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Indicate by check mark whether the registrant has submitted electronically and posted on its corporate
Web site, if any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of
Regulation S-T during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files).    Yes  þ   No  o

Indicate by check mark whether registrant is a large accelerated filer, an accelerated filer, a
non-accelerated filer, or a smaller reporting company.  See the definitions of “large accelerated filer,”
“accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange Act.
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SPECIAL NOTE REGARDING FORWARD LOOKING STATEMENTS

In addition to historical information, this Quarterly Report on Form 10-Q includes forward-looking statements.
Forward-looking statements are those that predict or describe future events or trends and that do not relate solely to
historical matters. You can generally identify forward-looking statements as statements containing the words
"believe," "expect," "will," "anticipate," "intend," "estimate," "project," "plan," "assume" or other similar expressions,
or negatives of those expressions, although not all forward-looking statements contain these identifying words. All
statements contained or incorporated by reference in this quarterly report regarding our future strategy, future
operations, projected financial position, estimated future revenues, projected costs, future prospects, the future of our
industry and results that might be obtained by pursuing management's current plans and objectives are
forward-looking statements.

You should not place undue reliance on our forward-looking statements because the matters they describe are subject
to known and unknown risks, uncertainties and other unpredictable factors, many of which are beyond our control.
Our forward-looking statements are based on the information currently available to us and speak only as of the date on
the cover of this quarterly report, or, in the case of forward-looking statements in documents incorporated by
reference, as of the date of the date of the filing of the document that includes the statement. New risks and
uncertainties arise from time to time, and it is impossible for us to predict these matters or how they may affect us.
Over time, our actual results, performance or achievements will likely differ from the anticipated results, performance
or achievements that are expressed or implied by our forward-looking statements, and such difference might be
significant and materially adverse to our security holders.  We do not undertake and specifically decline any
obligation to update any forward-looking statements or to publicly announce the results of any revisions to any
statements to reflect new information or future events or developments.

We have identified some of the important factors that could cause future events to differ from our current expectations
and they are described in this quarterly report under the caption "Risk Factors," below, and elsewhere in this quarterly
report which you should review carefully. Please consider our forward-looking statements in light of those risks as
you read this quarterly report.
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Sugarmade, Inc. and Subsidiary
Condensed Consolidated Balance Sheets

September
30,

2012
June 30,

2012
 (Unaudited)

Assets
Current assets:
Cash $ 188,697 $192,100
Accounts receivable, net 2,145 18,700
Inventory, net 84,638 88,798
Other current assets 52,076 45,125

Total current assets 327,556 344,723

Equipment, net 4,767 5,257
Other assets 3,994 3,994

$ 336,317 $353,974

Liabilities and Stockholders' Deficiency

Current liabilities:
Note payable due to bank $ 150,000 $150,000
Accounts payable and accrued liabilities 279,831 221,020
Notes payable due to shareholder 36,384 -
Accrued compensation and personnel related payables 165,580 43,722

Total current liabilities 631,795 414,742

Convertible notes payable, net of discount 183,586 -
Convertible notes payable to related parties, net of discount 22,211 -

Total liabilities 837,592 414,742

Stockholders’ deficiency:
Preferred stock ($0.001 par value, 10,000,000 shares authorized, none issued
and outstanding) - -
Common stock ($0.001 par value, 300,000,000 shares authorized, 10,538,526
shares issued and outstanding; 10,288,526 at June 30, 2012) 10,539 10,289
Additional paid-in capital 8,257,142 8,069,581
Accumulated deficit (8,768,956 ) (8,140,638)

Total stockholders' deficiency (501,275 ) (60,768 )

$ 336,317 $353,974

The accompanying notes are an integral part of these condensed consolidated financial statements
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Sugarmade, Inc. and Subsidiary
Condensed Consolidated Statements of Operations (Unaudited)

For the three months ended September 30, 2012 and 2011

2012 2011

Revenues, net $48,207 $26,546

Cost of goods sold:
Materials and freight costs 47,671 -

Total cost of goods sold 47,671 -

Gross Margin 536 26,546

Operating expenses:
Selling, general and administrative expenses 621,117 813,463
Amortization of license and supply agreement - 4,600

Total operating expenses 621,117 818,063

Loss from operations (620,581 ) (791,517 )

Nonoperating income (expense):
Interest expense, including $633 to related parties (7,870 ) -
Interest income:
Other 133 692

Total nonoperating income (expense) (7,737 ) 692

Net loss $(628,318 ) $(790,825 )

Basic and diluted net loss per share $(0.06 ) $(0.08 )

Basic and diluted weighted average common shares
outstanding used in computing net loss per share 10,402,656 10,256,000

The accompanying notes are an integral part of these condensed consolidated financial statements
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Sugarmade, Inc. and Subsidiary
Condensed Consolidated Statements of Cash Flows (Unaudited)

For the three months ended September 30, 2012 and 2011

2012 2011

Operating activities:
Net loss $(628,318 ) $(790,825 )
Adjustments to reconcile net loss to cash flows from operating activities:
Amortization of license and supply agreement - 4,600
Depreciation expense 490 143
Share based compensation 55,308 59,600
Issuance of common stock for services 93,745 301,000
Issuance of warrants with convertible notes 38,758
Changes in operating assets and liabilities:
Accounts receivable 16,555 8,081
Inventory 4,160 (62,782 )
Other assets (6,951 ) (167,143 )
Accounts payable and accrued liabilities 58,811 (27,259 )
Accrued compensation and personnel related payables 121,858 15,125

Net cash flows used in operating activities (245,584 ) (659,460 )

Investing activities:
Additions to equipment - (5,131 )

Net cash flows used in investing activities - (5,131 )

Financing activities:
Proceeds from issuance of convertible notes payable 183,586 -
Proceeds from issuance of convertible notes payable to Related Parties 22,211
Issuance of notes payable 36,384 -

Net cash flows from financing activities 242,181 -

Net change in cash (3,403 ) (664,591 )

Cash, beginning of period 192,100 1,606,764

Cash, end of period $188,697 $942,173

Supplemental disclosure of cash flow information:
Cash paid during the period for:
Interest $7,870 $-

The accompanying notes are an integral part of these condensed consolidated financial statements
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Sugarmade, Inc. and Subsidiary
Notes to Unaudited Condensed Consolidated Financial Statements

