarding intangible assets including the patents, the Company believes that, due to the inability to identify unique,
specific commercialization potential with any degree of certainty, it is appropriate to consider the entire portfolio “In
Process Research and Development,” or “IPRD”. The Company believes that the IPRD has alternative future uses. At
such time that production begins and commercialization of separate components of the intellectual property portfolio
are then marketed to varying distribution channels, segmentation and bifurcation of the IPRD asset to finite-lived
commercialized intellectual property assets will be considered. Applicable accounting guidance requires an indefinite
life for IPRD assets until such time as the commercialization can be reasonably estimated at which time the assets will
be available for their intended use At such time as those requirements are met, we believe that consideration of the
legal life of the intellectual property protection should be of considerable importance in determining the useful
life. Upon commercialization and determination of the useful life of the intellectual property assets, consideration will
be given to the eventual expiration of the intellectual property rights underlying certain critical aspects of our
manufacturing process.
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RESULTS OF OPERATIONS

Three Month Period Ended December 31, 2011 Compared to the Three Month Period Ended December 31, 2010

Our net loss for the three-month period ended December 31, 2011 was ($656,399), compared to net losses of ($2,585)
during the three months ended December 31, 2010. Our cumulative net loss since inception (September 17, 2009)
through December 31, 2011 was ($1,224,863). Through December 31, 2011, we had not generated any revenue since
inception.

During the three-month period ended December 31, 2011, we incurred total expenses of $656,399, compared to total
expenses of $2,585 during the three months ended December 31, 2010. Since inception (September 17, 2009) through
December 31, 2011, we have incurred total expenses of $1,235,920, which have generally related to corporate
overhead, marketing, financial and administrative contracted services, such as legal and accounting, developmental
costs, and expenses associated with the filing of our registration statement and other SEC filings.

We have not had any revenue to offset our expenses, and so, we have incurred net losses. Our net loss per share for
the three-month period ended December 31, 2011 was ($0.03) per share, compared to a net loss per share of ($0.00)
for the three months ended December 31, 2010. The weighted average number of shares outstanding was 23,588,380
and 6,400,000, respectively, for the three-month periods ended December 31, 2011 and 2010.
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Nine Month Period Ended December 31, 2011 Compared to the Nine Month Period Ended December 31, 2010

Our net loss for the nine-month period ended December 31, 2011 was ($1,187,806), compared to net losses of
($24,264) during the nine months ended December 31, 2010. Our cumulative net loss since inception (September 17,
2009) through December 31, 2011 was ($1,224,863). Through December 31, 2011, we had not generated any revenue
since inception.

During the nine-month period ended December 31, 2011, we incurred total expenses of $1,198,863, compared to total
expenses of $24,264 during the nine months ended December 31, 2010. Since inception (September 17, 2009)
through December 31, 2011, we have incurred total expenses of $1,235,920, which have generally related to corporate
overhead, marketing, financial and administrative contracted services, such as legal and accounting, developmental
costs, and expenses associated with the filing of our registration statement and other SEC filings.

We have not had any revenue to offset our expenses, and so, we have incurred net losses. Our net loss per share for
the nine-month period ended December 31, 2011 was ($0.08) per share, compared to a net loss per share of ($0.00) for
the nine months ended December 31, 2010. The weighted average number of shares outstanding was 14,562,232 and
6,400,000, respectively, for the nine-month periods ended December 31, 2011 and 2010.

FINANCIAL CONDITION

At December 31, 2011, we had total assets of $14,520,541, compared to total assets of $933 at March 31, 2011. This
increase in assets was primarily related to the ADI Asset Purchase which included indefinite lived intangible assets of
$9,784.,497 and fixed assets of S$3,255,503. We had cash of $1,463,909 at December 31, 2011.

Total liabilities at December 31, 2011 were $136,274, compared to total liabilities of $11,990 at March 31,
2011. Total liabilities at December 31, 2011 were comprised primarily of notes payable and accrued interest.

Total shareholders’ equity was $14,384,267 at December 31, 2011, compared to ($11,057) at March 31,
2011. Shareholders’ equity increased during the period primarily due to the issuance of subscription rights in
connection with the ADI Asset Purchase. Other components of the change in shareholders’ equity related to sales and
issuances of common stock and net losses during the period.

CASH FLOWS

Operating Activities

As of December 31, 2011, we had not generated positive cash flows from operating activities. For the nine-month

period ended December 31, 2011, net cash flows used in operating activities were ($1,051,344), consisting primarily
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of a net loss of ($1,187,806) offset by expense for warrants issued in exchange for services of $192,007, compared to
net cash flows used in operating activities for the nine months ended December 31, 2010 of ($24,935). Since
inception (September 17, 2009) through December 31, 2011, net cash flows used in operating activities were
($1,084,901).

Investing Activities

For the nine-month period ended December 31, 2011, net cash flows used in investing activities were ($970,803),
consisting primarily of the ADI Asset Purchase. Net cash flows used in investing activities were $0 for the nine
months ended December 31, 2010 and ($970,803) for the period from inception (September 17, 2009) to December
31,2011.

Financing Activities

We have financed our operations primarily through advancements or the issuance of equity or debt securities. For the
nine-month periods ended December 31, 2011 and December 31, 2010, we generated $3,485,123 and $0, respectively,
from financing activities. For the period from inception (September 17, 2009) to December 31, 2011, net cash flows
provided by financing activities were $3,519,613, consisting primarily of proceeds from the sale of our common stock
offset by payments on certain notes payable.

LIQUIDITY AND CAPITAL RESOURCES

We expect that working capital requirements will continue to be funded through a combination of our existing funds
and further issuances of securities. Our working capital requirements are expected to increase in line with the growth
of our business.

Existing cash is expected to be adequate to fund our operations over the next fiscal quarter through March 31,
2012. We have no lines of credit or other bank financing arrangements. Generally, we have financed operations to
date through the proceeds of sales of our common stock and warrants to acquire common stock. In connection with
our business plan, management anticipates additional increases in operating expenses and capital expenditures relating
to: (i) manufacturing operations; (ii) developmental expenses associated with a start-up business; and (iii) marketing
expenses. We intend to finance these expenses with further issuances of securities. Thereafter, we expect we will
need to raise additional capital and generate revenues to meet long-term operating requirements.
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Additional issuances of equity or convertible debt securities may result in dilution to our current shareholders. Such
securities might have rights, preferences or privileges senior to our common stock. Additional financing may not be
available upon acceptable terms, or at all. If adequate funds are not available or are not available on acceptable terms,
we may not be able to take advantage of prospective new business endeavors or opportunities, which could
significantly and materially restrict our business operations.

