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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, DC 20549

FORM 10-Q

SQUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF1934
For the quarterly period ended September 30, 2012

OR

£TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF1934
For the transition period from _______ to _______

Commission file number 000-50385

GROWLIFE, INC.

(Exact name of registrant as specified in its charter)

Delaware

(State or other jurisdiction of

incorporation or organization)

90-0821083

(I.R.S. Employer Identification No.)
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717 E. Gardena Blvd., Gardena, California 90248

(Address of principal executive offices and zip code)

(818) 992-0200

(Registrant’s telephone number, including area code)

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 preceding 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. YesS 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 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 S
No £

Indicate by check mark whether the 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.

Large accelerated filer £ Accelerated filer £ Non-accelerated filer £ Smaller reporting company S

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

As of November 15, 2012 there were 343,573,181 shares of the issuer’s common stock, $0.0001 par value per share,
outstanding.
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PART 1 - FINANCIAL INFORMATION
ITEM 1. Financial Statements

Growlife, Inc. and Subsidiaries (formerly Phototron Holdings, Inc.)
Condensed Consolidated Balance Sheets

September
30,

December
31,

2012 2011
(Unaudited)

ASSETS

Current Assets
Cash $164,181 $24,437
Accounts receivable, net 13,775 14,479
Inventories 380,506 62,966
Deposits 52,257 3,600
Total current assets 610,719 105,482

Property and equipment, net 22,215 —  

Intangibles 508,600 —  
Goodwill 711,133 —  

Total Assets $1,852,667 $105,482

LIABILITIES AND STOCKHOLDERS' EQUITY (DEFICIT)

Current Liabilities
Accounts payable $256,799 $81,997
Accrued expenses 77,429 1,644
Due to related party —  183,103
Note payable, related party —  193,000
Notes payable & accrued interest payable 226,336 25,000
Total current liabilities 560,564 484,744

6% Senior secured convertible notes, net of discount 1,129,074 —  

Total liabilities 1,689,638 484,744

Stockholders' Equity (Deficit)
Preferred stock, $0.0001 par value; 3,000,000 shares authorized and outstanding,
respectively 300 300

Common stock, $0.0001 par value; 1,000,000,000 shares authorized;
326,666,932 and 157,000,000 shares issued and outstanding, respectively 32,666 15,700
Additional paid-in capital 1,804,747 (16,000 )
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Accumulated deficit (1,674,684) (379,262)
Total stockholders' equity (deficit) 163,029 (379,262)

Total liabilities and stockholders' equity (deficit) $1,852,667 $105,482
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See accompanying notes to these condensed consolidated financial statements.
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Growlife, Inc. and Subsidiaries (formerly Phototron Holdings, Inc.)

Condensed Consolidated Statement of Operations
(Unaudited)

For the Three Months Ended For the Nine Months Ended
September 30, September 30,
2012 2011 2012 2011

Revenue $475,870 $215,654 $776,125 $732,896

Cost of revenue 316,190 93,537 516,286 468,784

Gross profit 159,680 122,117 259,839 264,112

General and administrative 534,176 108,419 1,068,510 344,360

Income / (loss) from operations (374,496 ) 13,698 (808,671 ) (80,248 )

Other income / (expenses)
Change in fair value of derivatives 473,152 —  97,153 —  
Interest expense, net (69,957 ) (7,584 ) (138,189 ) (15,297 )

Net income / (loss) $28,699 $6,114 $(849,707 ) $(95,545 )

Net income / (loss) per share - (basic and diluted) $(0.00 ) $(0.00 ) $(0.00 ) $(0.00 )

Weighted average shares outstanding - (basic and
diluted) 324,720,061 117,750,000 260,080,749 117,750,000

See accompanying notes to these condensed consolidated financial statements.
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Growlife, Inc. and Subsidiaries (formerly Phototron Holdings, Inc.)

Consolidated Statements of Cash Flows

(Unaudited)

Additional
 Preferred
Stock 

 Common
Stock  Paid-in  Accumulated 

 Shares  Amount  Shares  Amount  Capital  Deficit  Total 
Balance as of
December 31, 2011 3,000,000 300 157,000,000 15,700 (16,000 ) (379,262 ) (379,262)

Shares issued to
acquire Phototron 152,343,383 15,234 284,766 300,000

Capital
contributions 120,402 120,402

Imputed interest on
non-interest bearing
note payable

2,500 2,500

Shares of common
stock retired (1,884,796 ) (188 ) 188 —  

Fair value of option
vested 26,563 26,563

142,857 shares
purchased @.035.
$5000 cash

142,857 14 4,986 5,000

Share based
compensation 10,151,191 1,015 114,485 115,500

Stock dividends 8,914,297 891 444,824 (445,715 ) —  

To record the value
of the beneficial
conversion feature
of new debt

822,033 822,033

Net loss (849,707 ) (849,707)
Balance as of
September 30, 2012 3,000,000 300 326,666,932 32,666 1,804,747 (1,674,684) 163,029

See accompanying notes to these condensed consolidated financial statements.
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Growlife, Inc. and Subsidiaries (formerly Phototron Holdings, Inc.)
Consolidated Statements of Cash Flows
(Unaudited)

Nine months ended
September 30,
2012 2011

Operating Activities:
Net loss $(849,707 ) $(95,545 )
Adjustments to reconcile net loss to net cash used by
operating activities
Depreciation 2,085 —  
Fair value of vested stock options 26,563 —  
Common stock issued for services 110,500 —  
Accrued interest on notes payable 79,987 —  
Inputed interest on related party loan 6,336 —  
Change in fair value of derivative liability (331,463 ) —  
Stock dividend issued to certain investors (445,715 )
Amortization of convertible notes debt discount 183,251 —  
Changes in assets and liabilities net of effect of
acquisition:
Accounts receivable 704 —  
Inventories (57,718 ) (7,158 )
Deposits (21,122 ) (7,992 )
Accounts payable 134,191 —  
Accrued expenses 61,287 (984 )

Net cash used in operating activities (1,100,821) (111,679)

Investing Activities
Cash paid for acquisition of Greners.com, Inc. (250,000 ) —  
Cash acquired upon acquisition of Phototron Holdings, Inc. 9,825 —  

Net cash used in investing activities (240,175 ) —  

Financing Activities
Related party advances (183,103 ) —  
Capital contributions —  76,497
Proceeds from the issuance of common stock 5,000 —  
Proceeds from convertible notes payable 1,504,110 —  
Proceeds from convertible notes payable, related party 413,680 —  
Payments on notes payable (193,000 ) 93,000
Payments on notes payable, related party (65,947 ) —  

Net cash provided by financing activities 1,480,740 169,497
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Net increase in cash equivalents 139,744 57,818

Cash and cash equivalents, beginning of period 24,437 5,656

Cash and cash equivalents, end of period $164,181 $63,474

Supplemental disclosure of cash flow information
Taxes paid $—  $—  

Interest paid $—  $—  

Supplemental disclosure of non-cash investing and financing activities
Notes payable converted into 6% convertible notes payable $1,917,790 $—  

See accompanying notes to these condensed consolidated financial statements.
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GROWLIFE, INC. AND SUBSIDIARIES (formerly Phototron Holdings, Inc.)

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Nine Months Ended September 30, 2012 (Unaudited)

NOTE 1 – DESCRIPTION OF BUSINESS

Interim Results

The financial statements at September 30, 2012 and for the three and nine months ended September 30, 2012 and
2011 are unaudited, but include all adjustments, consisting of normal recurring entries, which our management
believes to be necessary for a fair presentation of the periods presented. Interim results are not necessarily indicative
of results for a full year. The Company’s operating results will fluctuate for the foreseeable future. Therefore,
period-to-period comparisons should not be relied upon as predictive of our operation results in future periods. 