September 30, 2012

1.  Summary of significant accounting policies

Nature of business

Sugarmade, Inc. (hereinafter referred to as “we”, “us” or “the/our Company”) is a publicly traded company incorporated in
the state of Delaware.  Our previous legal name was Diversified Opportunities, Inc.  Our Company, Sugarmade, Inc.
operates through our subsidiary, Sugarmade, Inc., a California corporation (“Sugarmade-CA”).  Our Company is
principally engaged in the business of marketing and distributing environmentally friendly non-tree-based paper
products.  We are parties to an Exclusive License and Supply Agreement (“LSA”) with Sugar Cane Paper Company
(“SCPC”), a company located in the People’s Republic of China.  SCPC and their contract suppliers produce our
products and is a holder of intellectual property rights and patents in the area of developing and manufacturing paper
from non-wood sources.  We also obtained the rights (within the designated territories) to the Sugarmade brand name
and trademarks.  Sugarmade-CA’s primary product is 100% tree-free copy paper in various sizes, however our
Company plans to offer other tree-free paper products in the future.

Basis of presentation

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United States of America and the rules and regulations of the United
States Securities and Exchange Commission for interim financial information and with the instructions to Form 10-Q
and Article 10 of Regulation S-X. Accordingly, they do not include all the information and footnotes necessary for a
comprehensive presentation of financial position, results of operations, or cash flows.  It is management's opinion
however, that all material adjustments (consisting of normal recurring adjustments) have been made which are
necessary for a fair financial statement presentation. The results for the interim period are not necessarily indicative of
the results to be expected for the full year.

These financial statements should be read in conjunction with our Company’s Annual Report on Form 10-K for the
year ended June 30, 2012, which contains our audited financial statements and notes thereto, together with the
Management’s Discussion  and Analysis of Financial Condition and Results of Operation, for the period ended June
30, 2012. The interim results for the period ended September 30, 2012 are not necessarily indicative of the results for
the full fiscal year.

Principles of consolidation

The condensed consolidated unaudited financial statements include the accounts of our Company and its
wholly-owned subsidiary, Sugarmade-CA.  All significant intercompany transactions and balances have been
eliminated in consolidation.

Going concern

The Company sustained continued operating losses during the three months ended September 30, 2012 and for the
year ended June 30, 2012.  The Company’s continuation as a going concern is dependent on its ability to generate
sufficient cash flows from operations to meet its obligations, in which it has not been successful, and/or obtaining
additional financing from its shareholders or other sources, as may be required.
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Our condensed consolidated financial statements have been prepared assuming that we will continue as a going
concern.  Such assumption contemplates the realization of assets and satisfaction of liabilities in the normal course of
business.   However, our auditors raised concerns about our ability to continue as a going concern in their opinion on
our financial statements at and for the year ended June 30, 2012.  These condensed consolidated financial statements
do not include any adjustments to reflect the possible future effects on the recoverability and classification of assets or
the amounts and classifications of liabilities that may result should the Company be unable to continue as a going
concern.

Management is endeavoring to increase revenue generating operations.  While priority is on generating cash from
operations through the sale of the Company’s products, management is also seeking to raise additional working
capital through various financing sources, including the sale of the Company’s equity and/or debt securities, which
may not be available on commercially reasonable terms to our Company, or which may not be available at all.  If such
financing is not available on satisfactory terms, we may be unable to continue our business as desired and our
operating results will be adversely affected.  In addition, any financing arrangement may have potentially adverse
effects on us and/or our stockholders.  Debt financing (if available and undertaken) will increase expenses, must be
repaid regardless of operating results and may involve restrictions limiting our operating flexibility.  If we issue equity
securities to raise additional funds, the percentage ownership of our existing stockholders will be reduced and the new
equity securities may have rights, preferences or privileges senior to those of the current holders of our common stock.

7
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Sugarmade, Inc. and Subsidiary
Notes to Unaudited Condensed Consolidated Financial Statements

September 30, 2012

Use of estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires our management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period.  Actual results could differ significantly from
those estimates.

Revenue recognition

We recognize revenue in accordance with Financial Accounting Standards Board Accounting Standards Codification
(“FASB ASC”) No. 605, Revenue Recognition.  Revenue is recognized when we have evidence of an arrangement, a
determinable fee, and when collection is considered to be probable and products are delivered.  This generally occurs
upon shipment of the merchandise, which is when legal transfer of title occurs.  In the event that final acceptance of
our product by the customer is uncertain, revenue is deferred until all acceptance criteria have been met.  We currently
have a consignment arrangement with one of our customers. We record revenue on consignment goods when the
consigned goods are sold by the consignee and all other above mentioned revenue recognition criteria have been
satisfied.   Cash deposits received in connection with the sales of our products prior to their being delivered is
recorded as deferred revenue.

During the year ended June 30, 2012, we became aware of quality issues surrounding our copy paper products.  We
were able to trace the reported problems with paper quality back to manufacturing issues with our third party contract
manufacturer.  Our Company has since implemented additional quality assurance procedures both during and at the
completion of the production processes.  During the quarter ended September 30, 2012, our Company had limited
sales as we focused our efforts on producing replacement product for customers who had been impacted by the paper
quality issues.

Cash

From time to time, we may maintain bank balances in interest bearing accounts in excess of the $250,000 currently
insured by the Federal Deposit Insurance Corporation for interest bearing accounts (there is currently no insurance
limit for deposits in noninterest bearing accounts).  We have not experienced any losses with respect to
cash.  Management believes our Company is not exposed to any significant credit risk with respect to its cash.

Accounts receivable

Accounts receivable are carried at their estimated collectible amounts, net of any estimated allowances for doubtful
accounts.  We grant unsecured credit to our customers deemed credit worthy.  Ongoing credit evaluations are
performed and potential credit losses estimated by management are charged to operations on a regular basis.  At the
time any particular account receivable is deemed uncollectible, the balance is charged to the allowance for doubtful
accounts.  Since we cannot necessarily predict future changes in the financial stability of our customers, we cannot
guarantee that our allowance for doubtful accounts will be adequate.

From time to time, we may have a limited number of customers with individually large amounts due.  Any
unanticipated change in a customer’s creditworthiness could have a material effect on our results of operations in the
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period in which such changes or events occurred.  Accounts receivable at September 30, 2012 was $2,145, which we
expect to be collectible.

