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Indicate by check mark if the registrant is a well-known seasoned issuer, as defined by Rule 405 of the Securities Act.
Yes ☐ No ☒

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the Exchange
Act. Yes ☐ No ☒

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the past 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes ☒ No ☐

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
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes ☒ No ☐

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of the registrant’s knowledge, in definitive proxy or information
statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. ☐

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

Large accelerated filer  ☐Accelerated filer  ☐
Non-accelerated filer  ☐Smaller reporting company  ☒

Emerging growth company  ☐

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act  ☐

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes ☐
 No ☒

The aggregate market value of the voting and non-voting common equity on June 30, 2018, (the last business day of
the registrant's most recently completed quarter) based on the most recent closing trade, which occurred on November
12, 2018 was $0.102 with an implied market cap of approximately $28.73M.

On November 23, 2018 there were 299,897,579 shares outstanding of the issuer's common, the only class of common
equity. This amount does not include shares to be issued.
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SPECIAL NOTE OF CAUTION REGARDING FORWARD-LOOKING STATEMENTS

In addition to the historical information, this Annual Report on Form 10-K includes forward-looking statements
within the meaning of Section 27A of the Securities Act of 1933, as amended, (the “1933 Act”) and Section 21E of the
Securities Exchange Act of 1934, as amended (the “1934 Act”). Those sections of the 1933 Act and 1934 Act provide a
“safe harbor” for forward-looking statements to encourage companies to provide prospective information about their
financial performance so long as they provide meaningful, cautionary statements identifying important factors that
could cause actual results to differ significantly from projected result. Forward-looking statements of Sugarmade, Inc.
and its wholly-owned operating subsidiary, SWC Group, Inc. (collectively, the “Company”) include descriptions of the
Company’s plans or objectives for future operations, products or services, and forecasts of its revenues, earnings or
other measures of economic performance. Forward-looking statements can be identified by the fact that they do not
relate strictly to historical or current facts. They often include the words “believe,” “expect,” “intend,” “estimate,” “anticipates,”
“project,” “assume,” “plan,” “predict,” or words of similar meaning, or future or conditional verbs such as “will,” “would,” “should,”
“could” or “may.”

We make forward-looking statements as set forth above and regarding projected sources of funds and the availability
of acquisition and growth opportunities. Forward-looking statements involve substantial risks and uncertainties, many
of which are difficult to predict and are generally beyond our control. There are many factors that could cause actual
results to differ materially from those contemplated by these forward-looking statements. Risks and uncertainties that
could cause our financial performance to differ materially from our goals, plans, expectations and projections
expressed in forward-looking statements include those set forth in our filings with the SEC, Item 1A of this Annual
Report on Form 10-K, and the following:

For a more detailed discussion of some of the risk factors, see the section entitled “Risk Factors” below.

Forward-looking statements speak only as of the date they are made. The Company does not undertake to update
forward-looking statements to reflect circumstances or events that occur after the date the forward-looking statements
are made or to reflect the occurrence of unanticipated events and specifically disclaims any obligation to revise or
update such forward looking statements for any reason, except as may be required by applicable law. You should
consider any forward-looking statements in light of this explanation, and we caution you about relying on
forward-looking statements.
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PART I

Item 1. Business

General

Our Company was originally incorporated on June 5, 1986 in California as Lab, Inc. and later changed its name to
Software Professionals, Inc. During this time our Company was in the software solutions business, developing,
marketing, and supporting software products designed to automate the management of computer systems for
commercial concerns.  On May 21, 1996, our Company filed a Certificate of Amendment to its Amended and
Restated Articles of Incorporation changing its name to Enlighten Software Solutions, Inc.  During August 2001, our
Company filed a Form 15 for the purpose of deregistering its securities.  On September 13, 2001, our Company filed a
voluntary petition under Chapter 7, in the U.S. Bankruptcy Court, Northern District of California.  On November 2,
2004, the Trustee filed its Report of Distribution and on January 4, 2005 a final decree was entered and the case was
closed.  On or near July 10, 2007, we filed the requisite documents with the State of California for the purpose of
reinstating our corporate charter.  On July 30, 2007, our Company through a series of transactions effectively
reincorporated in the state of Delaware, while retaining the capital structure and number of shares outstanding of the
previous California corporation.  On January 14, 2008, our Company officially changed its name to Diversified
Opportunities, Inc.  

On April 23, 2011, we entered into an exchange agreement (the “Exchange Agreement”) with Sugarmade, Inc., a
California corporation (“Sugarmade-CA”), which, as a result of the transactions contemplated in the Exchange
Agreement, became our wholly-owned subsidiary. Under the terms of the Exchange Agreement, we acquired all of the
outstanding stock of Sugarmade-CA (the "Exchange").  On May 9, 2011, our Company completed the Exchange.
 Our Company then changed its name from “Diversified Opportunities, Inc.” to “Sugarmade, Inc.” on June 24, 2011.
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 an aggregate 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 warrants to purchase our
common stock at $1.25 per share, and certain registration rights.  

We are headquartered in Monrovia, California, a suburb of Los Angeles, with an additional warehouse location in
Southern California. As of the date of this filing, we employ 21 full and part-time workers and contractors.