Phototron, Inc. Reverse Merger

Phototron, Inc. (“Phototron”) was incorporated in California in 2002. On February 14, 2011, Phototron entered into an
Agreement and Plan of Merger (“PHI Merger Agreement”) with PHI Merger Corporation, a California corporation (“PHI
MergerCo”) and wholly-owned subsidiary of Growlife, Inc. (formerly Phototron Holdings, Inc.) (“we,” “us,” “our” and “our
company”). The closing (the “PHI Closing”) of the transactions contemplated by the PHI Merger Agreement (the “PHI
Merger”) occurred on March 9, 2011. At the Closing, (a) PHI MergerCo was merged with and into Phototron; (b)
Phototron became our wholly-owned subsidiary; (c) all of Phototron’s shares and options outstanding prior to the PHI
Merger were exchanged (or assumed, in the case of options) for comparable securities of our company; and (d) 95%
of our fully-diluted shares were owned by Phototron’s former shareholders and option holders. At the Closing, we
issued a total of 130,621,421 shares of our common stock to Phototron’s former shareholders, in exchange for the
1,666,666 shares of Phototron’s common stock outstanding prior to the PHI Merger. Upon the effectiveness of the PHI
Merger, 8,662,262 shares of our common stock were maintained by our existing stockholders. In connection with the
PHI Merger, we changed our name from Catalyst Lighting Group, Inc. to Phototron Holdings, Inc., on March 9, 2011.

Since former holders of Phototron’s common stock and options to purchase common stock owned, after the PHI
Merger, approximately 95% of our fully-diluted shares of common stock, and as a result of certain other factors,
including that all members of our executive management were members of Phototron’s management, Phototron was
deemed to be the acquiring company and we were deemed to be the legal acquirer for accounting purposes, and the
PHI Merger was accounted for as a reverse merger and a recapitalization in accordance with generally accepted
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accounting principles in the United States (“GAAP”). 

On March 21, 2012, we entered into an Agreement and Plan of Merger (the “Merger Agreement”) with SGT Merger
Corporation, a Nevada corporation and our wholly-owned subsidiary (“MergerCo”), SG Technologies Corp, a Nevada
corporation (“SGT”), Sterling C. Scott (the “SGT Representative”), and W-Net Fund I, L.P., a Delaware limited
partnership and current holder of our common stock (the “Investor Representative”). The closing (the “Closing”) of the
transactions contemplated by the Merger Agreement (the “Merger”) occurred on April 5, 2012. At the Closing, (a)
MergerCo was merged with and into SGT; (b) SGT became our wholly-owned subsidiary (the “Surviving
Corporation”); and (c) all SGT shares of common stock were exchanged for shares of our common stock and shares of
a new series of our preferred stock, which was designated Series A Preferred Stock (the “Series A Preferred Stock”), and
has the rights, preferences, privileges and restrictions set forth in the Certificate of Designation of Preferences, Rights
and Limitations of Series A Preferred Stock (the “Certificate of Designation”), which was filed with the Delaware
Secretary of State on April 5, 2012. At the Closing, we issued to SGT’s former stockholders, in exchange for the 200
shares of SGT’s common stock outstanding immediately prior to the Merger, 157,000,000 shares of our common stock
and 3,000,000 shares of Series A Preferred Stock.

-6-
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Since after the Merger former holders of SGT’s common stock owned in excess of 50% of our fully-diluted shares of
common stock, and as a result of certain other factors, including that all members of our executive management are
members of SGT’s management, SGT is deemed to be the acquiring company and we are deemed to be the legal
acquirer for accounting purposes, and the Merger was accounted for as a reverse merger and a recapitalization in
accordance with generally accepted accounting principles in the United States (“GAAP”). The accompanying
consolidated financial statements of Growlife, Inc. (formerly Phototron Holdings, Inc.) and subsidiaries reflect the
historical activity of SGT, and the historical stockholders’ equity of SGT has been retroactively restated for the
equivalent number of shares received in the exchange after giving effect to the differences in par value offset to
additional paid-in capital. In connection with the Merger Agreement, we are deemed to have issued an additional
152,343,383 shares of common stock to our stockholders existing prior to the Merger. Net liabilities of $542,716 have
been assumed as part of the purchase price.

On July 23, 2012, we completed the purchase of substantially all of the assets (the “Assets”) of Donna Klauenburch and
Tao Klauenburch (“Tao”), general partners doing business as Greners.com (collectively, “Greners”), related to the online
retail business currently operated by Greners, pursuant to the terms of an Asset Purchase Agreement entered into by
the parties on July 23, 2012 (the “Asset Purchase Agreement”). The Assets included equipment, finished goods,
materials and supplies, contract rights, domain names and implemented and operational components of software. In
addition, the Company assumed certain of Greners’ liabilities which included Greners’ liabilities and obligations under
its contracts and all express and implied warranties related to any materials supplied by Greners prior to the closing
date.

In consideration for the Assets, the Company agreed to pay to Greners an aggregate of $450,000. Of the purchase
price, $250,000 was paid in cash on the closing date and the remaining portion of the purchase price was paid in the
form of a Secured Promissory Note (the “Note”) issued by the Company to Greners in the original principal amount of
$200,000.

On August 6, 2012, Phototron Holdings, Inc. merged Growlife, Inc., a Delaware corporation and wholly-owned
subsidiary of Phototron Holdings, Inc., with and into Phototron Holdings, Inc. pursuant to the Certificate of
Ownership and Merger filed with the Delaware Secretary of State on July 25, 2012 to be effective August 6, 2012. As
a result of the merger, on August 6, 2012, Phototron Holdings, Inc.’s corporate named changed from Phototron
Holdings, Inc. to Growlife, Inc.

Photetron designs and manufactures indoor mini-greenhouses (“Phototron Units”) capable of growing almost any herb,
vegetable, flower, fruit or terrestrial plant better, stronger and faster than traditional farming methods. We also
formulate and sell horticultural seeds, mineral nutrient solutions, growing mediums and germination kits to facilitate
hydroponic gardening through the use of our Phototron Units, in addition to replacement parts for our Phototron Units
to facilitate moderate customization.

SG Technologies manufactures hi-powered LED (Light Emitting Diode) grow light products for indoor horticulture,
sold under the brand name “Stealth Grow LED.” Through SGT, we provide USA engineered, energy efficient and “green”
technology for healthy and abundant indoor gardening. Stealth Grow LED products are available through more than

Edgar Filing: GROWLIFE, INC. - Form 10-Q

13



2,500 hydroponic retailers, and on-line resellers in the USA and Canada. We market our products under the Phototron
and Stealth Grow LED brand names. In addition, we operate an online retail and wholesale ecommerce site,
Greners.com. Greners.com sells hydroponic supplies and gardening equipment. Greners also provides educational
information, customer service and product support to its national and international customers.

Going Concern

The accompanying financial statements have been prepared assuming that the Company will continue as a going
concern. This basis of accounting contemplates the recovery of the Company’s assets and the satisfaction of its
liabilities. For the nine months ended September 30, 2012, the Company incurred a net loss of $849,707, cash used in
operations was $655,106 and had a stockholders’ equity of $163,029. The Company has experienced recurring
operating losses and negative operating cash flows since inception, and has financed its working capital requirements
during this period primarily through the recurring issuance of notes payable and advances from a related party. These
raise substantial doubt of the Company’s continuation as a going concern.

Successful completion of the Company’s development programs and its transition to attaining profitable operations is
dependent upon obtaining additional financing. The Company does not have sufficient resources to fund its operations
for the next twelve months. Accordingly, the Company needs to raise additional funds in order to satisfy its future
working capital requirements, which it may not achieve on commercially reasonable terms.

-7-
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Continued negative cash flows and lack of liquidity create significant uncertainty about the Company’s ability to fully
implement its operating plan, as a result of which the Company may have to reduce the scope of its planned
operations. If cash resources are insufficient to satisfy the Company’s liquidity requirements, the Company would be
required to scale back or discontinue its operations.

NOTE 2 – SIGNIFICANT ACCOUNTING POLICIES

The summary of significant accounting policies presented below is designed to assist in understanding our
consolidated financial statements. Such financial statements and accompanying notes are the representation of our
management, who are responsible for their integrity and objectivity.