Inventory

Inventory consists of finished goods paper and paper-based products ready for sale and is stated at the lower of cost or
market.  We value inventories using the weighted average costing method.  Our Company’s policy is to include as a
part  of  inventory any freight  incurred to  ship the product  f rom our  contract  manufactures  to  our
warehouses.  Outbound freights costs related to shipping costs to our customers are considered period costs and
reflected in selling, general and administrative costs.  Outbound freight costs to customers were minimal for the three
months ended September 30, 2012 and 2011. We regularly review inventory and consider forecasts of future demand,
market conditions and product obsolescence. If the estimated realizable value of our inventory is less than cost, we
make provisions in order to reduce its carrying value to its estimated market value.  During the fourth quarter of fiscal
2012, our Company became aware of quality issues surrounding its copy paper products.  As a result of these quality
issues, we determined that the historical inventory values were not realizable and we recorded a reserve for inventory
obsolescence.  The balance for this reserve totaled $195,880 at September 30, 2012.

8
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Sugarmade, Inc. and Subsidiary
Notes to Unaudited Condensed Consolidated Financial Statements

September 30, 2012

Other current assets

Other current assets consist mainly of prepaid insurance, deposits and other related expenses.

Equipment

Equipment is stated at cost, less accumulated depreciation.  Expenditures for maintenance and repairs are charged to
expense as incurred.  Items of equipment with costs greater than $1,500 are capitalized and depreciated on a
straight-line basis over their estimated useful lives ranging from 3-7 years.

Intangible assets

We had intangible assets related to the exclusive license and supply agreement (“LSA”) with Sugar Cane Paper
Company.  During the year ended June 30, 2012, we performed a review of the LSA including estimations of the
likely future cash flows to be derived from the LSA.  Upon completing the review, it was management’s assessment
that due to changes in our Company’s manufacturing process, enhancements to the product formulation and the
limitations on the credit facility, the fair value of the intangible asset had been impaired to the level that the asset has
negligible remaining value. As such, our Company recorded an impairment charge totaling $318,983 for the
remaining value of the license and supply agreement as of June 30, 2012.

Valuation of long-lived assets

We evaluate long-lived assets for impairment whenever events or changes in circumstances indicate their net book
value may not be recoverable. When such factors and circumstances exist, we compare the projected undiscounted
future cash flows associated with the related asset or group of assets over their estimated useful lives against their
respective carrying amount. Impairment, if any, is based on the excess of the carrying amount over the fair value,
based on market value when available, or discounted expected cash flows, of those assets and is recorded in the period
in which the determination is made.  As noted above, for the year ended June 30, 2012, it was determined that the
carrying value of our intangible assets should be zero and we recorded an impairment charge for the full carrying
value.

Income taxes

We provide for federal and state income taxes currently payable, as well as for those deferred due to timing
differences between reporting income and expenses for financial statement purposes versus tax purposes. Deferred tax
assets and liabilities are recognized for the future tax consequences attributable to temporary differences between the
financial statement carrying amounts of existing assets and liabilities and their respective tax bases. Deferred tax
assets and liabilities are measured using enacted income tax rates expected to apply to taxable income in the years in
which those temporary differences are expected to be recovered or settled. The effect of a change in income tax rates
is recognized as income or expense in the period that includes the enactment date.

The accounting guidance for uncertainties in income tax prescribes a comprehensive model for the financial statement
recognition, measurement, presentation, and disclosure of uncertain tax positions taken or expected to be taken in
income tax returns. The Company recognizes a tax benefit from an uncertain tax position in the financial statements
only when it is more likely than not that the position will be sustained upon examination, including resolution of any
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related appeals or litigation processes, based on the technical merits and a consideration of the relevant taxing
authority's widely understood administrative practices and precedents.

Stock based compensation

Stock based compensation cost is measured at the date of grant, based on the calculated fair value of the stock-based
award, and will be recognized as expense over the employee’s requisite service period (generally the vesting period of
the award).  We estimate the fair value of employee stock options granted using the Black-Scholes-Merton Option
Pricing Model. Key assumptions used to estimate the fair value of stock options will include the exercise price of the
award, the fair value of our common stock on the date of grant, the expected option term, the risk free interest rate at
the date of grant, the expected volatility and the expected annual dividend yield on our common stock.  We use
comparable public company data among other information to estimate the expected price volatility and the expected
forfeiture rate.  Non-employee stock grant costs are measured and recognized upon completion of performance and
tied to the contractual obligations of the parties we transact with.

9
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Sugarmade, Inc. and Subsidiary
Notes to Unaudited Condensed Consolidated Financial Statements

September 30, 2012

Loss per share

We calculate basic earnings per share (“EPS”) by dividing our net loss by the weighted average number of common
shares outstanding for the period, without considering common stock equivalents.  Diluted EPS is computed by
dividing net income or net loss by the weighted average number of common shares outstanding for the period and the
weighted average number of dilutive common stock equivalents, such as options and warrants.  Options and warrants
are only included in the calculation of diluted EPS when their effect is dilutive.

Fair value of financial instruments

The Company follows guidance for accounting for fair value measurements of financial assets and financial liabilities
and for fair value measurements of nonfinancial items that are recognized or disclosed at fair value in the financial
statements on a recurring basis. Additionally, the Company adopted guidance for fair value measurement related to
nonfinancial items that are recognized and disclosed at fair value in the financial statements on a nonrecurring basis.
The guidance establishes a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair
value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical assets or
liabilities (Level 1 measurements) and the lowest priority to measurements involving significant unobservable inputs
(Level 3 measurements). The three levels of the fair value hierarchy are as follows:

●Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the Company has
the ability to access at the measurement date.

●Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for the asset or
liability, either directly or indirectly.

● Level 3 inputs are unobservable inputs for the asset or liability.

The level in the fair value hierarchy within which a fair measurement in its entirety falls is based on the lowest level
input that is significant to the fair value measurement in its entirety.

Advertising

We expense advertising costs as incurred.  Advertising and promotion totaled $2,167 and $2,196 during the three
months ended September 30, 2012 and 2011, respectively.  We have no existing arrangements under which we
provide or receive advertising services from others for any consideration other than cash.  