As of the end of the reporting period, June 30, 2018, we were involved in several businesses including, 1) the supply
of hydroponic and related agricultural supplies, 2) the supply of products to the quick service restaurant sub-sector of
the restaurant industry, and, 3) as a marketer of culinary seasoning products Seasoning Stix and Sriracha Seasoning
Stix.
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These are outlined below:

Hydroponic and Cultivation Supplies

Our primary business operation is the supply of hydroponic and indoor/outdoor cultivation products to the agricultural
market sectors, including the legal cannabis cultivation, processing and distribution sectors. Our board of directors
believes the Company has a significant market opportunity to act as a supplier to the legal cannabis cultivation,
processing and distribution market sectors. We approach these markets as a supplier of products to legal market
participants and do not engage in the business of cultivating, processing or distributing cannabis or any products that
contain cannabis. While our primary focus has been on companies engaged in such business operations on the west
coast of the United States, our business has significantly expanded as legal medical and recreational cannabis business
activities have proliferated into many other states. While our business is rapidly expanding across most of the United
States, California remains an important marketplace due both the sheer size of the State’s economy and due to the rapid
embrace of legalization. We also believe the Company has strong revenue expansion opportunities within the retail
hydroponic agricultural sector as these businesses are complementary to our current business. We are currently in
process of analyzing several acquisitions for expansion in this area.

During December of 2017, we entered into a master marketing agreement with BizRight, LLC, a leading marketer and
manufacturer of cannabis and hydroponic growth supplies, which offers a range of hydroponics-related products
including: HPS grow lights, electronic ballasts, HPS Bulbs, nutrient mixes, environmental control products, pH
measurement and calibration solutions and other cannabis-related grow and storage products. BizRight operates the
ZenHydro.com website and other e-commerce properties, and sells various products to distributors and retailers. This
relationship has allowed our Company to significantly expand our revenue growth prospects. As of the date of this
filing, the Company has not issued any shares and/or other payments to BizRight, LLC under the master marketing
agreement.

During the first quarter of calendar 2017, Sugarmade announced the signing of an exclusive distribution agreement for
California, Oregon and Washington with privately held Plantation Corp. for its breakthrough BudLife preservation
technology based on integration of specialized gases and natural agents that dramatically extends the useful life of
medical marijuana up to six (6) months by actively monitoring the internal containers environment and automatically
adjusting its atmosphere as needed. Sugarmade has conducted initial product prototype testing of the BudLife product,
realizing positive results. Sugarmade plans to move forward as Plantation’s distribution partner upon availability of the
BudLife product line.

Quick Service Restaurant Suppliers
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Sugarmade is also a significant supplier to the quick service restaurant sector of the overall restaurant industry. We
plan to continue our business pursuits relative to our CarryOutSuppies.com business, which is a producer and
wholesaler of custom printed and generic supplies servicing more than 2,000 quick service restaurants. Our products
include double poly paper cups for cold beverage; disposable, clear, plastic cold cups, paper coffee cups, yogurt cups,
ice cream cups, cup lids, cup sleeves, edible packaging, food containers, soup containers, plastic spoons and many
other similar products for this market sector. CarryOutSupplies.com was founded in 2009.

 -2-

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

8



 Table of Contents

Culinary Seasonings

As of the end of the reporting period, June 30, 2018, Sugarmade was also a distributor of culinary seasoning products
Sriracha Stix and Seasoning Stix. During September of 2016, the Company completed negotiations for and signed an
agreement with HUY FONG FOODS, INC. (“HFFI”), the maker of Sriracha Hot Chili Sauce, under which the Company
became a party to a license with HGGI gaining permission from HFFI to use the licensed marks for the limited
products and purposes permitted by the license. Based on this agreement and a separate marketing and sales
agreement signed with Seasoning Stixs International, LLC, the Company markets a culinary seasoning product named
Sriracha Seasoning Stixs. Sriracha Seasoning Stixs are encapsulated Huy Fong Sriracha Sauce and other seasonings in
the form of a stick, which are inserted into meat, fish and poultry prior to cooking. All trademarks, service marks and
intellectual property remain the property of the respective owners.

During the first calendar quarter of 2018, our management team and our board of directors determined the business
operation of acting as a distributor of paper products derived from non-wood sources was no longer strategic to the
Company and thus, this business operation was discontinued.

As of the end of the second calendar quarter of 2018, our management team and our board of directors determined the
business operation of acting as a marketer and distributor of culinary seasoning products Seasoning Stix and Sriracha
Seasoning Stix was no longer strategic to the Company and thus this business operation was terminated in order to
focus all corporate resources in hydroponic-related and quick services restaurant-related areas.

In the future, we plan to continue to concentrate primarily on the hydroponic and cultivation market place, in addition
to the quick service restaurant supply sector. In addition, we are currently analyzing expanding our business
operations into the hydroponic and cultivation retail sector via direct acquisitions of participants in that market sector. 

Employees and Consultants

As of June 30, 2018, the Company had approximately seven (7) employees.

Available Information

We file annual, quarterly and current reports, information statements and other information with the Securities and
Exchange Commission (the "SEC"). The public may obtain information by calling the SEC at 1-800-SEC-0330. The
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SEC also maintains an Internet site that contains reports, proxy and information statements, and other information
regarding issuers that file electronically with the SEC. The address of that site is www.sec.gov. For quarterly and
annual reports, only those reports that were required to be filed through June 30, 2018 are available as of the date of
this report.
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Item 1A. Risk Factors

RISK FACTORS

Cautionary Statements

The discussions and information in this Form 10-K may contain both historical and forward-looking statements. To
the extent that the Form 10-K contains forward-looking statements regarding the financial condition, operating results,
business prospects, or any other aspect of our business, please be advised that our actual financial condition, operating
results, and business performance may differ materially from that projected or estimated by us in forward-looking
statements. We have attempted to identify, in context, certain of the factors we currently believe may cause actual
future experience and results to differ from our current expectations.

