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U.S. SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10QSB
(Mark One)

Quarterly report under Section 13 or 15(d) of teeBities Exchange Act of 1934 for the quarterljigetended September 30, 2008.
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Commission file number 000-33415
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Issuer's Telephone Number

Indicate by check mark whether the issuer (1) faédeports required to be filed by Section 136¢d) of the Securities Exchange Act of 1934
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filing requirements for the past 90 days.

YesX] No[O

Indicate by check mark whether the registrant large accelerated filer, an accelerated filer, n-accelerated filer, or a smaller repor
company.
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Indicate by check mark whether the registrantsbel company (as defined in Rule 12b-2 of the Exgje Act).
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CYBERLUX CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS
Current assets:
Cash & cash equivalents
Accounts receivable, net of allowance for doub#fttounts of $1,803
Inventories, net of allowance of $43,333
Other current assets

Total current assets

Property, plant and equipment, net of accumulaegetiation of $189,338 and $169,171,
respectively

Other assets

Deposits

Patents and development costs, net of accumulatediaation of $1,214,056 and $819,639,
respectively

Total other assets

Total Assets

LIABILITIES AND DEFICIENCY IN STOCKHOLDERS' EQUITY
Current liabilities:

Cash overdraft

Accounts payable

Accrued liabilities

Short-term notes payable - related parties

Short-term notes payable

Short-term convertible notes payable

Total current liabilities

Long-term liabilities:
Derivative liability relating to convertible debemés
Warrant liability relating to convertible debentsre

Total long-term liabilities

Total liabilities

Commitments and Contingencies

Redeemable Series A convertible preferred stoclki@0par value; 200 shares designated, 26.98|
and 28.9806 issued and outstanding as of Septe3fb@008 and December 31, 2007; liquidatic

preference of $219,892 and $231,845 as of Septegth@008 and December 31, 2007,
respectively

DEFICIENCY IN STOCKHOLDERS' EQUITY

Class B convertible preferred stock, $0.001 pane/aB,650,000 shares designated; 3,650,000 sh.
issued and outstanding for September 30, 2008 acember 31, 2007; liquidation preference o

$3,650,000 as of September 30, 2008 and Decemb@08T

(unaudited)

September 30, December 31,

2008 2007
$ 29( 62€
53,92° 77,81t
54,25 157,37!
17,50( 10,00(
125,96¢ 245,82(
54,44( 74,60'
24,40( 24,40(
2,760,91i 3,155,33!
2,785,311 3,179,73!
$ 2,965,72 3,500,16:
$ 7,131 33,17¢
1,050,29! 733,53
2,978,20! 2,345,13
418,82: 397,06«
39,80« 196,06
4,805,17! 3,050,51i
9,299,44. 6,755,491
23,899,07 17,334,62
977,93t 4,509,53!
24,877,01 21,844,15
34,176,46 28,599,64
134,90( 144,90(
3,65( 3,65(



Class C convertible preferred stock, $0.001 pawnesal00,000 shares designated; 150,000 shares
issued and outstanding for September 30, 2008 acember 31, 2007, liquidation preference o

$3,910,490 and $3,823,230, as of September 30, 200®ecember 31, 2007, respectively 15C 15C
Common stock, $0.001 par value, 900,000,000 slart®rized; 717,713,999and 552,342,881 sh

issued and outstanding as of September 30, 200®aceimber 31, 2007 717,71 552,34
Additional paid-in capital 17,162,03 15,286,70
Accumulated deficit (49,229,18) (41,087,23)
Deficiency in stockholders' equity (31,345,63) (25,244,38)
Total liabilities and (deficiency) in stockholdeesjuity $ 2,965,721 $ 3,500,16:

The accompanying notes are an integral part oktheadensed consolidated financial statements




CYBERLUX CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(unaudited)

Three months ended September 30, Nine months ended September 30,

2008 2007 2008 2007

REVENUE: 69,25¢ $ 298,45¢ $ 401,16: 521,81
Cost of goods sold (47,299 (227,93)) (267,81 (402,609
Gross margin (loss) 21,96 70,527 133,34 119,20¢
OPERATING EXPENSES:
Depreciation 6,20¢ 5,332 20,161 16,98:
Research and development — 42,46¢ 1,38¢ 121,95:
General and administrative expenses 1,351,63 629,60t 2,890,87. 2,865,38
Total operating expenses 1,357,84. 677,40: 2,912,42 3,004,31!
NET LOSS FROM OPERATION:! (1,335,88) (606,87°) (2,779,07) (2,885,11)
Debt forgiveness — — — 381,65:
Unrealized gain (loss) relating to adjustment af\dgive anc

warrant liability to fair value of underlying sedtigs 2,754,71. (56,164,99) (3,032,85) (65,227,49)
Interest expense, net (517,55) (631,73) (1,887,061 (1,829,72)
Debt acquisition costs 9,28¢ (34,38) (442,42) (77,75)
Net Income (loss) before provision for income ta 910,56¢ (57,437,98) (8,141,42) (69,638,44)
Income taxes (benefit) — — 51t —
INCOME (LOSS) AVAILABLE TO COMMON
STOCKHOLDERS 910,56¢ $ (57,437,98) $ (8,141,94) (69,638,44)
Weighted average number of common shares outsigndin
basic 667,942,48 494,297,67 602,506,20 327,087,03
Weighted average number of common shares outs@gndin
fully diluted Note A
Income (loss) per share-basic 0.0C $ (0.12) $ (0.00) $ (0.21)
Loss per share-fully diluted Note A
Preferred dividend 24,000 $ 24,000 $ 72,00( 72,00(

The accompanying notes are an integral part oktheadensed consolidated financial statements