Concentration

Customers

For the three months ended September 30, 2012, our Company earned net revenues of $48,207. A significant portion
of our Company’s revenue is derived from a small number of customers. For the three months ended September 30,
2012, sales to one of our Company’s customers accounted for 100% of net sales.

Suppliers
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For the three months ended September 30, 2012, all of our tree free paper products were purchased from SCPC and
their contract manufacturers.

Litigation

From time to time, we may become involved in disputes, litigation and other legal actions.  We estimate the range of
liability related to any pending litigation where the amount and range of loss can be estimated.  We record our best
estimate of a loss when the loss is considered probable.  Where a liability is probable and there is a range of estimated
loss with no best estimate in the range, we record a charge equal to at least the minimum estimated liability for a loss
contingency when both of the following conditions are met: (i) information available prior to issuance of the financial
statements indicates that it is probable that an asset had been impaired or a liability had been incurred at the date of the
financial statements and (ii) the range of loss can be reasonably estimated.

10
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Sugarmade, Inc. and Subsidiary
Notes to Unaudited Condensed Consolidated Financial Statements

September 30, 2012

Recently issued and adopted accounting pronouncements

Accounting standards promulgated by the Financial Accounting Standards Board (“FASB”) are subject to
change.  Changes in such standards may have an impact on our Company’s future financial statements.  The following
are a summary of recent accounting developments.

In June 2011, the FASB, issued Accounting Standards Update (“ASU”), 2011-05, Comprehensive Income: Presentation
of Comprehensive Income, which requires an entity to present the total of comprehensive income, the components of
net income, and the components of other comprehensive income either in a single continuous statement of
comprehensive income or in two separate but consecutive statements. It eliminates the option to present components
of other comprehensive income as part of the statement of changes in stockholders' equity. The ASU does not change
the items which must be reported in other comprehensive income, how such items are measured or when they must be
reclassified to net income. This ASU is effective for interim and annual periods beginning after December 15, 2011.
This ASU did not have a material impact on our consolidated financial statements.

In May 2011, the FASB issued ASU 2011-04, Fair Value Measurement: Amendments to Achieve Common Fair
Value Measurement and Disclosure Requirements in U.S. GAAP and IFRSs, which converges common fair value
measurement and disclosure requirements in accordance with GAAP and International Financial Reporting Standards
(“IFRS”). This ASU is effective for interim and annual periods beginning after December 15, 2011. Our adoption of this
ASU did not have a material impact on our consolidated financial statements.

2.  Acquisition of Sugarmade-CA and related financing activities

On April 23, 2011, we entered into the Exchange Agreement with Sugarmade-CA.  Under the terms of the Exchange
Agreement, we acquired all of the outstanding stock of Sugarmade-CA (the "Exchange").  Upon the closing of the
Exchange on May 9, 2011, Sugarmade-CA became a wholly-owned subsidiary of our Company.

Under the terms of the Exchange Agreement, Sugarmade-CA’s shareholders exchanged all of their shares of stock on a
one-for-one basis for a total of 8,864,108 shares of our common stock.  In connection with the Exchange Agreement
and effective at the closing of the Exchange transaction, our previous three principal shareholders agreed to enter into
a Share Cancellation Agreement pursuant to which 8,762,500 shares held by them were canceled or redeemed in
exchange for our Company’s payment of $210,000, the issuance of 200,000 two-year warrants to purchase our
common stock at $1.25 per share, and certain registration rights.

Prior to the closing of the Exchange, our Company had no operations and was a “shell” company.  Accordingly, the
transaction was accounted as a reverse-merger and our financial statements reflect the financial position and
operations of Sugarmade-CA for all periods presented as if it was the acquiring entity in the Exchange.

3.  Note payable due to bank

During October 2011, we entered into a revolving demand note (line of credit) arrangement with HSBC Bank USA,
with a revolving borrowing limit of $150,000.  The line of credit bears a variable interest rate of one quarter percent
(0.25%) above the prime rate (3.25% as of September 30, 2012).  This borrowing facility is renewed annually and our
Company is required to maintain a separate demand deposit account with HSBC with a minimum balance equal to the
outstanding borrowing.  In the event the deposit account is not established or minimum balance maintained, HSBC
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can charge a higher rate of interest of up to 4.0% above prime rate.   As of September 30, 2012, the loan’s interest rate
was three and one half percent (3.5%) and HSBC has advanced $150,000.  The note is payable on demand.

4.  Convertible Note Payables

Between August 17, 2012 and September 27, 2012, our Company issued a total of $240,000 in convertible promissory
notes to seven accredited investors, one of which was a member of our Board of Directors.  The convertible
promissory notes must be repaid by our Company within 9 months from the date of issuance; accrue interest at the
rate of 14%; and are subject to conversion at the election of the investors at such time as our Company has raised a
minimum of $500,000 in a subsequent equity financing. The conversion price will be the lower of 80% of the per
share purchase price paid for by the new investors in the subsequent financing, or $0.50 per share.  Unless these
promissory notes are converted or repaid earlier, our Company must pay the noteholders the amount of the then
accrued interest on the three, six, and nine month anniversaries of the issue date.

11
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Sugarmade, Inc. and Subsidiary
Notes to Unaudited Condensed Consolidated Financial Statements

September 30, 2012

In connection with the issuance of the promissory notes, the investors in the aggregate received two-year warrants to
purchase up to a total of 36,000 shares of common stock at $0.50 per share, and two-year warrants to purchase up to a
total of 60,000 shares of common stock at $0.01 per share.  For purposes of accounting for the detachable warrants
issued in connection with the convertible notes, the fair value of the warrants was estimated using the
Black-Scholes-Merton option pricing formula.  The value of all warrants granted at the date of issuance totaled
$36,006 and was recorded as a discount to the notes payable. The amount will be amortized over the nine month term
of the respective convertible note as additional interest expense.

5.  Related party transactions

On January 19, 2012, our Board of Directors approved a grant of 36,000 shares of our Company’s common stock
(subject to a 1 year repurchase option by our Company) to Ed Roffman, a director, for the provision of services to our
Company in the areas of finance and public reporting.  During the year ended June 30, 2012, our company recorded
share based consulting expense totaling $66,900.  The monthly expense was based on closing stock prices ranging
from $1.90 per share to $4.25 per share.  The shares were issued in reliance upon the exemption from registration
afforded by Section 4(2) of the Securities Act as transactions by an issuer not involving any public offering.