Use of Estimates

In preparing these consolidated financial statements in conformity with GAAP, management is required to make
estimates and assumptions that may affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities as of the date of the consolidated financial statements and the reported amount of revenues and
expenses during the reporting periods. Actual results could differ from those estimates. Significant estimates and
assumptions included in our consolidated financial statements relate to the valuation of long-lived assets, estimates of
sales returns, inventory reserves and accruals for potential liabilities, and valuation assumptions related to equity
instruments and share based payments.

Revenue

Revenue is recognized on the sale of a product when the product is shipped, which is when the risk of loss transfers to
our customers, and collection of the sale is reasonably assured. A product is not shipped without an order from the
customer and the completion of credit acceptance procedures. The majority of our sales are cash or credit card;
however, we occasionally extend terms to our customers. Accounts receivable are reviewed periodically for
collectability.

Sales Returns

We allow customers to return defective products when they meet certain established criteria as outlined in our sales
terms and conditions. It is our practice to regularly review and revise, when deemed necessary, our estimates of sales
returns, which are based primarily on actual historical return rates. We record estimated sales returns as reductions to
sales, cost of sales, and accounts receivable and an increase to inventory. Returned products which are recorded as
inventory are valued based upon the amount we expect to realize upon its subsequent disposition. As of September 30,
2012 and December 31, 2011, there was no reserve for sales returns, which are minimal based upon our historical
experience.
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Warranty Costs

Estimated future warranty obligations related to certain products are provided by charges to operations in the period in
which the related revenue is recognized. Estimates are based, in part, on historical experience. During the nine months
ended September 30, 2012, we negotiated a $46,000 credit with one of our vendors for future expected warranty
repairs to defective units. This amount will be used to offset expected repairs in future periods. As of September 30,
2012, this amount is included in accrued liabilities. There was no reserve for future warranty costs at December 31,
2011.

Shipping and Handling Fees and Cost

For the three months ended September 30, 2012 and 2011, shipping and handling fees billed to customers of $48,529
and nil, respectively, were included in revenues. For the nine months ended September 30, 2012 and 2011, shipping
and handling fees billed to customers of $61,068 and nil, respectively, were included in revenues.

For the three months ended September 30, 2012 and 2011, shipping and handling costs of $53,662 and $10,201,
respectively, were included in cost of goods sold. For the nine months ended September 30, 2012 and 2011, shipping
and handling costs of $82,918 and $25,707, respectively, were included in cost of goods sold.

Advertising Costs

Advertising costs are expensed as incurred and are included in general and administrative expenses in the amount of
$84,377 and $17,997, for the three months ended September 30, 2012 and 2011, respectively. For the nine months
ended September 30, 2012, advertising costs of $158,158 and $58,171, respectively, were included in general and
administrative expenses.

Cash and Cash Equivalents

We consider cash equivalents with original maturities of 90 days or less to be cash equivalents. As of September 30,
2012, we have no cash equivalents.

 Inventory

Inventory is stated at lower of cost or market, with cost being determined on average cost basis. Inventory consists of
purchased finished goods and components used by the contract manufacturer. There was no reserve for inventory at
September 30, 2012 and December 31, 2011.
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Goodwill and Intangible Assets

Goodwill represents the excess of purchase price over the fair value of net assets acquired. We do not amortize
goodwill but do assess the recoverability of goodwill in the third quarter of each fiscal year, or more often if indicators
warrant, by determining whether the fair value of each reporting unit supports its carrying value. The fair values of our
identified reporting units were estimated using the present value of expected future discounted cash flows.

We make critical assumptions and estimates in completing impairment assessments of goodwill and other intangible
assets. Our cash flow projections look several years into the future and include assumptions on variables such as
future sales and operating margin growth rates, economic conditions, market competition, inflation and discount rates.
A 10% decrease in the estimated discounted cash flows for the reporting units tested would result in an impairment
that is not material to our results of operations. A 1.0 percentage point increase in the discount rate used would also
result in an impairment that is not material to our results of operations.

We amortize the cost of other intangible assets over their estimated useful lives, which range up to ten years, unless
such lives are deemed indefinite. Intangible assets with indefinite lives are tested in the third quarter of each fiscal
year for impairment, or more often if indicators warrant.There are no impairment charges related to goodwill and
other intangible assets for the nine months ended September 30, 2012 and 2011.

-8-
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Income Taxes

We account for income taxes under the asset and liability method. Deferred tax assets and liabilities are recognized for
future tax consequences attributable to 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 tax rates
expected to apply to taxable income in the years in which the temporary differences are expected to be recovered or
settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in the period
that includes the enactment date. Valuation allowances are recorded, when necessary, to reduce deferred tax assets to
the amount expected to be realized.

As a result of the implementation of certain provisions of ASC 740, Income Taxes (“ASC 740”), which clarifies the
accounting and disclosure for uncertainty in tax positions, as defined, ASC 740 seeks to reduce the diversity in
practice associated with certain aspects of the recognition and measurement related to accounting for income taxes.
We adopted the provisions of ASC 740 as of January 1, 2007, and have analyzed filing positions in each of the federal
and state jurisdictions where we are required to file income tax returns, as well as all open tax years in these
jurisdictions. We have identified the U.S. federal and California as our "major" tax jurisdictions.

We believe that our income tax filing positions and deductions will be sustained on audit and do not anticipate any
adjustments that will result in a material change to our financial position. Therefore, no reserves for uncertain income
tax positions have been recorded pursuant to ASC 740. In addition, we did not record a cumulative effect adjustment
related to the adoption of ASC 740. Our policy for recording interest and penalties associated with income-based tax
audits is to record such items as a component of income taxes.

Fair Value of Financial Instruments

ASC Topic 820 defines fair value, establishes a framework for measuring fair value, establishes a three-level valuation
hierarchy for disclosure of fair value measurement and enhances disclosure requirements for fair value measurements.
The valuation hierarchy is based upon the transparency of inputs to the valuation of an asset or liability as of the
measurement date. The three levels are defined as follows:

Level 1 - Inputs to the valuation methodology are quoted prices (unadjusted) for identical assets or liabilities in active
markets.

Level 2 - Inputs to the valuation methodology include quoted prices for similar assets and liabilities in active markets,
and inputs that are observable for the asset or liability, either directly or indirectly, for substantially the full term of the
financial instrument.
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Level 3 - Inputs to the valuation methodology are unobservable and significant to the fair value measurement.

The Company’s adoption of fair value measurements and disclosures did not have a material impact on the financial
statements and financial statement disclosures.

Derivative financial instruments

The Company evaluates all of its financial instruments to determine if such instruments are derivatives or contain
features that qualify as embedded derivatives. For derivative financial instruments that are accounted for as liabilities,
the derivative instrument is initially recorded at its fair value and is then re-valued at each reporting date, with changes
in the fair value reported in the consolidated statements of operations. For stock-based derivative financial
instruments, the Company uses a weighted average Black-Scholes-Merton option pricing model to value the
derivative instruments at inception and on subsequent valuation dates. The classification of derivative instruments,
including whether such instruments should be recorded as liabilities or as equity, is evaluated at the end of each
reporting period. Derivative instrument liabilities are classified in the balance sheet as current or non-current based on
whether or not net-cash settlement of the derivative instrument could be required within 12 months of the balance
sheet date. As of September 30, 2012, the Company no longer has derivative financial instruments.

Earnings (Loss) Per Share

Basic earnings (loss) per share is computed by dividing the net income (loss) applicable to common stockholders by
the weighted average number of shares of common stock outstanding during the year. Diluted earnings (loss) per
share is computed by dividing the net income (loss) applicable to common stockholders by the weighted average
number of common shares outstanding plus the number of additional common shares that would have been
outstanding if all potentially dilutive common shares had been issued, using the treasury stock method. Potentially
dilutive common shares were excluded from the diluted loss per share calculation because they were anti-dilutive.