CYBERLUX CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOW

(unaudited)
Nine months ended September 30,
2008 2007
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss) available to common stockholi $ (8,141,94) $ (69,638,44)
Adjustments to reconcile net income (loss) to aastd in operating activities
Depreciation 20,167 16,98:
Amortization 394,41 394,41
Common stock issued in connection issuance of debt 385,10¢ —
Common stock issued in connection with servicedeezd 878,80( 118,11(
Preferred stock issued as compensation — 370,50(
Gain on repurchase and cancellation of warrants (381,657)
Beneficial conversion feature relating to convéetibebenture 184,73t —
Accretion of convertible notes payable 1,254,66! 1,408,05!
Unrealized (gain) loss on adjustment of derivatine warrant liability to fair value of underlying
securities 3,032,85! 65,227,49
(Increase) decrease in:
Accounts receivable 23,88¢ 85,27:
Inventories 103,12¢ 88,39!
Prepaid expenses and other assets (7,500 12,54
Increase (decrease) in:
Cash overdraft (26,04)) 68,35(
Accounts payable 372,75t 92,92¢
Accrued liabilities 633,07t 343,68¢
Net cash (used in) operating activit (891,887 (1,793,35)
CASH FLOWS FROM INVESTING ACTIVITIES:
Net cash acquired in connection with acquisitiomdgbrid Lighting Technologies, In — 150,00(
Acquisition of fixed assets — (11,319
Net cash provided by (used in) investing activit — 138,68t
CASH FLOWS FROM FINANCING ACTIVITIES:
Net proceeds from issuance of convertible debes 500,00( 1,000,001
Proceeds from sale of common stock 526,05(
Proceeds from exercise of warrants — —
Proceeds from sale of warrants — 158,72:
Net proceeds (payments) from borrowing on long tbesis (156,26 20,29(
Net proceeds (payments) to notes payable, relatdtbs 21,75¢ 81,47(
Net cash provided by (used in) financing activit 891,54t 1,260,48:
Net increase (decrease) in cash and cash equis (336€) (394,18)
Cash and cash equivalents at beginning of period 62€ 395,81
Cash and cash equivalents at end of period $ 29C $ 1,63(

Supplemental disclosures:

Interest Paid $ — 3 =
Income Taxes Paid — —
NON-CASH INVESTING AND FINANCING ACTIVITIES:

Unrealized (gain) loss in adjustment of derivatwel warrant liability to fair value of underlying



securities

$ 3,032,85/ $ 65,227,49
Common stock issued for services rendered $ 878,80( $ 118,11(
Preferred stock issued as compensation $ — $ 370,50(

The accompanying notes are an integral part oktheadensed consolidated financial statements




CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2008
(Unaudited)

NOTE A-SUMMARY OF ACCOUNTING POLICIES
General

The accompanying unaudited condensed financiarstts have been prepared in accordance with aiiegyominciples generally acceptec
the United States of America for interim finandiaformation and the instructions to Form Q0-Accordingly, they do not include all of 1
information and footnotes required by generallyegted accounting principles for complete finanstatements.

In the opinion of management, all adjustments (isbing of normal recurring accruals) consideredassary for a fair presentation have t
included. Accordingly, the results from operatidosthe three and nine month periods ended Septe8the€008, are not necessarily indica
of the results that may be expected for the yede@rDecember 31, 2008. The unaudited condensedcfalastatements should be rea
conjunction with the December 31, 2007 financiatements and footnotes thereto included in the Gorylp Form 1KSB for the year endt
December 31, 2007.

Business and Basis of Presentation

Cyberlux Corporation (the "Company") is incorpothttn May 17, 2000 under the laws of the State ofada. Until December 31, 2004,

Company was a development state enterprise asedefimder Statement on Financial Accounting Starsddd.7, Development Sta
Enterprises ("SFAS No.7"). The Company developsnufectures and markets lomgrm portable lighting products for commercial

industrial users. While the Company has generateenues from its sale of products, the Companyintasred expenses, and sustained lo
Consequently, its operations are subject to atisrisherent in the establishment of a new busieessrprise. As of September 30, 2008
Company has accumulated losses of $49,229,180.

The consolidated financial statements include tbeoants of its wholly owned subsidiaries, SPE Tedbgies, Inc. and Hybrid Lightir
Technologies, Inc. All significant intercompany &ates and transactions have been eliminated iroidason.

Revenue Recognition

Revenues are recognized in the period that proda@sprovided. For revenue from product sales, Goenpany recognizes revenue
accordance with Staff Accounting Bulletin No. 1REVENUE RECOGNITION ("SAB104"), which supersedeafSAccounting Bulletin Nc
101, REVENUE RECOGNITION IN FINANCIAL STATEMENTS §AB101"). SAB 101 requires that four basic critariast be met befo
revenue can be recognized: (1) persuasive evideh@m arrangement exists; (2) delivery has occuyr(dl the selling price is fixed a
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 pradudelivered and the collectability of those amteuRrovisions for discounts and rebate
customers, estimated returns and allowances, dmet adjustments are provided for in the same petiedrelated sales are recorded.
Company defers any revenue for which the produstria been delivered or is subject to refund wuih time that the Company and
customer jointly determine that the product haslbadivered or no refund will be required. At Sepber 30, 2008 and December 31, 2007
Company did not have any deferred revenue.

SAB 104 incorporates Emerging Issues Task Forc2I00EITF 00-21"),MULTIPLE DELIVERABLE REVENUE ARRANGEMENTS. EITI
00-21 addresses accounting for arrangements that mvayve the delivery or performance of multiple puots, services and/or rights to
assets. The effect of implementing EITF 00-21 ean@ompany’s financial position and results of ofiers was not significant.
Reclassification

Certain reclassifications have been made in prar’g financial statements to conform to classifiees used in the current year.

Concentrations of Credit Risk

Financial instruments and related items which pidéy subject the Company to concentrations ofditreésk consist primarily of cash, ce
equivalents and trade receivables. The Companyeglias cash and temporary cash investments wittitajeality institutions. At times, su
investments may be in excess of the FDIC insuréinie The Company periodically reviews its tradeivables in determining its allowau
for doubtful accounts. At September 30, 2008 andebber 31, 2007, allowance for doubtful receivatdes $1,803 and $8,646, respectively.






CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2008
(Unaudited)

NOTE A-SUMMARY OF ACCOUNTING POLICIES (continued )

Stock based compensation

On December 16, 2004, the Financial Accounting d&edfs Board (FASB) issued FASB Statement No. 12@Rided 2004), ShamBase!
Payment" which is a revision of FASB Statement N3, "Accounting for StoclBased Compensation”. Statement 123R supersede:
opinion No. 25, "Accounting for Stock Issued to Hayges", and amends FASB Statement No. 95, "StateofeCash Flows". Generally, 1
approach in Statement 123R is similar to the apgrakescribed in Statement 123. However, Staten3iR Yequires all shadgased paymer
to employees, including grants of employee stockioop, to be recognized in the income statemenedam their fair values. Prforme
disclosure is no longer an alternative. This stat@ndoes not change the accounting guidance foe dfesed payment transactions with pa
other than employees provided in Statement of FEiahccounting Standards No. 123(R). This statenge®s not address the accounting
employee share ownership plans, which are sube@I€CPA Statement of Position 93-6, “Employeistcounting for Employee Sto
Ownership Plans.On April 14, 2005, the SEC amended the effectivte dé the provisions of this statement. The effd#fdthis amendment |
the SEC is that the Company had to comply witheBtaint 123R and use the Fair Value based methodcoluating no later than the fi
quarter of 2006. The Company implemented SFAS I98(R) on January 1, 2006 using the modified praspeenethod. The fair value
each option grant issued after January 1, 2006 dedsrmined as of grant date, utilizing the Bl&tholes option pricing model. T
amortization of each option grant will be over thenainder of the vesting period of each option gran

As more fully described in Note G, the Company tgdrstock options over the years to employees @fGbmpany under a najualifiec
employee stock option plan. As of September 308260,432,307 stock options were outstanding aedogsable.

In prior years, the Company applied the intrinside method prescribed in Accounting Principles rBo&'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 yeaaifitial statements to the extent options grantecusibck incentiv
plans had an exercise price less than the market wé the underlying common stock on the daterafg

Net Income (loss) Per Common Sh

The Company computes earnings per share undemf&atef Financial Accounting Standards No. 128, riiiteys Per Share" (“SFAS 128"
Net earnings (losses) per common share is compytetividing net income (loss) by the weighted ageraumber of shares of common s

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

conversion of convertible preferred shares andettercise of the Company's stock options and wasrégdiculated using the treasury st

method). During the three and nine months endete8der 30, 2008 and 2007, common stock equivaletsiot considered in the calcula

of the weighted average number of common sharestamding because they would be atilitive, thereby decreasing the net loss per con

share.

The following reconciliation of net income and shamounts used in the computation of income (Ipss)share for the three months er
September 30, 2008:

Three Months

Ended
September 30,
2008
Net income used in computing basic net income pare $ 910,56¢
Impact of assumed assumptions:
Accretion of convertible debenture charged to edeexpense 374,57
Impact of equity classified as liability:
Gain on warrant liability marked to fair value (2,754,71)
Net loss in computing diluted net loss per sh $ (1,469,57)

The weighted average shares outstanding used ibasie net income per share computations for treetmonths ended September 30, .
was 667,942,486. In determining the number of shaied in computing diluted loss per share, the famy did not add approximat:



5,340,576,417 potentially dilutive securities fbietthree months ended September 30, 2008 becamssfféitt would be antdilutive. The
potentially dilutive securities added were mostlirilautable to the warrants, options and convegtithébentures outstanding. As a result
diluted loss per share for the three months enagdegber 30, 2008 was $0.00.




CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2008
(Unaudited)

NOTE A-SUMMARY OF ACCOUNTING POLICIES (continued )

Patents

The Company acquired in December 2006, for $2,2M),and January 2007, for $1,387,000, patents mjuoction with the acquisitions
SPE Technologies, Inc and Hybrid Lighting Techn@sglinc, respectively. The patents have an estidhaseful life of 7 years. According
the Company recorded an amortization charge tentiperiod earnings of $394,417 for the nine moetided September 30, 2008 and 2
Patents are comprised of the following:

Net carrying value .

Accumulated amortizatic ~ September 30,

Description Cost and impairments 2008
Development costs $ 293,75($ 293,75( % -0-
Patents 2,294,22. 573,55¢ 1,720,66!
Patents 1,387,00! 346,75( 1,040,25!
Total $ 3,974,97. % 1,214,05( $ 2,760,91

Derivative Financial Instruments

The Company's derivative financial instruments &insf embedded derivatives related to the 10% RekcConvertible Debentures (see M
D). These embedded derivatives include certain exsion features, variable interest features, cptioas and default provisions. T
accounting treatment of derivative financial ingtients requires that the Company record the devestind related warrants at their fair va
as of the inception date of the Note Agreementani@ir value as of each subsequent balance shéet ld addition, under the provisions
EITF Issue No. 0@9, "Accounting for Derivative Financial Instrumsrihdexed to, and Potentially Settled in, a Comsa@wwn Stock," as
result of entering into the Notes, the Companyetpuired to classify all other na@mployee stock options and warrants as derivai@lities
and mark them to market at each reporting date. ghange in fair value inclusive of modificationstefms will be recorded as naperating
non<cash income or expense at each reporting datdelffdir value of the derivatives is higher at thisequent balance sheet date
Company will record a non-operating, noash charge. If the fair value of the derivativedower at the subsequent balance sheet dat
Company will record non-operating, non-cash inco@enversionrelated derivatives were valued using the intrimeiethod and the warra
using the Black Scholes Option Pricing Model witle following assumptions: dividend yield of 0%; aahvolatility of 591%; and risk fre
interest rate from 0.98% to 2.98%. The derivataesclassified as long-term liabilities.

Registration rights

In with raising capital through the issuance of @ible Notes, the Company has issued convertieleentures and warrants in that t
registration rights with liquidated damages for timelerlying shares. As the contract must be setijethe delivery of registered shares ant
delivery of the registered shares is not controbgdhe Company, pursuant to EITF 00-18ctounting for Derivative Financial Instrume
Indexed to, and Potentially Settled in, a Compai@uen Stock”the net value of the of the underlying embeddedsdéve and warrants at t
date of issuance was recorded as liabilities orbilance sheet. Liquidated damages are estimattdamued as a liability at each repor
date. The Company has accrued an estimated $81i&,5§6idation damages.

Recent accounting pronouncements

In February 2007, the FASB issued SFAS No. 15Fhé Fair Value Option for Financial Assets and Fiogl Liabilities - Including ar
Amendment of FASB Statement No. ” (“SFAS No. 159”). SFAS No. 159 permits entities to choose to measwmey financial instrumer
and certain other items at fair value. Most of phevisions of SFAS No. 159 apply only to entitirat elect the fair value option. However,
amendment to SFAS No. 115Atcounting for Certain Investments in Debt and BqgSecurities’ applies to all entities with available-feale
and trading securities. SFAS No. 159 is effectiseof the beginning of an entig/first fiscal year that begins after November 28)7. Earl
adoption is permitted as of the beginning of adisear that begins on or before November 15, 2pfifyided the entity also elects to apply
provision of SFAS No. 157, Fair Value Measurements The adoption of SFAS No. 159 is not expected toehawmnaterial impact on ¢
consolidated financial position, results of opemasi or cash flows.






CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2008
(Unaudited)

NOTE A-SUMMARY OF ACCOUNTING POLICIES (continued )

Recent accounting pronouncements (continued)

In December 2007, the FASB issued SFAS No. 141(Rlisiness Combinations("SFAS No. 141(R)"), which establishes principlexd
requirements for how an acquirer recognizes andsuorea in its financial statements the identifiaddsets acquired, the liabilities assumed
any noncontrolling interest in an acquiree, inchgdthe recognition and measurement of goodwill aeduin a business combination. SF
No. 141R is effective as of the beginning of thstffiscal year beginning on or after December2l®)8. Earlier adoption is prohibited and
Company is currently evaluating the effect, if ahgit the adoption will have on its consolidatedafinial position results of operations or ¢
flows.

In December 2007, the FASB issued SFAS No. IB@ncontrolling Interest in Consolidated Financigtatements, an amendment of ,
No. 57" (“SFAS No. 160", which will change the accounting and reporting fainority interests, which will be recharacterizes
noncontrolling interests and classified as a coreppf equity within the consolidated balance sheSFAS No. 160 is effective as of
beginning of the first fiscal year beginning on after December 15, 2008. Earlier adoption is priddiband the Company is currer
evaluating the effect, if any that the adoption Wilve on its consolidated financial position résolff operations or cash flows.

In June 2007, the Accounting Standards Executiven@ittee issued Statement of Position 07-Qlafification of the Scope of the Audit &
Accounting Guide Investment Companies and Accognkip Parent Companies and Equity Method Investordrfvestments in Investme
Companies” (“SOP 07-1"). SOP 7provides guidance for determining whether antens within the scope of the AICPA Audit &
Accounting Guide Investment Companies (the “Audiide”). SOP 071 was originally determined to be effective focfifyears beginning
or after December 15, 2007, however, on Februa®068, FASB issued a final Staff Position indeBhjit deferring the effective date ¢
prohibiting early adoption of SOP 07-1 while addieg implementation issues.

In June 2007, the FASB ratified the consensus ifiFEIssue No. 07-3, Accounting for Nonrefundable Advance Payments fao o
Services to be Used in Future Research and Develap#ctivities” (EITF 073), which requires that nonrefundable advance paysnfol
goods or services that will be used or rendereduimre research and development (R&D) activitiesdeferred and amortized over the pe
that the goods are delivered or the related sesvéce performed, subject to an assessment of neduoliy. EITF 073 will be effective fo
fiscal years beginning after December 15, 2007. Cbmpany does not expect that the adoption of EXTB will have a material impact on ¢
consolidated financial position, results of opemasi or cash flows.

In December 2007, the FASB ratified the consensu&liTF Issue No. 07-1, “Accounting for CollaboraiArrangements” (EITF 0T).
EITF 0741 defines collaborative arrangements and requiskbabmrators to present the result of activitiesvidiich they act as the principal o
gross basis and report any payments received fntexlé to) the other collaborators based on othdicaibfe authoritative accounting literatt
and in the absence of other applicable authoréaliterature, on a reasonable, rational and cargishiccounting policy is to be elect
EITF 07-1 also provides for disclosures regardhng mature and purpose of the arrangement, the/'entights and obligations, the accoun
policy for the arrangement and the income statemkassification and amounts arising from the agesmEITF 071 will be effective fo
fiscal years beginning after December 15, 2008 ctwiwill be the Company' fiscal year 2009, and will be applied as a changeccountin
principle retrospectively for all collaborative angements existing as of the effective date. Theagamy has not yet evaluated the pote
impact of adopting EITF 07-1 on our consolidatedhficial position, results of operations or castvélo

In March 2008, the FASB” issued SFAS No. 16Disclosures about Derivative Instruments and Heddhttivities -an amendment to FA.
Statement No. 133[“SFAS No. 161"). SFAS No. 161 is intended to improve financial stdd for derivative instruments and hed:
activities by requiring enhanced disclosures tobénanvestors to better understand their effectsanrentity's financial position, financ
performance, and cash flows. Entities are requiedrovide enhanced disclosures about: (a) how whyg an entity uses derivati
instruments; (b) how derivative instruments andtel hedged items are accounted for under SFAS38and its related interpretations;
(c) how derivative instruments and related hedgeths affect an entitg’ financial position, financial performance, andtcdlows. It i
effective for financial statements issued for flspsars beginning after November 15, 2008, witHyeadoption encouraged. We are curre
evaluating the impact of SFAS No. 161, if any, wilve on our consolidated financial position, ressaf operations or cash flows.




CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2008
(Unaudited)

NOTE A-SUMMARY OF ACCOUNTING POLICIES (continued )

Recent accounting pronouncements (continued)

In April 2008, the FASB issued FSP No. FAS 142Etermination of the Useful Life of Intangible A&ss”. This FSP amends the factors
should be considered in developing renewal or esktenassumptions used to determine the usefubfife recognized intangible asset ur
SFAS No. 142/Goodwill and Other Intangible Assets”.We are required to adopt FSP 131n September 1, 2009, earlier adoptic
prohibited. The guidance in FSP 132or determining the useful life of a recognizedangible asset shall be applied prospective
intangible assets acquired after adoption, andlibaosure requirements shall be applied prospelgtito all intangible assets recognized a
and subsequent to, adoption. We are currentlyuatiag the impact of FSP 142en our consolidated financial position, resufteerations ¢
cash flows.

In May 2008, the FASB issued SFAS No. 16Zhe Hierarchy of Generally Accepted Accounting Eiptes™ ("SFAS No. 162"). SFAS N
162 identifies the sources of accounting principled the framework for selecting the principlesdugethe preparation of financial statem:
of nongovernmental entities that are presentedifarmity with generally accepted accounting priotes (the GAAP hierarchy). SFAS |
162 will become effective 60 days following the S&@pproval of the Public Company Accounting OwgrsiBoard amendments
AU Section 411, "The Meaning of Present Fairly ionfrmity With Generally Accepted Accounting Priplgs." We do not expect
adoption of SFAS No. 162 will have a material effec our consolidated financial position, resuk®perations or cash flows.