MATERIAL COMMITMENTS AND ARRANGEMENTS

On August 31, 2011, the Company acquired certain assets of ADI, consisting primarily of diamond growing machines
and intellectual property related thereto, for which the Company paid ADI an aggregate of $2,000,000 in a
combination of cash and a promissory note to ADI with a September 1, 2012 maturity date (which promissory note
had a remaining outstanding balance of $1,000,000 as of September 30, 2011). In connection with the ADI Asset
Purchase, the Company also agreed to provide certain current and former stockholders of ADI that are accredited
investors the right to acquire up to approximately 16 million shares of common stock of the Company for $0.01 per
share. The Company has estimated the fair value of these ADI subscription rights to acquire shares of common stock
of the Company for $0.01 per share to be $0.69 per right for a total of $11,040,000 for these rights.

As of the date of the Original Filing, the Company intended to acquire (and it subsequently did acquire on June 5,
2012) substantially all of the assets of ADGC, consisting primarily of cultured diamond gemstone-related know-how,
inventory, and various intellectual property, in exchange for $100,000 in cash and the opportunity for certain current
and former stockholders of ADGC that are accredited investors to acquire up to approximately 1 million shares of
common stock of the Company for $0.01 per share.

The Company understands that most of the outstanding shares of ADI and ADGC were redeemed prior to and in
anticipation of the Company’s purchase of assets from ADI and ADGC. Mr. Adams and his spouse owned
approximately 2% of the common stock of ADI and 11% of the common stock of ADGC (prior to the stock
repurchases by such companies in 2011). Neither Mr. Adams nor his spouse will participate in the ADI Offering or
the ADGC Offering. Mr. Monahan held no stock of ADI and approximately 4% of the stock of ADGC (prior to the
stock repurchases by ADGC in 2011). Mr. Monahan will not participate in the ADI Offering or the ADGC
Offering. Mr. Adams and Mr. Monahan and their law firm have provided legal services to each of ADI, ADGC and
the Company. Robert C. Linares, the Chairman of the Board of each of ADI and ADGC, who is also the largest
stockholder of each of ADI and ADGC, is the father-in-law of Mr. Adams. Mr. R. Linares may purchase up to
250,000 shares of common stock of the Company as a former ADI stockholder in connection with the ADI Offering
and ADGC Offering. Bryant R. Linares, a former executive officer of both ADI and ADGC, and the second largest
stockholder previously of both ADI and ADGC, may purchase up to 1,000,000 shares of common stock of the
Company as a former ADI stockholder in connection with the ADI Offering. Mr. B. Linares is the brother-in-law of
Mr. Adams.

OFF-BALANCE SHEET ARRANGEMENTS
As of the date of this Quarterly Report, we do not have any off-balance sheet arrangements that have or are

reasonably likely to have a current or future effect on our financial condition, changes in financial condition, revenues
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or expenses, results of operations, liquidity, capital expenditures or capital resources that are material to investors.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Not applicable.
ITEM 4. CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

Disclosure controls and procedures refer to controls and other procedures designed to ensure that information required
to be disclosed by the Company in the reports that it files or submits under the Exchange Act is recorded, processed,
summarized and reported within the time periods specified in the Securities and Exchange Commission rules and
forms, and that such information is accumulated and communicated to the Company’s management, including our
President and Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding
required disclosure.

In connection with the Original Report, the Company, under the supervision and with the participation of the
management team at that time, conducted an evaluation of the effectiveness of the design and operation of our
disclosure controls and procedures as of December 31, 2011. Based on that evaluation, our management concluded
that our disclosure controls and procedures were effective as of such date to ensure that information required to be
disclosed in the reports that we file or submit under the Exchange Act, is recorded, processed, summarized and
reported within the time periods specified in SEC rules and forms.
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Subsequent to the evaluation made in connection with the Original Report and in connection with the restatement and
filing of this Amendment No. 1, our current management team, including our President and Chief Executive Officer
and Chief Financial Officer, re-evaluated the effectiveness of the design and operation of our disclosure controls and
procedures as of December 31, 2011 and concluded that, because of weaknesses in our internal control over financial
reporting, which have required the restatement of our financial statements for the quarterly periods ended September
30, 2011 and December 31, 2011, and the amendment of our Form 10-Q for the quarterly period ended September 30,
2011 and the Original Report, our disclosure controls and procedures were not effective as of December 31, 2011.

In connection with the evaluation described above, the current management team identified material weaknesses as of
December 31, 2011, in the following areas:

e Lack of written documentation of our internal control policies and procedures.

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

¢ Insufficient communication processes in connection with period end financial disclosure and reporting.

® Due to our small size, limited segregation of duties in certain areas of our financial reporting and other accounting

processes and procedures.

In March 2012, current management changed the Company’s outside counsel in an effort to improve the disclosure
advice available to it.

Changes In Internal Control over Financial Reporting

After considerable effort, the current management of the Company was unable to determine the internal controls over

financial reporting that were used prior to August 5, 2011, and, accordingly, is not able to assess whether there were

changes in the Company’s internal control over financial reporting during the three months ended December 31, 2011
that have material affected, or are reasonably likely to materially affect, the Company’s internal control over financial
reporting.

Remediation of Material Weaknesses in Internal Controls over Financial Reporting

Subsequent to December 31, 2011, the Company has been actively engaged in implementation and remediation efforts
to address the material weaknesses in the Company’s internal controls over financial reporting as of December 31,
2011. These remediation efforts, outlined below, were specifically designed to address the material weaknesses
identified by the Company’s management.

To further remediate such weaknesses, we hope to implement the following changes during our fiscal year ending
March 31, 2013:
® Adding one or more independent directors and establishing an audit committee.
e Refining our internal procedures, including our communication and data gathering processes in connection with
period end financial disclosure and reporting.

PART II - OTHER INFORMATION
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ITEM 1. LEGAL PROCEEDINGS

None as of the date of the Original Filing.

ITEM 1A. RISK FACTORS
Not applicable.
ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

During the quarter ending December 31, 2011, the Company issued 3,908,000 shares at a price of $0.70 per share for
total cash proceeds, net of fees, of $2,672,059.