Effective May 11, 2012, our Company entered into a Share Cancellation Agreement with Clifton Leung, a director
and shareholder of our Company, pursuant to which Mr. Leung agreed to the cancellation of 500,000 shares of
Company common stock held by him.  In consideration for the cancellation, our Company agreed to pay Mr. Leung
$5,000 representing a price of $0.01 per share of common stock.  Our Company accounted for this transaction as a
purchase and immediate retirement of treasury shares.  Effective June 30, 2012, Mr. Leung forgave the amount owed
to him from the share cancellation agreement.

On August 17, 2012, the company issued a convertible note with warrants to Jim Jensen, a director, in exchange for
$25,000 short term loan to our Company.  In connection with the issuance of the promissory note, Mr. Jensen received
two-year warrants to purchase up to a total of 3,750 shares of common stock at $0.50 per share, and two-year warrants
to purchase up to a total of 6,250 shares of common stock at $0.01 per share.   The convertible promissory note must
be repaid by our Company within 9 months from the date of issuance; accrues interest at the rate of 14%; and is
subject to conversion at the election of the noteholder at such time as our Company has raised a minimum of $500,000
in a subsequent equity financing. The conversion price will be the lower of 80% of the per share purchase price paid
for by the new investors in the subsequent financing, or $0.50 per share.  Unless these promissory notes are converted
or repaid earlier, our Company must pay the noteholder the amount of the then accrued interest on the three, six, and
nine month anniversaries of the issue date.

On September 6, 2012, our Company’s Board of Directors approved the repricing of options and warrants granted to
employees, consultants and board members.  The repriced options and warrants had exercise prices ranging from
$1.25 to $3.73.  A total of 1,245,000 vested and unvested options and warrants were amended to reduce the exercise
price to $0.52 per share, based on the most recent closing price for our Company’s common stock prior to the approval
of the re-pricing, which was deemed to be the fair market value as of that date.  Three members of our board had a
total of 325,000 options repriced to the lower exercise price.  The Company incurred additional share based
compensation costs totaling $6,250 related to the repriced options and will recognized over the options vesting period.

6.  Stockholders’ equity
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Issuance of common stock and warrants for cash

On March 7, 2012, our Company’s Board of Directors approved the sale of our Company’s common stock and warrants
to purchase common stock at $2.25 per unit.  Each unit consisted of (i) one share of our Company's common stock;
and (ii) two-year term warrants to purchase the amount of shares of common stock equal to 80% of the number of
units purchased.  Each warrant was issued with a fixed exercise price of $0.01 per share.  As of June 30, 2012, our
Company raised $657,500 through the sale of 292,222 units and the commensurate exercise of 193,778 warrants for
additional cash proceeds totaling $1,938.  For the three months ended September 30, 2012, there were no additional
stock issuances for cash.
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Sugarmade, Inc. and Subsidiary
Notes to Unaudited Condensed Consolidated Financial Statements

September 30, 2012

Issuance of common stock for services

In May 2011, we issued 500,000 shares of common stock subject to repurchase provisions to an individual as
consideration for consulting services.  We recorded a prepaid stock compensation in connection with the shares
granted totaling $400,000 based on the estimated value of the underlying shares of stock at the time of their issuance
to the consultant.  The grant was originally scheduled to vest evenly on a monthly basis over two years through May
2013, however our Company vested all of the remaining unvested shares in December 2011.    The prepaid stock
compensation from the grant was charged to operations at the fair market value of the vesting shares at the time of
their vesting since the consultant’s performance was tied to the contractual vesting terms.  Prepaid stock compensation
was originally amortized proportionally over the expected vesting term of the shares at the time the shares were
vested, with the difference being recorded as additional paid-in capital.  For the year ended June 30, 2012, we
recorded noncash charges totaling $1,547,000 in connection with this stock issuance.

On January 19, 2012, our Company issued 36,000 shares of restricted common stock to one of its board members in
exchange for additional advisory services in the area of finance and financial reporting.  The shares vest over one year
and any unvested shares are subject to repurchase by our Company should the recipient cease to provide for the
contracted services.  For the three months ended September 30, 2012, our Company incurred a charge totaling $8,745
related to this issuance.

On May 31, 2012, we issued 10,526 shares of restricted common stock to a public relations firm as part of their
compensation for services in the area of public relations related strategy, processes and tactics.  For the year ended
June 30, 2012, our Company recorded noncash charges totaling $20,000 related to this issuance.

On September 20, 2012, our Company issued 250,000 shares to a third party consultant in consideration for its
services under the terms of a consulting agreement for investor relations and public communications services.  For the
three months ended September 30, 2012, we recorded noncash charges totaling $85,000 in connection with this stock
issuance based on previous day’s closing price for our common stock, which is deemed the fair market value as of that
date.

Share surrender and Cancellation

Effective May 11, 2012, our Company entered into a Share Cancellation Agreement with Clifton Leung, a director
and shareholder of our Company, pursuant to which Mr. Leung agreed to surrender  500,000 shares of Company
common stock held by him.  In consideration for the surrender, our Company agreed to pay Mr. Leung $5,000
representing a price of $0.01 per share of common stock.  Our Company accounted for this transaction as a repurchase
and cancellation of common stock.  Effective June 30, 2012, Mr. Leung forgave the amount owed to him from the
share cancellation agreement.

Stock options

On April 27, 2011, our Company’s Board of Directors approved the adoption of the 2011 Stock Option/Stock Issuance
Plan (the “2011 Plan”) and reserved 1,500,000 shares of common stock for issuance under the 2011 Plan.  The 2011
Plan provides for the issuance of both non-qualified stock options and incentive stock options (“ISOs”), and permitted
grants to employees, non-employee directors and consultants of our Company.  Generally, stock option grants under
the 2011 Plan will vest over a period of up to four years and have a term not to exceed 10 years, although the Plan
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Administrator has the discretion to issue option grants with varying terms and vesting periods.

