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U.S. SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-Q
(Mark One)
Quarterly report under Section 13 ord)®f the Securities Exchange Act of 1934 for tharterly period ended June 30, 2009.
O Transition report under Section 13 ofd)®f the Securities Exchange Act of 1934

For the transition period from to

For the Period Ended June 30, 2009
Commission file number 000-33415

CYBERLUX CORPORATION
(Name of Small Business Issuer in Its Charter)

Nevada 91-204897¢
(State of Incorporatior (IRS Employer Identification No

4625 Creekstone Drive
Suite 130
Research Triangle Park
Durham, NC 27703
(Address of Principal Executive Offices)
(919) 474-9700
Issuer's Telephone Number

Indicate by check mark whether the issuer (1§ifa# reports required to be filed by Section 136¢d) of the Securities Exchange Act of
1934 during the preceding 12 months (or for sudrtsh period that the registrant was requiredltosuch reports), and (2) has been subject
to such filing requirements for the past 90 days.

Yes Nod

Indicate by check mark whether the registrant iarge accelerated filer, an accelerated filer, a-acelerated filer, or a smaller repor
company.

Large accelerate accelerated file nor-accelerated file Smaller reporting
Filer Company
O O O

Indicate by check mark whether the registrantskell company (as defined in Rule 12b-2 of the Exgfe Act).
Yes O NoX]
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CYBERLUX CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS

June 30 December 31
2009 2008
(unaudited’
ASSETS
Current asset:
Cash & cash equivaler $ 57¢ % 26C
Accounts receivable, net of allowance for doub#fttounts of $1,80 7,321 249,92:
Inventories, net of allowance of $43,3 41,40¢ 53,20:
Other current assets 109,69¢ 32,19¢
Total current assets 158,99t 335,58«
Property, plant and equipment, net of accumulatgaetiation of $204,198 and $194,788,
respectively 39,58( 48,99(
Other asset
Deposits 25,51 25,51
Patents and development costs, net of accumulatediaation and write off of $3,136,879 and
$3,043,756, respectively 838,09! 931,21
Total other assets 863,60t 956,72¢
Total Assets $ 1,062,18 $ 1,341,30:
LIABILITIES AND DEFICIENCY IN STOCKHOLDERS' EQUITY
Current liabilities:
Cash overdraf $ - $ 41,11:
Accounts payabl 1,683,65! 1,239,14!
Accrued liabilities 4,014,791 3,425,88!
Shor-term notes payab'- related partie 489,00¢ 402,82:
Shor-term notes payabl - 192,86!
Warrant payabli 688,96¢ 935,00(
Short-term convertible notes payable 5,117,421 4,645,20
Total current liabilities 11,993,85 10,882,03
Long-term liabilities:
Derivative liability relating to convertible debemes 19,159,31 24,384,58
Warrant liability relating to convertible debentsire 148,59¢ 255,04
Total long-term liabilities 19,307,91 24,639,62
Total liabilities 31,301,77 35,521,66
Commitments and Contingenci
Redeemable Series A convertible preferred stock0par value; 200 shares designated, 26.¢
issued and outstanding as of June 30, 2009 andhiitere31, 2008; liquidation preference of
$219,892 as of June 30, 2009 and December 31, 2008 134,90( 134,90(
DEFICIENCY IN STOCKHOLDERS' EQUITY
Class B convertible preferred stock, $0.001 pane/ad,650,000 shares designated; 4,650,000 i
3,650,000 shares issued and outstanding as of3lyr&#d09 and December 31, 2008, respective
liquidation preference of $4,650,000 and $3,650,@8Mmf June 30, 2009 and December 31, 20
respectively 4,65( 3,65(
Class C convertible preferred stock, $0.001 pare;af00,000 shares designated; 150,000 shai
issued and outstanding as of June 30, 2009 andhilere31, 2008, liquidation preference of
$4,076,922 and $3,992,333, as of June 30, 200®Dandmber 31, 2008, respectiv: 15C 15C
Common stock, $0.001 par value, 1,450,000,000 stearthorized; 1,225,955,532 and 814,426,
shares issued and outstanding as of June 30, 2@0Becember 31, 2008, respectiv 1,225,95 814,42¢
Additional paic-in capital 17,395,48 17,277,23
Accumulated deficit (49,000,72) (52,410,72)
Deficiency in stockholders' equity (30,374,48) (34,315,26)




Total liabilities and (deficiency) in stockholdeesjuity $ 1,062,18 $ 1,341,30:

The accompanying notes are an integral part oktheadensed consolidated financial statements




CYBERLUX CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
Three months ended June Six months ended June @
2009 2008 2009 2008

REVENUE: $ 1,781 $ 145,06 $ 46,097 $ 331,90t
Cost of goods sold (22,900 (115,95) (42,385 (220,520

Gross margin (los: (21,119 29,11( 3,712 111,38t
OPERATING EXPENSES
Depreciatior 4,552 6,97¢ 9,41( 13,95¢
Research and developmt 4,31¢ 1,23¢ 4,39¢ 1,38¢
General and administrative expenses 565,56. 824,16: 1,138,82 1,539,23!
Total operating expens 574,43: 832,37: 1,152,63. 1,554,58
NET LOSS FROM OPERATION: (595,559 (803,269 (1,148,92) (1,443,19)
Unrealized loss relating to adjustment of derivatnd warrant liability
fair value of underlying securitie 10,386,35 (5,531,58) 5,331,71 (5,787,57)
Interest expense, n (360,609 (572,87) (769,939 (1,369,51)
Debt acquisition costs (2,800 8,20¢ (2,800 (451,717
Net Income (loss) before provision for income ta 9,427,39: (6,899,51) 3,410,05: (9,051,99)
Income taxes (benefit) - - 60 -

INCOME (LOSS) AVAILABLE TO COMMON STOCKHOLDERS ~ $  9,427,39: $ (6,899,51) $ 3,409,99: $ (9,051,99)

Weighted average number of common shares outsigdiudisic 1,033,911,57 581,588,79  964,158,65 569,605,44
Weighted average number of common shares outsigdfidiiy diluted Note A Note A
Income (Loss) per share-basic $ 0.01 $ (0.01) $ 0.0C $ (0.02)
Loss per share-fully diluted Note A Note A
Preferred dividend $ 24,000 $ 24,000 $ 48,000 $ 48,00(

The accompanying notes are an integral part oktheadensed consolidated financial statements




CYBERLUX CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOW
(Unaudited)

Six months ended June :

2009 2008
CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss) available to common stockhol $ 3,409,99. $ (9,051,99)
Adjustments to reconcile net income (loss) to aastd in operating activitie
Depreciatior 9,41( 13,95¢
Amortization 93,12 262,94!
Common stock issued in connection issuance of - 385,10¢
Common stock issued in connection for servicesessd 13,00( 72,30(
Series B preferred stock issued for services reut 18,00( -
Beneficial conversion feature relating to convéetitbebenture - 184,73t
Accretion of convertible notes payal 432,21¢ 880,09(
Unrealized (gain) loss on adjustment of derivatine warrant liability to fair value of underlying
securities (5,331,719 5,787,57.
(Increase) decrease |
Accounts receivabl 75,98¢ (53,169
Inventories 11,79¢ 88,16¢
Prepaid expenses and other as (77,500 (8,799
Increase (decrease) |
Cash overdrai (41,119 14,327
Accounts payabl 444,51 222,72(
Accrued liabilities 588,91: 462,23t
Net cash (used in) operating activit (353,379 (739,796
CASH FLOWS FROM INVESTING ACTIVITIES: - -
CASH FLOWS FROM FINANCING ACTIVITIES
Net proceeds from issuance of convertible debes - 500,00t
Proceeds from sale of common st 227,50: 322,00(
Net proceeds (payments) from borrowing on long teasis 40,00( (103,579
Net proceeds (payments) to notes payable, relatdbs 86,18¢ 21,75¢
Net cash provided by (used in) financing actigit 353,68" 740,18!
Net increase (decrease) in cash and cash equis 313 38¢
Cash and cash equivalents at beginning of period 26C 62€
Cash and cash equivalents at end of period $ 573 $ 1,01¢
Supplemental disclosure
Interest Paid $ - $ -
Income Taxes Paid $ 60 $ =
NON-CASH INVESTING AND FINANCING ACTIVITIES:
Unrealized (gain) loss in adjustment of derivativel warrant liability to fair value of underlying
securities (5,331,719 $ 5,787,57.
Series B preferred stock issued for services retler $ 18,000 $ s
Common stock issued for services rendered $ 13,000 $ 72,30(

The accompanying notes are an integral part oktheadensed consolidated financial statements




CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
JUNE 30, 2009
(Unaudited)

NOTE A-SUMMARY OF ACCOUNTING POLICIES
General

The accompanying unaudited condensed financiarattts have been prepared in accordance with aeguorinciples generally accep
in the United States of America for interim finasldnformation and the instructions to Form @Q0-Accordingly, they do not include all of 1
information and footnotes required by generallyepted accounting principles for complete finanstatements.

In the opinion of management, all adjustments (bing of normal recurring accruals) consideredassary for a fair presentation have t
included. Accordingly, the results from operatidas the six month period ended June 30, 2009, atenacessarily indicative of the resi
that may be expected for the year ended Decemhe&0BD. The unaudited condensed financial statesyatuld be read in conjunction w
the December 31, 2008 financial statements anchédes$ thereto included in the Company's FornK1fer the year ended December
2008.

Business and Basis of Presentation

Cyberlux Corporation (the "Company") is incorpochtsn May 17, 2000 under the laws of the State ofdda. Until December 31, 2004,
Company was a development state enterprise asedefinder Statement on Financial Accounting Starsd&d.7, Development Sta
Enterprises ("SFAS No.7"). The Company developsnufectures and markets longrm portable lighting products for commercial
industrial users. While the Company has generatgdnues from its sale of products, the Companyimasred expenses, and susta
losses. Consequently, its operations are subjeat tesks inherent in the establishment of a newihess enterprise. As of June 30, 200¢
Company has accumulated losses of $49,000,727.

The consolidated financial statements include theoants of its wholly owned subsidiaries, SPE Tedbgies, Inc. and Hybrid Lightir
Technologies, Inc. All significant intercompany dates and transactions have been eliminated irolidaton.

Revenue Recognition

Revenues are recognized in the period that prodaresprovided. For revenue from product sales,Gbenpany recognizes revenue
accordance with Staff Accounting Bulletin No. 1REVENUE RECOGNITION ("SAB104"), which supersede@dfStAccounting Bulletil
No. 101, REVENUE RECOGNITION IN FINANCIAL STATEMENS ("SAB101"). SAB 101 requires that four basicemia must be m
before revenue can be recognized: (1) persuasidemse of an arrangement exists; (2) delivery lasioed; (3) the selling price is fixed ¢
determinable; and (4) collectability is reasonaddgured. Determination of criteria (3) and (4)lzased on management's judgments rega
the fixed nature of the selling prices of the pradwdelivered and the collectability of those antsuRrovisions for discounts and rebate
customers, estimated returns and allowances, dret adjustments are provided for in the same pdhedrelated sales are recorded.
Company defers any revenue for which the produstrizd been delivered or is subject to refund with time that the Company and
customer jointly determine that the product hasnbaaivered or no refund will be required. At Ju® 2009 and December 31, 2008,
Company did not have any deferred revenue.

SAB 104 incorporates Emerging Issues Task Forc@10(0“EITF 00-21"), MULTIPLE DELIVERABLE REVENUE ARRANGEMENTS
EITF 0021 addresses accounting for arrangements thatmeaive the delivery or performance of multiple puats, services and/or rights
use assets. The effect of implementing EITF 00+2the Company’s financial position and results pémtions was not significant.

Reclassification

Certain reclassifications have been made in peair'g financial statements to conform to classiftees used in the current year.




CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
JUNE 30, 2009
(Unaudited)

NOTE A-SUMMARY OF ACCOUNTING POLICIES (continued )

Concentrations of Credit Risk

Financial instruments and related items which pidfiy subject the Company to concentrations oflitrask consist primarily of cash, ce
equivalents and trade receivables. The Compangglis cash and temporary cash investments withitaeality institutions. At times, su
investments may be in excess of the FDIC insurimie The Company periodically reviews its tradeeivables in determining its allowal
for doubtful accounts. At June 30, 2009 and Decer8he2008, allowance for doubtful receivable was3$3.

Stock based compensation

On December 16, 2004, the Financial Accounting (deafs Board (FASB) issued FASB Statement No. 128Rised 2004), Shargase
Payment" which is a revision of FASB Statement W23, "Accounting for StoclBased Compensation"”. Statement 123R supersede:
opinion No. 25, "Accounting for Stock Issued to Hayges", and amends FASB Statement No. 95, "StateafeCash Flows". Generally, t
approach in Statement 123R is similar to the apgprodescribed in Statement 123. However, Statem2BR Irequires all shargase!
payments to employees, including grants of empl®teek options, to be recognized in the incomeestiant based on their fair values. Pro-
forma disclosure is no longer an alternative. Htégement does not change the accounting guidanshére based payment transactions
parties other than employees provided in Staterérinancial Accounting Standards No. 123(R). Thiatement does not address
accounting for employee share ownership plans, lwhie subject to AICPA Statement of Position 93Employers’ Accounting fo
Employee Stock Ownership Plan©h April 14, 2005, the SEC amended the effectivie dé the provisions of this statement. The eff&
this amendment by the SEC is that the Company tiadrply with Statement 123R and use the Fair Vhased method of accounting
later than the first quarter of 2006. The Companplemented SFAS No. 123(R) on January 1, 2006 ukiagnodified prospective methi
The fair value of each option grant issued afteruday 1, 2006 was determined as of grant dateziatjl the BlackScholes option pricir
model. The amortization of each option grant wdldver the remainder of the vesting period of egatfon grant.

As more fully described in Note H, the Company ¢ednstock options over the years to employees efGbmpany under a naqualifiec
employee stock option plan. As of June 30, 200932307 stock options were outstanding and eadrtas

In prior years, the Company applied the intrinsiddwe method prescribed in Accounting Principles rBo8’/APB”) Opinion No. 2
“Accounting for Stock Issued to Employeey’account for the issuance of stock options toleyges and accordingly compensation exp
related to employeestock options were recognized in the prior yeaaritial statements to the extent options grante@rustck incentiv
plans had an exercise price less than the market v the underlying common stock on the dateraht

Net Income (loss) Per Common Sh

The Company computes earnings per share undemngatef Financial Accounting Standards No. 128 riifeys Per Share" (“SFAS 128"
Net earnings (losses) per common share is comfmytediding net income (loss) by the weighted ageraumber of shares of common si

and dilutive common stock equivalents outstandingnd the period. Dilutive common stock equivalentmisist of shares issuable u

conversion of convertible preferred shares andettexcise of the Company's stock options and wasr@raticulated using the treasury si

method). During the three and six months ended 30n2008, common stock equivalents are not corgidi@ the calculation of the weigh

average number of common shares outstanding bettaaiseould be anti-dilutive, thereby decreasing rlet loss per common share.

The following reconciliation of net income and shamounts used in the computation of income (Ipesxhare for the three and six mol
ended June 30, 2009:




CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
JUNE 30, 2009
(Unaudited)

NOTE A-SUMMARY OF ACCOUNTING POLICIES (continued )

Net Income (loss) Per Common Share (contint

Three Month Six Months

Ended Ended
June 30, June 30,
2009 2009
Net income used in computing basic net income pare $ 9,427,39. $ 3,409,99
Impact of assumed assumptio
Accretion of convertible debenture charged to eseexpens 197,79( 432,21¢
Impact of equity classified as liabilit
Gain on derivative and warrant liability markedfadr value (10,386,35) (5,331,71)
Net loss in computing diluted net loss per sh $ (761,17) $ (1,489,50)

The weighted average shares outstanding used Ivefie net income per share computations for tfeetand six months ended June 30, .
was 1,033,911,576 and 964,158,652, respectivelgetarmining the number of shares used in compuiluged loss per share, the Comp
did not add approximately 27,447,704,150 potentidilutive securities for the three and six monémsled June 30, 2009 because the ¢
would be antidilutive. The potentially dilutive securities addeere mostly attributable to the warrants, optians convertible debentul
outstanding. As a result, the diluted loss peresii@rthe three and six months ended June 30, 2@8%0.00.

Patents

The Company acquired in December 2006, for $2,2M),8nd January 2007, for $1,387,000, patents mjuoation with the acquisitions
SPE Technologies, Inc and Hybrid Lighting TechnasgInc, respectively. The patents have an estidhaseful life of 7 years. According
the Company recorded an amortization charge tentgperiod earnings of $46,561 and $131,473 fotttinee month periods ended June
2009 and 2008, respectively and $93,122 and $26Z@4the six months ended June 30, 2009 and 2@8®gectively. Patents are compri
of the following:

Accumulated amortizatic Net carrying value .

Description Cost and impairment June 30, 200
Development cosi $ 293,75( $ 293,75( $ -0-
Patents 2,294,22. 1,456,12! 838,09!
Patents 1,387,00! 1,387,00! -0-
Total $3,974,97. $ 3,136,87' $ 838,09!

During the year ended December 31, 2008, the Coynpamagement preformed an evaluation of its intaegassets (Patents) for purpose
determining the implied fair value of the asseta@juisition date(s). The tests indicated thatréiterded remaining book value of its pat
exceeded their fair value, as determined by disemlinash flows and accordingly recorded an impaitnebarge of $1,698,229 to curr
operations. Considerable management judgment isseary to estimate the fair value. Accordinglyuakttesults could vary significan
from management’s estimates




CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
JUNE 30, 2009
(Unaudited)

NOTE A-SUMMARY OF ACCOUNTING POLICIES (continued )

Derivative Financial Instruments

The Company's derivative financial instruments ¢irgf embedded derivatives related to the 10% feecCGonvertible Debentures (see M
B). These embedded derivatives include certain emion features, variable interest features, cptloas and default provisions. 1
accounting treatment of derivative financial instents requires that the Company record the devestand related warrants at their
values as of the inception date of the Note Agreenaad at fair value as of each subsequent balaheet date. In addition, under
provisions of EITF Issue No. 009, "Accounting for Derivative Financial Instrumenhdexed to, and Potentially Settled in, a Com{za@yvr
Stock," as a result of entering into the Notes, @@npany is required to classify all other remployee stock options and warrant:
derivative liabilities and mark them to market atle reporting date. Any change in fair value indlesof modifications of terms will k
recorded as non-operating, noash income or expense at each reporting datbelfair value of the derivatives is higher at thbsequet
balance sheet date, the Company will record a mpamading, norcash charge. If the fair value of the derivativesower at the subsequ
balance sheet date, the Company will record nomabipg, non-cash income. Conversimlated derivatives were valued using the intri
method and the warrants using the Black Scholem@ptricing Model with the following assumptionsvidend yield of 0%; annual volatili
of 223%; and risk free interest rate from 0.4892.68%. The derivatives are classified as long-téabilities.