Weighted average number of shares outstanding has been retroactively restated for the equivalent number of shares
received by the accounting acquirer as a result of the reverse merger as if these shares had been outstanding as of the
beginning of the earliest period presented. The 152,343,383 shares issued to the legal acquirer are included in the
weighted average share calculation from April 5, 2012, the date of the exchange agreement. As of September 30,
2012, there were 12,851,187 stock options, 2,248,953 warrants and 69,000,000 convertible preferred stock for a total
of 84,100,140 dilutive securities which are considered anti-dilutive and are not included in diluted earnings (loss) per
share. As of December 31, 2011, there were 51,750,000 convertible preferred stock for a total of 51,750,000 dilutive
securities which are considered anti-dilutive and are not included in diluted earnings (loss) per share.

Stock Based Compensation

We periodically issue stock options and warrants to employees and non-employees in non-capital raising transactions
for services and for financing costs. We account for stock option and warrant grants issued and vesting to employees
based on Financial Accounting Standards Board (FASB) ASC Topic 718, “Compensation – Stock Compensation”,
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whereas the award is measured at its fair value at the date of grant and is amortized ratably over the vesting period.
We account for stock option and warrant grants issued and vesting to non-employees in accordance with ASC Topic
505, “Equity”, whereas the value of the stock compensation is based upon the measurement date as determined at either
(a) the date at which a performance commitment is reached, or (b) at the date at which the necessary performance to
earn the equity instruments is complete.

-9-
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Recently Issued Accounting Pronouncements

In May 2011, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (ASU) No.
2011-04, “Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements in U.S. GAAP
and IFRSs”. ASU No. 2011-4 does not require additional fair value measurements and is not intended to establish
valuation standards or affect valuation practices outside of financial reporting. The ASU is effective for interim and
annual periods beginning after December 15, 2011. We have adopted the ASU as required. The ASU affects our fair
value disclosures, but will not affect our results of operations, financial condition or liquidity.

In June 2011, the FASB issued ASU No. 2011-05, “Presentation of Comprehensive Income”. The ASU eliminates the
option to present the components of other comprehensive income as part of the statement of changes in shareholders’
equity, and instead requires consecutive presentation of the statement of net income and other comprehensive income
either in a continuous statement of comprehensive income or in two separate but consecutive statements. ASU No.
2011-5 is effective for interim and annual periods beginning after December 15, 2011. We adopted the ASU as
required. It has no affect on our results of operations, financial condition or liquidity.

The FASB issued Accounting Standards Update (ASU) No. 2012-02 Intangibles Goodwill and Other (Topic 350):
Testing Indefinite-Lived Intangible Assets for Impairment, on July 27, 2012, to simplify the testing for a drop in value
of intangible assets such as trademarks, patents, and distribution rights. The amended standard reduces the cost of
accounting for indefinite-lived intangible assets, especially in cases where the likelihood of impairment is low. The
changes permit businesses and other organizations to first use subjective criteria to determine if an intangible asset has
lost value. The amendments to U.S. GAAP will be effective for fiscal years starting after September 15, 2012. Early
adoption is permitted. The ASU could affect our fair value disclosures, and our results of operations, financial
condition or liquidity.

Other recent accounting pronouncements issued by the FASB (including its Emerging Issues Task Force), the AICPA,
and the SEC did not or are not believed by management to have a material impact on our present or future
consolidated financial statements.

NOTE 3 – ACQUISITION - SGT

On March 21, 2012, we entered into the Merger Agreement. The Closing of the transactions contemplated by the
Merger Agreement occurred on April 5, 2012. At the Closing, (a) MergerCo was merged with and into SGT; (b) SGT
became our wholly-owned subsidiary; and (c) all SGT shares of common stock were exchanged for shares of our
common stock and shares of our Series A Preferred. At the Closing, we issued to SGT’s former stockholders, in
exchange for the 200 shares of SGT’s common stock outstanding immediately prior to the Merger, 157,000,000 shares
of our common stock and 3,000,000 shares of Series A Preferred Stock.
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Since after the Merger former holders of SGT’s common stock owned in excess of 50% of our fully-diluted shares of
common stock, and as a result of certain other factors, including that all members of our executive management are
members of SGT’s management, SGT is deemed to be the acquiring company and we are deemed to be the legal
acquirer for accounting purposes, and the Merger was accounted for as a reverse merger and a recapitalization in
accordance with GAAP. The accompanying consolidated financial statements of GrowLife, Inc. (formerly Phototron
Holdings, Inc.) and subsidiaries reflect the historical activity of SGT, and the historical stockholders’ equity of SGT
has been retroactively restated for the equivalent number of shares received in the exchange after giving effect to the
differences in par value offset to additional paid-in capital. In connection with the Merger Agreement, we are deemed
to have issued an additional 152,343,383 shares of common stock to our stockholders existing prior to the Merger.

The Company has estimated that the fair value of the 152,343,383 common shares issued to the former stockholders
of the Growlife Inc. to be $300,000; however, a formal valuation is underway and actual valuation may differ. The
purchase price has been allocated to specific identifiable tangible and intangible assets at their fair value at the date of
the purchase in accordance with Accounting Standards Codification 805, “Business Combinations”, as follows:

-10-
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Tangible assets $248,494
Intangible assets 225,000
Goodwill 634,128
Total 1,107,622
Less fair value of liabilities assumed (807,622 )
Purchase price $300,000

The intangible assets relate to customer lists and will be amortized over their respective life of three years.

Pro-forma results of operations as if the acquisition had occurred at the beginning of the period for the nine months
ended September 30, 2012 and 2011 and the three months ended September 30, 2011 are as follows:

Three Months
Ended Nine Months Ended

September 30, September 30,
2011 2012 2011

Revenue $425,190 $895,433 $846,086

Cost of revenue 210,689 584,290 560,403

Gross profit 214,501 311,143 285,683

General and administrative 2,985,019 1,852,682 3,663,099

Loss from operations (2,770,518 ) (1,541,539 ) (3,377,416 )

Other expenses
Change in fair value of derivatives —  97,153 —  
Interest expense,net (14,617 ) (138,319 ) (15,789 )

Net loss $(2,785,135 ) $(1,582,705 ) $(3,393,205 )

Net loss per share - (basic and diluted) $(0.01 ) $(0.00 ) $(0.01 )

Weighted average shares oustanding -
(basic and diluted) 326,666,931 326,666,931 326,666,931

NOTE 4 – ASSET PURCHASE – GRENERS.COM
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On July 23, 2012, we completed the purchase of substantially all of the Assets of Greners, related to the online retail
business currently operated by Greners, pursuant to the terms of an Asset Purchase Agreement. The Assets included
equipment, finished goods, materials and supplies, contract rights, domain names and implemented and operational
components of software. In addition, the Company assumed certain of Greners’ liabilities which included Greners’
liabilities and obligations under its contracts and all express and implied warranties related to any materials supplied
by Greners prior to the closing date.

In consideration for the Assets, the Company agreed to pay to Greners an aggregate of $450,000. Of the purchase
price, $250,000 was paid in cash on the closing date and the remaining portion of the purchase price was paid in the
form of a Note issued by the Company to Greners in the original principal amount of $200,000.

-11-
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The Company has estimated that the fair value of the assets purchased to be $450,000; however, a formal valuation is
underway and actual valuation may differ. The purchase price has been allocated to specific identifiable tangible and
intangible assets at their fair value at the date of the purchase in accordance with Accounting Standards Codification
805, “Business Combinations”, as follows:

Tangible assets $93,000
Intangible assets 280,000
Goodwill 77,000
Total 450,000
Less fair value of liabilities assumed —  
Purchase price $450,000

The intangible assets relate to customer lists and will be amortized over three years.