The shares of Common Stock referenced herein were issued in reliance upon the exemption from securities
registration afforded by the provisions of Section 4(2) of the Securities Act of 1933, as amended, (“Securities Act”), and
Rule 506 of Regulation D, as promulgated by the U.S. Securities and Exchange Commission under the Securities Act,
based upon the following: (a) each of the persons to whom the shares of Common Stock were issued (each such
person, an “Investor”) confirmed to the Company that such investor is an “accredited investor,” as defined in Rule 501 of
Regulation D promulgated under the Securities Act and has such background, education and experience in financial
and business matters as to be able to evaluate the merits and risks of an investment in the securities, and (b) there was
no public offering or general solicitation with respect to the offering of such shares, (c) each Investor acknowledged
that all securities being purchased were being purchased for investment intent and were “restricted securities” for
purposes of the Securities Act, and agreed to transfer such securities only in a transaction registered under the
Securities Act or exempt from registration under the Securities Act and (d) a legend has been, or will be, placed on the
certificates representing each such security stating that it was restricted and could only be transferred if subsequently
registered under the Securities Act or transferred in a transaction exempt from registration under the Securities Act.
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ITEM 3. DEFAULTS UPON SENIOR SECURITIES
None.

ITEM 4. MINE SAFETY DISCLOSURES

Not applicable.

ITEM 5. OTHER INFORMATION

On October 14, 2011, the Company entered into a seven-year lease with Innovation Center, LLC, related to our 9,003
square foot corporate headquarters and production facility located at 411 University Ridge, Greenville, South Carolina
29601. Annual rental payments for the next seven years are as follows:

2013 $135,045
2014 135,045
2015 135,045
2016 198,516
2017 and thereafter 595,548

On October 27, 2011, Gruber & Company, LLC (“Gruber”) was engaged as the registered independent public
accountant for Scio Diamond Technology Corp., a Nevada corporation (the “Company”) and Silberstein Ungar, PLLC
CPA’s and Business Advisors (“Ungar”) was dismissed as the registered independent public accountant for the
Company. The decisions to appoint Gruber and dismiss Ungar were approved by the Board of Directors of the
Company on October 27, 2011.

On November 19, 2011, the Company entered into employment agreements with Joseph D. Lancia and Michael W.
McMabhon to serve as the Company’s President and Chief Executive Officer and the Company’s Chief Operating
Officer, respectively. On November 30, 2011, the Company also entered into an employment agreement with Charles
G. Nichols to serve as the Company’s Chief Financial Officer.

Pursuant to their respective employment agreements, each of Messrs. Lancia, McMahon and Nichols are entitled to
annual base salaries of $225,000, $150,000, and $125,000, respectively, subject to potential increases in connection
with an annual salary review by the Board of Directors. The Board of Directors, in its discretion, may award any of
the executives with an annual bonus. Each such executive is entitled during their term of employment, to such
vacation, medical and other employee benefits (including eligibility to participate in any 401(k) retirement plan that
may be adopted and offered by the Company, subject to the terms and conditions thereof) as the Company may offer
from time to time, subject to applicable eligibility requirements, and is entitled to 15 days paid vacation each calendar
year. Mr. Lancia and Mr. McMahon are each entitled to one year of salary and reimbursement of their COBRA costs
if they are terminated without cause, provided that they cease to receive these post-termination benefits if they become
entitled to receive benefits under their respective change in control agreements. The employment agreements contain
one year non-compete agreements and two year customer and employee non-solicitation provisions.

Each of Messrs. Lancia, McMahon and Nichols is also eligible to participate in any stock option plan adopted by the
Company, with the extent, terms and conditions of any options provided to a named executive officer to be
determined by the Company’s Board of Directors or its Compensation Committee, if any, in its sole and unilateral
discretion. Each of Messrs. Lancia, McMahon and Nichols is subject to a proprietary information and inventions
agreement, and each is an employee-at-will.

43



Edgar Filing: Scio Diamond Technology Corp - Form 10-Q/A

On December 21, 2011, the Board of Directors elected Theodorus Strous to the Company’s Board of Directors. Prior
to his election as a director, Mr. Strous served as a consultant to the Company pursuant to the terms of a consulting

agreement dated May 26, 2011. Under the terms of the consulting agreement, Mr. Strous provided various services to

the Company in connection with, among other things, the Company’s capital raising efforts and the development of the
Diamond Technology. The consulting agreement terminated on November 30, 2011. Pursuant to the terms of the

consulting agreement, Mr. Strous earned $43,000, as well as 61,500 warrants to purchase shares of our common stock

at $0.70 per share.

Mr. Strous was not elected to the Board of Directors pursuant to any arrangement or understanding with any other

person pursuant to which he was selected as a director. In accordance with the standard compensation arrangements
for our directors, Mr. Strous will receive $1,250, plus related expenses, per board meeting.
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EXHIBITS

The following exhibits are filed as part of this Report:
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Exhibit No. Description

10.01 Lease with Innovation Center, LI.C

10.02 Employment Agreement of Joseph D. Lancia

10.03 Employment Agreement of Michael McMahon

10.04 Employment Agreement of Charles G. Nichols

10.05 Consulting Agreement of Theodorus Strous

31.01 Certification of Principal Executive Officer
Pursuant to Rule 13a-14

31.02 Certification of Principal Financial Officer
Pursuant to Rule 13a-14

32.01 CEO and CFO Certification Pursuant to Section

906 of the Sarbanes-Oxley Act

Filing

Filed herewith.

Incorporated by reference to
the Form 8-K filed with the
SEC on August 8, 2012.

Incorporated by reference to
the Form 8-K filed with the
SEC on August 8, 2012.

Incorporated by reference to
the Form 8-K filed with the
SEC on August 8, 2012.

Filed herewith.
Filed herewith.

Filed herewith.

Filed herewith.
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SIGNATURES

In accordance with Section 13 or 15(d) of the Exchange Act, the registrant caused this report to be signed on its behalf
by the undersigned, thereunto duly authorized.

SCIO DIAMOND TECHNOLOGY
CORPORATION.

Dated: August 16, 2012 /s/ Joseph D. Lancia
By: Joseph D. Lancia
Its: President and Chief Executive Officer

Dated: August 16, 2012 /s/ Charles G. Nichols
By: Charles G. Nichols
Its: Chief Financial Officer
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INDEX TO EXHIBITS

Description

Lease with Innovation Center, LLC

Consulting Agreement of Theodorus Strous

Certification of Principal Executive Officer Pursuant to Rule 13a-14
Certification of Principal Financial Officer Pursuant to Rule 13a-14

CEO and CFO Certification Pursuant to Section 906 of the Sarbanes-Oxley Act
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Lease Agreement

by and between

Innovation Center, LLC

and

SCIO Diamond Technology Corporation

October 14, 2011

For
Suite D
411 University Ridge
Greenville, SC 29601
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Lease Agreement

THIS LEASE AGREEMENT ("Lease") is made and entered into by and between Landlord and Tenant this 14th day
of October, 2011 (the “Effective Date”).