In May 2008, the FASB issued FSP Accounting PrilesiBoard ("APB") 14-1 'Accounting for Convertible Debt Instruments ThatyMg
Settled in Cash upon Conversion (Including Parizdsh Settlement) ("FSP APB 14-1"). FSP APB 1#-requires the issuer of cert
convertible debt instruments that may be settledash (or other assets) on conversion to separatelyunt for the liability (debt) and eqt
(conversion option) components of the instrumerd imanner that reflects the issuer's non-convertlebt borrowing rate. FSP APB 14s
effective for fiscal years beginning after Decembgr 2008 on a retroactive basis. We are currentbluating the potential impact, if any
the adoption of FSP APB 14-1 on our consolidatedrfcial position, results of operations or castvélo

Other recent accounting pronouncements issuedd¥ASB (including its Emerging Issues Task Forte, AICPA, and the SEC did not,
are not believed by management to, have a matengct on the Company’s present or future constdlfinancial statements.

NOTE B-CONVERTIBLE DEBENTURES

Notes payable at September 30, 2008 and Decemb20GT:

September 30, 2008 December 31, 2007
Gross Less: Gross Less:
Principal Unamortized Principal Unamortized
Amount Discount Net Amount Discount Net
10% convertible note payable, unsecured

due September, 2003; accrued and unpi
interest due at maturity; Note holder has
option to convert note principal together
with accrued and unpaid interest to the
Companys common stock at a rate of $C
per share. The Company is in violation ¢
the loan covenants $ 2,50( — $ 2,50C $ 2,50( — $ 2,50(

10% convertible debenture, due three yea
from date of the note with interest payab
quarterly during the life of the note. The
note is convertible into the Company’s
common stock at the lower of a) $0.03 o
25% of the average of the three lowest



intraday trading prices for the common sto
on a principal market for twenty days
before, but not including, conversion dat
The Company granted the note holder a
security interest in substantially all of the
Company’s assets and intellectual prope
and registration rights. The Company is
violation of the loan covenants (see belc $ 1,094,09. — $ 1,094,09 $ 1,094,09 $ 158,66! $ 935,42¢
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CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2008

(Unaudited)
NOTE B-CONVERTIBLE DEBENTURES (continued)
September 30, 2008 December 31, 2007
Gross Less: Gross Less:
Principal Unamortized Principal Unamortized
Amount Discount Net Amount Discount Net

10% convertible debenture, due three yea
from date of the note with interest payah
quarterly during the life of the note. The
note is convertible into the Company’s
common stock at the lower of a) $0.6 or
25% of the average of the three lowest
intraday trading prices for the common
stock on a principal market for twenty de
before, but not including, conversion dat
The Company granted the note holder a
security interest in substantially all of the
Company’s assets and intellectual prope
and registration rights. The Company is
violation of the loan covenants (see beloa $ 800,00( $ 16,80¢ $ 783,19¢ $ 800,00( $ 216,98t $ 583,01«

8% convertible debenture, due three years
from date of the note with interest payah
quarterly during the life of the note. The
note is convertible into the Company’s
common stock at the lower of a) $0.10 o
25% of the average of the three lowest
intraday trading prices for the common
stock on a principal market for twenty de
before, but not including, conversion dat
The Company granted the note holder a
security interest in substantially all of the
Company’s assets and intellectual prope
and registration rights (see below) 700,00( 56,25¢ 643,74 700,00( 231,41¢ 468,58:¢

8% convertible debenture, due March 200
with interest payable quarterly during the
life of the note. The note is convertible ir
the Company’s common stock at the low
of @)$0.10 or b) 25% of the average of tt
three lowest intraday trading prices for tt
common stock on a principal market for
twenty days before, but not including,
conversion date. The Company granted
note holder a security interest in
substantially all of the Company’s asset:
and intellectual property and registration
rights. (See below) 500,00( 80,82: 419,17¢ 500,00( 205,93 294,06«

6% convertible debenture, due July 2009 \
interest payable quarterly during the life
the note. The note is convertible into the



Company’s common stock at the lower of .
$0.10 or b) 25% of the average of the th
lowest intraday trading prices for the
common stock on a principal market for
twenty days before, but not including,
conversion date. The Company granted
note holder a security interest in
substantially all of the Company’s assets
and intellectual property and registration
rights. (See below) 500,00( 136,98t 363,01 500,00( 262,10( 237,90(

6% convertible debenture, due September
2009 with interest payable quarterly duri
the life of the note. The note is convertib
into the Company’s common stock at the
lower of a)$0.10 or b) 25% of the averac
of the three lowest intraday trading price
for the common stock on a principal mar
for twenty days before, but not including
conversion date. The Company granted
note holder a security interest in
substantially all of the Company’s asset:
and intellectual property and registration
rights. (See below) $ 280,00( $ 92,05 $ 187,94 $ 280,00( $ 162,11¢ $ 117,88:
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CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

SEPTEMBER 30, 2008
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

6% convertible debenture, due December
2009 with interest payable quarterly duri
the life of the note. The note is convertib
into the Company’s common stock at the
lower of a)$0.10 or b) 25% of the averac
of the three lowest intraday trading price
for the common stock on a principal mar
for twenty days before, but not including
conversion date. The Company granted
note holder a security interest in
substantially all of the Company’s asset:
and intellectual property and registration
rights. (See below)

8% convertible debenture, due April 2010
with interest payable quarterly during the
life of the note. The note is convertible ir
the Company’s common stock at the low
of @)$0.10 or b) 25% of the average of t
three lowest intraday trading prices for tt
common stock on a principal market for
twenty days before, but not including,
conversion date. The Company granted
note holder a security interest in
substantially all of the Company’s asset:
and intellectual property and registration
rights. (See below)

8% convertible debenture, due May 2010
interest payable quarterly during the life
the note. The note is convertible into the
Company’s common stock at the lower ¢
a)$0.10 or b) 25% of the average of the
three lowest intraday trading prices for tt
common stock on a principal market for
twenty days before, but not including,
conversion date. The Company granted
note holder a security interest in
substantially all of the Company’s asset:
and intellectual property and registration
rights. (See below)