Unaudited Pro-forma results of operations as if the acquisition had occurred at the beginning of the period for the
three and nine months ended September 30, 2012 and 2011 are as follows:

For the Three Months Ended For the Nine Months Ended
September 30,
(Unaudited)

September 30,
(Unaudited)

2012 2011 2012 2011
Revenue $587,419 $897,945 $2,110,080 $3,088,384

Cost of revenue 398,844 663,532 1,562,451 2,365,826

Gross profit 188,575 234,413 547,629 722,558

General and administrative 837,101 261,930 1,688,078 786,730

Loss from operations (648,526 ) (27,517 ) (1,140,449 ) (64,077 )

Other income / (expenses)
Change in fair value of derivatives 473,152 —  97,153 —  
Interest expense,net (69,957 ) (7,584 ) (139,319 ) (16,671 )

Net loss $(245,331 ) $(35,101 ) $(1,182,615 ) $(80,748 )

Net loss per share - (basic and diluted) $0.00 $0.00 $0.00 $0.00

Weighted average shares oustanding - (basic and
diluted) 326,666,931 326,666,931 326,666,931 326,666,931
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NOTE 5 – INVENTORIES

Inventories are comprised of the following as of:

September
30,

December
31,

2012
(Unaudited) 2011

Raw materials $ 130,567 $—  

Finished goods 249,939 62,966

$ 380,506 $62,966

NOTE 6 – PROPERTY AND EQUIPMENT

Property and equipment consists of the following as of:

September
30,

December
31,

2012
(Unaudited) 2011

Machines and equipment $ 5,554 $ —  
Furniture and fixtures 6,999 778
Computer equipment 10,922 5,583
Leasehold improvements 10,790 —  

34,265 6,361

Accumulated depreciation 12,050 6,361

$ 22,215 $ —  

Depreciation expense for the three months ended September 30, 2012 and 2011 was $2,843 and nil. Depreciation
expense for the nine months ended September 30, 2012 and 2011 was $5,325 and nil.
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NOTE 7 – RELATED PARTY ADVANCES

From time to time the Company’s Chief Executive Officer (CEO) has advanced various amounts to the Company. As
of December 31, 2011, the amount due the CEO was $183,103, and additional advances of $98,897 were made to the
Company through April 5, 2012. On April 5, 2012, the CEO converted $282,000 of these advances into a 6% senior
convertible note. The CEO made further advances during the nine months ended September 30, 2012 which were
converted into a 6% senior convertible note.

-13-
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NOTE 8 – NOTES PAYABLE

Notes payable consist of the following:

September
30,

December
31,

2012 2011
(Unaudited)

Note payable to Greners. The original principal amount of the Note is $200,000 and pays 7%
interest per annum. The Note is payable in installments of principal and interest in the amount
of $52,206.47 on each of October 23, 2012, January 23, 2013, April 23, 2013 and July 23,
2013. The remaining outstanding principal balance and unpaid accrued interest is due and
payable on July 23, 2013. If there is an uncured event of default, Greners may declare the
entire principal and accrued interest amount immediately due and payable. Interest shall
accrue on any principal amount past due at the rate equal to the lower of 10% per annum and
the maximum amount allowed by law.

$ 200,000 $—  

Note payable to former Phototron Officer. The note accrues interest at the per annum rate of
12% and payments of principal and interest in the amount of $4,000 per month. All unpaid
amounts became due on August 22, 2012. The note is secured by three trademarks and
substantially all of our assets.

20,000 —  

Note payable, unsecured and due 60 days from demand. The note bears interest at the rate of
25% per annum, payable semi-monthly. The note is personally guaranteed by the Company's
CEO. On April 5, 2012, this note was rolled into a convertible note payable, see note 9.

—  25,000

Note payable, related party, unsecured and due 120 days from demand. The note is
non-interest bearing and is personally guaranteed by the Company's CEO. The Company
imputed interest at the rate of 10% per annum. On April 5, 2012, this note was rolled into a
convertible note payable, see note 9.

—  100,000

Note payable, related party, unsecured and due 120 days from demand. The note bears
interest at the rate of 10% per annum, payable quarterly and is personally guaranteed by the
Company's CEO. On April 5, 2012, this note was rolled into a convertible note payable, see
note 9.

—  93,000

$ 220,000 $218,000

For financial statement presentation purposes, the above notes have been classified as follows:

Note payable, related party $— $193,000
Notes payable 220,000 25,000

$220,000 $218,000
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Although the note holders have not made a demand for payment, the above notes have been classified as current
liabilities.
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NOTE 9 – 6% SENIOR CONVERTIBLE NOTES

On September 28, 2012, the Company entered into an amendment and exchange agreement (“Exchange Agreement”)
with W-Net Fund I, Europa International, Inc., Sterling Scott, Robert Shapiro, Lauri Bilawa, Carla Badaracco and
Forglen, LLC (the “Investors”). The Exchange Agreement provided for the issuance of new 6% Senior Convertible
Notes (the “Notes”) that replaced the 6% Senior Convertible Notes that were issued during 2012. In connection with the
Exchange Agreement, the investors invested additional capital and converted existing advances into the new notes.
Accordingly, the principal balance of the new Notes was increased to $1,951,107.

The Notes accrue interest at the rate of 6% per annum and have a maturity date of April 15, 2015. No cash payments
are required; however, accrued interest shall be due at maturity. In the event of a default the Investors may declare the
entire principal and accrued interest to be due and payable. Default interest will accrue at the rate of 12% per annum.
The Notes are secured by substantially all of the assets of the Company.

The Notes are convertible into common stock at the rate of $0.007 per share. The Company has determined that
conversion feature qualifies as an embedded conversion feature and has determined its value to be $822,033. The
Company calculated the beneficial conversion feature at its intrinsic value. The conversion price is subject to
adjustment for stock splits and the like; however, the conversion price is not subject to adjustment in the event of a
fundamental transaction or a dilutive issuance and the like. Accordingly, the beneficial conversion feature has been
accounted for as a valuation discount to the Notes and will be amortized as an expense over the 2.5 year life of the
Notes.

The Notes are summarized as follows:

September
30,

December
31,

2012 2011
6% senior secured convertible notes $1,951,107 $ —  
Debt discount related to conversion feature 822,033 —  

$1,129,074 $ —  

The above notes replace certain notes issued during the second quarter of 2012. The previously issued notes consisted
of the following:

In conjunction with the Merger on April 5, 2012, we issued certain 6% senior secured convertible notes payable in the
amount of $670,129 and due on April 15, 2015. The notes were secured by substantially all of the assets of the
company and three trademarks. Interest was accrued and is due at maturity. In the event of a default, the note holders
may declare the entire principal and interest due and payable. The default interest rate were 12% per annum. The notes
were convertible into common stock with an initial conversion price of $0.035 per share. The note conversion price
were subject to specified adjustments for certain changes in the number of outstanding shares of our common stock,
including conversions or exchanges of such. If additional shares of our capital stock were issued, except in specified
exempt issuances, for consideration which was less than the then existing note conversion price (a “Dilutive Issuance”),
then such conversion price would be subject to a “full ratchet” adjustment that generally reduces the conversion price to
equal the price in the Dilutive Issuance, regardless of the size of the Dilutive Issuance.

In accordance with current accounting guidelines, the Company determined that the full ratchet adjustment of the
conversion feature created a derivative liability upon issuance. The fair value of the embedded beneficial conversion
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feature of the Notes was determined by management to be $331,463 using a weighted average Black-Scholes Merton
option pricing model. This amount was recorded as a derivative liability and a valuation discount upon issuance. The
valuation discount was amortized as an expense over the 3 year life of the notes.
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In connection with the reverse merger, we issued 6% notes payable in the amount of $500,000 to the former note
holders and stockholders of SGT in exchange for notes of $218,000 previously issued by the company and $282,000
of advances that were due to our Chief Executive Officer. The Notes were unsecured and pay 6% interest per annum
with a maturity date of April 15, 2015. Our obligations under the Notes would have accelerated upon bankruptcy, any
default by us of our payment obligations under the Notes or the breach of any provision of any material agreement
between us and such note holders. Default interest would have accrued after an event of default at an annual rate of
12%. The Notes were convertible at any time into common stock at a specified conversion price, which initially was
$0.035 per share. The conversion price was subject to specified adjustments for certain changes in the number of
outstanding shares of our common stock. In the event a dilutive issuance occurs such conversion price would be
subject to a “full ratchet” adjustment that generally reduces the conversion price to equal the price in the dilutive
issuance, regardless of the size of the dilutive issuance.