As of September 30, 2012, we have a total of 1,133,462 incentive and nonqualified stock options granted and
outstanding under the Plan. All of our outstanding options have terms of between five and ten years.  During the three
months ended September 30, 2012, we recognized share based compensation expense totaling $−−−−−41,587 related
to stock options granted through that date.
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Sugarmade, Inc. and Subsidiary
Notes to Unaudited Condensed Consolidated Financial Statements

September 30, 2012

Other outstanding warrants

We issued warrants to purchase up to 2,185,600 of our common stock in connection with the sale of our common
stock during the year ended June 30, 2011 and issued warrants to purchase up to 40,000 shares of our common stock
in connection with the sale of our common stock during the year ended June 30, 2012.  We also have warrants to
purchase 871,500 of our common stock outstanding as of September 30, 2012, issued to individuals providing
consulting and advisory services to our Company.  During the three months ended September 30, 2012 and 2011, we
recognized share based compensation expense related to these warrants totaling $13,782 and $55,277, respectively.

Between August 17, 2012 and September 27, 2012, our Company issued a total of 96,000 warrants in conjunction
with $240,000 in convertible promissory notes to seven accredited investors, one of which was a member of our
Board of Directors.  In connection with the issuance of the promissory notes, the investors in the aggregate received
two-year warrants to purchase up to a total of 36,000 shares of common stock at $0.50 per share, and two-year
warrants to purchase up to a total of 60,000 shares of common stock at $0.01 per share.  The value of all warrants
granted at the date of issuance totaled $36,006 and was recorded as a discount to the notes payable. The amount will
be amortized over the nine month term of the respective convertible note as additional interest expense.  For the three
months ended September 30, 2012, we amortized $3,205 of discounts on note payable as interest expense.

Outstanding warrants from all sources have terms ranging from two to five years with certain of the warrants carrying
registration rights of the underlying shares of common stock.  The number of shares of common stock subject to
exercise and the exercise price of all options and warrants outstanding at September 30, 2012 is as follows:

Shares Outstanding
Weighted Average

Exercise Price Shares Vested
Expiration Fiscal

Period
2,805,600 $ 1.45 2,805,600 4th Qtr, 2013
40,000 0.01 40,000 3rd Qtr, 2014
200,000 1.25 200,000 4th Qtr, 2014
108,500 0.24 108,500 1st Qtr, 2015
30,000 0.53 30,000 4th Qtr, 2016
50,000 0.50 50,000 1st Qtr, 2017
1,079,000 0.55 677,640 4th Qtr, 2021
125,000 0.53 - 1st Qtr, 2022
35,000 0.53 - 2nd Qtr, 2022
1,462 3.25 1,462 3rd Qtr, 2022
52,000 0.75 - 1st Qtr, 2023
4,526,562 3,913,202

Stock based compensation

Results of operations for the three months ended September 30, 2012 include share based compensation costs totaling
$55,369 charged to selling, general and administrative expenses.  For purposes of accounting for stock based
compensation, the fair value of each option and warrant award is estimated on the date of grant using the
Black-Scholes-Merton option pricing formula.  The following weighted average assumptions were used for the
calculations during the three months ended September 30, 2012:
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Expected life (in years) 4.35 years
Weighted average volatility 135.89%
Forfeiture rate 20.00 %
Risk-free interest rate 1.22%
Expected dividend rate - %

The weighted average expected option and warrant term for director and employee stock options granted reflects the
application of the simplified method set out in SEC Staff Accounting Bulletin No. 110. The simplified method defines
the life as the average of the contractual term of the options and the weighted average vesting period for all options.
We utilized this approach as our historical share option exercise experience does not provide a reasonable basis upon
which to estimate an expected term. Expected volatilities are based on the historical volatility of our stock as well as
those of a peer group. We estimated the forfeiture rate based on our expectation for future forfeitures and we currently
expect substantially all options and warrants to vest. The risk-free rate for periods within the contractual life of the
option is based on the U.S. Treasury yield in effect at or near the time of grant. We have never declared or paid
dividends and have no plans to do so in the foreseeable future.

14

Edgar Filing: Sugarmade, Inc. - Form 10-Q

25



Sugarmade, Inc. and Subsidiary
Notes to Unaudited Condensed Consolidated Financial Statements

September 30, 2012

As of September 30, 2012, $372,464 of unrecognized compensation cost related to unvested stock based
compensation arrangements is expected to be recognized over a weighted-average remaining period of 8.7
months.  The following is required disclosure in connection with stock options and warrants (which resulted in share
based compensation charges) as of September 30, 2012: 1) weighted average exercise price - $0.78; 2) weighted
average remaining contractual term vested and outstanding options – 56.3 and 69.7 months, respectively; 3) aggregate
intrinsic value of outstanding and exercisable options and warrants - $221,655 and $126,225, respectively; 4)
weighted average grant date fair value of options and warrants granted - $0.27 per share; and 5) weighted average fair
value of options and warrants vested - $0.18 per share.

On September 6, 2012, our Company’s Board of Directors approved the repricing of options and warrants granted to
employees, active consultants and board members.  The repriced options and warrants had exercise prices ranging
from $1.25 to $3.73.  A total of 1,245,000 options and warrants were amended to reduce the exercise price to $0.52
per share, based on the most recent closing price for our Company’s common stock, which is deemed the fair market
value as of that date.  As a result of the repriced options and warrants, our company will be incurring additional stock
based compensation totaling $31,450, recognized in the current and future periods over the remaining vesting periods
related to the respective securities.  For the three months ended September 30, 2012, we recorded additional stock
based compensation expense totaling $13,859 related to the repriced options and warrants.

The exercise prices for options and warrants granted and outstanding which resulted in stock based compensation
charges was as follows at September 30, 2012:

Exercise Price Range
Number of options or

warrants
$0.25 - $0.50 50,000
$0.51 – $0.75 1,297,000
$0.76 - $1.00 -
$1.01 - $1.25 624,000
$1.26 - $2.00 32,500
$2.01 - $3.00 -
$3.01 - $4.00 1,462

2,004,962

A summary of the status of our non-vested options and warrants as of September 30, 2012 and changes during the
year then ended is as follows:

Shares
Non-vested outstanding, July 1, 2012 624,173
Granted 102,000
Vested (112,813)
Cancelled -
Non-vested outstanding, September 30, 2012 613,360

Common Shares Reserved for Future Issuance

The following table summarizes shares of our common stock reserved for future issuance at September 30, 2012:
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Stock options outstanding 1,133,462
Stock options available for future grant under the 2011 Plan 366,538
Warrants 3,393,100

Total common shares reserved for future issuance 4,893,100
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Sugarmade, Inc. and Subsidiary
Notes to Unaudited Condensed Consolidated Financial Statements

September 30, 2012

7.  Income taxes

We currently estimate our Company’s book net operating loss carryforwards (“NOL”) and deferred tax asset balance to
total approximately $8,410,000 and $3,390,000, respectively, as of September 30, 2012.  Internal Revenue Code
Section 382 and similar California rules place a limitation on the amount of taxable income that can be offset by
NOL’s after a change in control (generally greater than a 50% change in ownership).  Transactions such as planned
future sales of our common stock may be included in determining such a change in control.  These factors give rise to
uncertainty as to whether the net deferred tax assets are realizable.  Our in NOL will begin to expire in 2024 for
federal and state purposes and could be limited for use under IRC Section 382.  We have recorded a valuation
allowance against the entire net deferred tax asset balance due because we believe there exists a substantial doubt that
we will be able to realize the benefits due to our lack of a history of earnings and due to possible limitations under
IRC Section 382.