8% convertible debenture, due June 2010
interest payable quarterly during the life
the note. The note is convertible into the
Company’s common stock at the lower ¢

September 30, 2008

December 31, 2007

Less: Gross Less:
Gross Princip: Unamortized Principal ~ Unamortized
Amount Discount Net Amount Discount Net
$ 600,00( $ 243,83t $ 356,16 $ 600,00( $ 393,97 $ 206,02°
400,00( 206,02° 193,97¢ 400,00( 306,11¢ 93,88:
150,00( 79,04: 70,95¢ 150,00( 116,57 33,42t



a)$0.10 or b) 25% of the average of the th
lowest intraday trading prices for the
common stock on a principal market for
twenty days before, but not including,
conversion date. The Company granted
note holder a security interest in
substantially all of the Company’s asset:
and intellectual property and registration
rights. (See below) 150,00( 83,28¢ 66,71: 150,00( 120,82: 29,17¢

8% convertible debenture, due June 2010
interest payable quarterly during the life
the note. The note is convertible into the
Company’s common stock at the lower ¢
a)$0.10 or b) 25% of the average of the
three lowest intraday trading prices for tt
common stock on a principal market for
twenty days before, but not including,
conversion date. The Company granted
note holder a security interest in
substantially all of the Company’s asset:
and intellectual property and registration
rights. (See below) $ 150,00( $ 87,26( $ 62,74( $ 150,00( $ 124,79 $ 25,20¢
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CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2008
(Unaudited)
NOTE B-CONVERTIBLE DEBENTURES (continued)

September 30, 2008 December 31, 2007
Less: Gross Less:
Gross Princip: Unamortized Principal  Unamortized
Amount Discount Net Amount Discount Net

8% convertible debenture, due July 2010\
interest payable quarterly during the life
the note. The note is convertible into the
Company’s common stock at the lower ¢
a)$0.10 or b) 25% of the average of the
three lowest intraday trading prices for tt
common stock on a principal market for
twenty days before, but not including,
conversion date. The Company granted
note holder a security interest in
substantially all of the Company’s asset:
and intellectual property and registration
rights. (See below) $ 150,00( $ 89,04. $ 60,95¢ $ 150,00( $ 126,57* $ 23,42¢

6% convertible debenture (warrant), matur

March 2015 with interest accruing until

conversion. The warrant is exercisable ¢

the greater of a) $0.012 or b) 75% of the

average of three lowest intraday trading

prices for the common stock on a princig

market for twenty days before, but

including, conversion date. The Compar

issued 6,763,300 shares of its common

stock as security. $ 500,00( — 500,00( $ — 3 — 3 =
Total 5976,59.  (1,171,41)  4,805,17! 547659  (2,426,08)  3,050,51
Less: current maturities: 5,976,59. (1,171,41) 4,805,17! 5,476,59. (2,426,08) 3,050,511
Long term portion $ -0- % -0- % 0- % -0- % -0- $ -0-

The Company entered into a Securities Purchase Agnetewith four accredited investors on April 23, 20@5 the issuance of an aggregat
$1,500,000 of convertible notes (“Convertible N&tesnd attached to the Convertible Notes was wartanpsirchase 25,000,000 shares o
Companys common stock. The Convertible Notes accrue iatexe10% per annum, payable quarterly, and arahdee years from the date
the note. The note holder has the option to corasgytunpaid note principal to the Compangbmmon stock at a rate of the lower of a) $
or b) 25% of the average of the three lowest irtyailading prices for the common stock on a priakciparket for the 20 trading days befi
but not including, conversion date. The effectivieiest rate at the date of inception was 270.48&apnum.

As of September 30, 2008, the Company issued &shovs of the Convertible Notes a total amountlgb@0,000 in exchange for total proce
of $1,352,067. The proceeds that the Company redemere net of prepaid interest of $72,933 reptasgithe first eight montls interest ar
related fees and costs of $75,000.

The Company's identified embedded derivatives edl&é the Securities Purchase Agreement enterecmiApril 23, 2005. These embed
derivatives included certain conversion featuremjable interest features, call options and defptdivisions. The accounting treatmen
derivative financial instruments requires that @@mpany allocate the relative fair values of theivdgives and related warrants as of
inception date of the Securities Purchase Agreemgend the proceeds amount and to fair value &aoli subsequent balance sheet date. ,
inception of the Securities Purchase Agreement,Gbmpany allocated $945,313 and $554,687 to theedddd derivatives and rela
warrants, respectively.

The Securities Purchase Agreement contains thealh 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 SE@ @btain effectiveness and maintain effectiveness

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

Change of control

Trading market limitations
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CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2008
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

The Company agreed to file a registration statemetht the SEC to affect the registration of therslsaof its common stock underlying
Security Purchase Agreement and the warrants wifidays from the date of receipt of written demahthe Investors. The Company ¢
agreed to use its reasonable best efforts to dhasesgistration statement to be declared effeativdater than 90 days after the date o
Securities Purchase Agreement. If the Registrefimtement is not filed and/or not declared effecti¢ described above, the Company wi
required to pay liquidated damages in the formasthcor the Company’s common stock, at the Comgattigtretion, in an amount equal to
of the unpaid principal balance per month to thie @ which the Registrable Securities (in the mpirof counsel to the Initial Investors) n
be immediately sold to the public without registrator restriction (including, without limitatioms to volume by each holder thereof) unde
1933 Act.