In accordance with current accounting guidelines, the Company determined that the full ratchet adjustment of the
conversion feature created a derivative liability upon issuance. The fair value of the embedded beneficial conversion
feature of the Notes was determined by management to be $245,920 using a weighted average Black-Scholes Merton
option pricing model. This amount was recorded as a derivative liability and a valuation discount upon issuance. The
valuation discount was amortized as an expense over the 3 year life of the notes.

On June 12, 2012, we issued a $25,000 unsecured convertible note payable with an interest rate of 6% per annum. The
note was unsecured and is due on June 13, 2015. Interest was accrued monthly and payable at maturity. The Note was
convertible at any time into common stock at a specified conversion price, which initially was $0.035 per share. The
conversion price was subject to specified adjustments for certain changes in the number of outstanding shares of our
common stock. In the event a dilutive issuance occurs such conversion price would be subject to a “full ratchet”
adjustment that generally reduces the conversion price to equal the price in the dilutive issuance, regardless of the size
of the dilutive issuance.

In accordance with current accounting guidelines, the Company determined that the full ratchet adjustment of the
conversion feature created a derivative liability upon issuance. The fair value of the embedded beneficial conversion
feature of the Notes was determined by management to be $14,943 using a weighted average Black-Scholes Merton
option pricing model. This amount was recorded as a derivative liability and a valuation discount upon issuance. The
valuation discount was amortized as an expense over the 3 year life of the notes.

NOTE 10 – DERIVATIVE LIABILITY

In April 2008, the FASB issued a pronouncement that provides guidance on determining what types of instruments or
embedded features in an instrument held by a reporting entity can be considered indexed to its own stock for the
purpose of evaluating the first criteria of the scope exception in the pronouncement on accounting for derivatives. This
pronouncement was effective for financial statements issued for fiscal years beginning after December 15, 2008. The
adoption of these requirements can affect the accounting for warrants and many convertible instruments with
provisions that protect holders from a decline in the stock price (or “down-round” provisions). For example, warrants or
conversion features with such provisions are no longer recorded in equity. Down-round provisions reduce the exercise
price of a warrant or convertible instrument if a company either issues equity shares for a price that is lower than the
exercise price of those instruments or issues new warrants or convertible instruments that have a lower exercise price.
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We evaluated whether convertible debt and warrants to acquire stock of the Company contain provisions that protect
holders from declines in the stock price or otherwise could result in modification of the exercise price under the
respective convertible debt and warrant agreements. We determined that the conversion feature in the convertible
notes issued during the second quarter of this year contained such provisions and recorded such instruments as
derivative liabilities. Derivative liabilities were initially valued using the weighted-average Black-Scholes-Merton
option pricing model, which approximates the Monte Carlo and other binomial valuation techniques, with the
following assumptions; (i) dividend yield of 0%; (ii) expected volatility of 74%; (iii) risk free rate of 0.04% and (iv)
expected term of 3.08 years. Based upon this model, the Company determined an initial value of $592,326. The
Company revalued the derivative liability at June 30, 2012, and determined that the value of the derivative liability
had increased to $968,325 and recorded a charge to other expense. As described above, on September 28, 2012, the
Company exchanged these notes for new notes that did not qualify for derivative liability treatment. Accordingly, the
Company revalued the derivative liability at September 28, 2012 using the weighted average Black-Scholes-Merton
option pricing model with the following assumptions; (i) dividend yield of 0%; (ii) expected volatility of 74%; (iii)
risk free rate of 0.04% and (iv) expected term of 2.73 years. Due to the decline in the Company’s stock price from
$0.05 at June 30, 2012 to $0.01 at September 28, 2012, the value of the derivative liability decreased to $66,707 and
the Company recorded a credit to other income of $901,618. The remaining $66,707 was credited to other income at
September 28, 2012 as part of the Exchange Agreement. The Notes issued as part of the Exchange Agreement contain
a provision whereby they are convertible into shares of common stock at an intial conversion price of $0.007 per
share. The initial conversion price will be adjusted for stock splits and the like. However, the conversion price of the
new Notes will not be adjusted for a fundamental transaction or a down-round financing and do not qualify as a
derivative liability.

NOTE 11 – SHAREHOLDERS’ EQUITY

Common Stock

In conjunction with the reverse merger, the Company is considered to have issued 152,343,383 shares to the former
shareholders of the Company. (See Note 3)

On April 19, 2012, the Company’s landlord returned 1,884,796 shares of the Company’s common stock that was
previously issued to the landlord as part of a settlement. The Company did not provide any additional compensation to
the landlord and no gain or loss has been reflected.

During the nine months ended September 30, 2012, the Company issued an aggregate of 10,151,190 shares of its
common stock for services. These shares were valued at the fair value at the date of issuance of $115,500 and
reflected as compensation in the accompanying September 30, 2012 statement of operations.
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Prior to the transaction with Growlife, Inc. (formerly Phototron Holdings, Inc.), the members of SGT contributed
$120,402 during the three months ended June 30, 2012.

On July 12, 2012, the Company issued an additional 8,914,297 shares of its common stock to the participants in
Phototron’s first quarter 2011 private placement. The Company did not receive any additional compensation for these
shares. The additional shares were valued at $445,715 based on the fair value of the stock price on the date of
declaration on June 8, 2012 and are recorded as a stock dividend to shareholder.

During the quarter ended September 30, 2012, the Company issued 9,858,333 shares of its common stock for stock
based compensation. We recorded stock based compensation of $105,250 relates to these shares.
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Stock options

On April 5, 2012, the date of the Merger, we had certain stock options outstanding that had been granted to its
employees, officers and directors. The terms of these stock options remained unchanged as a result of the Merger and
are summarized below:

Weighted
Weighted Average
Average Remaining Aggregate
Exercise Contractual Intrinsic

Options Price Term Value
Outstanding December 31, 2011 30,861,086 $ 0.07
Granted —  —  
Exercised —  —  
Forfeited or expired (18,009,900) 0.05
Outstanding September 30, 2012 12,851,186 $ 0.10 8.46 —  

Vested or expected to vest at September 30, 2012 12,851,186 $ 0.10 8.46 —  

Warrants

The following table summarizes warrant activity for our company during the nine months ended September 30, 2012
and the year ended December 31, 2011:

Weighted
Weighted Average
Average Remaining Aggregate
Exercise Contractual Intrinsic

Warrants Price Term Value
Outstanding, December 31, 2011 2,248,954 $ 0.10 4.50 $ 22,490
Issued — — — —
Outstanding, September 30, 2012 2,248,954 $ 0.10 4.50 $—

There was no aggregate intrinsic value of the 2,248,954 warrants outstanding and exercisable as of September 30,
2012 based on the trading price as of the period then ended.

NOTE 12 – SUBSEQUENT EVENTS
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On October 22, 2012, our wholly owned subsidiary Growlife Hydropoinics, Inc. (“Purchaser”) completed the purchase
of all of the shares (the “Shares”) of Soja, Inc. dba Urban Garden Supplies (the “Urban Garden”) from Richard Melograno,
Michael Cook, and Scott Glass (collectively the “Sellers”). The effective date of the Stock Purchase Agreement was
October 24, 2012 (“Agreement”). The Agreement included all of the assets and liabilities of Urban Garden which
includes the inventory of the store located at 22516 Ventura Blvd., Woodland Hills, CA 91364 and various other
assets. The Purchaser also assumed the liabilities of Urban Garden which was valued at $70,369.93. Our CEO Sterling
Scott personally guaranteed this liability. In consideration for the Shares, the Company agreed to pay to the Sellers an
aggregate of 3,906,250 shares of the Company’s common stock which was valued at $50,000. 
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

This discussion summarizes the significant factors affecting our operating results, financial condition and liquidity
and cash flows for the three and nine months ended September 30, 2012 and 2011. The discussion and analysis that
follows should be read together with the condensed consolidated financial statements and the notes to the financial
statements included elsewhere in this report. Except for historical information, the matters discussed in this
Management’s Discussion and Analysis of Financial Condition and Results of Operations are forward looking
statements that involve risks and uncertainties and are based upon judgments concerning various factors that are
beyond our control. Our actual results could differ materially from the results anticipated in any forward-looking
statements as a result of a variety of factors, including those discussed in the section of our Annual Report on Form
10-K for the year ended December 31, 2011 filed with the Securities and Exchange Commission on April 4, 2012,
captioned “Risk Factors.”