RISKS RELATED TO OUR BUSINESS

The report of our independent registered public accounting firm expresses substantial doubt about the
Company’s ability to continue as a going concern.

The report of our independent registered public accounting firm expresses substantial doubt about the Company’s
ability to continue as a going concern. Our auditors, L&L CPAs, have indicated in their report on the Company’s
financial statements for the fiscal year ended June 30, 2018, that conditions exist that raise substantial doubt about our
ability to continue as a going concern due to our recurring losses from operations and substantial decline in our
working capital. A “going concern” opinion could impair our ability to finance our operations through the sale of equity,
incurring debt, or other financing alternatives. Our ability to continue as a going concern will depend upon the
availability and terms of future funding, continued growth, improved operating margins and our ability to profitably
meet service commitments. If we are unable to achieve these goals, our business would be jeopardized and the
Company may not be able to continue. If we ceased operations, it is likely that all of our investors would lose their
investment.

We face risks associated with strategic acquisitions.

Our business strategy includes strategically acquisitions of businesses and assets, some of which may be material. We
plan to investigate and acquire strategic businesses with the potential to be accretive to earnings, increase our market
penetration, brand strength and our market position or enhancement our existing product offerings. There can be no
assurance that we will be able to identify or successfully complete transactions with suitable acquisition candidates in
the future.
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These acquisitions may involve a number of financial, accounting, managerial, operational, legal, compliance and
other risks and challenges, including the following, any of which could adversely affect our results of operations:

●Any acquired business could under-perform relative to our expectations and the price that we paid for it, or not
perform in accordance with our anticipated timetable;

● We may incur or assume significant debt in connection with our acquisitions;

●Acquisitions could cause our results of operations to differ from our own or the investment community’s expectations
in any given period, or over the long term; and

●Acquisitions could create demands on our management that we may be unable to effectively address, or for which we
may incur additional costs.

 -4-
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Additionally, if we were to undertake a substantial acquisition, the acquisition would likely need to be financed in part
through additional financing from banks, through possible public offerings or private placements of debt or equity
securities or through other arrangements. There can be no assurance that the necessary acquisition financing would be
available to us on acceptable terms if and when required.

Acquisitions could also result in dilutive issuances of equity securities or the incurrence of debt, which could
adversely affect our operating results. We may also unknowingly inherit liabilities from acquired businesses or assets
that arise after the acquisition and that are not adequately covered by indemnities. Following any business acquisition,
we could experience difficulty in integrating personnel, operations, financial and other systems, and in retaining key
employees and customers. In addition, if an acquired business fails to meet our expectations, our operating results,
business and financial position may suffer.

In addition, a significant portion of the purchase price of companies we acquire may be allocated to acquired goodwill
and other intangible assets, which must be assessed for impairment at least annually. We may record goodwill and
other intangible assets on our consolidated balance sheet in connection with our acquisitions. If we are not able to
realize the value of these assets, we may be required to incur charges relating to the impairment of these assets, which
could materially impact our financial condition and results of operations.

We may have difficulties integrating acquisitions or identifying new acquisitions.

A major part of our strategy is to grow through acquisition. However, we may be unable to identify and consummate
additional acquisitions or may be unable to successfully integrate and manage the product lines or businesses that we
have recently acquired or may acquire in the future. In addition, we may be unable to achieve a substantial portion of
any anticipated cost savings from acquisitions or other anticipated benefits in the timeframe we anticipate, or at all.
Moreover, any acquired product lines or businesses may require a greater than anticipated amount of trade,
promotional and capital spending. Acquisitions involve numerous risks, including difficulties in the assimilation of the
operations, technologies, services and products of the acquired companies, personnel turnover and the diversion of
management’s attention from other business concerns. Any inability by us to integrate and manage any product lines or
businesses that we have recently acquired or may acquire in the future in a timely and efficient manner, any inability
to achieve a substantial portion of any anticipated cost savings or other anticipated benefits from these acquisitions in
the time frame we anticipate or any unanticipated required increases in trade, promotional or capital spending could
adversely affect our business, consolidated financial condition, results of operations or liquidity. Moreover, future
acquisitions by us could result in our incurring substantial additional indebtedness, being exposed to contingent
liabilities or incurring the impairment of goodwill and other intangible assets, all of which could adversely affect our
financial condition, results of operations and liquidity.

Financial market conditions may impede our access to, or increase the cost of, financing for acquisitions.
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Any future financial market disruptions or tightening of the credit markets, may make it more difficult for us to obtain
financing for acquisitions or increase the cost of obtaining financing. In addition, our borrowing costs can be affected
by short and long-term debt ratings assigned by independent rating agencies that are based, in significant part, on our
performance as measured by credit metrics such as interest coverage and leverage ratios. A decrease in these ratings
could increase our cost of borrowing or make it more difficult for us to obtain financing.

We may need additional capital in the future, which could dilute the ownership of current shareholders or we may be
unable to secure additional funding in the future or to obtain such funding on favorable terms.
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Historically, we have raised equity capital to support and expand our operations. To the extent that we raise additional
equity capital, existing shareholders will experience a dilution in the voting power and ownership of their common
stock, and earnings per share, if any, would be negatively impacted. Our inability to use our equity securities to
finance our operations could materially limit our growth. Any borrowings made to finance operations could make us
more vulnerable to a downturn in our operating results, a downturn in economic conditions, or increases in interest
rates on borrowings that are subject to interest rate fluctuations. The amount and timing of such additional financing
needs will vary principally depending on the timing of new product launches, investments and/or acquisitions, and the
amount of cash flow from our operations. If our resources are insufficient to satisfy our cash requirements, we may
seek to issue additional equity or debt securities or obtain a credit facility. If our cash flow from operations is
insufficient to meet our debt service requirements, we could be required to sell additional equity securities, refinance
our obligations, or dispose of assets in order to meet debt service requirements. There can be no assurance that any
financing will be available to us when needed or will be available on terms acceptable to us. Our inability to obtain
sufficient financing on favorable terms and conditions could have a material adverse effect on our growth prospects
and our business, financial condition and results of operations.