ARTICLE 1
GRANT AND TERM

1.1 Abstract of Lease Terms: For purposes of this Lease, the following terms shall have the following meanings:

1.1.1 Landlord: Innovation Center, LLC
1.1.2 Landlord'sP.O. Drawer 2567
Address:
Greenville SC 29602-2567
1.1.3 Tenant: SCIO Diamond Technology Corporation
1.1.4 Tenant's 109 Thornblade Boulevard
Address:

Greer, SC 29650

1.1.5 Building 411 University Ridge

Address:
Greenville SC 29601
1.1.6 Suite Suite D

Number:
1.1.7 Rentable Floor Area of Premises: 9,003 square feet.
1.1.8 Rentable Floor Area of Building: 56,234 square feet.
1.1.9Lease Term: 84 months, as further defined in Section 1.3 below.

1.1.10 Base Rent Rate:

Year 1 $15.00 per square foot of Rentable Floor Area of Premises per year.
Year 2 $15.00 per square foot of Rentable Floor Area of Premises per year.

Year 3 $15.00 per square foot of Rentable Floor Area of Premises per year.
Year 4 $22.05 per square foot of Rentable Floor Area of Premises per year.
Year 5 $22.05 per square foot of Rentable Floor Area of Premises per year.
Year 6 $22.05 per square foot of Rentable Floor Area of Premises per year.
Year 7 $22.05 per square foot of Rentable Floor Area of Premises per year.

1.1.11 Rent Commencement Date: The earlier of (x) the date the Tenant opens for business in the Premises or (y) 30
days after the receipt of a Certificate of Occupancy
1.1.12Tenant Improvement Allowance: $ 28.74 per rentable square foot
1.1.13 Security Deposits: Initial Rent Deposit: $ _ N/A_
Security Deposit: ~ $ __ N/A__
1.1.14 Permitted Use: Executive, general administrative, light manufacturing and office space purposes.
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1.2 Lease of Premises: In consideration of the covenants and agreements to be performed by Tenant, and upon
the terms and conditions of this Lease, Landlord hereby rents and leases to Tenant, and Tenant hereby rents and leases
from Landlord, the premises outlined in red or cross-hatched on the floor plan attached as Exhibit B (the "Premises")
in the building (the "Building") located on the real property shown on the Site Plan attached as Exhibit A (the
"Land"). No easement for light, view or air is included in the Premises or granted by this Lease. The "Project" is
comprised of the Building; the Land; any parking facilities, including any parking that is nonexclusive and any
parking located off the Land that is made available to Tenant; any walkways, covered walkways, or other means of
access to the Building and the Building's parking facilities; all common areas, including any lobbies or plazas; and any
other improvements or landscaping on the Land.

1.3 Term: This Lease shall be a binding agreement between Landlord and Tenant as of the Effective Date first
set forth above. The term of this Lease for purposes of payment of Rent (the "Lease Term") shall commence on the
Rent Commencement Date and, unless extended or sooner terminated as provided in this Lease, shall end on the last
day of the month in which the period designated in Section 1.1.9 above would expire. Promptly after the Rent
Commencement Date, Landlord shall send to Tenant a Supplemental Notice in the form of the attached Exhibit C,
specifying the Rent Commencement Date, the date of expiration of the initial Lease Term, and certain other matters.
Tenant shall execute and return one copy of the Supplemental Notice to Landlord.

1.4 Possession: The obligations of Landlord and Tenant with respect to the initial leasehold improvements to the
Premises are set forth in the attached Exhibit D. Taking of possession by Tenant shall be deemed to establish
conclusively that Landlord's construction obligations with respect to the Premises have been completed in accordance
with the plans and specifications approved by Landlord and Tenant, except for any punch list items contained in a
written document signed by Landlord and Tenant at the time of occupancy, and that the Premises, to the extent of
Landlord's construction obligations with respect thereto, are in good and satisfactory condition.

1.5 Parties: The term "Landlord" shall include Landlord and its successors and assigns. The term "Tenant" shall
include Tenant and its heirs, legal representatives and successors, and shall also include Tenant's assignees and
sublessees if this Lease is validly assigned or all or part of the Premises is validly sublet as provided in this Lease.

1.6 Leasehold Estate: The only relationship between Landlord and Tenant created by this Lease is that of landlord
and tenant.
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ARTICLE 2
RENT AND OTHER PAYMENTS

2.1 Components of Rent: The term "Rent" shall mean the Base Rent, Rent Adjustment, Tenant's Forecast Additional
Rent, Tenant's Additional Rent, Tenant Service Charges, and any other amounts that Tenant assumes or agrees to pay
to Landlord under the provisions of this Lease, including without limitation any and all sums that may become due by
reason of any default of Tenant or any failure on Tenant's part to comply with the agreements, terms, covenants and
conditions of this Lease.

22 Base Rent: From and after the Rent Commencement Date, Tenant shall pay to Landlord a base annual rent
("Base Rent") equal to the Base Rent Rate set forth in Section 1.1.10 above multiplied by the Rentable Floor Area of
the Premises as set forth in Section 1.1.7 above.

2.3 Rent Adjustment: Tenant shall pay to Landlord as additional rent an amount (the "Rent Adjustment") which
shall be determined as of the first anniversary of the Rent Commencement Date and as of each January 1 thereafter
during the Lease Term as provided in this Section. For purposes of this Section, each such determination date shall be
called an "Adjustment Date," and each period of time from one Adjustment Date through the day before the next
Adjustment Date shall be called an "Adjustment Period."

For each Adjustment Period, each monthly installment of the Rent Adjustment shall be an amount equal to
one-twelfth (1/12th) of the product of: (i) the annual Base Rent set forth in Section 2.2 above, multiplied by (ii) the
Percentage Increase (defined below), if any, in the Index (defined below), as determined for the Adjustment Date
beginning the Adjustment Period.

For purposes of this Section, the "Percentage Increase" in the Index for a given Adjustment Date shall mean the
quotient determined by dividing (i) the difference obtained by subtracting the Index for the calendar month in which
the Rent Commencement Date falls from the Index for the calendar month of October immediately preceding the
Adjustment Date in question (but in no event less than zero), by (ii) the Index for the calendar month in which the
Rent Commencement Date falls.

The term "Index" as used in this Section shall mean the Consumer Price Index for All Urban Consumers, U.S. City
Average, All Items (1982-84=100), published by the Bureau of Labor Statistics of the United States Department of
Labor. If the Bureau of Labor Statistics should discontinue the publication of the Index, or publish the Index less
frequently, or alter the Index in some manner, then Landlord shall adopt a substitute Index or substitute procedure
which reasonably reflects and monitors consumer prices.