Overview

On March 21, 2012, we entered into the Merger Agreement and the Closing of the transactions occurred on April 5,
2012. At the Closing, (a) MergerCo was merged with and into SGT; (b) SGT became our wholly-owned subsidiary;
and (c) all SGT shares of common stock were exchanged for shares of our common stock and shares of Series A
Preferred Stock. At the Closing, we issued to SGT’s former stockholders, in exchange for the 200 shares of SGT’s
common stock outstanding immediately prior to the Merger, 157,000,000 shares of our common stock and 3,000,000
shares of Series A Preferred Stock.

We design and manufacture indoor mini-greenhouses capable of growing almost any herb, vegetable, flower, fruit or
terrestrial plant better, stronger and faster than traditional farming methods. Our products (“Phototron Units”), consisting
of 21” x 39” units and 21” x 51” units, provide between 18,900 and 36,000 lumens of light. Phototron Units allow users to
precisely control what a plant receives, grow crops densely, avoid using pesticides, increase yields and automatically
water plants. We also formulate and sell horticultural seeds, mineral nutrient solutions, growing mediums and
germination kits to facilitate hydroponic gardening through the use of our Phototron Units, in addition to replacement
parts for our Phototron Units to facilitate moderate customization. In addition, through SGT, we manufacture
hi-powered LED (Light Emitting Diode) grow light products for indoor horticulture, sold under the brand name
“Stealth Grow LED.” We provide USA engineered, energy efficient and “green” technology for healthy and abundant
indoor gardening. Stealth Grow LED products are available through more than 2,500 hydroponic retailers, and on-line
resellers in the USA and Canada. We market our products under the Phototron and Stealth Grow LED brand names. In
addition, we operate an online retail and wholesale ecommerce site, Greners.com. Greners.com sells hydroponic
supplies and gardening equipment. Greners also provides educational information, customer service and product
support to its national and international customers.
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Results of Operations

Three Months Ended September 30, 2012 Compared to September 30, 2011

Revenue and cost of revenue

For the three months ended September 30, 2012, our revenue was $475,870, which was $260,216 (121%) more than
in the three months ended September 30, 2011. This increase was mainly due to the combined revenues of the two
entities. The gross profit margin during the three months ended September 30, 2012, was 34% compared to 57%
during the three months ended September 30, 2011 and reflects a change in the customer base

Expenses

During the three months ended September 30, 2012, our general and administrative expenses were $534,176
compared to $108,419 during the three months ended September 30, 2011, an increase of $425,757. During 2011, we
were a privately held company and did not incur any of the expense of being a public company. Those expenses
include stock compensation, professional fees for legal, accounting, consultants and directors and officers insurance.
Additionally, we hired most of Phototron’s general, administrative and sales staff; thereby incurring higher wage
expense during the current quarter. We expect that our general and administrative expenses will remain at, or near, the
current level for the foreseeable future.
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Other Expenses

During the quarter ended September 30, 2012, we incurred $403,195 of other income expenses, including $473,152
change in derivative liability and $69,957 of interest expense related to the amortization of discount on our
subordinated notes payable. During the quarter ended September 30, 2011, we incurred interest expense of $7,584.

Gain

For the three months ended September 30, 2012, we incurred a net income of $28,699 compared to a net income of
$6,114 during the three months ended September 30, 2011. 

Nine Months Ended September 30, 2012 Compared to September 30, 2011

Revenue and cost of revenue

For the nine months ended September 30, 2012, our revenue was $776,125, which was $43,229 (6%) more than in the
nine months ended September 30, 2011. During the nine months ended September 30, 2012, management was focused
on completing the reverse merger and integrating its systems, facilities, policies and procedures and developing a new
strategic direction for the company. The gross profit margin during the nine months ended September 30, 2012, was
33% compared to 36% during the nine months ended September 30, 2011 and reflects a change in the customer base
from lower margin distributors to higher margin sales to retail customers.

Expenses

During the nine months ended September 30, 2012, our general and administrative expenses were $1,068,510
compared to $344,360 during the nine months ended September 30, 2011, an increase of $724,150. During 2011, we
were a privately held company and did not incur any of the expense of being a public company. Those expenses
include stock compensation, professional fees for legal, accounting, consultants and directors and officers insurance.
Additionally, we hired most of Phototron’s general, administrative and sales staff; thereby incurring higher wage
expense during the current quarter. We expect that our general and administrative expenses will remain at, or near, the
current level for the foreseeable future.
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During the nine months ended September 30, 2012, we incurred $41,036 of other expenses, including $97,153 change
in derivative liability and $138,189 of interest expense related to the amortization of discount on our subordinated
notes payable. During the quarter ended September 30, 2011, we incurred interest expense of $16,210.

Loss

For the nine months ended September 30, 2012, we incurred a loss of $849,707, compared to a net loss of $95,545
during the nine months ended September 30, 2011.
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Liquidity and Capital Resources

As of September 30, 2012, we had a working capital of $50,155 compared to a working capital deficiency of $379,262
at December 31, 2011. We have relied on funds generated through operations, through loans and through selling
shares of our common stock in a series of private placements.

During the nine months ended September 30, 2012, cash used in operations was $1,100,821 compared to cash used of
$111,679 during the same period in the prior year. Those expenses include professional fees for legal, accounting,
consultants and directors and officers insurance. Additionally, we hired most of Phototron’s general, administrative and
sales staff; thereby incurring higher wage expense during the current quarter. During the quarter ended September 30,
2011, we did not incur any non-cash expenses.

During the nine months ended September 30, 2012, we received $9,825 in cash from our reverse merger with
Phototron Holdings, Inc. and purchased the assets of Greners.com for $250,000. We had no investing activities during
the nine months ended September 30, 2011.

During the nine months ended September 30, 2012, cash provided by financing activities was $1,480,740.

Unless our operations generate significant revenues and cash flows from operating activities, our continued operations
will depend on whether we are able to raise additional funds through various potential sources, such as equity and debt
financing, other collaborative agreements and strategic alliances. Our management is actively engaged in seeking
additional capital to fund our operations in the short to medium term. We also intend to obtain, where appropriate,
increases of the amounts available to us under existing revolving promissory notes. Such additional funds may not
become available on acceptable terms and there can be no assurance that any additional funding that we do obtain will
be sufficient to meet our needs in the long term.
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Item 3.Quantitative and Qualitative Disclosures About Market Risk
Not Applicable.

Item 4.Controls and Procedures
Evaluation of Disclosure Controls and Procedures

We evaluated the design and operating effectiveness of our disclosure controls and procedures as of September 30,
2012, under the supervision and with the participation of our management, including the Chief Executive Officer and
Chief Financial Officer, pursuant to Rule 13a-15(b) of the Exchange Act. Based on this evaluation, our Chief
Executive Officer and Chief Financial Officer concluded that as of September 30, 2012 our disclosure controls and
procedures were not effective.

Management has identified the following material weaknesses in our internal control over financial reporting:

• Our information systems lack sufficient controls limiting access to key applications and data; and

• Effective controls to ensure the accuracy, valuation and timeliness of the financial accounting process around
inventory, including a lack of accuracy and basis for valuation resulting in adjustments to the amount of cost of
revenues and the carrying amount of inventory.

Due to the identified material weaknesses, management has concluded that the Company’s internal control over
financial reporting was not effective as of September 30, 2012.