The success of our new and existing products and services is uncertain.

We expect to continue to commit significant resources and capital to develop and market existing and new products,
services and enhancements. These products and services are relatively untested, and there is no assurance that we will
achieve market acceptance for these products and services, or other new products and services that we may offer in the
future. Moreover, these and other new products and services may face significant competition with new and existing
competitors. In addition, new products, services and enhancements may pose a variety of technical challenges and
require us to attract additional qualified employees. The failure to successfully develop and market these new
products, services or enhancements could seriously harm our business, financial condition and results of operations. In
addition, we are subject to raw material pricing which can erode the profitability of our products and put additional
negative pressure on profitability. Moreover, if we fail to accurately project demand for our new or existing products,
we may encounter problems of overproduction or underproduction which would materially and adversely affect our
business, financial condition and results of operations, as well as damage our reputation and brand.

Third-party suppliers could fail to fulfill our orders for parts used to assemble our products, which would
disrupt our business, increase our costs, harm our reputation, and potentially cause us to lose our market.

We depend on international third-party suppliers, including in The People’s Republic of China, for materials used to
assemble our products. Changing federal tariffs could adversely affect our international third-party suppliers. We
cannot predict the nature of any future tariffs, laws, regulations, interpretations or applications, nor can we determine
what effect additional governmental regulations or administrative policies and procedures, when and if promulgated,
could have on our suppliers and our business. These suppliers could increase prices to us, fail to produce products to
our specifications or in a workmanlike manner and may not deliver the material or products on a timely basis. Our
suppliers may also have to obtain inventories of the necessary parts and tools for production. Any change in our
suppliers’ approach to tariffs or resolving production issues could disrupt our ability to fulfill orders and could also
disrupt our business due to delays in finding new suppliers, providing specifications and testing initial production.
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Such disruptions in our business and/or delays in fulfilling orders would materially and adversely affect our business,
financial condition and results of operations, as well as damage our reputation and brand.
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Even if we expand our customer base, there is no assurance that we will continue to make a profit.

Our revenue growth has been derived from the sale of our products. Our success and the planned growth and
expansion of our business depend on us achieving greater and broader acceptance of our products and expanding our
customer base. There can be no assurance that customers will purchase our products or that we will continue to
expand our customer base. If we are unable to effectively market or expand our product offerings, we will be unable to
grow and expand our business or implement our business strategy. Even if we obtain more customers, there is no
guarantee that we will be able to continue to generate a profit. Because we have limited capital, we may be required to
limit our products and services. Because we will be limiting our marketing activities, we may not be able to attract
enough customers to buy our products to operate profitably. If we cannot market our new and existing products and
services profitably, we may have to limit or suspend or cease operations.

If we are able to expand our business operations, we may be unable to successfully manage our future growth.

If we are able to continue expanding our operations, we may experience periods of rapid growth that will require
additional resources. Any such growth could place increased strain on our management, operational, financial and
other resources, and we will need to train, motivate, and manage employees, as well as attract management, sales,
finance and accounting, international, technical, and other professionals. In addition, we will need to expand the scope
of our infrastructure and develop further physical resources. Any failure to expand these areas and implement
appropriate procedures and controls in an efficient manner and at a pace consistent with the business objectives could
have a material adverse effect on our business and results of operations.

Our inability to effectively manage our growth could harm our business and materially and adversely affect
our operating results and financial condition.

Our strategy envisions growing our business. We plan to expand our product, sales, administrative and marketing
operations. Any growth in or expansion of our business is likely to continue to place a strain on our management and
administrative resources, infrastructure and systems. As with other growing businesses, we expect that we will need to
further refine and expand our business development capabilities, our systems and processes and our access to
financing sources. We also will need to hire, train, supervise, and manage new employees. These processes are time
consuming and expensive, will increase management responsibilities and will divert management attention.

If we do not successfully generate additional products and services, or if such products and services are developed but
not successfully commercialized, we could lose revenue opportunities.

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

17



Our future success depends, in part, on our ability to expand our product and service offerings. To that end we have
engaged in the process of identifying new product opportunities to provide additional products and related services to
our customers. The processes of identifying and commercializing new products is complex and uncertain, and if we
fail to accurately predict customers’ changing needs and emerging trends, our business could be harmed. We have
already and may have to continue to commit significant resources to commercializing new products before knowing
whether our investments will result in products the market will accept. Furthermore, we may not execute successfully
on commercializing those products because of errors in product planning or timing, technical hurdles that we fail to
overcome in a timely fashion, or a lack of appropriate resources. This could result in competitors providing those
solutions before we do and a reduction in net sales and earnings.

The success of new products depends on several factors, including proper new product definition, timely completion,
and introduction of these products, differentiation of new products from those of our competitors, and market
acceptance of these products. There can be no assurance that we will successfully identify additional new product
opportunities, develop and bring new products to market in a timely manner, or achieve market acceptance of our
products or that products and technologies developed by others will not render our products or technologies obsolete
or noncompetitive.

 -7-
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We will be required to attract and retain top quality talent to compete in the marketplace.