Registration rights

In with raising capital through the issuance of @Gaible Notes, the Company has issued convertibleentures and warrants in that f
registration rights with liquidated damages for thelerlying shares. As the contract must be selilethe delivery of registered shares
the delivery of the registered shares is not cdliettoby the Company, pursuant to EITF 00-18c€ounting for Derivative Financi
Instruments Indexed to, and Potentially SettlecailGompany’s Own Stockthe net value of the of the underlying embeddedvdgve anc
warrants at the date of issuance was recordedfaitities on the balance sheet. Liquidated damage®stimated and accrued as a liabili
each reporting date. The Company has accrued iama¢stl $816,586 in liquidation damages.

Comprehensive Income (Loss)

The Company adopted Statement of Financial Accogr8itandards No. 130; “Reporting Comprehensiverm&qSFAS) No. 130 establisk
standards for the reporting and displaying of cahpnsive income and its components. Comprehensidgenie is defined as the chang
equity of a business during a period from transastiand other events and circumstances fromomarers sources. It includes all change
equity during a period except those resulting fromestments by owners and distributions to own&BAS No. 130 requires ott
comprehensive income (loss) to include foreign engy translation adjustments and unrealized gants lasses on available for s
securities.

Fair Value of Financial Instruments

SFAS No. 107, "Disclosures About Fair Value of Fioial Instruments,” requires disclosure of the failue of certain financial instrumer
The carrying value of cash and cash equivalentspuats payable and accrued liabilities, and stertr borrowings, as reflected in
consolidated balance sheets, approximate fair viadoause of the sharfm maturity of these instruments. All other $igant financia
assets, financial liabilities and equity instrunseof the Company are either recognized or disclasdte consolidated financial stateme
together with other information relevant for makiageasonable assessment of future cash flowsestteate risk and credit risk. Wh
practicable the fair values of financial assets tamahcial liabilities have been determined andtidised; otherwise only available informat
pertinent to fair value has been disclosed.

Effective January 1, 2008, we adopted SFAS No. IBdir Value Measurements" ("SFAS No. 157") and SHR0. 159, "The Fair Vall
Option for Financial Assets and Financial Liabddi-Including an Amendment of FASB Statement No. 11IWBFAS No. 159"), whic
permits entities to choose to measure many finhir@ruments and certain other items at fair vaNieither of these statements had an i
on the Company’s consolidated financial positi@sults of operations or cash flows.




CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
JUNE 30, 2009
(Unaudited)

NOTE A-SUMMARY OF ACCOUNTING POLICIES (continued )

Property, plant and equipment

Property, plant and equipment are stated at cest decumulated depreciation and impairment lod3epreciation is computed using
straight-line method over the estimated usefuldigéthe respective assets.

The estimated useful lives of property, plant agdigment are as follows:

Furniture and fixture Tyears

Office equipmen 3to 5 year:

Leasehold improvemen 5 years
Manufacturing equipme 3 years

We evaluate the carrying value of items of propeptgnt and equipment to be held and used wherexets or changes in circumstar
indicate that the carrying amount may not be recble. The carrying value of an item of propertianp and equipment is conside
impaired when the projected undiscounted futuré €asvs related to the asset are less than ityicarvalue. We measure impairment be
on the amount by which the carrying value of thepeetive asset exceeds its fair value. Fair vauetermined primarily using the projec
future cash flows discounted at a rate commenswittethe risk involved.

Liquidity

As shown in the accompanying consolidated finansiatements, the Company incurred net loss fromatipas of $1,148,922 for the
month period ended June 30, 2009. The Company'srduiabilities exceeded its current assets by,&34,860 as of June 30, 2009.

N ew Accounting Pronouncements Effective January 1,009
SFAS No.161

In March 2008, the FASB issued SFAS No. 161, “isares about Derivative Instruments and Hedgingviels—an amendment of FAS
Statement No. 133" (“SFAS No. 161"The new standard is intended to improve finan@pbrting about derivative instruments and hed
activities by requiring enhanced disclosures tobnanvestors to better understand their effectanrentitys financial position, results
operations and cash flows. The new standard alpoowes transparency about how and why a compars desgvative instruments and h
derivative instruments and related hedged itemsaateunted for under Statement No. 133. It is @&ffedor financial statements issued
fiscal years and interim periods beginning aftew&uber 15, 2008, with early application encourag®d. adopted SFAS No. 161 effect
January 1, 2009 and addressed the relevant disekaacordingly.

SFAS No. 160

In December 2007, the FASB issued SFAS No. 160n*santrolling Interests in Consolidated Financitdt&8ments—an amendment of AR
No. 51" (“SFAS No. 160"). In SFAS No. 160, the FASB edislhed accounting and reporting standards thatireauon<€ontrolling interest
to be reported as a component of equity, changasgarens ownership interest while the parent retainsotgmlling interest to be accoun
for as equity transactions, and any retained camtrolling equity investment upon the deconsolaabf a subsidiary to be initially measu
at fair value. SFAS No. 160 is effective for annpatiods beginning on or after December 15, 20@8tdactive application of SFAS No. 1
is prohibited. We adopted SFAS No. 160 effectiveuday 1, 2009 which primarily resulted in movinge thresentation of nocentrolling
interest to the “Stockholders’ equity” section ofr @ondensed consolidated balance sheets.

10




CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
JUNE 30, 2009
(Unaudited)

NOTE A-SUMMARY OF ACCOUNTING POLICIES (continued )
N ew Accounting Pronouncements Effective January 1,009 (continued)
EITF No. 0*-1

In December 2007, the FASB issued EITF No. 07-1¢c@unting for Collaborative Arrangements” (“EITF N67-1"). EITF No. 073
prescribes the accounting for parties of a collatiee arrangement to present the results of aigsv/ibr the party acting as the principal ¢
gross basis and report any payments received froadé to) other collaborators based on other afgpécaAAP or, in the absence of ot
applicable GAAP, based on analogy to authoritaéiweounting literature or a reasonable, rational, @nsistently applied accounting po
election. Further, EITF No. 07-1 clarified the detmation of whether transactions within a colladtore arrangement are part of a vendor-
customer (or analogous) relationship subject taddso. 01-9, “Accounting for Consideration Given dyendor to a CustomerEITF No.
07-1 is effective for collaborative arrangementattbxist on January 1, 2009 and application isospiective. We adopted EITF No. Q7-
effective January 1, 2009 and the adoption had aterial effect on our financial position or resudfsoperations.

EITF No. 0-5

In June 2008, the FASB ratified EITF No. 07-5, “Bmhining Whether an Instrument (or Embedded Feptsrindexed to an Entitg’ Owr
Stock” (“EITF No. 07-5"). EITF No. 07-5 providesahan entity should use a two-step approach taiat@lhether an equitirked financia
instrument (or embedded feature) is indexed toows stock, including evaluating the instrumentontingent exercise and settlen
provisions. It also clarifies the impact of foreigarrency denominated strike prices and mabested employee stock option valua
instruments on the evaluation. EITF No. 07-5 isetif/e for fiscal years beginning after December2@08. We adopted EITF No. &/-
effective January 1, 2009 and the adoption resultezlir warrants with antiilutive provisions being classified as derivativesaccordanc
with FASB Statement No. 133.

Recently | ssued Accounting Standards
In April 2009, the Financial Accounting Standardsal (“FASB”) issued the following new accountingredards:

« FASB Staff Position FAS No. 157-Betermining Whether a Market Is Not Active and ariBaction Is Not Distresse(fFSP FAS
No. 157-4") provides guidelines for making fair value measments more consistent with the principles prieseim SFAS No.
157. FSP FAS No. 157-4 provides additional authtivie guidance in determining whether a markeictéve or inactive and
whether a transaction is distressed. It is appléctball assets and liabilities (i.e., financiaanon-financial) and will require
enhanced disclosure

- FASB Staff Positions FAS No. 115-2, FAS 124-2, &hdF No. 99-20-2Recognition and Presentation of Other-Than-Temporar
Impairments, (“FSP FAS No. 115-2, FAS No. 124-2, and EITF B8-20-2") provides additional guidance to provideajer clarity
about the credit and noncredit component of anrethen-temporary impairment event and to more @ffely communicate when
an othe-thar-temporary impairment event has occurred. This F§Hes to debt securitie

« FASB Staff Position FAS No. 107-1 and APB No. 28nterim Disclosures about Fair Value of Financiakstruments (“FSP FAS
No. 1071 and APB No. 28-1") amends FASB Statement No, Distlosures about Fair Value of Financial Instruntento require
disclosures about fair value of financial instrumisen interim as well as in annual financial stagets. This FSP also amends APB
Opinion No. 28Interim Financial Reporting, to require those disclosures in all interim fioiah statements

These standards were effective for periods endieg dune 15, 2009. The adoption of these accogistandards had no material effect on
financial position or results of operations.
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CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
JUNE 30, 2009
(Unaudited)

NOTE A-SUMMARY OF ACCOUNTING POLICIES (continued )
Recently | ssued Accounting Standards (continued)
SFAS No. 165

In May 2009, the FASB issued SFAS 165, “Subseqients”. We adopted SFAS No. 165 for the Quarterly Repartlie period endir
June 30, 2009. SFAS 165 establishes general sttndéaccounting for and disclosure of events twaur after the balance sheet date
before financial statements are issued, which eferned to as subsequent events. The statemeifteslaxisting guidance on subseqt
events, including a requirement that a public grghiould evaluate subsequent events through the idate of the financial statements,
determination of when the effects of subsequenttsvehould be recognized in the financial stateraadtdisclosures regarding all subseq
events. SFAS 165 also requires a public entitgiszlose the date through which an entity has esatl subsequent events. We |
evaluated subsequent events through August 19, 20@&closed in Note N.

SFAS No. 166

In June 2009, the FASB issued SFAS 166, “Accountiimd ransfers of Financial Assets, an AmendmerfA8B Statement No. 140which
eliminates the concept of a qualifying special s entity, changes the requirements for derecognifinancial assets and requi
additional disclosures. SFAS 166 is effective feripds beginning after November 15, 2009. The Campa evaluating the impact of SF.
166 on its consolidated financial statements.

SFAS No. 167

In June 2009, the FASB issued SFAS 167, “AmendmentASB Interpretation No. 46(R)Which changes how a reporting entity deterrr
when an entity that is insufficiently capitalized is not controlled through voting (or similar righ should be consolidated and reqt
additional disclosures. SFAS 167 is effective feripds beginning after November 15, 2009. The Campa evaluating the impact of SF.
167 on its consolidated financial statements.

SFAS No. 168

In June 2009, the FASB issued SFAS 168, “HASB Accounting Standards Codificationdd the Hierarchy of Generally Accef
Accounting Principles,” which establishes tRASB Accounting Standards Codification{€odification) as the source of authorita
US GAAP recognized by the FASB to be applied togomMernmental entities. Rules and interpretive ideaof the SEC under authority
federal securities laws are also included in thdif@ation as sources of authoritative US GAAP REC registrants. SFAS 168 and
Codification are effective for financial statemeigtsued for interim and annual periods ending éegtember 15, 2009. The adoption of
rule will not affect reported results of operatipfisancial condition or cash flows. The Companyl implement SFAS 168 in its third quar
Form 10-Q by updating the previous FASB refereriodbe Codification.

Other recent accounting pronouncements issuedebfAEB (including its Emerging Issues Task Fort®),AICPA, and the SEC did not,
are not believed by management to, have a matammct on the Company’s present or future constditifinancial statements.
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CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
JUNE 30, 2009
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES
Notes payable at June 30, 2009 and December 38;

June 30, 200

December 31, 200

Less:
Unamortized
Discount

Gross
Principal
Amount

Less:
Unamortized
Discount

Gross
Principal
Amount

Net Net

10% convertible note payab
unsecured and due September, 200:
accrued and unpaid interest due at
maturity; Note holder has the option
convert note principal together with
accrued and unpaid interest to the
Company’s common stock at a rate ¢
$0.50 per share. The Company is in
violation of the loan covenan $ 2,50( -
10% convertible note payab
unsecured and due September, 200:
accrued and unpaid interest due at
maturity; Note holder has the option
convert note principal together with
accrued and unpaid interest to the
Company’s common stock at a rate (
$0.50 per share. The Company is in
violation of the loan covenan 25,00( -
10% convertible debenture, due th

years from date of the note with inter

payable quarterly during the life of th

note. The note is convertible into the

Company’s common stock at the low

of a) $0.03 or b) 25% of the average

the three lowest intraday trading pric

for the common stock on a principal

market for twenty days before, but nc

including, conversion date. The

Company granted the note holder a

security interest in substantially all of

the Company’s assets and intellectu

property and registration rights. The

Company is in violation of the loan

covenants (see belo\ $ 1,094,09
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CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
JUNE 30, 2009
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

June 30, 200 December 31, 200
Gross Less: Gross Less:
Principal Unamortized Principal Unamortized
Amount Discount Net Amount Discount Net

10% convertible debenture, due th
years from date of the note with inter
payable quarterly during the life of th
note. The note is convertible into the
Company’s common stock at the low
of a) $0.6 or b) 25% of the average ¢
the three lowest intraday trading pric
for the common stock on a principal
market for twenty days before, but nc
including, conversion date. The
Company granted the note holder a
security interest in substantially all of
the Company'’s assets and intellectu
property and registration rights. The
Company is in violation of the loan
covenants (see beloy $ 800,00( $ - 8 800,00( $ 800,00( $ - 8 800,00(

8% convertible debenture, due th
years from date of the note with inter
payable quarterly during the life of th
note. The note is convertible into the
Company’s common stock at the low
of a) $0.10 or b) 25% of the average
the three lowest intraday trading pric
for the common stock on a principal
market for twenty days before, but nc
including, conversion date. The
Company granted the note holder a
security interest in substantially all of
the Company’s assets and intellectui
property and registration rights (see
below) 700,00( - 700,00( 700,00( - 700,00(

8% convertible debenture, due Ma
2009 with interest payable quarterly
during the life of the note. The note i
convertible into the Company’s
common stock at the lower of a)$0.1
or b) 25% of the average of the three
lowest intraday trading prices for the
common stock on a principal market
twenty days before, but not including
conversion date. The Company gran
the note holder a security interest in
substantially all of the Company’s
assets and intellectual property and
registration rights. (See belo $ 500,000 $ - $ 50000 $ 500000 $ 38,81t $ 461,18
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CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
JUNE 30, 2009

NOTE B-CONVERTIBLE DEBENTURES (continued)

June 30, 200 December 31, 200
Less: Gross Less:
Gross Principi  Unamortized Principal Unamortized
Amount Discount Net Amount Discount Net

6 % convertible debenture, due J
2009 with interest payable quarterly
during the life of the note. The note i
convertible into the Company’s
common stock at the lower of a)$0.1
or b) 25% of the average of the three
lowest intraday trading prices for the
common stock on a principal market
twenty days before, but not including
conversion date. The Company gran
the note holder a security interest in
substantially all of the Company’s
assets and intellectual property and
registration rights. (See belo $ 500,00 $ 12,32¢ $ 487,67. $ 500,000 $ 94,977 $ 405,02

6% convertible debenture, d
September 2009 with interest payabl
quarterly during the life of the note. T
note is convertible into the Company
common stock at the lower of a)$0.1
or b) 25% of the average of the three
lowest intraday trading prices for the
common stock on a principal market
twenty days before, but not including
conversion date. The Company gran
the note holder a security interest in
substantially all of the Company’s
assets and intellectual property and
registration rights. (See belo 280,000 $ 22,247 $ 257,75. $ 280,000 $ 68,53( $  211,47(

% convertible debenture, due Decerr
2009 with interest payable quarterly
during the life of the note. The note i
convertible into the Company’s
common stock at the lower of a)$0.1
or b) 25% of the average of the three
lowest intraday trading prices for the
common stock on a principal market
twenty days before, but not including
conversion date. The Company gran
the note holder a security interest in
substantially all of the Company’s
assets and intellectual property and
registration rights. (See belo $ 600,00 $ 94,247 $ 505,75 $ 600,000 $ 193,42! $ 406,57
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NOTE B-CONVERTIBLE DEBENTURES (continued)

CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

JUNE 30, 2009

8% convertible debenture, due Aj
2010 with interest payable quarterly
during the life of the note. The note i
convertible into the Company’s
common stock at the lower of a)$0.1
or b) 25% of the average of the three
lowest intraday trading prices for the
common stock on a principal market
twenty days before, but not including
conversion date. The Company gran
the note holder a security interest in
substantially all of the Company’s
assets and intellectual property and
registration rights. (See belo $

8% convertible debenture, due M
2010 with interest payable quarterly
during the life of the note. The note i
convertible into the Company’s
common stock at the lower of a)$0.1
or b) 25% of the average of the three
lowest intraday trading prices for the
common stock on a principal market
twenty days before, but not including
conversion date. The Company gran
the note holder a security interest in
substantially all of the Company’s
assets and intellectual property and
registration rights. (See belo

8% convertible debenture, due Ji
2010 with interest payable quarterly
during the life of the note. The note i
convertible into the Company’s
common stock at the lower of a)$0.1
or b) 25% of the average of the three
lowest intraday trading prices for the
common stock on a principal market
twenty days before, but not including
conversion date. The Company gran
the note holder a security interest in
substantially all of the Company’s
assets and intellectual property and

(Unaudited)
June 30, 200 December 31, 200
Less: Gross Less:
Gross Principi  Unamortized Principal Unamortized
Amount Discount Net Amount Discount Net

400,000 $ 106,30 $ 293,69¢ $ 400,00 $ 172,42( $ 227,58
150,00( 41,64 108,35t 150,00( 66,42¢ 83,56:
150,00( 45,89: 104,10¢ 150,00( 70,68¢ 79,31°¢

registration rights. (See belo
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CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
JUNE 30, 2009
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

June 30, 200 December 31, 200
Less: Gross Less:
Gross Principi  Unamortized Principal Unamortized
Amount Discount Net Amount Discount Net

8% convertible debenture, due Ji
2010 with interest payable quarterly
during the life of the note. The note i
convertible into the Company’s
common stock at the lower of a)$0.1
or b) 25% of the average of the three
lowest intraday trading prices for the
common stock on a principal market
twenty days before, but not including
conversion date. The Company gran
the note holder a security interest in
substantially all of the Company’s
assets and intellectual property and
registration rights. (See belo $ 150,00 $ 49,86: $ 100,13t $ 150,00 $ 74,65¢ $ 75,34

8% convertible debenture, due J

2010 with interest payable quarterly

during the life of the note. The note i

convertible into the Company’s

common stock at the lower of a)$0.1

or b) 25% of the average of the three

lowest intraday trading prices for the

common stock on a principal market

twenty days before, but not including

conversion date. The Company gran

the note holder a security interest in

substantially all of the Company’s

assets and intellectual property and

registration rights. (See below) $ 150,000 $ 51,64¢ $ 98,35¢ $ 150,000 $ 76,43t $ 73,56
Total 5,541,59. 424,16! 5,117,421 5,501,59. 856,38: 4,645,20
Less: current maturities: 5,541,59. 424,16} 5,117,422 5,501,59: 856,38 4,645,20
Long term portion $ -0- $ -0- $ 0- $ -0- $ -0- $ -0-

The Company entered into a Securities Purchaseefigert with four accredited investors on April 2803 for the issuance of an aggre:
of $1,500,000 of convertible notes (“Convertibletds¥) and attached to the Convertible Notes was wartargsirchase 25,000,000 share
the Companys common stock. The Convertible Notes accrue iateae10% per annum, payable quarterly, and areltee years from tl
date of the note. The note holder has the opti@otwert any unpaid note principal to the Comparggmmon stock at a rate of the lowe
a) $0.03 or b) 25% of the average of the three $bweraday trading prices for the common stoclagmincipal market for the 20 trading d
before, but not including, conversion date. Thedff’e interest rate at the date of inception wé&43% per annum.