Changes in Internal Control over Financial Reporting and Remediation of the Material Weaknesses

During the quarter ended September 30, 2012, no changes to our internal control over financial reporting were
identified that materially affected, or were reasonably likely to materially affect, our internal control over financial
reporting.

We are investing in efforts to improve the control environment and intend to commit resources to the continuous
improvement of the design, implementation, documentation, testing, and monitoring of our internal controls.

Remediation Plans

Management, in coordination with the input, oversight and support of our Board of Directors, intends to strengthen
our internal control over financial reporting and to address the material weaknesses described above. In addition to
improving the effectiveness and compliance with key controls, our remediation efforts will involve ongoing business
and accounting process improvements and the implementation of key system enhancements. The process and system
enhancements will be generally designed to simplify and standardize business practices and to improve timeliness and
access to associated accounting data through increased systems automation, appropriate limitations around IT access,
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as well as timely testing of controls throughout the fiscal year. While we expect remedial actions to be essentially
implemented by the end of fiscal 2012, some may not be in place for a sufficient period of time to help us certify that
material weaknesses have been fully remediated as of the end of fiscal year 2012. We will continue to develop our
remediation plans and implement additional measures during the remainder of fiscal 2012 and possibly into fiscal
2013.

Inherent Limitation on the Effectiveness of Internal Controls

The effectiveness of any system of internal control over financial reporting is subject to inherent limitations, including
the exercise of judgment in designing, implementing, operating, and evaluating the controls and procedures, and the
inability to eliminate misconduct completely. Accordingly, any system of internal control over financial reporting can
only provide reasonable, not absolute, assurances. In addition, projections of any evaluation of effectiveness to future
periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may deteriorate. We intend to continue to monitor and upgrade
our internal controls as necessary or appropriate for our business, but cannot assure you that such improvements will
be sufficient to provide us with effective internal control over financial reporting.
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PART II

OTHER INFORMATION

Item 6.Exhibits

Exhibit Index

Exhibit
Number Description of Exhibit

2.1

Agreement and Plan of Merger dated March 21, 2012, among Phototron Holdings, Inc., SGT Merger
Corporation, SG Technologies Corp, Sterling C. Scott and W-Net Fund I, L.P. Incorporated by reference
to Exhibit 2.1 to the Current Report on Form 8-K filed with the Securities and Exchange Commission on
March 22, 2012.

2.2
Asset Purchase Agreement, dated July 23, 2012, by and among Phototron Holdings, Inc., Donna
Klauenburch and Tao Klauenburch.  Incorporated by reference to Exhibit 2.1 to the Current Report on
Form 8-K filed with the Securities and Exchange Commission on July 27, 2012.

3.1
Certificate of Designation of Preferences, Rights and Limitations of Series A Preferred Stock. 
Incorporated by reference to Exhibit 3.1 to the Current Report on Form 8-K filed with the Securities and
Exchange Commission on April 9, 2012.

3.2
Certificate of Ownership and Merger merging GrowLife, Inc. with and into Phototron Holdings, Inc. 
Incorporated by reference to Exhibit 3.1 to the Current Report on Form 8-K filed with the Securities and
Exchange Commission on August 8, 2012.

4.1 Certificate of Designation of Preferences, Rights and Limitations of Series A Preferred Stock. 
Incorporated by reference to Exhibit 3.1.

10.1
Securities Purchase and Exchange Agreement, dated March 16, 2012, by and among Phototron Holdings,
Inc., W-Net Fund I, L.P., and Europa International Inc. Incorporated by reference to Exhibit 10.1 to the
Current Report on Form 8-K filed with the Securities and Exchange Commission on March 22, 2011.

10.2
Security Agreement, dated March 16, 2012, by and among Phototron Holdings, Inc., W-Net Fund I, L.P.,
Europa International Inc., Growlife, Inc., and Phototron, Inc. Incorporated by reference to Exhibit 10.2 to
the Current Report on Form 8-K filed with the Securities and Exchange Commission on March 22, 2011.

10.3 Intellectual Property Security Agreement, dated March 16, 2012, by and among Phototron Holdings, Inc.,
W-Net Fund I, L.P., Europa International Inc., Growlife, Inc., and Phototron, Inc. Incorporated by
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reference to Exhibit 10.3 to the Current Report on Form 8-K filed with the Securities and Exchange
Commission on March 22, 2011.

10.4 Form of 6% Senior Secured Convertible Note. Incorporated by reference to Exhibit 10.4 to the Current
Report on Form 8-K filed with the Securities and Exchange Commission on March 22, 2011.

10.5

Escrow Agreement, dated April 5, 2012, by and among Phototron Holdings, Inc., Sterling C. Scott,
W-Net Fund I, L.P., and Stubbs, Alderton & Markiles, LLP, as escrow agent.  Incorporated by reference
to Exhibit 10.1 to the Current Report on Form 8-K filed with the Securities and Exchange Commission
on April 9, 2012.
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10.6
Voting Agreement, dated April 5, 2012, by and among Phototron Holdings, Inc., W-Net Fund I, L.P., Europa
International Inc., and the former stockholders of SG Technologies Corp.  Incorporated by reference to Exhibit
10.2 to the Current Report on Form 8-K filed with the Securities and Exchange Commission on April 9, 2012.

10.7
Secured Promissory Note, dated July 23, 2012, issued by Phototron Holdings, Inc. in favor of Donna
Klauenburch and Tao Klauenburch.  Incorporated by reference to Exhibit 10.1 to the Current Report on Form
8-K filed with the Securities and Exchange Commission on July 27, 2012.

10.8
Security Agreement, dated July 23, 2012, by and among Phototron Holdings, Inc., Donna Klauenburch and Tao
Klauenburch.  Incorporated by reference to Exhibit 10.2 to the Current Report on Form 8-K filed with the
Securities and Exchange Commission on July 27, 2012.

10.9
Software Rights Agreement, dated July 23, 2012, by and among Phototron Holdings, Inc., Donna Klauenburch,
Tao Klauenburch and Dennis Kuznetsov.  Incorporated by reference to Exhibit 10.3 to the Current Report on
Form 8-K filed with the Securities and Exchange Commission on July 27, 2012.

10.10
Noncompetition, Nonsolicitation and Nondisclosure Agreement, dated July 23, 2012, by and between Phototron
Holdings, Inc. and Tao Klauenburch.  Incorporated by reference to Exhibit 10.4 to the Current Report on Form
8-K filed with the Securities and Exchange Commission on July 27, 2012.

10.11
Form of Amendment and Exchange Agreement Dated September 28, 2012. Incorporated by reference to Exhibit
10.1 to the Current Report on Form 8-K filed with the Securities and Exchange Commission on October 3,
2012.

10.12 Form of Amended and Restated 6% Senior Secured Convertible Note. Incorporated by reference to Exhibit 10.2to the Current Report on Form 8-K filed with the Securities and Exchange Commission on October 3, 2012.

10.13
Stock Purchase Agreement, Dated October 24, 2012, By and Among Richard Melograno, Michael Cook, Scott
Glass and GrowLife Hydroponics, Inc. Incorporated by reference to Exhibit 2.1 to the Current Report on Form
8-K filed with the Securities and Exchange Commission on October 26, 2012.

31.1 Certificate of Chief Executive Officer pursuant to Rule 13a-14(a) under the Securities and Exchange Act of
1934, as amended.

31.2 Certificate of Chief Financial Officer pursuant to Rule 13a-14(a) under the Securities and Exchange Act of
1934, as amended.

32.1 Certificate of Chief Executive Officer pursuant to Rule 13a-14(b) under the Securities and Exchange Act of
1934, as amended.

32.2 Certificate of Chief Financial Officer pursuant to Rule 13a-14(b) under the Securities and Exchange Act of
1934, as amended.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

GrowLife, Inc.

Date: November 15, 2012 By: /s/ Sterling Scott
Sterling Scott
Chief Executive
Officer

Date: November 15, 2012 By: /s/ Justin Manns
Justin Manns
Chief Financial
Officer
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