Nothing contained in this Section shall be construed to reduce the monthly installments of Base Rent payable under
the Lease below the amount set forth in Section 2.2 above. Notwithstanding anything contained in this Lease to the
contrary, it is agreed that the Rent Adjustment for any given Adjustment Period shall not be less than the Rent
Adjustment for the immediately preceding Adjustment Period.

The Rent Adjustment shall be payable in monthly installments in advance on the first day of every calendar month. A
prorated monthly installment, based on the number of days in the partial month, shall be paid for any fraction of a
month if the Rent Commencement Date falls on any day other than the first day of a calendar month, or if the Lease
Term is terminated or expires on any day other than the last day of a calendar month.

Landlord shall use reasonable efforts to notify Tenant in writing of the amount of the monthly Rent Adjustment for

each Adjustment Period at least ten (10) days prior to the date on which the first installment of the Rent Adjustment is
due and payable, or as soon thereafter as is practicable. Failure by Landlord to notify Tenant of the amount of the
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Rent Adjustment for an Adjustment Period shall not prejudice Landlord's right to collect the full amount of the Rent
Adjustment, nor shall Landlord be deemed to have forfeited or surrendered its rights to collect the Rent Adjustment;
and Tenant agrees to pay upon demand all accrued but unpaid Rent Adjustment amounts.
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24 Additional Rent: For each calendar year (or portion thereof) during the Lease Term, "Tenant's Additional
Rent" shall mean (x) the excess of the Current Operating Expenses (defined below) over the Base Operating Expenses
(defined below), multiplied by (y) the number of square feet of Rentable Floor Area of the Premises. In no event shall
Tenant’s Additional Rent be less than zero.

"Current Operating Expenses" for a given calendar year shall mean the amount of Operating Expenses (as defined
below) for that calendar year divided by the greater of (i) ninety-five percent (95%) of the number of square feet of
Rentable Floor Area of the Building, or (ii) the total number of square feet of Rentable Floor Area occupied in the
Building for that calendar year on an average annualized basis; provided, however, if the amount is calculated under
(i) above, the Operating Expenses actually incurred with respect to that calendar year shall be adjusted to reflect the
amount of Operating Expenses which would have been incurred if the Building were ninety-five percent (95%)
occupied throughout that calendar year.

"Base Operating Expenses" shall mean the Operating Expenses paid or incurred by Landlord in the Base Year (as
hereinafter defined) as if the Building was ninety-five percent (95%) occupied throughout the Base Year, divided by
ninety-five percent (95%) of the number of square feet of Rentable Floor Area of the Building. If the Building was
not ninety-five percent (95%) occupied throughout the Base Year, then the Base Operating Expenses shall be an
amount which fairly reflects what the Operating Expenses would have been in the Base Year had the Building been
ninety-five percent (95%) occupied throughout the Base Year, as determined by Landlord in its reasonable
opinion. "Base Year" shall mean calendar year 2009 [the calendar year in which the Rent Commencement Date
occurs, if no year is inserted].

Because Tenant’s Additional Rent cannot be finally determined prior to the end of the calendar year for which it is due,
Tenant shall pay Tenant’s Forecast Additional Rent on a monthly basis during the calendar year. "Tenant's Forecast
Additional Rent" for a given calendar year shall mean Landlord's reasonable estimate of Tenant's Additional Rent for

that calendar year (or relevant portion thereof). Prior to the beginning of each calendar year during the Lease Term,

Landlord shall present to Tenant a statement of Tenant's Forecast Additional Rent for the upcoming calendar year. If a

new statement is not given prior to the beginning of any calendar year, Tenant shall continue to pay the amount of

Tenant's Forecast Additional Rent payable during the previous calendar year until the month after a new statement is

delivered to Tenant. If at any time it appears to Landlord that Tenant's Additional Rent for the current calendar year

will vary from Landlord's estimate, Landlord shall have the right to revise its estimate for the year by giving notice to

Tenant, and subsequent payments by Tenant for that year shall be based upon the revised estimate of Tenant's

Additional Rent. Failure to give notice of a revision shall not prejudice Landlord's right to collect the full amount of

Tenant's Additional Rent for the year.
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Within one hundred fifty (150) days after the end of the calendar year in which the Rent Commencement Date occurs
and of each calendar year thereafter during the Lease Term, or as soon thereafter as practicable, Landlord shall
provide Tenant a statement prepared by an authorized representative of Landlord that (i) shows the actual Operating
Expenses for the calendar year and (ii) compares Tenant's Forecast Additional Rent with Tenant's Additional Rent. In
the event Tenant's Additional Rent exceeds the amount of Tenant's Forecast Additional Rent paid by Tenant for the
prior calendar year, Tenant shall pay the balance due to Landlord within thirty (30) days after receipt of the statement.
In the event the amount of Tenant's Forecast Additional Rent actually paid by Tenant exceeds Tenant's Additional
Rent for the prior calendar year, Landlord shall credit the overpayment against the Forecast Additional Rent next due
under the Lease; but if the Lease Term has expired or would expire before the full credit could be applied, Landlord
shall refund any excess to Tenant, provided that Tenant is not in default under this Lease. (If Tenant is in default, any
excess amount shall be held as additional security for Tenant's performance, or may be applied by Landlord to cure
Tenant’s default, and shall not be refunded until the default is cured). The provisions of this Lease concerning the
payment of Tenant's Additional Rent shall survive the expiration or earlier termination of this Lease.

Landlord's books and records pertaining to the calculation of Operating Expenses for any calendar year within the
Lease Term may be audited by Tenant or its representatives at Landlord's office where Operating Expense records are
kept, at Tenant's expense, at any time within ninety (90) days after Landlord's annual statement is delivered to Tenant
for that calendar year; provided that Tenant shall give Landlord not less than thirty (30) days prior written notice of
any audit. If Landlord's calculation of Tenant's Additional Rent for the audited calendar year was incorrect, then
Tenant shall be entitled to a prompt refund of any overpayment or Tenant shall promptly pay to Landlord the amount
of any underpayment, as the case may be.