As of June 30, 2009, the Company issued to investbthe Convertible Notes a total amount of $1,600 in exchange for total proceed

$1,352,067. The proceeds that the Company recewesd net of prepaid interest of $72,933 represgrttie first eight montls’ interest ar
related fees and costs of $75,000.
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CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
JUNE 30, 2009
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

The Company's identified embedded derivativesedltd the Securities Purchase Agreement enterecbmipril 23, 2005. These embed
derivatives included certain conversion featuresjable interest features, call options and defprdivisions. The accounting treatmen
derivative financial instruments requires that @empany allocate the relative fair values of thevdtives and related warrants as of
inception date of the Securities Purchase Agreemerit the proceeds amount and to fair value aaoh subsequent balance sheet dal
the inception of the Securities Purchase AgreenteatCompany allocated $945,313 and $554,687 t@mhieedded derivatives and rele
warrants, respectively.

The Securities Purchase Agreement contains theWil covenants:

. Requirement to pay principal and interest when due

. Provide shares of the Company’s common stock téithider(s) upon exercise by the Holder(s)

. Timely file a registration statement with the SE@ @btain effectiveness and maintain effectiveness

. Maintain sufficient number of authorized share$jesct to Stockholder approval for full conversidraay remaining Security

Purchase Agreeme
. Change of control
. Trading market limitations

The Company agreed to file a registration statematht the SEC to affect the registration of thersisaof its common stock underlying
Security Purchase Agreement and the warrants wafidays from the date of receipt of written demahthe Investors. The Company ¢
agreed to use its reasonable best efforts to dheseegistration statement to be declared effecativéater than 90 days after the date o
Securities Purchase Agreement. If the Registraéimtement is not filed and/or not declared effectis described above, the Company wi
required to pay liquidated damages in the formasfhcor the Company’s common stock, at the Comgadligcretion, in an amount equa
2% of the unpaid principal balance per month todate on which the Registrable Securities (in thi@ion of counsel to the Initial Investo
may be immediately sold to the public without régison or restriction (including, without limitatn, as to volume by each holder ther
under the 1933 Act.

As of June 30, 2009 and December 31, 2008, the @oynpas not maintained an effective registratiatestent and therefore is in defaul
the Security Purchase agreement. As such, at tienogf the Holders of a majority of the aggregattmcipal amount of the outstanding Nc
issued pursuant to the Purchase Agreement andgthrthe delivery of written notice to the Company snch Holders (the "DEFAUL
NOTICE"); the Notes shall become immediately dueé payable and the Company shall pay to the Holdemaount equal to the greater o
130% times the sum of (w) the then outstandinggipad amount of this Note plus (x) accrued and iushfpaterest on the unpaid princi
amount of this Note to the date of payment plusk¥gjault Interest (at 15% per annum), if any, plelsany amounts owed to the Hol
pursuant to the Registration Rights Agreement. fhiem outstanding principal amount of the Note te date of payment plus the amoi
referred to in clauses (x), (y) and (z) shall adileely be known as the "DEFAULT SUM")or (ii) thepdrity value" of the Default Sum to
prepaid, where parity value means (a) the highesther of shares of Common Stock issuable upon esioveof or otherwise pursuant
such Default Sum, treating the Trading Day immedyapreceding the Mandatory Prepayment Date asGbeversion Date" for purposes
determining the lowest applicable Conversion Prisdess the Default Event arises as a result geadh in respect of a specific Conver:
Date in which case such Conversion Date shall beCthnversion Date), multiplied by (b) the highe&tsthg Price for the Common Stc
during the period beginning on the date of firstureence of the Event of Default and ending oneptay to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payalfereunder shall immediately become due and pay#dmiether with all cos
including legal fees and expenses of collectiothéf Borrower fails to pay the Default Amount witHive (5) business days of written noi
that such amount is due and payable, then the HesltEl have the right at any time, so long asBberower remains in default (and so I
and to the extent that there are sufficient autleatrishares), to require the Borrower, upon writtetice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStddhe Borrower equal to the Default Amount diddby the Conversion Price thet
effect.

For the six month periods ended June 30, 2009 808,2he Company amortized the debt discount aadgeld to interest expense $akhc
$152,090, respectively.
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CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
JUNE 30, 2009
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

The Company entered into a Securities Purchaseefiggrt with four accredited investors on October2B05 for the issuance of $800,00!
convertible notes (“Convertible Notes”) and attathe the Convertible Notes was warrants to purct8s®000 shares of the Company
common stock. The Convertible Note accrues inteae$0% per annum, payable quarterly, and are lthee tyears from the date of the n
The note holder has the option to convert any whpate principal to the Comparsycommon stock at a rate of the lower of a) $0.0B6)
25% of the average of the three lowest intradagingaprices for the common stock on a principal keaifor the 20 trading days before,
not including, conversion date. The effective iagtrate at the date of inception was 142.28% peura.

As of June 30, 2009, the Company issued to invesibthe Convertible Notes a total amount of $800,th exchange for total proceed:
$775,000. The proceeds that the Company receiveel mat of related fees and costs of $25,000.

The Company's identified embedded derivatives edlab the Securities Purchase Agreement enteredaointOctober 24, 2005. The
embedded derivatives included certain conversi@tufes, variable interest features, call optiond dafault provisions. The account
treatment of derivative financial instruments regsithat the Company allocate the relative faineslof the derivatives and related warr
as of the inception date of the Securities Purciageement up to the proceeds amount and to féirevas of each subsequent balance
date. At the inception of the Securities Purchagee@ment, the Company allocated $743,770 and $86(2the embedded derivatives
related warrants, respectively.

The Securities Purchase Agreement contains theWilt covenants:

. Requirement to pay principal and interest when due

. Provide shares of the Company’s common stock tdithider(s) upon exercise by the Holder(s)

. Timely file a registration statement with the SE®@ abtain effectiveness and maintain effectiveness

. Maintain sufficient number of authorized sharesjsct to Stockholder approval for full conversidraay remaining Security

Purchase Agreeme
. Change of control
. Trading market limitations

The Company agreed to file a registration statemattt the SEC to affect the registration of therslsaof its common stock underlying
Security Purchase Agreement and the warrants waidays from the date of receipt of written demahthe Investors. The Company ¢
agreed to use its reasonable best efforts to dheseegistration statement to be declared effeativéater than 90 days after the date o
Securities Purchase Agreement. If the Registraéimtement is not filed and/or not declared effectis described above, the Company wi
required to pay liqguidated damages in the formasfhcor the Company’s common stock, at the Comgadligcretion, in an amount equa
2% of the unpaid principal balance per month todhte on which the Registrable Securities (in thi@ion of counsel to the Initial Investo
may be immediately sold to the public without rémgison or restriction (including, without limitatn, as to volume by each holder ther
under the 1933 Act.
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CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
JUNE 30, 2009
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

As of June 30, 2009 and December 31, 2008, the @oynpas not maintained an effective registratiatestent and therefore is in defaul
the Security Purchase agreement. As such, at tienogf the Holders of a majority of the aggregattmcipal amount of the outstanding Nc
issued pursuant to the Purchase Agreement andgthrthe delivery of written notice to the Company snch Holders (the "DEFAUL
NOTICE"); the Notes shall become immediately dueé payable and the Company shall pay to the Holdemaount equal to the greater o
130% times the sum of (w) the then outstandingggpad amount of this Note plus (x) accrued and ushfpaterest on the unpaid princi
amount of this Note to the date of payment plusk¥gjault Interest (at 15% per annum), if any, plelsany amounts owed to the Hol
pursuant to the Registration Rights Agreement. fhie® outstanding principal amount of the Note t® date of payment plus the amoi
referred to in clauses (x), (y) and (z) shall adileely be known as the "DEFAULT SUM")or (ii) thepdrity value" of the Default Sum to
prepaid, where parity value means (a) the highesther of shares of Common Stock issuable upon esioveof or otherwise pursuant
such Default Sum, treating the Trading Day immedyapreceding the Mandatory Prepayment Date asGbeversion Date" for purposes
determining the lowest applicable Conversion Prisdess the Default Event arises as a result geadh in respect of a specific Conver:
Date in which case such Conversion Date shall beCibnversion Date), multiplied by (b) the highetisithg Price for the Common Stc
during the period beginning on the date of firstuweence of the Event of Default and ending oneptay to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payalfereunder shall immediately become due and pay#diether with all cos
including legal fees and expenses of collectiothéf Borrower fails to pay the Default Amount witHive (5) business days of written noi
that such amount is due and payable, then the HeshtEl have the right at any time, so long asBberower remains in default (and so I
and to the extent that there are sufficient autleatrishares), to require the Borrower, upon writtetice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStddhe Borrower equal to the Default Amount diddby the Conversion Price thet
effect.

For the six month periods ended June 30, 2009 808,2he Company amortized the debt discount aadgeld to interest expense $alic
$132,968, respectively.

The Company entered into a Securities Purchaseefiggrt with four accredited investors on Decembe2P85 for the issuance of $700,

of convertible notes (“Convertible Notes”) and akttad to the Convertible Notes were warrants tolpase 700,000 shares of the Company’
common stock. The Convertible Note accrues inteae886 per annum, payable quarterly, and are dee thears from the date of the n
The note holder has the option to convert any uhpate principal to the Comparsycommon stock at a rate of the lower of a) $0.1D)
25% of the average of the three lowest intradagingaprices for the common stock on a principal ketifor the 20 trading days before,
not including, conversion date. The effective iagtrate at the date of inception was 158.81% peura.

As of June 30, 2009, the Company issued to invesibthe Convertible Notes a total amount of $700,h exchange for total proceed:
$675,000. The proceeds that the Company receiveel mat of related fees and costs of $25,000.

The Company's identified embedded derivatives edldb the Securities Purchase Agreement enteredoimtDecember 28, 2005. Th
embedded derivatives included certain conversi@tufes, variable interest features, call optiond dafault provisions. The account
treatment of derivative financial instruments regsithat the Company allocate the relative faineslof the derivatives and related warr
as of the inception date of the Securities Purci@geement up to the proceeds amount and to fairevas of each subsequent balance
date. At the inception of the Securities Purchagee@ment, the Company allocated $655,921 and $84@the embedded derivatives
related warrants, respectively.

The Securities Purchase Agreement contains theWilh covenants:

. Requirement to pay principal and interest when due

. Provide shares of the Company’s common stock téithider(s) upon exercise by the Holder(s)

. Timely file a registration statement with the SE@ @abtain effectiveness and maintain effectiveness

. Maintain sufficient number of authorized share$jesct to Stockholder approval for full conversidraay remaining Security

Purchase Agreeme

. Change of control

. Trading market limitations
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CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
JUNE 30, 2009
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

The Company agreed to file a registration statematht the SEC to affect the registration of thersisaof its common stock underlying
Security Purchase Agreement and the warrants waidays from the date of receipt of written demahthe Investors. The Company ¢
agreed to use its reasonable best efforts to dheseegistration statement to be declared effeativéater than 90 days after the date o
Securities Purchase Agreement. If the Registraéimtement is not filed and/or not declared effectis described above, the Company wi
required to pay liqguidated damages in the formasfhcor the Company’s common stock, at the Comgadligcretion, in an amount equa
2% of the unpaid principal balance per month todate on which the Registrable Securities (in thi@ion of counsel to the Initial Investo
may be immediately sold to the public without rémgison or restriction (including, without limitatn, as to volume by each holder ther
under the 1933 Act.

As of June 30, 2009 and December 31, 2008, the @oympas not maintained an effective registratiatestent and therefore is in defaul
the Security Purchase agreement. As such, at tienogf the Holders of a majority of the aggregattemcipal amount of the outstanding Nc
issued pursuant to the Purchase Agreement andgthrthe delivery of written notice to the Company sich Holders (the "DEFAUL
NOTICE"); the Notes shall become immediately due payable and the Company shall pay to the Holdemaount equal to the greater o
130% times the sum of (w) the then outstandingqgpad amount of this Note plus (x) accrued and ushfpaterest on the unpaid princi
amount of this Note to the date of payment plusk¥gjault Interest (at 15% per annum), if any, plelsany amounts owed to the Hol
pursuant to the Registration Rights Agreement. fhlem outstanding principal amount of the Note t® date of payment plus the amoi
referred to in clauses (x), (y) and (z) shall atileely be known as the "DEFAULT SUM")or (ii) thedrity value" of the Default Sum to
prepaid, where parity value means (a) the highesther of shares of Common Stock issuable upon esioveof or otherwise pursuant
such Default Sum, treating the Trading Day immeyapreceding the Mandatory Prepayment Date asGbaversion Date" for purposes
determining the lowest applicable Conversion Prindess the Default Event arises as a result geadh in respect of a specific Conver:
Date in which case such Conversion Date shall beCibnversion Date), multiplied by (b) the highetisithg Price for the Common Stc
during the period beginning on the date of firsturcence of the Event of Default and ending oneptay to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payalthereunder shall immediately become due and paytdgether with all cos
including legal fees and expenses of collectiothéf Borrower fails to pay the Default Amount witHive (5) business days of written noi
that such amount is due and payable, then the HesltEl have the right at any time, so long asBberower remains in default (and so I
and to the extent that there are sufficient auttedrishares), to require the Borrower, upon writtetice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStdche Borrower equal to the Default Amount deddby the Conversion Price thel
effect.

For the six month periods ended June 30, 2009 808,2he Company amortized the debt discount aadgel to interest expense $aii
$116,347, respectively.

The Company entered into a Securities Purchaseefrggrt with four accredited investors on March 3)&for the issuance of $500,00(
convertible notes (“Convertible Notes”) and attathe the Convertible Notes was warrants to purcli®e00,000 shares of the Company’
common stock. The Convertible Note accrues inteae886 per annum, payable quarterly, and are dwe thears from the date of the n
The note holder has the option to convert any uhpate principal to the Comparsytcommon stock at a rate of the lower of a) $0.1D)
25% of the average of the three lowest intradagitigaprices for the common stock on a principal ketifor the 20 trading days before,
not including, conversion date. The effective inttrate at the date of inception was 11.01% peuran

As of June 30, 2009, the Company issued to invesibthe Convertible Notes a total amount of $500,h exchange for total proceed:
$460,000. The proceeds that the Company receiveel met of related fees and costs of $40,000.

The Company's identified embedded derivatives edlab the Securities Purchase Agreement entered ant March 31, 2006. The
embedded derivatives included certain conversi@tufes, variable interest features, call optiond daefault provisions. The account
treatment of derivative financial instruments regsithat the Company allocate the relative fainealof the derivatives and related warr
as of the inception date of the Securities Purci@geement up to the proceeds amount and to fairevas of each subsequent balance
date. At the inception of the Securities PurchageeAment, the Company allocated $136,612 and $383@Bthe embedded derivatives
related warrants, respectively.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
JUNE 30, 2009
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

The Securities Purchase Agreement contains theWil covenants:

. Requirement to pay principal and interest when due

. Provide shares of the Company’s common stock téithider(s) upon exercise by the Holder(s)

. Timely file a registration statement with the SE@ @btain effectiveness and maintain effectiveness

. Maintain sufficient number of authorized share$jesct to Stockholder approval for full conversidraay remaining Security

Purchase Agreeme
. Change of control
. Trading market limitations

The Company agreed to file a registration statematht the SEC to affect the registration of thersisaof its common stock underlying
Security Purchase Agreement and the warrants waidays from the date of receipt of written demahthe Investors. The Company ¢
agreed to use its reasonable best efforts to dheseegistration statement to be declared effeativéater than 90 days after the date o
Securities Purchase Agreement. If the Registréimtement is not filed and/or not declared effectis described above, the Company wi
required to pay liquidated damages in the formasfhcor the Company’s common stock, at the Comgadligcretion, in an amount equa
2% of the unpaid principal balance per month todate on which the Registrable Securities (in thi@ion of counsel to the Initial Investo
may be immediately sold to the public without rémgison or restriction (including, without limitatn, as to volume by each holder ther
under the 1933 Act.

As of June 30, 2009 and December 31, 2008, the @oypas not maintained an effective registratiatestent and therefore is in defaul
the Security Purchase agreement. As such, at tienogf the Holders of a majority of the aggregattimcipal amount of the outstanding Nc
issued pursuant to the Purchase Agreement andgthrthe delivery of written notice to the Company sich Holders (the "DEFAUL
NOTICE"); the Notes shall become immediately due payable and the Company shall pay to the Holdemaount equal to the greater o
130% times the sum of (w) the then outstandingggpad amount of this Note plus (x) accrued and ushfpaterest on the unpaid princi
amount of this Note to the date of payment plusk¥gjault Interest (at 15% per annum), if any, plelsany amounts owed to the Hol
pursuant to the Registration Rights Agreement. fhlem outstanding principal amount of the Note te date of payment plus the amoi
referred to in clauses (x), (y) and (z) shall atilely be known as the "DEFAULT SUM")or (ii) thepdrity value" of the Default Sum to
prepaid, where parity value means (a) the highesther of shares of Common Stock issuable upon esioveof or otherwise pursuant
such Default Sum, treating the Trading Day immeyapreceding the Mandatory Prepayment Date asGbaversion Date" for purposes
determining the lowest applicable Conversion Prindess the Default Event arises as a result geadh in respect of a specific Conver:
Date in which case such Conversion Date shall beCibnversion Date), multiplied by (b) the highetisithg Price for the Common Stc
during the period beginning on the date of firstureence of the Event of Default and ending oneptay to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payalthereunder shall immediately become due and paytdgether with all cos
including legal fees and expenses of collectiothéf Borrower fails to pay the Default Amount witHive (5) business days of written noi
that such amount is due and payable, then the HesltEl have the right at any time, so long asBberower remains in default (and so I
and to the extent that there are sufficient auttedrishares), to require the Borrower, upon writtetice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStiche Borrower equal to the Default Amount dedidby the Conversion Price thel
effect.

For the six month periods ended June 30, 2009 808,2he Company amortized the debt discount aadgeld to interest expense $dii
$83,105, respectively.
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(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

The Company entered into a Securities Purchaseeftggat with four accredited investors on July 28&€or the issuance of $500,00(
convertible notes (“Convertible Notes”) and attathe the Convertible Notes was warrants to purcli&s@00,000 shares of the Company’
common stock. The Convertible Note accrues inteat$f6 per annum, payable quarterly, and are dwe tfears from the date of the n
The note holder has the option to convert any whpate principal to the Comparsycommon stock at a rate of the lower of a) $0.1B)
25% of the average of the three lowest intradagingaprices for the common stock on a principal keaifor the 20 trading days before,
not including, conversion date. The effective ingtirate at the date of inception was 10.00% peuran

As of June 30, 2009, the Company issued to invesibthe Convertible Notes a total amount of $500,0h exchange for total proceed:
$490,000. The proceeds that the Company receiveel met of related fees and costs of $10,000.