We believe our future growth and success will depend in part on our ability to attract and retain highly skilled
managerial, product development, sales, and marketing, and finance personnel. There can be no assurance of success
in attracting and retaining such personnel. Shortages in qualified personnel could limit our ability to increase sales of
existing products, and services and launch new products and service offerings. We may also experience an adverse
impact on our operations and revenues if acquisition or integration activities disrupt key customer and supplier
relationships or if we fail to retain, motivate and integrate key management and other employees of acquired
businesses.

If we fail to retain key personnel and hire, train and retain qualified employees, we may not be able to compete
effectively, which could result in reduced revenue or increased costs.

Our success is highly dependent on the continued services of our key management and technical personnel. Our
management and other employees may voluntarily terminate their employment at any time upon short notice. The loss
of the services of any member of the senior management team or any of the managerial or technical staff may
significantly delay or prevent the achievement of product development, our growth strategies and other business
objectives. Our future success will also depend on our ability to identify, recruit and retain additional qualified
technical and managerial personnel. We operate in several geographic locations where labor markets are particularly
competitive, where demand for personnel with these skills is extremely high and is likely to remain high. As a result,
competition for qualified personnel is intense, particularly in the areas of general management, finance, engineering
and science. The process of hiring suitably qualified personnel is often lengthy, and expensive, and may become more
expensive in the future. If we are unable to hire and retain a sufficient number of qualified employees, our ability to
conduct and expand our business would materially and adversely affect our business, financial condition and results of
operations, as well as damage our reputation and brand.

If product liability lawsuits are successfully brought against us, we will incur substantial liabilities.

From time to time, we may receive complaints from customers regarding our goods and services. We may become
subject to product liability lawsuits from customers alleging injury because of a purported defect in our products or
services, claiming substantial damages and demanding payments from us. Liability claims may include allegations of
defects in manufacturing, defects in design, a failure to warn of dangers inherent in the product, negligence, strict
liability and a breach of warranties. Claims could also be asserted under state consumer protection acts. We may be in
the chain of ownership when we supply or distributes products, and therefore is subject to the risk of being held
legally responsible for such products. Given the nature of these products (including their relation to cannabis or for
other reasons), these claims may not be subject to insurance coverage or covered by insurance policies. Any resulting
litigation, regardless of the merits or eventual outcome, could decrease demand for our products, result in product
recalls or withdrawals, be costly, divert management attention, result in increased costs of doing business, or
otherwise have a material adverse effect on our business, results of operations, and financial condition. Any litigation
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or even negative publicity generated as a result of customer frustration or disagreement with the products or services
could damage our reputation and diminish the value of our brand name, which could have a material adverse effect on
our business, results of operations, and financial condition.
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SPECIFIC RISKS RELATING TO OUR BUSINESS AS A SUPPLIER OF TECHNOLOGIES AND
PRODUCTS THAT SUPPORT THE LEGAL CULTIVATION AND PROCESSING OF CANNABIS

Because certain of our business plans involve supplying technologies and products that support the legal
cultivation and processing of cannabis and other agricultural products in those states that permit it, we are
particularly subject to the social, political and economic risks of doing business in those states.

Although our Company is currently not engaged in any business operations involving the actual cultivation,
processing or sale of any cannabis product, we are involved in the manufacturing and distribution of products and
technologies that support the legal cultivation and processing of cannabis and other agricultural products. As such,
circumstances and developments related to operations in these markets that could negatively affect our business,
financial condition, liquidity and results of operations include, but are not limited to, the following factors:

●
the responsibility of complying with multiple and, in some respects, conflicting state and federal laws in the United
States, including with respect to the manufacturing and distribution of products and technologies that support the legal
cultivation and processing of cannabis and other agricultural products;

● difficulties and costs of staffing and managing operations;
● unexpected changes in regulatory requirements and other laws;

● potentially adverse tax consequences;

●the state medical and/or recreational-use cannabis market fails to develop and grow in ways that we or our customers
projected;

● the impact of national, regional or state specific business cycles and economic instability; and
● access to capital may be more restricted, or unavailable on favorable terms or at all in certain locations.

While we do not produce, process, distribute or sell any products containing cannabis or cannabis containing
substances, some of our customer may use our products for such purposes. U.S. Federal and foreign regulation
and enforcement may adversely affect the implementation of marijuana laws and regulations and may
negatively impact our revenue and profit, or we may be found to be violating the Controlled Substances Act or
other U.S. federal, state, or foreign laws.