2.5 Operating Expenses: "Operating Expenses" shall mean all expenses, costs and disbursements of every kind
and nature, computed on an accrual basis, relating to or incurred or paid in connection with the ownership,
management, operation, repair and maintenance of the Project.
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251 Items Included: Operating Expenses shall include, but not be limited to, the following:

(i) wages, salaries and other costs of all on-site and off-site employees engaged either full or part time in the
operation, maintenance or access control of the Project, including taxes, insurance and benefits relating to those
employees, allocated based upon the time the employees are engaged directly in providing services to the Project;

(i) maintenance and repairs of the Project, including but not limited to those required under Section 6.1;

(iii) the cost of all supplies, tools, equipment and materials used in the operation, management, maintenance and
access control of the Project;

(iv) the cost of all utilities for the Project, including but not limited to the cost of electricity, gas, water, sewer
services and power for heating, lighting, air conditioning and ventilating;

(v) the cost of all maintenance and service agreements for the Project and the equipment therein, including but not
limited to security service, garage operators, window cleaning, elevator maintenance, HVAC maintenance,
janitorial service, landscaping maintenance, and customary landscaping replacement;

(vi) the cost of inspections, repairs and general maintenance of the Project;

(vii) amortization (together with reasonable financing charges, whether or not actually incurred) of the cost of
acquisition and/or installation of capital investment items (including security equipment), amortized over their
respective useful lives, which are installed for the purpose of reducing operating expenses, promoting safety,
complying with governmental requirements, or maintaining the standards of the Project;

(viii) the cost of casualty, rent loss, liability and other insurance applicable to the Project and Landlord's personal
property used in connection therewith, including insurance to be maintained by Landlord under Article 5;

(ix) the amount of any insurance deductibles actually paid by Landlord in connection with claims under any

insurance policy, whether or not the claim amount exceeds the deductible;
(x) the cost of trash and garbage removal, vermin extermination, and snow, ice and debris removal;

(xi) the cost of legal and accounting services incurred by Landlord in connection with a protest or appeal of the real

estate taxes or similar assessments or charges which would otherwise be includable under the Lease;

(xii) all federal, state, county or municipal taxes, assessments and governmental charges, whether or not directly paid
by Landlord, and any other taxes and assessments attributable to the Project or its operation (and the costs of
monitoring and contesting any of them), including business license taxes and fees (collectively referred to as
"Taxes"). “Taxes” shall not include taxes and assessments imposed on the personal property of the tenants of the
Project, federal and state taxes on income, death taxes, franchise taxes, and any taxes (other than business
license taxes and fees) imposed or measured on or by the income of Landlord from the operation of the
Project. However, if at any time during the Lease Term the present method of taxation or assessment is changed
so that the whole or any part of the taxes, assessments, or charges now levied, assessed or imposed on real estate
and the improvements thereon is revised or discontinued, and in lieu of or in addition thereto, taxes,
assessments, or charges are levied, assessed and/or imposed wholly or partially on the rents received from the
Project or the rents reserved herein or any part thereof, then the substitute or additional taxes, assessments, or
charges shall be deemed to be included within the Operating Expenses to the extent that the substitute or
additional tax would be payable if the Project were the only property of Landlord subject to the tax. Tenant will
be responsible for ad valorem taxes on (i) its personal property and (ii) the value of the leasehold improvements
in the Premises to the extent that the value exceeds building standard allowances (and if the taxing authorities do
not separately assess Tenant's leasehold improvements in excess of building standard allowances, Landlord may
make an appropriate allocation of the ad valorem taxes allocated to the Project to give effect to this sentence);

(xiii) the cost of operating the management office for the Project, including cost of office supplies, telephone

expenses and non-capital investment equipment and amortization (together with reasonable financing charges)
of the cost of capital investment equipment;

(xiv) a pro rata share of the cost of any parking areas, driveways, grounds, or other areas that are shared by the
Project and other adjoining buildings or developments, if any;

(xv)
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the cost of renting any off-site parking for the Project, offset by revenues, if any, generated by charging premium
prices for certain spaces under the Rules and Regulations, as they may be adopted from time to time;
(xvi) reasonable management fees comparable to those paid in the Greenville market.
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2.5.2 Items Excluded: Notwithstanding anything in any provision of this Lease to the contrary,
Operating Expenses shall not include the following:

(i) the cost of any special work or service performed for any tenant (including Tenant) at that tenant's cost;

(ii)any expenses incurred with respect to any residential building that may be built on property adjoining the Project;

(ii1) the cost of correcting defects in construction;

(iv)compensation paid to officers and executives of Landlord (but it is understood that the on-site building manager
and other on-site employees below the grade of building manager may carry a title such as vice president, and the
salaries and related benefits of those officers/employees of Landlord would be allowable Operating Expenses
under this Section);

(v)the cost of any items for which Landlord is reimbursed, whether by insurance, condemnation or otherwise, except
for costs reimbursed by other tenants pursuant to provisions similar to Sections 2.4 and 2.5, and except for
insurance deductibles actually paid by Landlord;

(vi)the cost of any additions, changes, replacements and other items which are made in order to prepare for a new

tenant's occupancy;
(vii) the cost of repairs incurred by reason of fire or other casualty;

(viii) insurance premiums to the extent they are directly reimbursed to Landlord, except for premiums reimbursed by
other tenants pursuant to provisions similar to Sections 2.4 and 2.5;

(ix) interest on debt or amortization payments on any mortgage or deed to secure debt (except to the extent
specifically permitted under the “Items Included” portion of this Section) and rent under any ground lease or other
underlying lease;

(x) any real estate brokerage commissions or other costs incurred in procuring tenants, or any fees in lieu of
brokerage commissions;

(xi) any advertising expenses incurred in connection with the marketing of any rentable space;

(xii) any expenses for repairs or maintenance which are covered by warranties and service contracts, to the extent the
maintenance and repairs are made at no cost to Landlord;

(xiii) legal expenses arising out of the construction of the improvements on the Land or the enforcement of the
provisions of any lease affecting the Land or Building, including without limitation this Lease;

(xiv) costs of alterations or improvements of the Premises or the premises of other tenants;
(xv) any bad debt loss, rent loss, or reserves for bad debts or rent loss;

(xvi) costs associated with the operation of the business of the entity which constitutes Landlord, as distinguished
from the costs of operation of the Building, including accounting and legal matters; costs of selling, syndicating,
financing, mortgaging or hypothecating any of Landlord’s interest in the Building; costs of any disputes between
Landlord and its employees who are not engaged in Building operation; or fees or costs paid in connection with
disputes with other tenants;

(xvii) fines, penalties, late fees, and interest thereon, unless resulting from the actions or inaction of Tenant;
(xviil) charitable contributions;
(xix) costs of signs at or near the top of the Building that include the name of a tenant of the Building;

(xx) any costs or expenses which are more than two (2) fiscal years old, except for payments for capitalized items
that extend beyond two (2) years and are otherwise permitted under this Section or expenses that have been
subject to and part of an allowable protest;

(xxi) any costs or expenses that are incurred directly or indirectly with respect to Landlord’s indemnity obligations

under this Lease; and

(xxii) except to the extent permitted by Section 2.5.1 (vii), the cost of acquisition or installation of capital investment

items.
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2.6 Payment of Rent: Tenant agrees to pay all Rent due and payable under this Lease on a timely basis, without
demand, set-off or counterclaim, commencing on the Rent Commencement Date and continuing throughout the Lease
Term. Base Rent, together with Tenant's Forecast Additional Rent, shall be due and payable in twelve (12) equal
monthly installments on the first day of each calendar month, commencing on the Rent Commencement Date and
continuing throughout the Lease Term and any extensions or renewals thereof.