The Company's identified embedded derivatives edlab the Securities Purchase Agreement enterecbmtluly 28, 2006. These embec
derivatives included certain conversion featuresjable interest features, call options and defprdivisions. The accounting treatmen
derivative financial instruments requires that @empany allocate the relative fair values of thewdgives and related warrants as of
inception date of the Securities Purchase Agreemyerb the proceeds amount and to fair value @&aoh subsequent balance sheet dai
the inception of the Securities Purchase AgreenteatCompany allocated $200,000 and $300,000 t@mhieedded derivatives and rele
warrants, respectively.

The Securities Purchase Agreement contains theWilt covenants:

. Requirement to pay principal and interest when due

. Provide shares of the Company’s common stock tdithider(s) upon exercise by the Holder(s)

. Timely file a registration statement with the SE®@ abtain effectiveness and maintain effectiveness

. Maintain sufficient number of authorized sharedyject to Stockholder approval for full conversiohamy remaining Securi

Purchase Agreeme
. Change of control
. Trading market limitations

The Company agreed to file a registration statemattt the SEC to affect the registration of therslsaof its common stock underlying
Security Purchase Agreement and the warrants waidays from the date of receipt of written demahthe Investors. The Company ¢
agreed to use its reasonable best efforts to dheseegistration statement to be declared effeativéater than 90 days after the date o
Securities Purchase Agreement. If the Registraéimtement is not filed and/or not declared effectis described above, the Company wi
required to pay liqguidated damages in the formasfhcor the Company’s common stock, at the Comgadligcretion, in an amount equa
2% of the unpaid principal balance per month todhte on which the Registrable Securities (in thi@ion of counsel to the Initial Investo
may be immediately sold to the public without rémgison or restriction (including, without limitatn, as to volume by each holder ther
under the 1933 Act.
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(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

As of June 30, 2009 and December 31, 2008, the @oypas not maintained an effective registratiatestent and therefore is in defaul
the Security Purchase agreement. As such, at tienogf the Holders of a majority of the aggregattemcipal amount of the outstanding Nc
issued pursuant to the Purchase Agreement andgthrthe delivery of written notice to the Company snch Holders (the "DEFAUL
NOTICE"); the Notes shall become immediately due payable and the Company shall pay to the Holdemaount equal to the greater o
130% times the sum of (w) the then outstandingggpad amount of this Note plus (x) accrued and ushfpaterest on the unpaid princi
amount of this Note to the date of payment plusk¥gjault Interest (at 15% per annum), if any, plelsany amounts owed to the Hol
pursuant to the Registration Rights Agreement. fhlem outstanding principal amount of the Note te date of payment plus the amoi
referred to in clauses (x), (y) and (z) shall atileely be known as the "DEFAULT SUM")or (ii) theodrity value" of the Default Sum to
prepaid, where parity value means (a) the highesther of shares of Common Stock issuable upon esioveof or otherwise pursuant
such Default Sum, treating the Trading Day immedyapreceding the Mandatory Prepayment Date asGbeversion Date" for purposes
determining the lowest applicable Conversion Prindess the Default Event arises as a result geadh in respect of a specific Conver:
Date in which case such Conversion Date shall beCibnversion Date), multiplied by (b) the highetisithg Price for the Common Stc
during the period beginning on the date of firstuwcence of the Event of Default and ending oneptay to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payalthereunder shall immediately become due and paytdgether with all cos
including legal fees and expenses of collectiothéf Borrower fails to pay the Default Amount witHive (5) business days of written noi
that such amount is due and payable, then the HeshtEl have the right at any time, so long asBbeower remains in default (and so I
and to the extent that there are sufficient autleatrishares), to require the Borrower, upon writtetice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStiche Borrower equal to the Default Amount deddby the Conversion Price thel
effect.

For the six month periods ended June 30, 2009 808,2he Company amortized the debt discount aadgeld to interest expense $82,
and $83,105, respectively.

The Company entered into a Securities Purchaseefrgeat with four accredited investors on SeptemBe@06 for the issuance of $280,
of convertible notes (“Convertible Notesgnd attached to the Convertible Notes was warrémtpurchase 10,000,000 shares of
Companys common stock. The Convertible Note accrues istee6% per annum, payable quarterly, and ardidee years from the date
the note. The note holder has the option to coramgrtunpaid note principal to the Compagbmmon stock at a rate of the lower of a) $
or b) 25% of the average of the three lowest irdyalading prices for the common stock on a priakiparket for the 20 trading days befi
but not including, conversion date. The effectivieiest rate at the date of inception was 9.36%apeum.

As of June 30, 2009, the Company issued to invesibthe Convertible Notes a total amount of $280,h exchange for total proceed:
$259,858. The proceeds that the Company receiveel met of related fees and costs of $20,142.

The Company's identified embedded derivatives edldd the Securities Purchase Agreement enteredomtSeptember 26, 2006. Th
embedded derivatives included certain conversi@tufes, variable interest features, call optiond daefault provisions. The account
treatment of derivative financial instruments regsithat the Company allocate the relative fainealof the derivatives and related warr
as of the inception date of the Securities Purci@geement up to the proceeds amount and to fairevas of each subsequent balance
date. At the inception of the Securities PurchageeAment, the Company allocated $100,513 and $879¢tthe embedded derivatives
related warrants, respectively.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
JUNE 30, 2009
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)
The Securities Purchase Agreement contains theWilt covenants:
« Requirement to pay principal and interest when due
» Provide shares of the Company’s common stock téltider(s) upon exercise by the Holder(s)
« Timely file a registration statement with the SE@ @btain effectiveness and maintain effectiveness

« Maintain sufficient number of authorized sharegjsct to Stockholder approval for full conversidraay remaining Security
Purchase Agreeme

« Change of control
« Trading market limitations

The Company agreed to file a registration statematht the SEC to affect the registration of thersisaof its common stock underlying
Security Purchase Agreement and the warrants wabidays from the date of receipt of written demahthe Investors. The Company ¢
agreed to use its reasonable best efforts to dheseegistration statement to be declared effeativéater than 90 days after the date o
Securities Purchase Agreement. If the Registraéimtement is not filed and/or not declared effectis described above, the Company wi
required to pay liquidated damages in the formasfhcor the Company’s common stock, at the Comgadligcretion, in an amount equa
2% of the unpaid principal balance per month todate on which the Registrable Securities (in thi@ion of counsel to the Initial Investo
may be immediately sold to the public without régison or restriction (including, without limitatn, as to volume by each holder ther
under the 1933 Act.

As of June 30, 2009 and December 31 2008, the Caynipas not maintained an effective registratiotest@nt and therefore is in defaul
the Security Purchase agreement. As such, at tienogf the Holders of a majority of the aggregattmcipal amount of the outstanding Nc
issued pursuant to the Purchase Agreement andgthrthe delivery of written notice to the Company snch Holders (the "DEFAUL
NOTICE"); the Notes shall become immediately due payable and the Company shall pay to the Holdemaount equal to the greater o
130% times the sum of (w) the then outstandingggpad amount of this Note plus (x) accrued and ushfpaterest on the unpaid princij
amount of this Note to the date of payment plusk¥gjault Interest (at 15% per annum), if any, plelsany amounts owed to the Hol
pursuant to the Registration Rights Agreement. fhiem outstanding principal amount of the Note te date of payment plus the amoi
referred to in clauses (x), (y) and (z) shall atileely be known as the "DEFAULT SUM")or (ii) theodrity value" of the Default Sum to
prepaid, where parity value means (a) the highesther of shares of Common Stock issuable upon esioveof or otherwise pursuant
such Default Sum, treating the Trading Day immedyapreceding the Mandatory Prepayment Date asGbeversion Date" for purposes
determining the lowest applicable Conversion Prindess the Default Event arises as a result geadh in respect of a specific Conver:
Date in which case such Conversion Date shall beCibnversion Date), multiplied by (b) the highetisithg Price for the Common Stc
during the period beginning on the date of firstureence of the Event of Default and ending oneptay to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payalfhereunder shall immediately become due and pay#diether with all cos
including legal fees and expenses of collectiothéf Borrower fails to pay the Default Amount witHive (5) business days of written noi
that such amount is due and payable, then the HesltEl have the right at any time, so long asBbeower remains in default (and so I
and to the extent that there are sufficient autleatrishares), to require the Borrower, upon writtetice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStiche Borrower equal to the Default Amount dedidby the Conversion Price thel
effect.

For the six month periods ended June 30, 2009 808,2he Company amortized the debt discount aadgeld to interest expense $46,
and $46,539, respectively.
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NOTE B-CONVERTIBLE DEBENTURES (continued)

The Company entered into a Securities Purchaseefiggat with four accredited investors on Decembe2006 for the issuance of $600,!
of convertible notes (“Convertible Notesgnd attached to the Convertible Notes was warremtpurchase 20,000,000 shares of
Companys common stock. The Convertible Note accrues iatee6% per annum, payable quarterly, and ardhdee years from the date
the note. The note holder has the option to coramgrtunpaid note principal to the Compangbmmon stock at a rate of the lower of a) &
or b) 25% of the average of the three lowest irdyattlading prices for the common stock on a priakiparket for the 20 trading days befi
but not including, conversion date. The effectivieiest rate at the date of inception was 15.000apeum.

As of June 30, 2009, the Company issued to investorseoConvertible Notes a total amount of $600,008xchange for total proceeds
$590,000. The proceeds that the Company receiveel met of related fees and costs of $10,000.

The Company's identified embedded derivatives edldb the Securities Purchase Agreement enteredoimtDecember 20, 2006. Th
embedded derivatives included certain conversi@tufes, variable interest features, call optiond dafault provisions. The account
treatment of derivative financial instruments regsithat the Company allocate the relative faineslof the derivatives and related warr
as of the inception date of the Securities Purciageement up to the proceeds amount and to féirevas of each subsequent balance
date. At the inception of the Securities Purchagee@ment, the Company allocated $360,000 and $2@Q@¢the embedded derivatives
related warrants, respectively.

The Securities Purchase Agreement contains theWilt covenants:
« Requirement to pay principal and interest when due
« Provide shares of the Company’s common stock télthider(s) upon exercise by the Holder(s)
« Timely file a registration statement with the SE@ abtain effectiveness and maintain effectiveness

« Maintain sufficient number of authorized sharegjsct to Stockholder approval for full conversidraay remaining Security
Purchase Agreeme

« Change of control
« Trading market limitations

The Company agreed to file a registration statemattt the SEC to affect the registration of therslsaof its common stock underlying
Security Purchase Agreement and the warrants waidays from the date of receipt of written demahthe Investors. The Company ¢
agreed to use its reasonable best efforts to dheseegistration statement to be declared effeativéater than 90 days after the date o
Securities Purchase Agreement. If the Registraéimtement is not filed and/or not declared effectis described above, the Company wi
required to pay liqguidated damages in the formasfhcor the Company’s common stock, at the Comgadligcretion, in an amount equa
2% of the unpaid principal balance per month todhte on which the Registrable Securities (in thi@ion of counsel to the Initial Investo
may be immediately sold to the public without rémgison or restriction (including, without limitatn, as to volume by each holder ther
under the 1933 Act.
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NOTE B-CONVERTIBLE DEBENTURES (continued)

As of June 30, 2009 and December 31, 2008, the @oynpas not maintained an effective registratiatestent and therefore is in defaul
the Security Purchase agreement. As such, at tienogf the Holders of a majority of the aggregattmcipal amount of the outstanding Nc
issued pursuant to the Purchase Agreement andgthrthe delivery of written notice to the Company snch Holders (the "DEFAUL
NOTICE"); the Notes shall become immediately dueé payable and the Company shall pay to the Holdemaount equal to the greater o
130% times the sum of (w) the then outstandingggpad amount of this Note plus (x) accrued and ushfpaterest on the unpaid princi
amount of this Note to the date of payment plusk¥gjault Interest (at 15% per annum), if any, plelsany amounts owed to the Hol
pursuant to the Registration Rights Agreement. fhie® outstanding principal amount of the Note t® date of payment plus the amoi
referred to in clauses (x), (y) and (z) shall adileely be known as the "DEFAULT SUM")or (ii) thepdrity value" of the Default Sum to
prepaid, where parity value means (a) the highesther of shares of Common Stock issuable upon esioveof or otherwise pursuant
such Default Sum, treating the Trading Day immedyapreceding the Mandatory Prepayment Date asGbeversion Date" for purposes
determining the lowest applicable Conversion Prisdess the Default Event arises as a result geadh in respect of a specific Conver:
Date in which case such Conversion Date shall beCibnversion Date), multiplied by (b) the highetisithg Price for the Common Stc
during the period beginning on the date of firstuweence of the Event of Default and ending oneptay to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payalfereunder shall immediately become due and pay#diether with all cos
including legal fees and expenses of collectiothéf Borrower fails to pay the Default Amount witHive (5) business days of written noi
that such amount is due and payable, then the HeshtEl have the right at any time, so long asBberower remains in default (and so I
and to the extent that there are sufficient autleatrishares), to require the Borrower, upon writtetice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStddhe Borrower equal to the Default Amount diddby the Conversion Price thet
effect.

For the six month periods ended June 30, 2009 808,2he Company amortized the debt discount aadgeld to interest expense $99,
and $99,726, respectively.

The Company entered into a Securities Purchaseefrggrt with four accredited investors on April 1802 for the issuance of $400,00(
convertible notes (“Convertible Notes”) and attathe the Convertible Notes was warrants to purcli&se00,000 shares of the Company’
common stock. The Convertible Note accrues inteae886 per annum, payable quarterly, and are dee thears from the date of the n
The note holder has the option to convert any uhpate principal to the Comparsycommon stock at a rate of the lower of a) $0.1D)
25% of the average of the three lowest intradagingaprices for the common stock on a principal ketifor the 20 trading days before,
not including, conversion date. The effective iagtrate at the date of inception was 235.00% mpeura.

As of June 30, 2009, the Company issued to invesibthe Convertible Notes a total amount of $400,h exchange for total proceed:
$360,000. The proceeds that the Company receiveel met of related fees and costs of $40,000.

The Company's identified embedded derivativesedléd the Securities Purchase Agreement enterecbm®pril 18, 2007. These embed
derivatives included certain conversion featuresjable interest features, call options and defptdivisions. The accounting treatmen
derivative financial instruments requires that @empany allocate the relative fair values of thewdgives and related warrants as of
inception date of the Securities Purchase Agreemerit the proceeds amount and to fair value asaof subsequent balance sheet dai
the inception of the Securities Purchase AgreentaetCompany allocated $386,378 and $13,622 teethieedded derivatives and rele
warrants, respectively.
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NOTE B-CONVERTIBLE DEBENTURES (continued)
The Securities Purchase Agreement contains theWil covenants:
« Requirement to pay principal and interest when due
« Provide shares of the Company’s common stock tddtilder(s) upon exercise by the Holder(s)
- Timely file a registration statement with the SEE @btain effectiveness and maintain effectiveness

« Maintain sufficient number of authorized sharegjsct to Stockholder approval for full conversidreay remaining Security
Purchase Agreeme

« Change of control
« Trading market limitations

The Company agreed to file a registration statematht the SEC to affect the registration of thersisaof its common stock underlying
Security Purchase Agreement and the warrants wabidays from the date of receipt of written demahthe Investors. The Company ¢
agreed to use its reasonable best efforts to dheseegistration statement to be declared effecativéater than 90 days after the date o
Securities Purchase Agreement. If the Registréimtement is not filed and/or not declared effectis described above, the Company wi
required to pay liquidated damages in the formasfhcor the Company’s common stock, at the Comgadligcretion, in an amount equa
2% of the unpaid principal balance per month todate on which the Registrable Securities (in thi@ion of counsel to the Initial Investo
may be immediately sold to the public without régison or restriction (including, without limitatn, as to volume by each holder ther
under the 1933 Act.

As of June 30, 2009 and December 31, 2008, the @oynpas not maintained an effective registratiatestent and therefore is in defaul
the Security Purchase agreement. As such, at tienogf the Holders of a majority of the aggregattimcipal amount of the outstanding Nc
issued pursuant to the Purchase Agreement andgthrthe delivery of written notice to the Company snch Holders (the "DEFAUL
NOTICE"); the Notes shall become immediately dueé payable and the Company shall pay to the Holdemaount equal to the greater o
130% times the sum of (w) the then outstandinggipad amount of this Note plus (x) accrued and ushfpaterest on the unpaid princi
amount of this Note to the date of payment plusk¥gjault Interest (at 15% per annum), if any, plelsany amounts owed to the Hol
pursuant to the Registration Rights Agreement. fhiem outstanding principal amount of the Note te date of payment plus the amoi
referred to in clauses (x), (y) and (z) shall adileely be known as the "DEFAULT SUM")or (ii) thepdrity value" of the Default Sum to
prepaid, where parity value means (a) the highesther of shares of Common Stock issuable upon esioveof or otherwise pursuant
such Default Sum, treating the Trading Day immedyapreceding the Mandatory Prepayment Date asGbeaversion Date" for purposes
determining the lowest applicable Conversion Prisdess the Default Event arises as a result geadh in respect of a specific Conver:
Date in which case such Conversion Date shall beCthnversion Date), multiplied by (b) the highe&tsthg Price for the Common Stc
during the period beginning on the date of firstureence of the Event of Default and ending oneptay to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payalfereunder shall immediately become due and pay#diether with all cos
including legal fees and expenses of collectiothéf Borrower fails to pay the Default Amount witHive (5) business days of written noi
that such amount is due and payable, then the HesltEl have the right at any time, so long asBberower remains in default (and so I
and to the extent that there are sufficient autleatrishares), to require the Borrower, upon writtetice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStddhe Borrower equal to the Default Amount diddby the Conversion Price thet
effect.

For the six month periods ended June 30, 2009 808,2he Company amortized the debt discount aadgeld to interest expense $66,
and $66,484, respectively.
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NOTE B-CONVERTIBLE DEBENTURES (continued)

The Company entered into a Securities PurchaseefAggat with four accredited investors on May 1, 2€@7the issuance of $150,000
convertible notes (“Convertible Notes”) and attathe the Convertible Notes was warrants to purci&s800,000 shares of the Company
common stock. The Convertible Note accrues inteat8f6 per annum, payable quarterly, and are dwe tfears from the date of the n
The note holder has the option to convert any whpate principal to the Comparsycommon stock at a rate of the lower of a) $0.1B)
25% of the average of the three lowest intradagingaprices for the common stock on a principal keaifor the 20 trading days before,
not including, conversion date. The effective ingtirate at the date of inception was 80.83% pauran

As of June 30, 2009, the Company issued to invesibthe Convertible Notes a total amount of $160,0h exchange for total proceed:
$150,000.