Currently, twenty-nine states and the District of Columbia permit some form of whole-plant cannabis use and
cultivation either for medical or recreational use. Many of these states, as well as others, allow or are considering
legislation to allow the possession and use of non-psychoactive cannabidiol (“CBD”) oil for some medical conditions
only. There are efforts in many other states to begin permitting cannabis use and/or cultivation in various contexts,
and it has been reported that several states are actively considering bills to permit recreational use or to decriminalize
the use of marijuana. Nevertheless, the federal government continues to prohibit cannabis in all its forms as well as its
derivatives. Under the federal Controlled Substances Act (the “CSA”), the policy and regulations of the federal
government and its agencies is that cannabis has no medical benefit, and a range of activities including cultivation and
use of cannabis is prohibited.
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Marijuana remains illegal under federal law. It is a Schedule I controlled substance. Even in those jurisdictions in
which the use of medical marijuana has been legalized at the state level, its prescription is a violation of federal law.
The policy and regulations of the federal government and its agencies is that cannabis has no medical benefit and a
range of activities including cultivation and use of cannabis for personal use is prohibited on the basis of federal law
and may or may not be permitted on the basis of state law. Active enforcement of the current federal regulatory
position on cannabis in the states we operate in may impact our success. The United States Supreme Court has ruled
that it is the federal government that has the right to regulate and criminalize cannabis, even for medical purposes.
Therefore, federal law criminalizing the use of marijuana trumps state laws that legalize its use for even medicinal
purposes.
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Regarding federal enforcement, on August 29, 2013 James Cole, the US Deputy Attorney General, issued the “Cole
Memo” titled “Guidance Regarding Marijuana Enforcement” which provided guidance to federal prosecutors concerning
marijuana enforcement under the CSA (both civil and criminal enforcement). The Cole Memo guided federal
prosecutors and states that industry participants should be able to move forward without fear of federal prosecution so
long as the states implement "strong and effective regulatory and enforcement systems", subject to eight enforcement
areas which the Department of Justice should prioritize when targeting marijuana businesses, including but not limited
to money-laundering and sales to minors. In February 2014, the U.S. Treasury and Department of Justice provided
guidance intended to give banks confidence that they can transact business and maintain accounts for marijuana
businesses in states where marijuana is legal. However, many banks were reluctant to do so. Following the election of
President Donald J. Trump and his appointment of Jeff Sessions to the position of Attorney General of the United
States, there has been a shift in federal marijuana policy. On January 1, 2018 Jeff Sessions rescinded the Cole memo.
As of today, the Rohrabacher-Farr amendment, a federal law designed to “prevent such State[s] from implementing
their own State laws that authorize the use, distribution, possession, or cultivation of medical marijuana,” is set to
expire on January 19, 2018 and it remains unclear if it will be extended. Given these shifts in federal marijuana policy,
we continue to face unknown and unquantifiable risk regarding possible federal enforcement actions. We are not
insulated from economic risks that would arise if such enforcement action were undertaken and we can provide no
certainty on how we and our shareholders would fair if subject to federal prosecution or legal action. Active
enforcement of the current federal regulatory position on cannabis in the states that we operate in may impact our
success.

Further, state cannabis laws and regulations are relatively new and constantly evolving, so there are uncertainties as to
how the state authorities will interpret and administer applicable regulatory requirements that may be inconsistent with
federal law. We cannot predict the nature of any future laws, regulations, interpretations or applications, nor can we
determine what effect additional governmental regulations or administrative policies and procedures, when and if
promulgated, could have on our business.

The risk of strict federal enforcement of the CSA in light of congressional activity, judicial holdings, and stated
federal policy, including enforcement priorities, remains uncertain. Thus, such additional enforcement could
affect our customers and thus or revenue indirectly.

While we do not produce, process, distribute or sell any products containing cannabis or cannabis containing
substances, some of our customers may use our products for such purposes. The U.S. Treasury Department issued
guidance (which is not law) with respect to financial institutions providing banking services to cannabis business,
including burdensome due diligence expectations and reporting requirements. This guidance does not provide any safe
harbors or legal defenses from examination or regulatory or criminal enforcement actions by the Department of
Justice, FinCEN or other federal regulators. Thus, most banks and other financial institutions do not appear to be
comfortable providing banking services to cannabis-related businesses, or relying on this guidance, which can be
amended or revoked or reviewed at any time by the Trump Administration. While we do not engage in any financial
transactions involving proceeds generated by cannabis-related businesses, some of our customer may engage in such
transactions. In addition to the foregoing, banks may refuse to process debit card payments and credit card companies
generally refuse to process credit card payments for cannabis-related businesses.
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Our clients may have difficulty accessing the service of banks, which may make it difficult for them to purchase
our products and services.

As discussed above, the use of marijuana is illegal under federal law. Therefore, there are banks that will not accept
for deposit funds from the derived from or in connection with the cannabis sale, distribution and/or cultivation and
may choose not to do business with our clients. Although certain members of Congress are seeking amendments to
federal banking regulations to permit banks to transact business with state-authorized recreational and medical
marijuana-related businesses, there can be no assurance such legislation will be successful, that banks will decide to
do business with authorized recreational and medical marijuana-related businesses, or that in the absence of legislation
state and federal banking regulators will not create issues on banks handling funds generated from an activity that is
illegal under federal law. The inability of potential clients in our target market to open accounts and otherwise use the
service of banks may make it difficult for them to purchase our products and services.

Due to our involvement in the regulated medical and/or recreational-use cannabis industry, we may have a
difficult time obtaining the various insurance policies that are desired to operate our business, which may
expose us to additional risks and financial liabilities.

Insurance that is otherwise readily available, such as workers' compensation, general liability, and directors' and
officers' insurance, is more difficult for us to find and more expensive, because we supply products and technologies
that support the legal cultivation and processing of cannabis products. There are no guarantees that we will be able to
find such insurance in the future, or that the cost will be affordable to us. If we are forced to go without such
insurance, it may prevent us from entering into certain business sectors, may inhibit our growth, and may expose us to
additional risk and financial liabilities.

RISKS RELATED TO OWNERSHIP OF OUR CAPITAL STOCK

The trading market for our common stock is limited.

We are quoted on the OTC Markets Group’s OTCQB Over-the-Counter Bulletin Board under the trading symbol
“SGMD”. The OTCQB is regarded as a junior trading venue. This may result in limited shareholder interest and hence
lower prices for our common stock than might otherwise be obtained.