All payments of Rent shall be made to Landlord or as Landlord may otherwise designate. All payments shall be
mailed or delivered to Landlord's Address designated in Section 1.1.2 above or at such other place as Landlord may
designate from time to time in writing. If mailed, each payment shall be mailed in sufficient time and with adequate
postage thereon to be received in Landlord's account no later than the due date for the payment.

2.7 Prorated Payments: If the Rent Commencement Date is other than the first day of a calendar month or if this
Lease terminates on a day other than the last day of a calendar month, then the installments of Rent for that month or
months shall be prorated on a daily basis and shall be paid in advance.

If the Rent Commencement Date occurs on a day other than the first day of a calendar year, or if this Lease expires or
is terminated on a day other than the last day of a calendar year, Tenant's Additional Rent shall be prorated for the
commencement or expiration/termination year by multiplying Tenant's Additional Rent by a fraction, the numerator of
which shall be the number of days of the Lease Term during the commencement or expiration/termination year, and
the denominator of which shall be 365. The calculation of Tenant’s Additional Rent for an expiration/termination year
shall be made as soon as possible after the expiration or termination of this Lease. Landlord and Tenant hereby agree
that the provisions relating to this calculation shall survive the expiration or termination of this Lease.

2.8 Automatic Bank Draft of Rent: Tenant hereby authorizes Landlord to draft or deduct Tenant’s Rent from
Tenant’s bank account on the fourth day of each calendar month. From time to time as Landlord may request, Tenant
will sign authorization forms that reflect this authorization and identify the bank account to be drafted, and Tenant will

also provide to Landlord an appropriate voided item for the type of account to be drafted. Tenant will maintain the

necessary funds in the account to pay the draft each month and will not take any steps to interfere with the drafting of

Rent from the account by Landlord. Tenant will not close the account without providing to Landlord, at least 30 days

prior to the account being closed, a new authorization form and voided instrument for a replacement account.

If the fourth day of the month is a Saturday, Sunday or full bank holiday, Tenant’s account will be drafted on the last
business day immediately prior to the fourth day of the month, unless the first business day after the fourth is closer in

time to the fourth, in which case the account will be drafted on the first business day after the fourth. For example: If

the fourth day of the month is a Saturday, Tenant’s account will normally be drafted on the previous Friday; and if the
fourth day is a Sunday, Tenant’s account will normally be drafted on the following Monday. If the fourth day of the
month falls during a three day holiday weekend, the account will be drafted on the last business day before the holiday

weekend unless the fourth falls on the last non-business day of the weekend. For purposes of this provision, business

days will include Monday though Friday, exclusive of full bank holidays.

If (i) there are not sufficient funds in the account to pay the draft, and (ii) there has been no other occasion within the
past twelve months when there were not sufficient funds in Tenant’s account to pay a draft under this Section, then
Landlord will attempt to notify Tenant by telephone, e-mail, fax, or other available form of contact, and Landlord will
then draft Tenant’s account again 48 hours after the attempted notification. Landlord will not be responsible for giving
notice under any other notice provision of this Lease, nor for failure of the attempted notification. If the draft is not
paid upon second presentation, then notwithstanding any other notice or grace period of this Lease, an event of default
will have occurred, and Landlord may exercise any remedies provided in this Lease. If there are two or more
occasions during any twelve month period when there are not sufficient funds in Tenant’s account to pay a draft under
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this Article, then an event of default will have occurred without the necessity for notifying Tenant or resubmitting the
draft on the second or following occasions.
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If for any reason the above procedure for drafting Tenant’s account should not be in place when payment of Rent is
due, Tenant will pay the Rent to Landlord at Landlord's address as provided herein (or any other address that may be

designated by Landlord from time to time) monthly in advance. In that event, if Tenant fails to pay any installment of

Rent or any other charge or assessment against Tenant within five (5) days after written notice of non-payment, an

event of default will have occurred, and Landlord may exercise any remedies provided in this Lease. Nothing in this

paragraph shall be interpreted to conflict with or otherwise limit Tenant’s authorization to draft or deduct Rent from
Tenant’s account as set forth in prior paragraphs of this Section unless Landlord has specifically waived that provision
in writing.

2.9 Late Charge: If any Rent is not paid to Landlord by the fifth day of the month for which the Rent is due, or
if any other amount owed to Landlord is not paid by the due date specified on an invoice from Landlord, Tenant
agrees to pay to Landlord a late charge of Fifty Dollars ($50.00) for Landlord's administrative expense in processing
the delinquent payment, together with interest from and after the due date for the payment at the rate of eighteen
percent (18%) per annum on the amount due. Notwithstanding anything to the contrary, in no event shall the rate of
interest payable on any amount due under this Lease exceed the legal limits for interest under applicable law.

2.10 Returned Check Charge: If any check presented to Landlord in payment of any obligation of Tenant is not

paid by the bank on which it is drawn, Tenant agrees to pay to Landlord a returned check charge of Fifty Dollars

($50.00) for Landlord’s administrative expense in handling the returned check. The returned check charge payable
under this Section shall be in addition to any late charge and interest payable under the preceding Section, which shall

be determined from the original due date of the payment as if the returned check had never been received.

2.11 Security Deposits: As security for Tenant's obligations to take possession of the Premises in accordance
with the terms of this Lease and to comply with all of Tenant's covenants, warranties and agreements, Tenant shall
deposit with Landlord the Initial Rent Deposit set forth in Section 1.1.13 above on the date Tenant executes and
delivers this Lease to Landlord. The Initial Rent Deposit will be applied by Landlord, without interest, to the first
monthly installment(s) of Base Rent as they become due. In the event Tenant fails to take possession of the Premises
in accordance with the terms of the Lease, the Initial Rent Deposit will be retained by Landlord for application in
reduction, but not in satisfaction, of damages suffered by Landlord as a result of Tenant’s breach.