The Company's identified embedded derivatives edléb the Securities Purchase Agreement enterecbmtMay 1, 2007. These embed
derivatives included certain conversion featuresjable interest features, call options and defprdivisions. The accounting treatmen
derivative financial instruments requires that @empany allocate the relative fair values of thewdgives and related warrants as of
inception date of the Securities Purchase Agreemyerb the proceeds amount and to fair value @&aoh subsequent balance sheet dai
the inception of the Securities Purchase AgreenthetCompany allocated $135,154 and $14,846 teethkedded derivatives and rele
warrants, respectively.

The Securities Purchase Agreement contains theWilt covenants:
« Requirement to pay principal and interest when due
« Provide shares of the Company’s common stock télthider(s) upon exercise by the Holder(s)
« Timely file a registration statement with the SE@ abtain effectiveness and maintain effectiveness

« Maintain sufficient number of authorized sharegjsct to Stockholder approval for full conversidraay remaining Security
Purchase Agreeme

« Change of control
« Trading market limitations

The Company agreed to file a registration statemattt the SEC to affect the registration of therslsaof its common stock underlying
Security Purchase Agreement and the warrants waidays from the date of receipt of written demahthe Investors. The Company ¢
agreed to use its reasonable best efforts to dheseegistration statement to be declared effeativéater than 90 days after the date o
Securities Purchase Agreement. If the Registraéimtement is not filed and/or not declared effectis described above, the Company wi
required to pay liqguidated damages in the formasfhcor the Company’s common stock, at the Comgadligcretion, in an amount equa
2% of the unpaid principal balance per month todhte on which the Registrable Securities (in thi@ion of counsel to the Initial Investo
may be immediately sold to the public without rémgison or restriction (including, without limitatn, as to volume by each holder ther
under the 1933 Act.
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NOTE B-CONVERTIBLE DEBENTURES (continued)

As of June 30, 2009 and December 31, 2008, the @oynpas not maintained an effective registratiatestent and therefore is in defaul
the Security Purchase agreement. As such, at tienogf the Holders of a majority of the aggregattmcipal amount of the outstanding Nc
issued pursuant to the Purchase Agreement andgthrthe delivery of written notice to the Company snch Holders (the "DEFAUL
NOTICE"); the Notes shall become immediately dueé payable and the Company shall pay to the Holdemaount equal to the greater o
130% times the sum of (w) the then outstandingggpad amount of this Note plus (x) accrued and ushfpaterest on the unpaid princi
amount of this Note to the date of payment plusk¥gjault Interest (at 15% per annum), if any, plelsany amounts owed to the Hol
pursuant to the Registration Rights Agreement. fhie® outstanding principal amount of the Note t® date of payment plus the amoi
referred to in clauses (x), (y) and (z) shall adileely be known as the "DEFAULT SUM")or (ii) thepdrity value" of the Default Sum to
prepaid, where parity value means (a) the highesther of shares of Common Stock issuable upon esioveof or otherwise pursuant
such Default Sum, treating the Trading Day immedyapreceding the Mandatory Prepayment Date asGbeversion Date" for purposes
determining the lowest applicable Conversion Prisdess the Default Event arises as a result geadh in respect of a specific Conver:
Date in which case such Conversion Date shall beCibnversion Date), multiplied by (b) the highetisithg Price for the Common Stc
during the period beginning on the date of firstuweence of the Event of Default and ending oneptay to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payalfereunder shall immediately become due and pay#diether with all cos
including legal fees and expenses of collectiothéf Borrower fails to pay the Default Amount witHive (5) business days of written noi
that such amount is due and payable, then the HeshtEl have the right at any time, so long asBberower remains in default (and so I
and to the extent that there are sufficient autleatrishares), to require the Borrower, upon writtetice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStddhe Borrower equal to the Default Amount diddby the Conversion Price thet
effect.

For the six month periods ended June 30, 2009 868,2he Company amortized the debt discount aadyeld to interest expense $24,794
and $24,932, respectively.

The Company entered into a Securities Purchaseefiggat with four accredited investors on June 1,720 the issuance of $150,00C
convertible notes (“Convertible Notes”) and attathe the Convertible Notes was warrants to purcli&se00,000 shares of the Company’
common stock. The Convertible Note accrues inteae886 per annum, payable quarterly, and are dee thears from the date of the n
The note holder has the option to convert any uhpate principal to the Comparsycommon stock at a rate of the lower of a) $0.1D)
25% of the average of the three lowest intradagingaprices for the common stock on a principal ketifor the 20 trading days before,
not including, conversion date. The effective ingtirate at the date of inception was 91.87% pauran

As of June 30, 2009, the Company issued to invesibthe Convertible Notes a total amount of $160,h exchange for total proceed:
$150,000.

The Company's identified embedded derivatives edlad the Securities Purchase Agreement enterecbimtlune 1, 2007. These embe
derivatives included certain conversion featuresjable interest features, call options and defptdivisions. The accounting treatmen
derivative financial instruments requires that @empany allocate the relative fair values of thewdgives and related warrants as of
inception date of the Securities Purchase Agreemerit the proceeds amount and to fair value asaof subsequent balance sheet dai
the inception of the Securities Purchase AgreentaetCompany allocated $136,938 and $13,062 teethieedded derivatives and rele
warrants, respectively.
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NOTE B-CONVERTIBLE DEBENTURES (continued)
The Securities Purchase Agreement contains theWil covenants:
« Requirement to pay principal and interest when due
« Provide shares of the Company’s common stock tddtilder(s) upon exercise by the Holder(s)
- Timely file a registration statement with the SEE @btain effectiveness and maintain effectiveness

« Maintain sufficient number of authorized sharegjsct to Stockholder approval for full conversidreay remaining Security
Purchase Agreeme

« Change of control
« Trading market limitations

The Company agreed to file a registration statematht the SEC to affect the registration of thersisaof its common stock underlying
Security Purchase Agreement and the warrants wabidays from the date of receipt of written demahthe Investors. The Company ¢
agreed to use its reasonable best efforts to dheseegistration statement to be declared effecativéater than 90 days after the date o
Securities Purchase Agreement. If the Registréimtement is not filed and/or not declared effectis described above, the Company wi
required to pay liquidated damages in the formasfhcor the Company’s common stock, at the Comgadligcretion, in an amount equa
2% of the unpaid principal balance per month todate on which the Registrable Securities (in thi@ion of counsel to the Initial Investo
may be immediately sold to the public without régison or restriction (including, without limitatn, as to volume by each holder ther
under the 1933 Act.

As of June 30, 2009 and December 31, 2008, the @oynpas not maintained an effective registratiatestent and therefore is in defaul
the Security Purchase agreement. As such, at tienogf the Holders of a majority of the aggregattimcipal amount of the outstanding Nc
issued pursuant to the Purchase Agreement andgthrthe delivery of written notice to the Company snch Holders (the "DEFAUL
NOTICE"); the Notes shall become immediately dueé payable and the Company shall pay to the Holdemaount equal to the greater o
130% times the sum of (w) the then outstandinggipad amount of this Note plus (x) accrued and ushfpaterest on the unpaid princi
amount of this Note to the date of payment plusk¥gjault Interest (at 15% per annum), if any, plelsany amounts owed to the Hol
pursuant to the Registration Rights Agreement. fhiem outstanding principal amount of the Note te date of payment plus the amoi
referred to in clauses (x), (y) and (z) shall adileely be known as the "DEFAULT SUM")or (ii) thepdrity value" of the Default Sum to
prepaid, where parity value means (a) the highesther of shares of Common Stock issuable upon esioveof or otherwise pursuant
such Default Sum, treating the Trading Day immedyapreceding the Mandatory Prepayment Date asGbeaversion Date" for purposes
determining the lowest applicable Conversion Prisdess the Default Event arises as a result geadh in respect of a specific Conver:
Date in which case such Conversion Date shall beCthnversion Date), multiplied by (b) the highe&tsthg Price for the Common Stc
during the period beginning on the date of firstureence of the Event of Default and ending oneptay to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payalfereunder shall immediately become due and pay#diether with all cos
including legal fees and expenses of collectiothéf Borrower fails to pay the Default Amount witHive (5) business days of written noi
that such amount is due and payable, then the HesltEl have the right at any time, so long asBberower remains in default (and so I
and to the extent that there are sufficient autleatrishares), to require the Borrower, upon writtetice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStddhe Borrower equal to the Default Amount diddby the Conversion Price thet
effect.

For the six month periods ended June 30, 2009 808,2he Company amortized the debt discount aadgeld to interest expense $24,
and $24,932.

The Company entered into a Securities Purchaseefrggat with four accredited investors on June 30,/20r the issuance of $150,00(
convertible notes (“Convertible Notes”) and attathe the Convertible Notes was warrants to purcli&e00,000 shares of the Company’
common stock. The Convertible Note accrues inteat8f6 per annum, payable quarterly, and are dwe tfears from the date of the n
The note holder has the option to convert any uhpate principal to the Comparsycommon stock at a rate of the lower of a) $0.1D)
25% of the average of the three lowest intradagingaprices for the common stock on a principal ketifor the 20 trading days before,
not including, conversion date. The effective ingtirate at the date of inception was 85.51% pauran
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NOTE B-CONVERTIBLE DEBENTURES (continued)

As of June 30, 2009, the Company issued to invesibthe Convertible Notes a total amount of $160,0h exchange for total proceed:
$150,000.

The Company's identified embedded derivatives edlad the Securities Purchase Agreement enterecdmtlune 30, 2007. These embet
derivatives included certain conversion featuresjable interest features, call options and defprdivisions. The accounting treatmen
derivative financial instruments requires that @empany allocate the relative fair values of thewdgives and related warrants as of
inception date of the Securities Purchase Agreemyerb the proceeds amount and to fair value @&aoh subsequent balance sheet dai
the inception of the Securities Purchase AgreentBetCompany allocated $135,966 and $14,034 teethkedded derivatives and rele
warrants, respectively.

The Securities Purchase Agreement contains theWilt covenants:
« Requirement to pay principal and interest when due
« Provide shares of the Company’s common stock télthider(s) upon exercise by the Holder(s)
« Timely file a registration statement with the SE@ abtain effectiveness and maintain effectiveness

« Maintain sufficient number of authorized sharegjsct to Stockholder approval for full conversidraay remaining Security
Purchase Agreeme

« Change of control
« Trading market limitations

The Company agreed to file a registration statemattt the SEC to affect the registration of thersisaof its common stock underlying
Security Purchase Agreement and the warrants waidays from the date of receipt of written demahthe Investors. The Company ¢
agreed to use its reasonable best efforts to dheseegistration statement to be declared effeativéater than 90 days after the date o
Securities Purchase Agreement. If the Registréimtement is not filed and/or not declared effectis described above, the Company wi
required to pay liquidated damages in the formasfhcor the Company’s common stock, at the Comgadligcretion, in an amount equa
2% of the unpaid principal balance per month todate on which the Registrable Securities (in thi@ion of counsel to the Initial Investo
may be immediately sold to the public without rémgison or restriction (including, without limitatn, as to volume by each holder ther
under the 1933 Act.

As of June 30, 2009 and December 31, 2008, the @oypas not maintained an effective registratiatestent and therefore is in defaul
the Security Purchase agreement. As such, at tienogf the Holders of a majority of the aggregattmcipal amount of the outstanding Nc
issued pursuant to the Purchase Agreement andgthrthe delivery of written notice to the Company sich Holders (the "DEFAUL
NOTICE"); the Notes shall become immediately due payable and the Company shall pay to the Holdemaount equal to the greater o
130% times the sum of (w) the then outstandingggpad amount of this Note plus (x) accrued and ushfpaterest on the unpaid princi
amount of this Note to the date of payment plusk¥gfault Interest (at 15% per annum), if any, plelsany amounts owed to the Hol
pursuant to the Registration Rights Agreement. fhlem outstanding principal amount of the Note t® date of payment plus the amoi
referred to in clauses (x), (y) and (z) shall atileely be known as the "DEFAULT SUM")or (ii) thepdrity value" of the Default Sum to
prepaid, where parity value means (a) the highesther of shares of Common Stock issuable upon esioveof or otherwise pursuant
such Default Sum, treating the Trading Day immedyapreceding the Mandatory Prepayment Date asGbaversion Date" for purposes
determining the lowest applicable Conversion Prindess the Default Event arises as a result geadh in respect of a specific Conver:
Date in which case such Conversion Date shall beCibnversion Date), multiplied by (b) the highetisthg Price for the Common Stc
during the period beginning on the date of firsturcence of the Event of Default and ending oneptéyr to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payalthereunder shall immediately become due and paytdgether with all cos
including legal fees and expenses of collectiothéf Borrower fails to pay the Default Amount witHive (5) business days of written noi
that such amount is due and payable, then the HesltEl have the right at any time, so long asBberower remains in default (and so I
and to the extent that there are sufficient auttedrishares), to require the Borrower, upon writtetice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStiche Borrower equal to the Default Amount dediddby the Conversion Price thel
effect.
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NOTE B-CONVERTIBLE DEBENTURES (continued)

For the six month periods ended June 30, 2009 808,2he Company amortized the debt discount aadgeld to interest expense $24,
and $24,932, respectively.

The Company entered into a Securities Purchaseefgget with four accredited investors on July 13)72€or the issuance of $150,00(
convertible notes (“Convertible Notes”) and attathe the Convertible Notes was warrants to purcii#5800,000 shares of the Company
common stock. The Convertible Note accrues inteae886 per annum, payable quarterly, and are dwe thears from the date of the n
The note holder has the option to convert any uhpate principal to the Comparsycommon stock at a rate of the lower of a) $0.1D)
25% of the average of the three lowest intradaginigaprices for the common stock on a principal keaifor the 20 trading days before,
not including, conversion date. The effective inttrate at the date of inception was 85.13% pauran

As of June 30, 2009, the Company issued to invesibthe Convertible Notes a total amount of $160,h exchange for total proceed:
$150,000.

The Company's identified embedded derivatives edl&d the Securities Purchase Agreement enterecbmtluly 13, 2007. These embec
derivatives included certain conversion featuresjable interest features, call options and defprdivisions. The accounting treatmen
derivative financial instruments requires that @empany allocate the relative fair values of thevdtives and related warrants as of
inception date of the Securities Purchase Agreemerit the proceeds amount and to fair value asaof subsequent balance sheet dal
the inception of the Securities Purchase AgreentaetCompany allocated $135,903 and $14,097 teethieedded derivatives and rele
warrants, respectively.

The Securities Purchase Agreement contains theWilh covenants:
« Requirement to pay principal and interest when due
« Provide shares of the Company’s common stock tditilder(s) upon exercise by the Holder(s)
« Timely file a registration statement with the SEE abtain effectiveness and maintain effectiveness

«  Maintain sufficient number of authorized sharegjsct to Stockholder approval for full conversidreay remaining Security
Purchase Agreeme

« Change of control
« Trading market limitations

The Company agreed to file a registration statemattt the SEC to affect the registration of therslsaof its common stock underlying
Security Purchase Agreement and the warrants wabidays from the date of receipt of written demahthe Investors. The Company ¢
agreed to use its reasonable best efforts to dheseegistration statement to be declared effecativéater than 90 days after the date o
Securities Purchase Agreement. If the RegistraBitement is not filed and/or not declared effectis described above, the Company wi
required to pay liquidated damages in the formasfhcor the Company’s common stock, at the Comgadligcretion, in an amount equa
2% of the unpaid principal balance per month todate on which the Registrable Securities (in thi@ion of counsel to the Initial Investo
may be immediately sold to the public without régison or restriction (including, without limitatn, as to volume by each holder ther
under the 1933 Act.
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NOTE B-CONVERTIBLE DEBENTURES (continued)

As of June 30, 2009 and 2008, the Company has aottained an effective registration statement &mdetfore is in default of the Secu
Purchase agreement. As such, at the option of tiidelrs of a majority of the aggregate principal amtoof the outstanding Notes iss!
pursuant to the Purchase Agreement and througtefieery of written notice to the Company by sucbld¢rs (the "DEFAULT NOTICE"
the Notes shall become immediately due and payafdethe Company shall pay to the Holder an amoguéleto the greater of (i) 13C
times the sum of (w) the then outstanding princgrabunt of this Note plus (x) accrued and unpaierést on the unpaid principal amoun
this Note to the date of payment plus (y) Defantetest (at 15% per annum), if any, plus (z) anpamis owed to the Holder pursuant to
Registration Rights Agreement. The then outstangirnigcipal amount of the Note to the date of payirans the amounts referred tc
clauses (x), (y) and (z) shall collectively be kmoas the "DEFAULT SUM")or (ii) the "parity value'f the Default Sum to be prepaid, wh
parity value means (a) the highest number of sht@Efr€mmon Stock issuable upon conversion of oetise pursuant to such Default S
treating the Trading Day immediately preceding M@ndatory Prepayment Date as the "Conversion Diatepurposes of determining 1
lowest applicable Conversion Price, unless the Wetavent arises as a result of a breach in respieatspecific Conversion Date in wh
case such Conversion Date shall be the Conversite) Pmultiplied by (b) the highest Closing Prioe the Common Stock during the pel
beginning on the date of first occurrence of theriwf Default and ending one day prior to the Maody Prepayment Date (the "DEFAU
AMOUNT") and all other amounts payable hereundedlsmmediately become due and payable, togeth#r all costs including legal fe
and expenses of collection. If the Borrower fadlgpty the Default Amount within five (5) businessyd of written notice that such amour
due and payable, then the Holder shall have th agany time, so long as the Borrower remaindeffault (and so long and to the extent
there are sufficient authorized shares), to reqthieeBorrower, upon written notice, to immediatedgue, in lieu of the Default Amount,
number of shares of Common Stock of the Borroweaktp the Default Amount divided by the Conversiice then in effect.

For the six month periods ended June 30, 2009 808,2he Company amortized the debt discount aadgeld to interest expense $24,
and $24,932, respectively.

As of June 30, 2009, the Company has accrued $8aém5default provision liabilities and liquidatédmages relating to the above desci
Securities Purchase Agreements.

Although described as a warrant, the instrumentaeasidered a convertible debenture for accourgirrgoses.