As of September 30, 2008 and December 31, 2007Ctmpany has not maintained an effective registnatitatement and therefore it
default of the Security Purchase agreement. As,sacithe option of the Holders of a majority of thggregate principal amount of
outstanding Notes issued pursuant to the Purchgseefent and through the delivery of written notmeéhe Company by such Holders |
"DEFAULT NOTICE"); the Notes shall become immedigtdue and payable and the Company shall pay tiitiider an amount equal to-
greater of (i) 130% times the sum of (w) the thetstanding principal amount of this Note plus (gfred and unpaid interest on the un
principal amount of this Note to the date of payimgns (y) Default Interest (at 15% per annum)arify, plus (z) any amounts owed to
Holder pursuant to the Registration Rights Agreem&he then outstanding principal amount of theeNtt the date of payment plus
amounts referred to in clauses (x), (y) and (z)l sldlectively be known as the "DEFAULT SUM")oriYithe "parity value" of the Default St
to be prepaid, where parity value means (a) thedsgnumber of shares of Common Stock issuable opaversion of or otherwise pursuar
such Default Sum, treating the Trading Day immesdyapreceding the Mandatory Prepayment Date asGobaversion Date" for purposes
determining the lowest applicable Conversion Pricdess the Default Event arises as a result akadh in respect of a specific Conver:
Date in which case such Conversion Date shall beQbnversion Date), multiplied by (b) the higheststhg Price for the Common Stc
during the period beginning on the date of firstuoecence of the Event of Default and ending one mtayr to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payabhereunder shall immediately become due and payaigether with all cos
including legal fees and expenses of collectiorthéf Borrower fails to pay the Default Amount wittfive (5) business days of written no
that such amount is due and payable, then the Helul have the right at any time, so long asBberower remains in default (and so It
and to the extent that there are sufficient autlearishares), to require the Borrower, upon writtetice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStfd¢he Borrower equal to the Default Amount dieitlby the Conversion Price thel
effect.

For the nine months ended September 30, 2008 abid, #e Company amortized the debt discount andgeldato interest expense $158,
and $75,669, respectively.

The Company entered into a Securities Purchaseefigget with four accredited investors on October2®05 for the issuance of $800,00!
convertible notes (“Convertible Notes”) and attathe the Convertible Notes was warrants to purct&®000 shares of the Company’
common stock. The Convertible Note accrues inteaae40% per annum, payable quarterly, and are lthe® tyears 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) $0106) 5%
of the average of the three lowest intraday tragiriges for the common stock on a principal marfketthe 20 trading days before, but
including, conversion date. The effective interas¢ at the date of inception was 142.28% per annum

As of September 30, 2008, the Company issued testovs of the Convertible Notes a total amount&f0$000 in exchange for total proce
of $775,000. The proceeds that the Company receiezd net of related fees and costs of $25,000.

The Company's identified embedded derivatives edladb the Securities Purchase Agreement entereddnt October 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 faiuealof the derivatives and related warran
of the inception date of the Securities Purchaseedment up to the proceeds amount and to fair \esugf each subsequent balance sheet
At the inception of the Securities Purchase Agregnibe Company allocated $743,770 and $56,230dcembedded derivatives and rel;
warrants, respectively.
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CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2008
(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 tdtiider(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 sharefjsct to Stockholder approval for full conversidraay remaining Security
Purchase Agreement

« Change of control
«  Trading market limitations

The Company agreed to file a registration statemetht the SEC to affect the registration of therslsaof its common stock underlying
Security Purchase Agreement and the warrants wifidays from the date of receipt of written demahthe Investors. The Company ¢
agreed to use its reasonable best efforts to diwgseegistration statement to be declared effeaiivdater than 90 days after the date o
Securities Purchase Agreement. If the Registrefimtement is not filed and/or not declared effecti¢ described above, the Company wi
required to pay liquidated damages in the formasthcor the Company’s common stock, at the Comgattigtretion, in an amount equal to
of the unpaid principal balance per month to thie da which the Registrable Securities (in the impirof counsel to the Initial Investors) n
be immediately sold to the public without registrator restriction (including, without limitatioms to volume by each holder thereof) unde
1933 Act.

As of September 30, 2008 and December 31, 2007Ctmpany has not maintained an effective registnatitatement and therefore it
default of the Security Purchase agreement. As,sacithe option of the Holders of a majority of thggregate principal amount of
outstanding Notes issued pursuant to the Purchgseefent and through the delivery of written notmeéhe Company by such Holders |
"DEFAULT NOTICE"); the Notes shall become immedigtdue and payable and the Company shall pay tiitiider an amount equal to-
greater of (i) 130% times the sum of (w) the thetstanding principal amount of this Note plus (gfred and unpaid interest on the un
principal amount of this Note to the date of payigns (y) Default Interest (at 15% per annum)arify, plus (z) any amounts owed to
Holder pursuant to the Registration Rights Agreem&he then outstanding principal amount of theeNtt the date of payment plus
amounts referred to in clauses (x), (y) and (z)l sldlectively be known as the "DEFAULT SUM")ori)ithe "parity value" of the Default St
to be prepaid, where parity value means (a) thedsgnumber of shares of Common Stock issuable opaversion of or otherwise pursuar
such Default Sum, treating the Trading Day immedyapreceding the Mandatory Prepayment Date asGobaversion Date" for purposes
determining the lowest applicable Conversion Prigdess the Default Event arises as a result gkadh in respect of a specific Conver:
Date in which case such Conversion Date shall beQbnversion Date), multiplied by (b) the higheststhg Price for the Common Stc
during the period beginning on the date of firstuoeence of the Event of Default and ending one mtayr to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payabhereunder shall immediately become due and payaiyether with all cos
including legal fees and expenses of collectiorthéf Borrower fails to pay the Default Amount wittfive (5) business days of written no
that such amount is due and payable, then the Helul have the right at any time, so long asBberower remains in default (and so It
and to the extent that there are sufficient autlearishares), to require the Borrower, upon writtetice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStfd¢he Borrower equal to the Default Amount dieitlby the Conversion Price thel
effect.

For the nine months ended September 30, 2008 abid, #e Company amortized the debt discount andgeldato interest expense $200,
and $200,183, respectively.