We file income tax returns in the U.S. and in the state of California with varying statutes of limitations.  Our policy is
to recognize interest expense and penalties related to income tax matters as a component of our provision for income
taxes.  There were no accrued interest and penalties associated with uncertain tax positions as of September 30,
2012.  All operations are in California and the Company believes it has no tax positions which could more-likely-than
not be challenged by tax authorities. We have no unrecognized tax benefits and thus no interest or penalties included
in the financial statements.

8.  Subsequent events

Between October 5, 2012 and November 12−, 2012, our Company issued a total $60,000 of additional convertible
promissory notes to 3 accredited investors.  The terms of these convertible notes are identical to those noted in note 4
above.  In connection with the issuance of the promissory notes, the investors in the aggregate received two-year
warrants to purchase up to a total of 9,000 shares of common stock at $0.50 per share, and two-year warrants to
purchase up to a total of 15,000 shares of common stock at $0.01 per share.  The issuance of notes and warrants to the
investors was made in reliance on the exemption provided by Section 4(2) of the Securities Act of 1933, as amended
(the “Securities Act”) for the offer and sale of securities not involving a public offering, and Regulation D promulgated
under the Securities Act.

On October 11, 2012, our Company issued four-year warrants to purchase up to 50,000 shares of common stock to our
outside legal counsel in relation to legal services provided to the Company.  The warrants were issued at an exercise
price of $0.50 per common share, at which time the market price of our Company’s common stock was $0.45 per
share. The issuance of warrants was made in reliance on the exemption provided by Section 4(2) of the Securities Act
for the offer and sale of securities not involving a public offering.
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ITEM 2 – MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

This discussion and analysis may include statements regarding our expectations with respect to our future
performance, liquidity, and capital resources. Such statements, along with any other non-historical statements in the
discussion, are forward-looking. These forward-looking statements are subject to numerous risks and uncertainties,
including, but not limited to, the risks and uncertainties described below in Part II, Item 1A and in our June 30, 2012
Annual Report on Form 10-K, as well as those factors listed in other documents we file with the Securities and
Exchange Commission (SEC). We do not assume an obligation to update any forward-looking statement. Our actual
results may differ materially from those contained in or implied by any of the forward-looking statements in this
Form 10-Q. See “SPECIAL NOTE REGARDING FORWARD LOOKING STATEMENTS” above.

Overview and Financial Condition

Discussions with respect to our Company’s operations included herein refer to our operating subsidiary,
Sugarmade-CA.  Our Company purchased Sugarmade-CA on May 9, 2011.  We have no operations other than those
of Sugarmade-CA.  Information with respect to our Company’s nominal operations prior to the Sugarmade Acquisition
is not included herein.

Results of Operations

Revenues

Our Company had revenues totaling $48,207 and $26,546 for the three months ended September 30, 2012 and 2011,
respectively, an increase of $21,661 or 81.6% from 2011 to 2012.  Revenues for the first fiscal quarter of 2012
reflected limited sales due to our focus on the production and shipment of replacement stock to some of our
customers.  During the fourth quarter of 2012, we became aware of quality issues surrounding our copy paper
products.  We were able to trace the reported problems with paper quality back to manufacturing issues with our third
party contract manufacturer.  Our Company has since implemented additional quality assurance procedures both
during and at the completion of the production processes and believes that all known issues have been addressed.  As
a result of the production difficulties, we issued full refunds to our customers during the prior year and are currently
shipping replacement paper meeting quality standards.

Cost of goods sold

For the three months ended September 30, 2012, our Company reported cost of goods sold totaling $47,671, as
compared to no cost of goods sold for the comparable prior in 2011.  Our cost of sales for the first three months of
fiscal 2013 reflect higher than normal freight charges due to industry surcharges assessed by the shipping carriers to
companies using their ocean freight services.  As we ship our product from China, these surcharges negatively impact
our profit margins.  We are managing our freight costs closely in an attempt mitigate some of these costs by using
pre-purchased freight, alternative routes and /or longer lead times.  We are expecting our freight costs to return to
more normal levels in the coming months.  For the three months ended September 30, 2011, we recorded no cost of
goods sold as the cost of inventory liquidated during the quarter was previously written off in the prior year as a result
of product packaging changes.

Gross margin

Gross margin was minimal for the first fiscal quarter of 2013 compared to margins totaling $26,546 for the same
period in fiscal 2012.  The unusually high margins for the three months ended September 30, 2011 related to the sales
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of previously written off inventory.  As noted above, the focus on replacing our customers’ product coupled with
higher than normal product costs let to a very small margin for the three months ended September 30, 2012.

Selling, general and administrative expenses

Selling, general and administrative expenses totaled $621,117 and $813,463 for the three months ended September 30,
2012 and 2011, respectively.  Included in these expenses for the first fiscal quarter of 2011 were $360,600 of non-cash
related charges for stock compensation and consulting expenses, compared to $149,053 of non-cash related costs for
stock compensation and consulting services for the three months ended September 30, 2012.    Payroll and related
expenses including noncash items totaled $330,718 and $289,702 during the three months ended September 30, 2012
and 2011, respectively.  Consulting expenses totaled $141,173 and $386,288 during the three months ended
September 30, 2012 and 2011, respectively, while legal and accounting expenses totaled $34,694 and $43,728 during
the three months ended September 30, 2012 and 2011, respectively.   Included in consulting expenses are noncash
charges for the issuance of common stock for services totaling $93,745 for the three months ended September 30,
2012 and $301,000 for the three months ended September 30, 2011.
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Interest expense and interest income

Interest expense totaled $7,870 for the three months ended September 30, 2012 compared to none for the same period
in 2011.    Interest expense in the first quarter of fiscal 2013 resulted from our note payable with our bank totaling
$150,000, as well as interest from the convertible notes payable and the related amortization of the discount on the
convertible notes.  Net convertible notes payable including accrued interest totaled $205,797, consisting of gross notes
payable of $241,803, and discounts on notes payable totaling $36,006.