In accordance with EITF 98; the Company recognized an imbedded beneficial@sion feature present in the convertible notee
Company allocated a portion of the proceeds equtlé intrinsic value of that feature to additiopaldin capital. The Company recogni:
and measured an aggregate of $184,736 of the miecedich is equal to the intrinsic value of thébedded beneficial conversion feature
additional paid in capital and a discount agaihstdonvertible note payable. The debt discounibatizd to the beneficial conversion fea
charged to current period earnings as interestresque

The accompanying financial statements comply witttent requirements relating to warrants and eméedkrivatives as described in FAS
133, EITF 98-5 and 00-27, and APB 14 as follows:

« The Company allocated the proceeds received beta@®rertible debt and detachable warrants basex tin@orelative fair market
values on the dates the proceeds were receivedairhalues of the detachable warrants and theegladd derivatives were
determined under the Bla-Scholes option pricing formula and the intrinsicthoa, respectivel

«  Subsequent to the initial recording, the increaselécease) in the fair value of the detachableamés, determined under the Black-
Scholes option pricing formula and the increasel@mrease) in the intrinsic value of the embeddeiVatives of the convertible
debentures are recorded as adjustments to thétiesbat December 31, 2008 and 2007, respecti'

« The expense relating to the increase (or decréasie¢ fair value of the Company'’s stock refleciethe change in the fair value of
the warrants and derivatives is included as ottherne item as a gain or loss arising from convierfibancing on the Company’s
balance shee

« Accreted principal of $5,117,426 and $4,645,20@fakine 30, 2009 and December 31, 2008.
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NOTE C — WARRANT PAYABLE

The Company completed an equity financing with@&orge Investments, LLC (SGI), an lllinois limitédbility company, on March 2
2008 for $1,500,000. The equity financing is stuwed as a 25% discount to market Warrant transadkiat provides $500,000 in capita
closing, followed by four traunches of $250,000kea&ach $250,000 traunch is staggered ad@pintervals commencing in six months
September 22, 2008, which is the date that shamsalable pursuant to Rule 144 upon exercise @fWharrant. The Company issl
7,500,000 shares of Common Stock to SGI in ordendace the SGI to purchase the $1,500,000 Warharaddition, 6,763,300 additior
shares of Common Stock were issued as Performaiock B the name of SGI to remain in their origiaktificated form and remain
escrow with the law firm of Anslow & Jaclin, LLP tatg as escrow agent. As a provision of the WarRunichase Agreement, we pled
35,736,700 shares of “Pledge Stock” to be heldsitrew as a potential remedy in the event of thaiweace of certain identifiediriggel

events”. On June 2%, 2008, one trigger event, the closing price of stack, went below the identified market price 6.2 per shar
triggering the release from escrow of the 6,763,808res of Performance Stock and the 35,736,70@sloh “Pledge Stock'This trigge
event, as defined in the Warrant Purchase Agreeraksat increased the Warrant Account by 25% obtidance, or $375,000, in exchange
the elimination of the 25% discount to market. Adwne 30, 2009 the remaining Warrant Liabilitydrale was $688,968.

NOTE D-WARRANT LIABILITY

Total warrant liability as of June 30, 2009 and &maber 31, 2008 is comprised of the following:

June 30, December 3!

2009 2008
Fair value of warrants relating to convertible deees $ 58,81: $ 105,09:
Fair value of other outstanding warrants 89,78 149,95:
Total $ 148,59t $ 255,04

Warrants were valued at the date of inception addiae 30, 2009 and December 31, 2008 using thekBaholes Option Pricing Model.
The assumptions used at June 30, 2009 and Dec&hp2008 were as follows:

June 30, December 31,

2009 2008
Expected volatility 223% 362%
Expected dividend yiel -0-% -0-%
Average risk free rat 0.48% to 2.5% 0.37% to 1.1%
Expected life (a 0.81t05.03yt 1.31t05.53 w1
(2)The expected option life is based on contraaxpliration dates.
NOTE E - NOTE PAYABLE
Note payable as of June 30, 2009 and Decembel0B8, 2omprised of the followin

June 30, December 3:

2009 2008

Note payable, 24% interest per annum; due in 98;dscured by specific accounts receiva $ -0- % 192,86!
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NOTE F - NOTES AND CONVERTIBLE NOTES PAYABLE-RELATE D PARTY

Notes payab-related party is comprised of the following:

June 30, December 3:

2008 2008
Notes payable, 12% per annum; due on demand; uresk $ 239,65¢ $ 147,71
Notes payable, 10% per annum, due on demand; umsk 249,35( 255,10¢
489,00¢ 402,82:
Less: current maturities: (489,009 (402,82
Long term portion: $ - $ -

NOTE G -STOCKHOLDER'S EQUITY

Series A- Convertible Preferred stock

The Company has also authorized 5,000,000 shatesetdrred Stock, with a par value of $.001 peresha

On December 30, 2003, the Company filed a Certdicd Designation creating a Series A Convertibieféred Stock classification for 2
shares.

The Series A Preferred stated conversion price @ $er shares is subject to certain diltition provisions in the event the Company is:
shares of its common stock or common stock equitslbelow the stated conversion price. Changebdabnversion price are charge:
operations and included in unrealized gain (losigting to adjustment of derivative and warrartility to fair value of underlying securities.

In December, 2003, the Company issued 155 shariés Séries A Preferred stock, valued at $5,000spare. The stock has a stated valt
$5,000 per share and a conversion price of $0.18l@re and warrants to purchase an aggregatesid,800 shares of our common stock.

In May, 2004, the Company issued 15.861 sharets@earies A Preferred stock, valued at $5,000 pares The stock has a stated valu
$5,000 per share and a conversion price of $0.18h@@e and warrants to purchase an aggregaté@d,000 shares of our common stock.

In the year ended December 31, 2004, 7 of the Séri€referred shareholders exercised the convergith and exchanged 19 share:
Series A Preferred for 950,000 shares of the Cogipaommon stock.

In the year ended December 31, 2005, 20 of theeSéiPreferred shareholders exercised the conwergjbt and exchanged 92 share
Series A Preferred for 4,600,000 shares of the Gmrylp common stock.

In the year ended December 31, 2006, 9 of the SériBreferred shareholders exercised the convergjohand exchanged 20.88 share
Series A Preferred for 1,019,032 shares of the Gmryis common stock

In the year ended December 31, 2008, 1 of the Sériéreferred shareholders exercised the convergibhand exchanged 2 shares of S
A Preferred for 100,000 shares of the Company’smaomstock

The holders of the Series A Preferred shall haeerifht to vote, separately as a single class, meating of the holders of the Serie
Preferred or by such holders' written consent @ngtannual or special meeting of the stockholdéthe Corporation on any of the followi
matters: (i) the creation, authorization, or issiaof any class or series of shares ranking orrity peith or senior to the Series A Prefer
with respect to dividends or upon the liquidatidissolution, or winding up of the Corporation, &yl any agreement or other corpol
action which would adversely affect the powershtsg or preferences of the holders of the Seri€seferred.
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NOTE G -STOCKHOLDER'S EQUITY (continued)

Series A- Convertible Preferred stock (continued)

The holders of record of the Series A Preferredl $leaentitled to receive cumulative dividendslad tate of twelve percent per annum (1
on the face value ($5,000 per share) when, if andeglared by the Board of Directors, if ever. diltidends, when paid, shall be payabl
cash, or at the option of the Company, in sharegee@fCompanys common stock. Dividends on shares of the Seri€seferred that have r
been redeemed shall be payable quarterly in arredusn, if and as declared by the Board of Dires;tdrever, on a sendnnual basis. N
dividend or distribution other than a dividend @stdbution paid in Common Stock or in any othemipr stock shall be declared or paid ot
aside for payment on the Common Stock or on angrgtmior stock unless full cumulative dividendsalhoutstanding shares of the Serie
Preferred shall have been declared and paid. Tdiegtends are not recorded until declared by then@any. As of the six month peri
ended June 30, 2009, $0 in dividends was accunaulate

Upon any liquidation, dissolution or winding up tife Corporation, whether voluntary @woluntary, and after payment of any se
liquidation preferences of any series of Prefe®ack and before any distribution or payment is enaith respect to any Common Stc
holders of each share of the Series A Preferretl sbaentitled to be paid an amount equal in theatgr of (a) the face value denomini
thereon subject to adjustment for stock splitsclstdividends, reorganizations, reclassificationotrer similar events (the "Adjusted F
Value") plus, in the case of each share, an amequnl to all dividends accrued or declared but ishfreereon, computed to the date payr
thereof is made available, or (b) such amount paresof the Series A Preferred immediately priosuoh liquidation, dissolution or windi
up, or (c) the liquidation preference of $5,000#% share, and the holders of the Series A Prefeshall not be entitled to any furtl
payment, such amount payable with respect to thiessA Preferred being sometimes referred to asltiggiidation Payments."

Because the Series A Shares include a redemptaioréethat is outside of the control of the Compang the stated conversion pric
subject to reset, the Company has classified thiesS& Shares outside of stockholders' equity itoegance with Emerging Issues Task F
("EITF") Topic D-98, "Classification and Measuremeif Redeemable Securities." In accordance withFETBpic D98, the fair value at de
of issuance was recorded outside of stockholdagsity in the accompanying balance sheet. Dividemdthe Series A Shares are reflecte
a reduction of net income (loss) attributable tonowon stockholders.

In connection with the issuance of the Series AdPred and related warrants, the holders were gdacertain registration rights in which
Company agreed to timely file a registration staemto register the common shares and the sharésrlyimng the warrants, obte
effectiveness of the registration statement bySBE€ within ninetyfive (95) days of December 31, 2003, and maintaéneffectiveness of tt
registration statement for a preset time therealftethe event the Company fails to timely perfarnder the registration rights agreement
Company agrees to pay the holders of the SeriesefeiPed liquidated damages in an amount equal5% bf the aggregate amount inve:
by the holders for each 3fry period or pro rata for any portion thereofduling the date by which the registration statensdrtuld hav
been effective. The initial registration statemeas filed and declared effective by the SEC witthie allowed time; however the Comp:
has not maintained the effectiveness of the reistr statement to date. Accordingly, the Compasuyéd 203,867 shares of common stor
liquidated damages on December 10, 2004. The Coyripas not been required to pay any further lig@datamages in connection with
filing or on-going effectiveness of the registratistatement.

The Company was required to record a liability tinato the detachable warrants as described in E3& EITF 98-5 and 087, and API
14. As such:

Subsequent to the initial recording, the increaghé fair value of the detachable warrants, detexchunder the Black- Scholes
option pricing formula, are accrued as adjustmsmntie liabilities at June 30, 2009 and Decembe2808, respectively.

The expense relating to the increase in the fairevaf the Company's stock reflected in the changdke fair value of the warrants
(noted above) is included as an other comprehemsieene item of an unrealized gain or loss arigiogh convertible financing on
the Company's balance sheet.

The warrants expired unexercised in the year eam@mber 31, 2006.
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NOTE G -STOCKHOLDER'S EQUITY (continued)

Series B- Convertible Preferred stock

On February 19, 2004, the Company filed a Certi¢icaf Designation creating a Series B Convertiblefdétred Stock classification 1
800,000 shares, increased subsequently to 3,650@MD7 and 4,650,000 in 2009.

In January, 2004, April 2007 and January 2009,Gbepany issued 800,000, 2,850,000, and 1,000,08@&shrespectively, of its Serie:
Preferred in lieu of certain accrued managemenicefees payable and notes payable includingéstegpayable thereon. The shares o
Series B Preferred are non voting and convertidliehe option of the holder, into common share$0a10 per share per share. The st
issued were valued at $1.00 per share in 20043%0.2007 and $0.018 in 2009, which representedahevalue of the common stock !
shares are convertible into. In connection withtth@saction, the Company recorded a beneficiab@mion discount of $800,00(preferre:
dividend relating to the issuance of the convestileferred stock in 2004. None of the Series Belfied shareholders have exercised
conversion right and there are 4,650,000 shar&enés B Preferred shares issued and outstandihgat30, 2009.

The holders of the Series B Preferred shall haeeright to vote, separately as a single class, meating of the holders of the Serie
Preferred or by such holders' written consent @ngtannual or special meeting of the stockholdétke Corporation on any of the followi
matters: (i) the creation, authorization, or issuanf any class or series of shares ranking orrity peith or senior to the Series B Prefer
with respect to dividends or upon the liquidatidissolution, or winding up of the Corporation, afijl any agreement or other corpol
action which would adversely affect the powershtsg or preferences of the holders of the Seri€seBerred.

The holders of record of the Series B Preferred dleaentitled to receive cumulative dividendsla tate of twelve percent per annum (1
on the face value ($1.00 per share) when, if andeatared by the Board of Directors, if ever. Alidends, when paid, shall be payabl
cash, or at the option of the Company, in sharédee@fCompanys common stock. Dividends on shares of the SeriBseerred that have r
been redeemed shall be payable quarterly in arredusn, if and as declared by the Board of Dires;tdrever, on a senannual basis. N
dividend or distribution other than a dividend @stdbution paid in Common Stock or in any othemir stock shall be declared or paid o1
aside for payment on the Common Stock or on angrgthmior stock unless full cumulative dividendsalhoutstanding shares of the Serie
Preferred shall have been declared and paid. Tdieskends are not recorded until declared by then@any. As of June 30, 2009 $1,480,
in dividends were accumulated.

Upon any liquidation, dissolution or winding up tife Corporation, whether voluntary or involuntagand after payment of any ser
liquidation preferences of any series of Prefei$éack and before any distribution or payment is enadth respect to any Common Stc
holders of each share of the Series B Preferrelll Ishantitled to be paid an amount equal in theatgr of (a) the face value denomini
thereon subject to adjustment for stock splitsclstdividends, reorganizations, reclassificationotiter similar events (the "Adjusted F
Value") plus, in the case of each share, an amegunl to all dividends accrued or declared but ishfieereon, computed to the date payr
thereof is made available, or (b) such amount paresof the Series B Preferred immediately priosuoh liquidation, dissolution or windi
up, or (c) the liquidation preference of $1.00 glkare, and the holders of the Series B Preferralll sbt be entitled to any further paym:
such amount payable with respect to the SerieseBRed being sometimes referred to as the "LididgddPayments."

Series C- Convertible Preferred stock

On November 13, 2006, the Company filed a Certifioaf Designation creating a Series C ConvertiblefdPred Stock classification 1
100,000 shares. Subsequently amended on Janua2@da to 700,000 shares.

In December 2006, the Company issued 100,000 stafréts Series C Preferred stock in conjunctionhwihe acquisition of SF
Technologies, Inc. The shares of the Series C Peefa@are non voting and convertible, at the optibithe holder, into common shares
year from issuance. The number of common sharée tiesued per Series C share is adjusted basdteavéerage closing bid price of
previous ten days prior to the date of conversiaseld on divided into $25.20 The shares issued wedteed at $25.20 per share, wt
represented the fair value of the common stoclstiages are convertible into. None of the SeriesefeRed shareholders have exercised
conversion right and there are 150,000 sharesmd<sS€ Preferred shares issued and outstandinghat3D, 2009.
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NOTE G -STOCKHOLDER'S EQUITY (continued)

Series C- Convertible Preferred stock(continued)

The holders of record of the Series C Preferred bleaentitled to receive cumulative dividends la trate of five percent per annum (5
compounded quarterly, on the face value ($25.00share) when, if and as declared by the Board oédirs, if ever. All dividends, wh
paid, shall be payable in cash, or at the optiothefCompany, in shares of the Compamommon stock. Dividends on shares of the Sel
Preferred that have not been redeemed shall béjgagaarterly in arrears, when, if and as decldrgthe Board of Directors, if ever, at
time of conversion. These dividends are not reabrdeil declared by the Company. As of June 3092R@- in dividends were accumulated.

Common stock

The Company has authorized 1,450,000,000 sharesnainon stock, with a par value of $.001 per shaseof June 30, 2009 and Decerr
31, 2008, the Company has 1,225,955,532 and 814 2@6hares issued and outstanding, respectively.

In January 2008, holders converted 2 shares oépeaf stock -€lass A into 100,000 shares of common stock. Ehahesof preferred stock
convertible into 50,000 shares of common stock.

In January 2008, the Company issued 100,000 slofiitsscommon stock in exchange for services resdlefhe Company valued the shi
issued at $2,300, which approximated the fair valuthe shares issued during the periods the ssviere rendered.

In February 2008, the Company issued 6,763,30@sladrits common stock as security in conjunctidin the sale of a warrant (see Not
above). The Company valued the shares issued &GI8 which approximated the fair value of therehassued at the date of issuance
charged current period earnings.

In February 2008, the Company issued 7,500,00@shafrits common stock in conjunction with the s#la warrant (see Note B above).
Company valued the shares issued at $202,500, vepiploximated the fair value of the shares issudtieadate of issuance, and chai
current period earnings.

In June 2008, the Company issued 5,000,000 shéies admmon stock in exchange for services rerlefe Company valued the she
issued at $70,000, which approximated the fairevalithe shares issued during the periods thecgsrwere rendered.

In July 2008, the Company issued 36,000,000 sharés common stock in exchange for services reedlefhe Company valued the shi
issued at $356,400, which approximated the famevalf the shares issued during the periods thécesrwere rendered

In August 2008, the Company issued 35,736,700 shairéts common stock in exchange for penaltiesiired. The Company valued
shares issued at $428,840, which approximatedathedlue of the shares issued during the peribesérvices were rendered

In August 2008, the Company issued 6,971,116 shudriés common stock in exchange for accounts playabd other services. The Comp
valued the shares issued at $62,740, which appedgofithe fair value of the shares issued duringpén®ds the services were rendered.

In September 2008, the Company issued 2,200,00@sslad its common stock in exchange for servicesleeed. The Company valued
shares issued at $14,520, which approximated thedhue of the shares issued during the periodss#ivices were rendered.

In October 2008, the Company issued 10,000,000eshair its common stock in exchange for serviceslessd. The Company valued
shares issued at $29,000, which approximated thedhue of the shares issued during the periodssthvices were rendered.

In December 2008, the Company issued 25,500,00@slwd its common stock in exchange for servicesleeed. The Company valued
shares issued at $33,200, which approximated thedhue of the shares issued during the periodsthvices were rendered.
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NOTE G -STOCKHOLDER'S EQUITY (continued)
Common stock

In June 2009, the Company issued 10,000,000 sbéitsscommon stock in exchange for services resdieFhe Company valued the shi
issued at $13,000, which approximated the fairevalithe shares issued during the periods thecgsrwere rendered.

NOTE H -STOCK OPTIONS AND WARRANTS

Class A Warrants

The following table summarizes the changes in wasrautstanding and related prices for the shdrétseedCompany’s common stock issued
to shareholders at June 30, 2009:

Warrants
Outstanding
Weighted Warrants
Average Exercisable
Remaining Weighted Weighted
Number Contractual Average Number Average
Exercise Prict Outstanding Life (years) Exercise price Exercisable Exercise Prict
$ 0.001 50,000,00 327 $ 0.001 50,000,00 0.001
0.0z 40,000,00 2.91 0.0z 40,000,00 0.0z
0.0: 25,000,00 0.8¢ 0.0: 25,000,00 0.0:
0.1C 250,00( 0.1¢ 0.1C 250,00( 0.1C
0.05¢ 49,760,44 3.1¢F 0.05¢ 49,760,44 0.05%@a)
165,010,44 165,010,44

() See terms of warrants issued be

Transactions involving the Company’s warrant isg@aare summarized as follows:

Weighted Averag
Price
Number of Share Per Shart

Outstanding at December 31, 2( 175,960,44 $ 0.01¢
Granted - -
Exercisec - -
Canceled or expired (350,000 75
Outstanding at December 31, 2( 175,610,44 0.0z
Granted - -
Exercisec - -
Canceled or expired (10,600,00) 0.0z
Outstanding at June 30, 20 165,010,44 0.0z
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NOTE H -STOCK OPTIONS AND WARRANTS

Employee Stock Options

The following table summarizes the changes in ogtioutstanding and the related prices for the sharthe Company's common stock iss
to employees of the Company under a non-qualifiregleyee stock option plan at June 30, 2009:

Options Outstandin Options Exercisabl

Weighted Averag Weighted Weighted

Remaining Average Average

Exercise Number Contractual Life Exercise Number Exercise

Prices Outstanding (Years) Price Exercisable Price

$ 0.212¢ 2,000,001 4.4¢ $ 0.212¢ 2,000,001 $ 0.212¢
0.212¢ 2,000,001 4.87 0.212¢ 2,000,001 0.212¢
0.02:2 20,500,00 7.37 0.02: 20,500,00 0.02:
0.029¢ 4,000,001 5.8t 0.029¢ 4,000,001 0.029¢
0.04 14,430,00 7.07 0.04 14,430,00 0.04
0.1C 9,502,30 4.9¢ 0.1C 9,502,30 0.1C

Transactions involving stock options issued to exyygés are summarized as follows:

Weighted Averag
Number of Shar¢ Price Per Shar

Outstanding at December 31, 2( 52,432,30 0.056:
Granted - -
Exercisec - -
Canceled or expire - -
Outstanding at December 31, 2( 52,432,30 0.056:
Granted - -
Exercisec - -
Canceled or expire - -
QOutstanding at June 30, 20 52,432,30 $ 0.056:

The Company did not grant employee stock optiorthényear ended December 31, 2008 or the six nperibd ended June 30, 2009.
NOTE | -RELATED PARTY TRANSACTIONS

From time to time, the Company's principal officérave advanced funds to the Company for workingtalapurposes in the form
unsecured promissory notes, accruing interest @ th012% per annum. As of June 30, 2009 and DeceBhe2008, the balance due to
officers was $489,009 and $402,823, respectively.