Our principal stockholders, executive officers and directors own a significant percentage of our common stock and
will be able to exert a significant control over matters submitted to the stockholders for approval.
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Our officers and directors, and stockholders who own more than 5% of our common stock beneficially own a
significant percentage of our common stock. This significant concentration of share ownership may adversely affect
the trading price for our common stock because investors often perceive disadvantages in owning stock in companies
with controlling stockholders. These stockholders, if they acted together, could significantly influence all matters
requiring approval by the stockholders, including the election of directors. The interests of these stockholders may not
always coincide with the interests of other stockholders.

We do not intend to pay dividends on our common stock and, consequently, your ability to achieve a return on
your investment will depend on appreciation in the price of our common stock.

We have never declared or paid any cash dividend on our common stock and do not currently intend to do so for the
foreseeable future. We currently anticipate that we will retain future earnings for the development, operation and
expansion of our business and do not anticipate declaring or paying any cash dividends for the foreseeable future.
Therefore, the success of an investment in shares of our common stock will depend upon any future appreciation in
their value. There is no guarantee that shares of our common stock will appreciate in value or even maintain the price
at which our stockholders have purchased their shares.
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If we fail to establish or maintain effective internal control over financial reporting, we may be unable to
accurately report our financial results or prevent fraud, and investor confidence and the market price of our
common stock may, therefore, be adversely impacted.

As a public company, we are required to maintain internal control over financial reporting for each of our fiscal years
and to report any material weaknesses in such internal control. Section 404 of the Sarbanes-Oxley Act of 2002 (the
“Sarbanes-Oxley Act”) requires that we evaluate and determine the effectiveness of our internal control over financial
reporting, provide a management report on the internal control over financial reporting, which must be attested to by
our independent registered public accounting firm to the extent we decide not to avail ourselves of the exemptions
provided under federal laws. Management has presently concluded that our internal control over financial reporting is
not effective and has reported such conclusions in management’s report in this annual report on Form 10-K. In the
event that the Company’s status with the SEC changes to that of an accelerated filer from a smaller reporting company,
our independent registered public accounting firm will be required to attest to and report on our management’s
assessment of the effectiveness of our internal control over financial reporting. Under such circumstances, even if our
management concludes that our internal control over financial reporting are effective, our independent registered
public accounting firm may still decline to attest to our management’s assessment, or may issue a report that is
qualified, if it is not satisfied with our controls, or the level at which our controls are documented, designed, operated
or reviewed, or if it interprets the relevant requirements differently from us.

Shareholders and investors may lose confidence in the accuracy and completeness of our financial reports and the
market price of our common stock could be negatively affected, we could become subject to investigations by the
Securities and Exchange Commission, or other regulatory authorities, which could require additional financial and
management resources and could damage our reputation and diminish the value of our brand name.

The market price of our common stock may be volatile and may be affected by market conditions beyond our
control. The market price of our common stock is subject to significant fluctuations in response to, among
other factors:

•variations in our operating results and market conditions specific to our business;
•the emergence of new competitors or new technologies;
•operating and market price performance of other companies that investors deem 	comparable;
•changes in our Board or management;
•sales or purchases of our common stock by insiders;
•commencement of, or involvement in, litigation;
•changes in governmental regulations, in particular with respect to the cannabis industry; and
•general economic conditions and slow or negative growth of related markets.

In addition, if the market for stocks in our industry, or the stock market in general, experiences a loss of investor
confidence, the market price of our common stock could decline for reasons unrelated to our business, financial
condition, or results of operations. If any of the foregoing occurs, it could cause the price of our common stock to fall
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and may expose us to lawsuits that, even if unsuccessful, could be costly to defend and a distraction to our Board of
Directors and management.
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The application of the “penny stock” rules could adversely affect the market price of our common shares and
increase your transaction costs to sell those shares.

Our shares of Common Stock are considered to be “penny stocks” as the Securities and Exchange Commission has
adopted Rule 3a51-1, which establishes the definition of a “penny stock,” to include any equity security that has a
market price of less than $5.00 per share or with an exercise price of less than $5.00 per share and because they are
not registered on a national securities exchange or listed on an automated quotation system sponsored by a registered
national securities association, pursuant to Rule 3a51-1(a) under the Exchange Act. For any transaction involving a
penny stock, unless exempt, the rules require that a broker or dealer approve a person’s account for transactions in
penny stocks and that the broker or dealer receives from the investor a written agreement to the transaction, setting
forth the identity and quantity of the penny stock to be purchased. The broker or dealer must also deliver, prior to any
transaction in a penny stock, a disclosure schedule prescribed by the Securities and Exchange Commission relating to
the penny stock market, which sets forth the basis on which the broker or dealer made the suitability determination
and that the broker or dealer received a signed, written agreement from the investor prior to the transaction. Generally,
brokers may be less willing to execute transactions in securities subject to the “penny stock” rules. This may make it
more difficult for investors to dispose of our common stock and cause a decline in the market value of our stock.

Item 2. Properties

The principal executive offices of the Company are located in Monrovia, California, and are leased by the Company.
The current lease expires on February 28, 2023.

We believe that our existing facilities are adequate for our present purposes. The Company leases all its facilities and
believes that if necessary, it could secure suitable alternative facilities on similar terms without adversely affecting
operations.

Item 3. 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. As of date of this filing, there were no legal claims currently pending or, to our knowledge, threatened
against our Company that, in the opinion of our management, would be likely to have a material adverse effect on our
financial position, results of operations or cash flows, except as follows:

●
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The Company has filed a lawsuit in Contra Costa County, California, alleging breach of fiduciary duty, conspiracy to
commit breach of fiduciary duty, fraud, conspiracy to commit fraud, conversion, breach of contract, and interference
with contractual relations against, Diversified Products Group Inc. (DPG), Stephen Pinto, Lewis Cohen and Heidi
Estiva, who were former sales agents for the Company. Stephen Pinto is the Company's former Chairman. The
defendants have filed a counterclaim alleging that they were induced to make a series of investments in the Company
by material misrepresentations and/or omissions made by the Company. The parties have attended mediation on the
matters on September 7, 2018 and executed a stipulation for settlement agreement. However, the final settlement
agreement is currently pending.