As additional security for the faithful performance by Tenant of all the terms and conditions of the Lease throughout
the Lease Term, Tenant shall deposit with Landlord the Security Deposit set forth in Section 1.13 above on the date
Tenant executes and delivers this Lease to Landlord. The Security Deposit will be returned to Tenant, without
interest, within twenty (20) days after the expiration of the Lease Term, or any extension or renewal thereof, provided
Tenant has fully and faithfully observed and performed all of its terms, covenants, agreements, warranties and
conditions under the Lease. Landlord shall have the right to apply all or any part of the Security Deposit toward the
cure of any default of Tenant. If all or any part of the Security Deposit is so applied by Landlord, then Tenant shall
immediately pay to Landlord an amount sufficient to return the Security Deposit to the balance on deposit with
Landlord prior to that application.

64



Edgar Filing: Scio Diamond Technology Corp - Form 10-Q/A

In the event of a sale or transfer of Landlord's interest in the Premises or the Building or a lease by Landlord of the
Building, Landlord shall have the right to transfer the Initial Rent Deposit and Security Deposit (collectively, the
“Deposits”) to the purchaser or lessee, as the case may be, and Landlord shall be relieved of all liability to Tenant for the
return of the Deposits. Tenant shall look solely to the new owner or lessee for the return of the Deposits. In the event
of a permitted assignment under this Lease by Tenant, the Deposits shall be held by Landlord as Deposits made by the
permitted assignee, and Landlord shall have no further liability with respect to the return of the Deposits to the
original Tenant.

Neither Landlord nor its agents shall be required to keep the Deposits separate from their general accounts, and the
Deposits may be commingled with other funds of Landlord or of its agents. If the Deposits are deposited in an
interest-bearing account, all interest earned shall belong to Landlord.

2.12 Brokers: Landlord and Tenant acknowledge and agree that N/A  ("Landlord's Agent") [if
any is named] has acted as agent for Landlord in this transaction and shall be paid a commission by Landlord in
connection with this transaction pursuant to the terms of a separate written commission agreement. Landlord's Agent
has not acted as agent for Tenant in this transaction. Landlord hereby warrants and represents to Tenant that Landlord
has not dealt with any broker, agent or finder other than Landlord's Agent in connection with this Lease; and Landlord
agrees to indemnify and hold Tenant harmless from and against any and all loss, damage, liability, claim, judgment,
cost or expense (including, but not limited to, reasonable attorneys' fees and court costs) that may be incurred or
suffered by Tenant because of any claim for any fee, commission or similar compensation with respect to this Lease
made by any broker, agent or finder claiming to have represented Landlord, whether or not the claim is meritorious.

Tenant hereby warrants and represents to Landlord that Tenant has not dealt with any broker, agent or finder in
connection with this Lease; and Tenant agrees to indemnify and hold Landlord harmless from and against any and all
loss, damage, liability, claim, judgment, cost or expense (including, but not limited to, reasonable attorneys' fees and
court costs) that may be incurred or suffered by Landlord because of any claim for any fee, commission or similar
compensation with respect to this Lease made by any broker, agent or finder claiming to have represented Tenant,
whether or not the claim is meritorious.

2.13 Tenant Service Charges:

From time to time Landlord may make available to Tenant certain services for the exclusive benefit of Tenant (the
“Tenant Services”). In the event Tenant should subscribe to any one or more of these services, such subscription shall
be by separate agreement, except that the term of such agreement shall be concurrent with Tenant’s Lease Term and
except as specifically provided in such services agreement, Tenant shall not be entitled to cancel such services
agreement prior to the end of the Lease Term.
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Payment for services in the agreed amount shall be made monthly in the same manner as Base Rent payments, and a
failure to make such payments on time or the failure to conform to the terms of any service agreement shall be events
of default hereunder.

Tenant recognizes that Landlord may arrange for the provision of some or all of these Tenant Services through other
vendors, including affiliates of Landlord. Accordingly there may be procedures for notice and service for these
services that differ from real estate services. In any of these cases the notice provisions will be spelled out in a
Service Agreement to be provided to Tenant from Landlord prior to the Commencement Date.

ARTICLE 3
USE OF THE PREMISES

3.1 Use Rules: The Premises shall be used for the Permitted Use as defined in Article 1 and for no other
purposes. Landlord is using New Market Tax Credit financing for the Project. As a condition of that financing, it is
required that Tenant represent and agree that it is not currently engaged, and that throughout the term of the Lease it
will not become engaged, in any of the trades or businesses, either as a principal or an ancillary business, that are
defined as excluded businesses under Section 1.45D-1(d)(5)(iii)(B) of the Federal Income Tax Regulations
promulgated under the Internal Revenue Code of 1986, as amended to date (each a “Tenant Excluded Business”).
Tenant Excluded Businesses are defined as follows: the operation of any private or commercial golf course, country
club, massage parlor, hot tub facility, suntan facility, racetrack or other facility used for gambling, or any store the
principal activity of which is the sale of alcoholic beverages for consumption off premises. Tenant represents,
covenants and warrants that to the extent subleasing is permitted under the terms of the Lease, it will not sublease all
or any portion of the Premises to any party that is, or during the term of the Lease may become engaged, either as a
principal or an ancillary business, in the operation of a Tenant Excluded Business. Tenant understands and agrees that
any violation of this section shall constitute a default under the Lease and shall be grounds for immediate termination
of the Lease.

Tenant covenants and agrees that it will, at its expense, comply with all laws, ordinances, orders, directions,
requirements, rules and regulations of all governmental authorities (including Federal, State, county and municipal
authorities) and of all insurance bodies, which are now in force or may hereafter be in force, and which impose any
duty upon Landlord or Tenant with respect to the use, occupancy or alteration of the Premises. Tenant further
covenants and agrees to abide in all respects with the Rules and Regulations attached as Schedule 1 or as may be
subsequently adopted by Landlord. Landlord shall have the right at all times during the Lease Term to make and
enforce additional rules and regulations or changes in the existing Rules and Regulations as it may reasonably deem
necessary in its discretion to protect the tenantability, safety, operation, and welfare of the Premises and the Project.

32 Landlord's Right of Entry: Landlord and its agents, employees and independent contractors shall have the
right to enter the Premises at reasonable hours to inspect and examine the Premises, to make repairs, additions,
alterations and improvements, to exhibit the Premises to mortgagees, prospective mortgagees, purchasers or tenants,
and to inspect the Premises to ascertain that Tenant is complying with all of its covenants and obligations under the
Lease, all without being liable to Tenant in any manner whatsoever for any claim for damages; provided, however,
that except in case of emergency, Landlord shall give Tenant such prior notification of an entry into the Premises as
shall be reasonably practicable under the circumstances. Landlord shall have the right to retain duplicate keys to all
doors of the Premi