NOTE J -COMMITMENTS AND CONTINGENCIES

Consulting Agreements

The Company has consulting agreements with outsiagractors, certain of whom are also Company s$toiclers. The Agreements .
generally for a term of 12 months from inceptiord aenewable automatically from year to year unkeitiser the Company or Consult
terminates such engagement by written notice.
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NOTE J -COMMITMENTS AND CONTINGENCIES (continued )

Operating Lease Commitments

The Company leases office space in Durham, NC sir gear lease expiring December 31, 2012, forrarualized rent payment of $88,0
Additionally the Company leases warehouse spaca month to month basis for $550 per month. At J8e2009, schedule of the fut
minimum lease payments is as follows:

2009 66,01
2010 88,02(
2011 88,02(
2012 88,02(
2013 -
Litigation

The Company is subject to other legal proceedimglscéaims, which arise in the ordinary course stitisiness. Although occasional adv
decisions or settlements may occur, the Comparngved that the final disposition of such mattersuith not have a material adverse effec
its consolidated financial position, results of @i®ns or liquidity. There was no outstandinggkitiion as of June 30, 2009.

NOTE K — FAIR VALUES

SFAS No. 157 defines fair value as the price thatlld be received from selling an asset or paidaogfer a liability in an orderly transact
between market participants at the measurement @éten determining the fair value measurementsafsets and liabilities required
permitted to be recorded at fair value, the Compemrysiders the principal or most advantageous nharkehich it would transact al
considers assumptions that market participants dvosé when pricing the asset or liability, suclindgrent risk, transfer restrictions, and
of nonperformance. SFAS No. 157 establishes aviine hierarchy that requires an entity to maxintize use of observable inputs .
minimize the use of unobservable inputs when méagudair value. SFAS No. 157 establishes three ltewé inputs that may be used
measure fair value:

Level 1 - Quoted prices in active markets for ideaitassets or liabilities.

Level 2 - Observable inputs other than Level 1 prices siclunted prices for similar assets or liabilitigapted prices in markets w
insufficient volume or infrequent transactions ¢lestive markets); or moddkerived valuations in which all significant inputee observab
or can be derived principally from or corroborabgdobservable market data for substantially thetéun of the assets or liabilities.

Level 3 - Unobservable inputs to the valuation radtilogy that are significant to the measuremerfihiofvalue of assets or liabilities.

To the extent that valuation is based on modelsputs that are less observable or unobservaleeimarket, the determination of fair ve
requires more judgment. In certain cases, the spséd to measure fair value may fall into diffédemels of the fair value hierarchy. In si
cases, for disclosure purposes, the level in timesédue hierarchy within which the fair value maesment is disclosed is determined base
the lowest level input that is significant to tlaérfvalue measurement.

Items recorded or measured at fair value on a regubasis in the accompanying financial statemeotssisted of the following items as
June 30, 2009:
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Liabilities:
Derivative liability
Warrant payabli
Warrant liability

Total

CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

JUNE 30, 2009
(Unaudited)

Quoted
Prices in
Active Significant
Markets for Other Significant
Identical Observable Unobservabl
Instruments Inputs Inputs
Total Level 1 Level 2 Level 3

$ (19,159,31)
(688,96¢)
(148,59¢)

$ (19,159,31)
(688,96¢)
(148,59¢)

$ (19,996,88)

$ (19,996,88)

With the exception of assets and liabilities inéddvithin the scope of FSP FAS No. 1&7the Company adopted the provisions of SFAS
157 prospectively effective as of the beginnindg-sical 2008. For financial assets and liabilifieduded within the scope of FSP FAS

1572, the Company will be required to adopt the priovis of SFAS No. 157 prospectively as of the beigigprof Fiscal 2009. The adopti
of SFAS No. 157 did not have a material impact an financial position or results of operations, ahd Company do not believe that
adoption of FSP FAS No. 157-2 will have a matangbact on our financial position or results of céns.

NOTE L - BUSINESS CONCENTRATION

Sales to 3 major customers $39,644 or 89% f tataksfor the six months ended June 30, 2009
Purchases from the Company's 3 major supplier®683%r 89% of total purchases for the six monthdedniune 30,

NOTE M- GOING CONCERN MATTERS

The accompanying statements have been preparedgaingconcern basis, which contemplates the ra&#diz of assets and the satisfactio
liabilities in the normal course of business. Aewh in the accompanying consolidated financialestegnts, as of June 30, 2009, the Com
incurred accumulated losses of $49,000,727. Thep@owis current liabilities exceeded its current assgt$11,834,860 as of June 30, 2(
These factors among others may indicate that thepaay will be unable to continue as a going conéaria reasonable period of time.

The Company is actively pursuing additional eqfiiancing through discussions with investment baslkand private investors. There cal
no assurance the Company will be successful iffitst to secure additional equity financing.

If operations and cash flows continue to improveotigh these efforts, management believes that trap@ny can continue to oper:
However, no assurance can be given that managesnaetitns will result in profitable operations be tresolution of its liquidity problems.

NOTE N — SUBSEQUENT EVENTS

On August 6, 2009, we issued 95,000,000 sharet Bedrge Investments, pursuant to a warrant pgechgreement/
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FI NANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion contains forwal@bking statements that are subject to signifiadsks and uncertainties about us,
current and planned products, our current and meganarketing and sales, and our projected restiltgperations. There are sewvi
important factors that could cause actual reswaltslitfer materially from historical results and pentages and results anticipated by
forward4ooking statements. The Company has sought to ifgieiie most significant risks to its business, banhnot predict whether or
what extent any of such risks may be realized aartbere be any assurance that the Company hagfieteall possible risks that might ari
Investors should carefully consider all of suclksibefore making an investment decision with resfethe Company's stock. The follow
discussion and analysis should be read in conjumatith the financial statements of the Company moigs thereto. This discussion she
not be construed to imply that the results disadi$sein will necessarily continue into the futuse that any conclusion reached herein
necessarily be indicative of actual operating ftssil the future. Such discussion represents dmdy liest present assessment from
Management.

Overview

We have been principally devoted to designing, bgmeg and marketing advanced lighting systems thidize white (and othe
light emitting diodes as illumination elements.

We are developing and marketing new product apjpdica of solid-state diodal illumination (TM) thdémonstrate added value over
traditional lighting systems. Using proprietarytirology, we are creating a family of products inahg portable illumination systems 1
military and Homeland Security, retail productsmenercial task and accent lighting, emergency andréy lighting. We believe our
solid-state lighting technology offers extendedhtitife, greater energy efficiency and greater allarost effectiveness than other existing
forms of illumination. Our business model is to wkd the large lighting industry market segmentk wolid-state lighting products and
technologies, including our proprietary hybrid tealogy, that includes military and Homeland Seguaipplications, direct and indirect
task and accent lighting applications, indoor/ootdiown-lighting applications, commercial and resitial lighting applications..

Management continues to build Cyberlux into the pany we believe it will be, with 2Q 2009 being thest challenging operati
guarter the Company has experienced. From theavemmmomic factors such as the performance ofdpéal markets to the micreeonomi
reality of the limited availability of small busise credit, Cyberlux, like many small companies, had to focus on its core busin
opportunities and the long-term growth and prosperfi the Company, sometimes at the expense oftrapany's shorterm objectives. Tt
financial market collapse has caused all investoygnatter what the quality of the security or itinestment risk involved, to revaluate the
investment strategies and their allocation of edpit

Management has focused on our patented LED techydioowledge and our product capability in the gxg Department of Defense (Da
Agency and Homeland Security/First Responder cHapimt we have significantly changed our modelrfreaompeting as the prir
contractor for DoD contracts to being the suppliao supports existing prime contractors and exgstiontracts. In addition, Management
also significantly changed our retail product siggtto become the product innovator and suppli¢aire existing retail marketing compar
who have the scale and capability to bring a protluearket world-wide. These 'go-to-market' gggtchanges are significant and have far-
reaching implications for how Cyberlux Corporaticnreates value in the marketplace, how the busisegss and grows, how brand equit
created and how the value in the underlying eqpfithhe company grows.

Cyberlux Corporation continues to make hérdght progress in the marketplace. This has redudrastic measures appropriate for the t
and the circumstances, but, nonetheless progres®den made towards the Company's sustainabildyfatare growth. Management |
reduced all noressential personnel, cut all available operatirgfscand senior management has deferred compensatibthe Company
stabilized and executing the new revenue and stla®gy.

Results of Operations

Six months ended June 30, 2009 compared to thaaiths ended June 30, 2008
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REVENUES

Revenues for the six months ended June 30, 2008 $4§,097 as compared to $331,906 for the saniedpest year. The incree
in revenue was attributed to sales of our Bright&yeé Watchdog products into the military markets.

OPERATING EXPENSES

Operating expenses for the six months ended Jun208® were $1,152,634 as compared to $1,554,588eosame period enc
June 30, 2008. Included in the six months ende@ By 2009 were $4,398,386 in expenses for resdaidévelopment. This compares
$1,386 for the six months ended June 30, 2008.

We reported an unrealized loss for the changeiinvédue or warrants and debt derivatives of $(%,334) as compared to a los!
$(5,787,573) for the same period last year. Althiotige change of $(3,274,934) is unrelated to oeratng activities, the increase in inclu
in our reported net loss.

Three months ended June 30, 2009 compared tore tonths ended June 30, 2008
REVENUES
Revenues for the three months ended June 30, 26@9%4,781 as compared to $145,067 for the saneddast year.

OPERATING EXPENSES

Operating expenses for the three months ended3yr009 were $574,434 as compared to $832,37tBdosame period ended J
30, 2008.

We reported an unrealized loss for the changeiirvédue or warrants and debt derivatives of $(86,354) as compared to a los
$5,531,585 for the same period last year. Althaihhghchange of $7,054,754 is unrelated to our ojmgrartivities, the decrease in include
our reported net loss.

As a result of limited capital resources and midinexenues from operations from its inception, veeérelied on the issuance
equity securities to non-employees in exchangsdovices. Our management enters into equity conapiensagreements with namployee
if it is in our best interest under terms and ctinds consistent with the requirements of Finandiedounting Standards No. 123, Accoun
for Stock Based Compensation. In order to conservelimited operating capital resources, we angitgpcontinuing to compensate non-
employees for services during the next twelve m&anithis policy may have a material effect on owutis of operations during the n
twelve months.

Liquidity and Capital Resources

As of June 30, 2009, we had a working capital de6t $(11,834,860) This compares to a working talpileficit of $(10,546,454) as
December 31, 2008. Accrued interest on notes payéi?,692,307 compared to accrued interest of 382682 as December 31, 2C
Accounts payable as of June 30, 2009 were $1,68368 compares to $ 1,239,145 as compared to Dexeddb 2008. As a result of ¢
operating losses for the six months ended Jun@@I), we generated a cash flow deficit of $353,8@ operating activities. Cash flo
provided by investing activities was $f0 the six months ended June 30, 2009 Cash floara financing activities provided $353,687 fr
the borrowing on a long term basis of $40,000 &mdsale of common stock in the amount of $227,560i, $86,186 in funds contributed
for the six months ended June 30, 2009

While we have raised capital to meet our workingited and financing needs in the past, additioiaricing is required in order
meet our current and projected cash flow deficienf operations and development.

By adjusting our operations and development tol¢lrel of capitalization, we believe we have suéfiti capital resources to m
projected cash flow deficits through the next tveelmonths. However, if thereafter, we are not sugfoé$n generating sufficient liquidi
from operations or in raising sufficient capitasoerces, on terms acceptable to us, this could Aawaterial adverse effect on our busir
results of operations, liquidity and financial cdiuh.

Our independent certified public accountant hatedtan their report included in our December 31020Form 10KSB that we hav

incurred operating losses in the last two yeard, that we are dependent upon management's ahilitievelop profitable operations. Th
factors among others may raise substantial doudaitadur ability to continue as a going concern.
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April 2007 Stock Purchase Agreement

To obtain funding for our ongoing operations, weeeed into a Securities Purchase Agreement with &mgeredited investors
April 18, 2007, for the sale of (i) $400,000 in sezd convertible notes, and (ii) warrants to puseh&0,000,000 shares of our common s
The investors purchased all of the secured corlemiotes on April 18, 2007.

The proceeds received from the sale of the seatoadertible notes were used for business developmaposes, working capi
needs, pre-payment of interest, payment of comguéind legal fees and purchasing inventory.

The secured convertible notes bear interest atn@&tiire three years from the date of issuance, endamvertible into our comm
stock, at the investors' option, at the lower df$0.10 or (ii) 25% of the average of the threedstintraday trading prices for the comr
stock on the Over-Th&ounter Bulletin Board for the 20 trading days Ibefbut not including the conversion date. The fuihcipal amour
of the secured convertible notes is due upon defeder the terms of secured convertible notes.\ifdreants are exercisable until seven'y
from the date of issuance at a purchase price @2$per share. In addition, the conversion priceéhef secured convertible notes and
exercise price of the warrants will be adjustedhi@ event that we issue common stock at a pricewb#te fixed conversion price, bel
market price, with the exception of any securitesied in connection with the Securities Purchage@ment. The conversion price of
secured convertible notes and the exercise pritkeofvarrants may be adjusted in certain circuntgtsusuch as if we pay a stock divide
subdivide or combine outstanding shares of comntooksinto a greater or lesser number of sharesake such other actions as wc
otherwise result in dilution of the selling stockder’s position. As of the date of this filing, the cension price for the secured convert
debentures and the exercise price of the warramts hot been adjusted. The selling stockholderg lcawntractually agreed to restrict tl
ability to convert or exercise their warrants aadeive shares of our common stock such that thébauwf shares of common stock helc
them and their affiliates after such conversiomxercise does not exceed 4.9% of the then issutdw@standing shares of common stocl
addition, we have granted the investors a secintigyest in substantially all of our assets andliattual property and registration rights.

May 2007 Stock Purchase Agreement

To obtain funding for our ongoing operations, wéeead into a Securities Purchase Agreement with douaredited investors on M
1, 2007, for the sale of (i) $150,000 in securedveatible notes, and (ii) warrants to purchase @0,000 shares of our common stock.
investors purchased all of the secured conventibtes on May 1, 2007.

The proceeds received from the sale of the seatoadertible notes were used for business developm@poses, working capi
needs, pre-payment of interest, payment of comguéind legal fees and purchasing inventory.

The secured convertible notes bear interest at8&ture three years from the date of issuance, sndaavertible into our comm
stock, at the investors' option, at the lower »#$@.10 or (ii) 25% of the average of the threedstintraday trading prices for the comr
stock on the Over-Th&ounter Bulletin Board for the 20 trading days Ibefbut not including the conversion date. The fuihcipal amour
of the secured convertible notes is due upon detender the terms of secured convertible notes.\iidreants are exercisable until seven'y
from the date of issuance at a purchase price @f2$per share. In addition, the conversion price¢hef secured convertible notes and
exercise price of the warrants will be adjustedhi@ event that we issue common stock at a pricewb#ie fixed conversion price, bel
market price, with the exception of any securitesied in connection with the Securities Purchagee@dment. The conversion price of
secured convertible notes and the exercise priteeofvarrants may be adjusted in certain circunegtsusuch as if we pay a stock divide
subdivide or combine outstanding shares of comntooksinto a greater or lesser number of sharegake such other actions as wc
otherwise result in dilution of the selling stockder’s position. As of the date of this filing, the cension price for the secured convert
debentures and the exercise price of the warrante hot been adjusted. The selling stockholderg lcantractually agreed to restrict t
ability to convert or exercise their warrants aadeive shares of our common stock such that thébaunf shares of common stock helc
them and their affiliates after such conversiomxercise does not exceed 4.9% of the then issudd@standing shares of common stocl
addition, we have granted the investors a secintigyest in substantially all of our assets andliattual property and registration rights.

We will still need additional investments in ordercontinue operations to cash flow break even.ithalthl investments are bei
sought, but we cannot guarantee that we will be &blbbtain such investments. Financing transagtinay include the issuance of equit
debt securities, obtaining credit facilities, ohet financing mechanisms. However, the tradingepoicour common stock and the downtur
the U.S. stock and debt markets could make it nddfigult to obtain financing through the issuanafeequity or debt securities. Even if
are able to raise the funds required, it is poeditdit we could incur unexpected costs and expgfak® collect significant amounts owec
us, or experience unexpected cash requirementsvthdt force us to seek alternative financing. Rert if we issue additional equity or d
securities, stockholders may experience additidilation or the new equity securities may have tsgipreferences or privileges senio
those of existing holders of our common stock.ddiiional financing is not available or is not dabie on acceptable terms, we will hav
curtail our operations again.
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The proceeds received from the sale of the seaoedertible notes will be used for business devalemt purposes, working cap
needs, pre-payment of interest, payment of comguéind legal fees and purchasing inventory.

June 6, 2007 Stock Purchase Agreement

To obtain funding for our ongoing operations, wéeead into a Securities Purchase Agreement with douaredited investors on Ju
6, 2007, for the sale of (i) $150,000 in securedvestible notes, and (ii) warrants to purchase @@,000 shares of our common stock.
investors purchased all of the secured conventibtes on June 6, 2007.

The proceeds received from the sale of the seatoadertible notes were used for business developm@poses, working capi
needs, pre-payment of interest, payment of comguéind legal fees and purchasing inventory.