●

On December 11, 2013, the Company was served with a complaint from two Convertible Note Holders and investors
in the Company, Lovitt & Hannan, Inc. Salary Deferral Plan FBO J. Thomas Hannan, Attorney at Law 401K Plan and
Trust, and Kevin M. Kearney. The Company's former CEO, Scott Lantz, was also named in the suit. On February 21,
2017, the Company signed a settlement agreement with the plaintiffs. Under the terms of the settlement agreement,
the Company agreed to pay the plaintiffs $227,000 to settle all claims against the Company, which included the
payoff of the two notes outstanding within one (1) week. Upon receipt of all payments, plaintiffs will surrender for
cancellation 230,000 of the Company's shares within ten (10) days. The parties agreed that all claims against the
Company would be satisfied through such payments and that the matter would be fully resolved. As of June 30, 2018,
third-parties had purchased two (2) notes of approximately $80,000, reducing the Company's exposure by $80,000. As
of the date of this filing the balance for accrued legal settlement for Hannan vs Sugarmade has been reduced to
$227,000, plus interest until the date of complete payoff.

There can be no assurances the ultimate liability relative to these law suits will not exceed what is outlined above.

Item 4. Mine Safety Disclosures.

Not Applicable.
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PART II

Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities

Common Stock

Our Certificate of Incorporation authorizes the issuance of up to 1,990,000,000 shares of common stock, par value
$0.001 per share. As of November 23, 2018, there were 299,897,579 shares of common stock issued and outstanding,
which were held by 8,304 holders of record and which 230 are active. The number of holders was determined from the
records of our transfer agent and does not include beneficial owners of common stock whose shares are held in the
names of broker-dealers and registered clearing agencies.

Preferred Stock

Our Certificate of Incorporation authorizes the issuance of up to 10,000,000 shares of preferred stock, par value
$0.001 per share. The Company has not yet issued any of its preferred stock.

Options and Warrants

On May 12, 2017, the Company entered into two warrant agreements with an investor. The investor shall receive a
warrant exercisable into common stock equal to $51,000 and $24,750 divided by the exercise price (as of the issue
date), such number may be adjusted from time to time pursuant to the terms and conditions of the warrant
agreement. As of June 30th, 2018, the warrant liability exposure is $40,400.

Dividend Policy

The Company has not declared or paid any cash dividends on its common stock and does not intend to declare or pay
any cash dividend in the foreseeable future. The payment of dividends, if any, is within the discretion of the Board of
Directors and will depend on the Company’s earnings, if any, its capital requirements and financial condition and such
other factors as the Board of Directors may consider.
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Securities Authorized for Issuance under Equity Compensation Plans

The Company does not have any equity compensation plans or any individual compensation arrangements with
respect to its common stock or preferred stock. The issuance of any of our common stock or preferred stock is within
the discretion of our Board of Directors, which has the power to issue any or all of our authorized but unissued shares
without stockholder approval.

Market for Our Shares of Common Stock

Our common stock currently is traded on the OTCQB under the symbol “SGMD.” The market for our common stock is
highly volatile. We cannot assure you that there will be a market in the future for our common stock. OTCQB
securities are not listed and traded on the floor of an organized national or regional stock exchange. Instead, OTCQB
securities transactions are conducted through a telephone and computer network connecting dealers in stocks. OTCQB
stocks are traditionally smaller companies that do not meet the financial and other listing requirements of a regional or
national stock exchange.
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The following table sets forth the high and low bid prices per share of our common stock by both the OTC Bulletin
Board and OTC Markets for the periods indicated. The following quotations reflect inter-dealer prices, without retail
mark-up, mark-down or commission and may not necessarily represent actual transactions

For the year ended June 30, 2017 High Low
Fourth Quarter $0.10$0.05
Third Quarter $0.16$0.05
Second Quarter $0.31$0.05
First Quarter $0.13$0.02

For the year ended June 30, 2018 High Low
Fourth Quarter $0.23$0.12
Third Quarter $0.41$0.12
Second Quarter $0.29$0.03
First Quarter $0.05$0.02

As of the previous trading close of the date of this filing, November 12th, 2018, the shares traded at $0.102 with a total
of 835,159 shares traded.

Transfer Agent

Our transfer agent is West Coast Stock Transfer, Inc. of Encinitas, California; Telephone (619) 664-4780.

Dividends

We have never declared or paid any cash dividends on our common stock. For the foreseeable future, we do not
anticipate paying any cash dividends on our common stock. Any future determination to pay dividends will be at the
discretion of our Board of Directors.

Recent Sales of Unregistered Securities

On July 20, 2018, Plaintiff Michael Franges filed suit for breach of agreement against the Company’s previous
predecessors (management and/or officers) for $50,000.00. On October 9, 2018, the parties settled the matter in
exchange for a dismissal of the entire action, in which the Company’s current management and/or officers agreed to
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issue shares to plaintiff, Michael Franges in lieu of cash. The Company issued 500,000 shares at the share price of
$0.10.

Purchase of Equity Securities

The Company did not purchase or redeem any of its equity securities during the fourth quarter of its fiscal year ended
June 30, 2018.

Item 6. Selected Financial Data

Not applicable.
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations
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