Net loss

Net loss totaled $628,318 and $790,825 for the three months ended September 30, 2012 and 2011, respectively.  As
mentioned previously, noncash amounts included in net loss for the first fiscal quarter of 2013 $149,053, while
non-cash charges for the same period in fiscal 2012 totaled $ 360,600.

Liquidity and Capital Resources

We have primarily financed our operations through the sale of unregistered equity, warrants and convertible notes
payable.  As of September 30, 2012, our Company had cash totaling $188,697, current assets totaling $327,556 and
total assets of $336,317. We had current liabilities totaling $631,795 and total liabilities of $837,592, with a negative
working capital of $304,239.  Stockholders’ equity reflected a deficit of $501,275

Net cash used by operating activities was $245,584 for the three months ended September 30, 2012, a decrease of
$413,876 from the comparable figure of $659,4690 for the three months ended September 30, 2011.  The decrease of
net cash flows used in operation activities resulted from the increase in our liabilities and accrued compensation costs.

For the three months ended September 30, 2012, we did not have cash flows from investing activities, and only minor
activities for the three months ended September 30, 2011 related to the purchase of computer and related equipment.

Net cash provided by financing activities totaled $242,181 for three months ended September 30, 2012 as compared to
none for the first three months of fiscal 2012.  The net cash provided by financing activities for the period was mainly
attributable to proceeds from the issuances of notes payable and convertible notes payables.

Our capital requirements going forward will consist of financing our operations until we are able to reach a level of
revenues and gross margins adequate to equal or exceed our ongoing operating expenses.  Other than the notes
payable discussed above, borrowings from our bank and the production credit facility with our suppliers, we do not
have any credit agreement or source of liquidity immediately available to us.

Given estimates of our Company’s future operating results and our credit arrangements with our suppliers, we are
currently forecasting that we will need to secure additional financing to obtain adequate financial resources to reach
profitability.  As of the date of this report, we estimate that the cash necessary to implement our current business plan
for the next twelve months is approximately $2,500,000.  As of September 30, 2012,  we had a cash balance of
approximately $188,697.  However, we cannot provide any assurances that we will be able to raise additional funds to
meet our cash needs; that the cash required to implement our current plan will not exceed our estimated amount of
$2,500,000; or that we can achieve profitability with the estimated amounts we determined above, or that we will ever
achieve profitability.

Based on our need to raise additional funds to implement our business plans for the next twelve months, we have
included a discussion concerning the presentation of our financial statements on a going concern basis in the notes to
our financial statements and our independent public accountants have included a similar discussion in their opinion on
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our financial statements through June 30, 2012.  We will be required in the near future to issue debt or sell our
Company’s equity securities in order to raise additional cash, although there are no firm arrangements in place for any
such financing at this time.  We cannot provide any assurances as to whether we will be able to secure the necessary
financing, or the terms of any such financing transaction if one were to occur.  The failure to secure such financing
could severely curtail our plans for future growth or in more severe scenarios, the continued operations of our
Company.
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Capital Expenditures

Our current plans do not call for our Company to expend significant amounts for capital expenditures for the
foreseeable future beyond relatively insignificant expenditures for office furniture and information technology related
equipment as we add employees to our Company.  We are however continually evaluating the production processes of
our third party contract manufacturers to determine if there are investments we could make in their processes to
achieve manufacturing improvements and significant cost savings.  Any such desired investments would require
additional cash above our current forecast requirements.

Critical Accounting Policies Involving Management Estimates and Assumptions

Please see the notes to our financial statements.

ITEM 3 – QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Intentionally omitted pursuant to Item 305(e) of Regulation S-K.

ITEM 4 – CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

We maintain disclosure controls and procedures and internal controls that are designed to provide reasonable
assurance that information required to be disclosed in our Exchange Act reports is recorded, processed, summarized,
and reported within the time periods specified in the Securities and Exchange Commission’s rules and forms and that
such information is accumulated and communicated to our management, including our Chief Executive Officer and
Chief Financial Officer (currently one individual), as appropriate, to allow timely decisions regarding required
disclosure. In designing and evaluating the disclosure controls and procedures and internal controls, management
recognizes that any controls and procedures, no matter how well designed and operated, can provide only reasonable,
and not absolute, assurance of achieving the desired control objectives. In reaching a reasonable level of assurance,
management necessarily was required to apply its judgment in evaluating the cost benefit relationship of possible
controls and procedures and internal controls. Our disclosure controls and procedures are designed to provide
reasonable assurance of achieving their objectives.

As required by the Securities and Exchange Commission Rule 13a-15(e) and Rule 15d-15(e), we carried out an
evaluation, under the supervision of and with the participation of our management, including our Chief Executive
Officer and Chief Financial Officer, of the effectiveness of the design and operation of our disclosure controls and
procedures as of the end of the period covered by this report. Based on the foregoing, our Chief Executive Officer and
Chief Financial Officer concluded that our disclosure controls and procedures were effective at the reasonable
assurance level.

Changes in Internal Controls over Financial Reporting

There have not been any changes in our internal controls over financial reporting during the quarter ended September
30, 2012 that have materially affected, or are reasonably likely to materially affect, our internal controls over financial
reporting.
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PART II

ITEM 1 – LEGAL PROCEEDINGS

From time to time and in the course of business, we may become involved in various legal proceedings seeking
monetary damages and other relief.  The amount of the ultimate liability, if any, from such claims cannot be
determined. However, in the opinion of our management, there are no legal claims currently pending or threatened
against us that would be likely to have a material adverse effect on our financial position, results of operations or cash
flows.

ITEM 1A – RISK FACTORS

Investment in our common stock involves a high degree of risk. You should carefully consider the risks described
below together with all of the other information included in this herein before making an investment decision.  If any
of the following risks actually occur, our business, fi
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