The secured convertible notes bear interest at8&ture three years from the date of issuance, sndaavertible into our comm
stock, at the investors' option, at the lower »#$@.10 or (ii) 25% of the average of the threedstintraday trading prices for the comr
stock on the Over-Th&ounter Bulletin Board for the 20 trading days Ibefbut not including the conversion date. The fuihcipal amour
of the secured convertible notes is due upon detender the terms of secured convertible notes.\iidreants are exercisable until seven'y
from the date of issuance at a purchase price @f2$per share. In addition, the conversion price¢hef secured convertible notes and
exercise price of the warrants will be adjustedhi@ event that we issue common stock at a pricewb#ie fixed conversion price, bel
market price, with the exception of any securitesied in connection with the Securities Purchagee@dment. The conversion price of
secured convertible notes and the exercise priteeofvarrants may be adjusted in certain circunegtsusuch as if we pay a stock divide
subdivide or combine outstanding shares of comntooksinto a greater or lesser number of sharegake such other actions as wc
otherwise result in dilution of the selling stockdher’s position. As of the date of this filing, the cension price for the secured convert
debentures and the exercise price of the warrante hot been adjusted. The selling stockholderg lcantractually agreed to restrict ti
ability to convert or exercise their warrants aadeive shares of our common stock such that thébaunf shares of common stock helc
them and their affiliates after such conversiomxercise does not exceed 4.9% of the then issudd@standing shares of common stocl
addition, we have granted the investors a secimiigyest in substantially all of our assets andliattual property and registration rights.

We will still need additional investments in ordercontinue operations to cash flow break even.ithalthl investments are bei
sought, but we cannot guarantee that we will be &blbbtain such investments. Financing transagtinay include the issuance of equit
debt securities, obtaining credit facilities, ohet financing mechanisms. However, the tradingepoicour common stock and the downtur
the U.S. stock and debt markets could make it nddfigult to obtain financing through the issuanafeequity or debt securities. Even if
are able to raise the funds required, it is poeditdit we could incur unexpected costs and expgfak® collect significant amounts owec
us, or experience unexpected cash requirementsvthdd force us to seek alternative financing. Rert if we issue additional equity or d
securities, stockholders may experience additidilation or the new equity securities may have tsgipreferences or privileges senio
those of existing holders of our common stock.ddiiional financing is not available or is not dabie on acceptable terms, we will hav
curtail our operations again.

The proceeds received from the sale of the seaordertible notes will be used for business devalemt purposes, working cap
needs, pre-payment of interest, payment of comguéind legal fees and purchasing inventory.

June 20, 2007 Stock Purchase Agreement

To obtain funding for our ongoing operations, wéeead into a Securities Purchase Agreement with douaredited investors on Jt
20, 2007, for the sale of (i) $150,000 in securenvertible notes, and (ii) warrants to purchas®@®,000 shares of our common stock.
investors purchased all of the secured convertibtes on June 20, 2007.

The proceeds received from the sale of the seatoadertible notes were used for business developm@poses, working capi
needs, pre-payment of interest, payment of comguéind legal fees and purchasing inventory.

The secured convertible notes bear interest at8&ture three years from the date of issuance, sndaavertible into our comm
stock, at the investors' option, at the lower df$0.10 or (ii) 25% of the average of the threedstintraday trading prices for the comr
stock on the Over-Th€ounter Bulletin Board for the 20 trading days lbefbut not including the conversion date. The julhcipal amour
of the secured convertible notes is due upon detendler the terms of secured convertible notes.\iidreants are exercisable until seven'y
from the date of issuance at a purchase price @f2$per share. In addition, the conversion price¢hef secured convertible notes and
exercise price of the warrants will be adjustedhia event that we issue common stock at a pricewb#te fixed conversion price, bel
market price, with the exception of any securitesied in connection with the Securities Purchagee@dment. The conversion price of
secured convertible notes and the exercise priteeofvarrants may be adjusted in certain circunegtsusuch as if we pay a stock divide
subdivide or combine outstanding shares of comntooksinto a greater or lesser number of sharesake such other actions asuld
otherwise result in dilution of the selling stockder’s position. As of the date of this filing, the cension price for the secured convert
debentures and the exercise price of the warrante hot been adjusted. The selling stockholderg lcantractually agreed to restrict t
ability to convert or exercise their warrants aadeive shares of our common stock such that thébaunf shares of common stock helc
them and their affiliates after such conversiomxercise does not exceed 4.9% of the then issuddw@standing shares of common stocl
addition, we have granted the investors a secimiigyest in substantially all of our assets andliattual property and registration rights.
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We will still need additional investments in ordercontinue operations to cash flow break even.ithalthl investments are bei
sought, but we cannot guarantee that we will be &bbbtain such investments. Financing transastinay include the issuance of equit
debt securities, obtaining credit facilities, ohet financing mechanisms. However, the tradingepoicour common stock and the downtur
the U.S. stock and debt markets could make it nddfigult to obtain financing through the issuanafeequity or debt securities. Even if
are able to raise the funds required, it is possiftht we could incur unexpected costs and expefak® collect significant amounts owec
us, or experience unexpected cash requirementsvthdd force us to seek alternative financing. Rert if we issue additional equity or d
securities, stockholders may experience additidilation or the new equity securities may have tsgipreferences or privileges senio
those of existing holders of our common stock.ddiiional financing is not available or is not dahie on acceptable terms, we will hav
curtail our operations again.

The proceeds received from the sale of the seaordertible notes will be used for business devalemt purposes, working cap
needs, pre-payment of interest, payment of comguéind legal fees and purchasing inventory.

Critical Accounting Policies

In February 2006, the FASB issued SFAS No. 123&cbunting for certain Hybrid Financial Instrumerais amendment of FAS
Statements No. 133 and 14@F SFAS No. 155. SFAS No. 155 permits fair valumeasurement for any hybrid financial instrument
contains an embedded derivative that otherwise dvaeduire bifurcation, clarifies which interest-prtrips and principabnly strips are ni
subject to the requirements of Statement No. 18@béishes a requirement to evaluate interestedurgized financial assets to iden
interests that are freestanding derivatives or #hathybrid financial instruments that contain ambedded derivative requiring bifurcati
clarifies that concentrations of credit risk in floem of subordination are not embedded derivatieesl amends SFAS No. 140 to elimit
the prohibition on a qualifying special purposeitgrfrom holding a derivative financial instrumethiat pertains to a beneficial interest o
than another derivative financial instrument. SFESS is effective for all financial instruments aggd or issued after the beginning of
entity’s first fiscal year that begins after September2l®6. We do not expect the adoption of SFAS 15batwe a material impact on «
consolidated financial position, results of opemasi or cash flows.

In March 2006, the FASB issued FASB Statement N, AAccounting for Servicing of Financial Assetan amendment to FAS
Statement No. 140. Statement 156 requires thahtity eecognize a servicing asset or servicingiligheach time it undertakes an obligat
to service a financial asset by entering into &isercontract under certain situations. The newdsad is effective for fiscal years beginr
after September 15, 2006. The adoption of SFAS Bédid not have a material impact on the Compafity&cial position and results
operations.

In July 2006, the FASB issued Interpretation No.(BBN 48). “Accounting for uncertainty in Income Xes”. FIN 48 clarifies th
accounting for Income Taxes by prescribing the mimn recognition threshold a tax position is reqdiite meet before being recognize:
the financial statements. It also provides guidamta&lerecognition, measurement, classificatioreregt and penalties, accounting in inte
periods, disclosure and transition and clearly ssopcome taxes out of SFAS 5, “Accounting for Quygncies”.FIN 48 is effective fc
fiscal years beginning after December 15, 2006. h&'ee not yet evaluated the impact of adopting F8\No# our consolidated financ
position, results of operations and cash flows.

In September 2006 the Financial Account Standamed(the “FASB”)issued its Statement of Financial Accounting Stat&ld57
Fair Value Measurements. This Statement definevédile, establishes a framework for measuringvalue in generally accepted accoun
principles (GAAP), and expands disclosures aboutvidue measurements. This Statement applies utther accounting pronounceme
that require or permit fair value measurements,Bbard having previously concluded in those acdognpronouncements that fair valu
the relevant measurement attribute. Accordinglig, 8tatement does not require any new fair valuasmements. However, for some enti
the application of this Statement will change cotneractice. FAS 157 effective date is for fiscahys beginning after November 15, 2(
The Company does not expect adoption of this standdl have a material impact on its financial fi@ms, operations or cash flows.

Non-GAAP Financial Measures

The financial statements appearing in this quigrteport on Form 10-Q do not contain any finanamgasures which are not in
accordance with generally accepted accounting proes.
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Inflation
In the opinion of management, inflation has not hadaterial effect on our financial condition osuits of its operations.
Off-Balance Sheet Arrangements

We do not maintain off-balance sheet arrangemeatsdo we participate in nomxchange traded contracts requiring fair v
accounting treatment.

Product Research and Development

We anticipate incurring approximately $500,000esgarch and development expenditures in connewftbrthe development of o
military and Homeland Security, portable illumirmati system, lighting and our hybrid lighting techlogy that is based on the recel
acquired patent rights from Renssealer Polytecimsigtute and at the University of California SaB@rbara.

These projected expenditures are dependent upogeograting revenues and obtaining sources of dingrin excess of our existi
capital resources. There is no guarantee that Webisuccessful in raising the funds required enayating revenues sufficient to fund
projected costs of research and development dthimgext twelve months.

Acquisition or Disposition of Plant and Equipment

We do not anticipate the sale of any significamiperty, plant or equipment during the next twelvenths. We do not anticipate -
acquisition of any significant property, plant gugment during the next 12 months.
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ITEM 3. CONTROLS AND PROCEDURES
() Evaluation of Disclosure Controls and Procedu

In connection with the preparation of this Repard & accordance with Item 307 of RegulatioiK Snve carried out an evaluation, un
the supervision and with the participation of masragnt, including our Chief Executive Officer andi&hFinancial Officer, of th
effectiveness of our disclosure controls and prooesl as of the end of the period covered by thpsrte Based on that evaluation,
Chief Executive Officer and Chief Financial Officeoncluded that our disclosure controls and proesiwere effective as of June
20009.

(b) Changes in Internal Control Over Financial Repaor
During the three month period ended June 30, 20@e were no changes to our internal control dwancial reporting, other than 1

remediation of a prexisting material weakness identified above, thmtehmaterially affected, or are reasonably likeyntaterially
affect, our internal control over financial repodi
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PART Il - OTHER INFORMATION
Item 1. Legal Proceedings.

From time to time, we may become involved in vasitawsuits and legal proceedings which arise irotidénary course of busine
However, litigation is subject to inherent uncartegs, and an adverse result in these or otherersatbay arise from time to time that r
harm our business.

On April 16, 2007, Casey Tool and Machine Co. fied@domplaint against us in the Circuit Court foe thourth Judical Distric
Shelbyville, lllinois, alleging breach of contrdot failure to pay $14,222 on an account payablée intend to resolve this matter in a judi
manner.

On September 5, 2007, we announced that we had eoo®ed an action against AJW Partners, LLC, AJW I@ifs, LTD., AJV
Qualified Partners, LLC, and New Millennium CapiRdrtners Il, LLC, (the “Defendantsif) the United States District Court for the Soutl
District of New York for violations of the anfraud provisions of the Securities Act of 1934 uftanegligent misrepresentation, breac
fiduciary duty, breach of contract, breach of iredlicovenant of good faith and fair dealing and ession. The complaint alleges that
Defendants utilized an illegal trading scheme imra) deceptive secured loan financings to convearess of Compang’ common stock fi
the Defendants’ own use and benefit. The tradihgise involved the Defendants manipulating the Camsastock price downward by sh
sales. In addition the complaint seeks declaraiojynctive and monetary relief. On September D072 AJW Partners, LLC, AJW Offsho
LTD., AJW Qualified Partners, LLC, New Millenniu@apital Partners Il, LLC and AJW Master Fund, LTiled and action against us in-
Supreme Court of the State of New York, County efiNY ork alleging breach of contract. On Septen#§r2007, we removed the state
complaint to federal court to join the federal dozmmplaint. On March 17, 2008, the federal cdwaving determined that it lacked sub
matter jurisdiction over the state court complaietnanded the case back to state court. On MaQadg, we filed our answer and affirmai
and separate defenses and our counterclaims fardeary, injunctive and monetary relief. Thisdgition is currently in the discovery phase.

On September 13, 2007, Britannia Law Office commednan action against us and our President, Marf®@dbmidt, in the Genel
Court of Justice, Superior Court Division, Durhamou@ty. North Carolina, alleging breach of contraadditional payments due un
contract, unjust enrichment, fraud and unfair trpdictices arising out of a consultant agreementMarch 12, 2009, the parties execut
mutual settlement and release agreement. . OnlJ2009, Britannia Law Office filed a Motion for &ee to Supplement the Complaint.
July 17, 2009, we filed a motion to Amend and pemental Pleading.
Item 2. Unregistered Sales of Equity Securities @ad of Proceeds.

In April 2009, we borrowed a aggregate of $37,500conjunction with the borrowing, we issued ataif 25,000,000 shares of
common stock..

In May 2009, we borrowed a aggregate of $140,08G:onjunction with the borrowing, we issued a taf50,000,000 shares of ¢
common stock..

In June 2009, we borrowed a aggregate of $59,50@onjunction with the borrowing, we issued a kath5,000,000 shares of ¢
common stock..

In June 2009, we reissued 30,000,000 shares togaearent which had been used to provide financirthedCompany.
Item 3. Defaults Upon Senior Securities.

On August 21, 2007, we received a Notice of Deffnalin AJW Partners, LLC, New Millennium Capital Bars I, LLC, AJW
Qualified Partners, LLC and AJW Offshore, LTD. (eclively, the “Investors”)claiming that we were purportedly in default of tein
obligations under our notes issued to the Investoesto our failure to honor any further conversiémotes to common stock.

Item 4. Submission of Matters to a Vote of Secudblders.

None.
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Item 5. Other Information.
Subsequent Events.
On August 6, 2009, we issued 95,000,000 sharet tBedrge Investments, pursuant to a warrant pgehgreement.
Item 6. Exhibits
31.1 Certification by Chief Executive Officer pursuant$arbanes Oxley Act of 2002 Section &
31.2 Certification by Chief Financial Officer pursuant$arbanes Oxley Act of 2002 Section 2
32.1 Certification by chief executive officer and chfefancial officer pursuant to Sarba-Oxley Act of 2002 Section 90
SIGNATURES

In accordance with requirements of the Exchange thetregistrant caused this report to be signeitkdrehalf by the undersigned, thereunto
duly authorized.

CYBERLUX CORPORATION

Date: August 20,2009 By: /s/ Mark D. Schmid
Mark D. Schmid:
Chief Executive Officer (Principal Executive Offige

Date: August 20,2009 By: /s/ DAVID D. DOWNING
David D. Downing
Chief Financial Officer (Principal Financial Officand
Principal Accounting Officer
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EXHIBIT 31.1
CERTIFICATION — Chief Executive Officer
[, Mark D. Schmidt, certify that:
1. | have reviewed this Quarterly Report on ForrrLfbr the period ended June 30, 2009, of Cybe@axporation.;

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or emnéttate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementswade, not misleading with respect
to the period covered by this report;

3. (Intentionally omitted);

4. The registrant’s other certifying officer(s) anafre responsible for establishing and maintainiisglosure controls and
procedures (as defined in Exchange Act Rules 13a}Ehd 15d-15(e)) and internal control over finaheporting (as defined in
Exchange Act rules 13a-15(f) and 15d-15(f)) for thgistrant and have:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedoitge designed unc
our supervision, to ensure that material infornratielating to the registrant, including its condatied subsidiaries, is made known
to us by others within those entities, particulahlying the period in which this report is beingpared;

(b) Designed such internal control over financearting, or caused such internal control overrfaial reporting to be
designed under our supervision, to provide readeradsurance regarding the reliability of financegorting and the preparation
of financial statements for external purposes toetance with generally accepted accounting priesip

(c) Evaluated the effectiveness of the registragiisslosure controls and procedures and presentesi report our
conclusions about the effectiveness of the disesantrols and procedures, as of the end of thiegeovered by this report
based on such evaluation; and

(d) Disclosed in this report any change in thegggnt’s internal control over financial reportitigat occurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimeaport) that has materially
affected, or is reasonably likely to materiallyeadf, the registrant’s internal control over finae¢eporting; and

5. The registrant’s other certifying officer(s) antave disclosed, based on our most recent evaiuat internal control over
financial reporting, to the registrant’s auditorslahe audit committee of the registrant’s boardicéctors (or persons performing the
equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting
which are reasonably likely to adversely affectrthgistrant’s ability to record, process, summaard report financial
information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a samiifiole in the
registrant’s internal control over financial repogt

Date: August 20, 2009 By:/s/ MARK D. SCHMIDT

Mark D. Schmid
Chief Executive Office




EXHIBIT 31.2
CERTIFICATION — Chief Financial Officer

I, David D. Downing, certify that:
1. | have reviewed this Quarterly Report on Forr(Libr the period ended June 30, 2009 of CyberlaspGration;

2. Based on my knowledge, this report does notaiomny untrue statement of a material fact or enéttate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementswade, not misleading with respect
to the period covered by this report;

3. (Intentionally omitted);

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintainiisglosure controls and
procedures (as defined in Exchange Act Rules 13a}Ehd 15d-15(e)) and internal control over finaheporting (as defined in
Exchange Act rules 13a-15(f) and 15d-15(f)) for thgistrant and have:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedortge designed unc
our supervision, to ensure that material infornratielating to the registrant, including its condatied subsidiaries, is made known
to us by others within those entities, particulahlying the period in which this report is beingpared;

(b) Designed such internal control over financearting, or caused such internal control overrfaial reporting to be
designed under our supervision, to provide readeradsurance regarding the reliability of financegorting and the preparation
of financial statements for external purposes toetance with generally accepted accounting priesip

(c) Evaluated the effectiveness of the registragiisslosure controls and procedures and presentglsi report our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thiegeovered by this report
based on such evaluation; and

(d) Disclosed in this report any change in thegggnt’s internal control over financial reportitiat occurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimeaport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant’s internal control over finalceporting; and

5. The registrant’s other certifying officer(s) antave disclosed, based on our most recent evaiuat internal control over
financial reporting, to the registrant’s auditorglahe audit committee of the registrant’s boardicéctors (or persons performing the
equivalent functions):

(&) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting
which are reasonably likely to adversely affectbgistrant’s ability to record, process, summaad report financial
information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the
registrant’s internal control over financial repogt

Date: August 20, 2009 By:/s/ DAVID D. DOWNING

David D. Downing
Chief Financial Office




EXHIBIT 32.1

CERTIFICATIONS PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANESOXLEY ACT OF 2002

In connection with the Quarterly Report of @ylax Corporation (the “Company”) on Form 10-Q the quarter ended June 30, 2009, as
filed with the Securities and Exchange Commissiothe date hereof (the “Report”), each of the usideed, in the respective capacities and

on the date indicated below, hereby certifies pamsto 18 U.S.C. Section 1350, as adopted pursae@ection 906 of the Sarban@siey Act
of 2002, that to his knowledge:

1) the Report fully complies with the requirementsSefiction 13(a) or 15(d) of the Securities Exchangeof 1934; anc

2) the information contained in the Report fairly mets, in all material respects, the financial ctadiand results of operations of the
Company

Dated: August 20, 2009

/s/ Mark D. Schmidt

Mark D. Schmidt
Chief Executive Office

/s/ David D. Downing

David D. Downing
Chief Financial Officel