The Company entered into a Securities Purchaseefggat with four accredited investors on December2P85 for the issuance of $700,!
of convertible notes (“Convertible Notes”) and alted to the Convertible Notes were warrants to lpase 700,000 shares of the Company’
common stock. The Convertible Note accrues intexe8% per annum, payable quarterly, and are dee tyears from the date of the note.



note holder has the option to convert any unpaté pancipal to the Company’common stock at a rate of the lower of a) $0118)®5% o
the average of the three lowest intraday tradirigeprfor the common stock on a principal markettfar 20 trading days before, but
including, conversion date. The effective interas¢ at the date of inception was 158.81% per annum

As of September 30, 2008, the Company issued testovs of the Convertible Notes a total amount@f$000 in exchange for total proce
of $675,000. The proceeds that the Company receiezd net of related fees and costs of $25,000.
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CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2008
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

The Company's identified embedded derivatives edlab the Securities Purchase Agreement enteredointDecember 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 faiue@slof the derivatives and related warran
of the inception date of the Securities Purchasedément up to the proceeds amount and to fair \eduef each subsequent balance sheet
At the inception of the Securities Purchase Agregnthe Company allocated $655,921 and $44,078dembedded derivatives and rel;
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 tdtiider(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 Agreement

« Change of control

Trading market limitations

The Company agreed to file a registration stateméhtthe SEC to affect the registration of therslsaof its common stock underlying the
Security Purchase Agreement and the warrants wabidays from the date of receipt of written demahthe Investors. The Company also
agreed to use its reasonable best efforts to dhasegistration statement to be declared effectivéater than 90 days after the date of the
Securities Purchase Agreement. If the Registra8imtement is not filed and/or not declared effecéig described above, the Company will be
required to pay liquidated damages in the formashcor the Company’s common stock, at the Compatigtsetion, in an amount equal to 2%
of the unpaid principal balance per month to the d& which the Registrable Securities (in the mpirof counsel to the Initial Investors) may
be immediately sold to the public without registrator restriction (including, without limitatioms to volume by each holder thereof) unde
1933 Act.

As of September 30, 2008 and December 31, 2007Ctmpany has not maintained an effective registnatitatement and therefore it
default of the Security Purchase agreement. As,sacihe option of the Holders of a majority of thggregate principal amount of
outstanding Notes issued pursuant to the Purchgseefent and through the delivery of written notmeéhe Company by such Holders |
"DEFAULT NOTICE"); the Notes shall become immedigtdue and payable and the Company shall pay téltiider an amount equal to-
greater of (i) 130% times the sum of (w) the thetstanding principal amount of this Note plus (gfraed and unpaid interest on the un
principal amount of this Note to the date of payigns (y) Default Interest (at 15% per annum)arify, plus (z) any amounts owed to
Holder pursuant to the Registration Rights Agreem&he then outstanding principal amount of theeNtt the date of payment plus
amounts referred to in clauses (x), (y) and (z)l sldlectively be known as the "DEFAULT SUM")ori)ithe "parity value" of the Default St
to be prepaid, where parity value means (a) thedsgnumber of shares of Common Stock issuable opaversion of or otherwise pursuar
such Default Sum, treating the Trading Day immexyapreceding the Mandatory Prepayment Date asGloaversion Date" for purposes
determining the lowest applicable Conversion Pricdess the Default Event arises as a result akadh in respect of a specific Conver:
Date in which case such Conversion Date shall beQbnversion Date), multiplied by (b) the higheststhg Price for the Common Stc
during the period beginning on the date of firstuoecence of the Event of Default and ending one mtayr to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payabhereunder shall immediately become due and pay#iyether with all cos
including legal fees and expenses of collectiorthéf Borrower fails to pay the Default Amount wittfive (5) business days of written no
that such amount is due and payable, then the Helul have the right at any time, so long asBberower remains in default (and so I
and to the extent that there are sufficient autlearishares), to require the Borrower, upon writtetice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStfd¢he Borrower equal to the Default Amount dieitlby the Conversion Price thel
effect.



For the nine month period ended September 30, 20@82007, the Company amortized the debt discondtcharged to interest expe
$175,160 and $174,521, respectively.
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CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2008
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

The Company entered into a Securities Purchaseefigrt with four accredited investors on March 3IQ&for the issuance of $500,00(
convertible notes (“Convertible Notes”) and attathe the Convertible Notes was warrants to purcli®800,000 shares of the Company’
common stock. The Convertible Note accrues intexe8% per annum, payable quarterly, and are dee tyears from the date of the note.
note holder has the option to convert any unpaté poncipal to the Company’common stock at a rate of the lower of a) $0116)®25% o
the average of the three lowest intraday tradirigeprfor the common stock on a principal markettfar 20 trading days before, but
including, conversion date. The effective interas¢ at the date of inception was 11.01% per annum.

As of September 30, 2008, the Company issued testovs of the Convertible Notes a total amount5ff0$000 in exchange for total proce
of $460,000. The proceeds that the Company recewezd net of related fees and costs of $40,000.

The Company's identified embedded derivatives edl&b the Securities Purchase Agreement enteredimiMarch 31, 2006. These embec
derivatives included certain conversion featuremjable interest features, call options and defpudivisions. The accounting treatmen
derivative financial instruments requires that @@mpany allocate the relative fair values of theivdgives and related warrants as of
inception date of the Securities Purchase Agreemend the proceeds amount and to fair value &aoli subsequent balance sheet date. ,
inception of the Securities Purchase Agreement,Gbempany allocated $136,612 and $363,388 to theedddd derivatives and rela
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 tditiider(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 Agreement

« Change of control
«  Trading market limitations

The Company agreed to file a registration statemetht the SEC to affect the registration of therslsaof its common stock underlying
Security Purchase Agreement and the warrants wiBidays from the date of receipt of written demahthe Investors. The Company ¢
agreed to use its reasonable best efforts to diwgseegistration statement to be declared effedivdater than 90 days after the date o
Securities Purchase Agreement. If the Registrefimtement is not filed and/or not declared effectig¢ described above, the Company wi
required to pay liquidated damages in the formasthcor the Company’s common stock, at the Comgattigtretion, in an amount equal to
of the unpaid principal balance per month to thie @ which the Registrable Securities (in the impirof counsel to the Initial Investors) n
be immediately sold to the public without registrator restriction (including, without limitatioms to volume by each holder thereof) unde
1933 Act.

As of September 30, 2008 and December 31, 2007Ctmpany has not maintained an effective registnatitatement and therefore it
default of the Security Purchase agreement. As,sacihe option of the Holders of a majority of thggregate principal amount of
outstanding Notes issued pursuant to the Purchgseefent and through the delivery of written notmeéhe Company by such Holders |
"DEFAULT NOTICE"); the Notes shall become immedigtdue and payable and the Company shall pay tiltiider an amount equal to-
greater of (i) 130% times the sum of (w) the thetstanding principal amount of this Note plus (gfred and unpaid interest on the un
principal amount of this Note to the date of payimgns (y) Default Interest (at 15% per annum)arify, plus (z) any amounts owed to
Holder pursuant to the Registration Rights Agreem&he then outstanding principal amount of the eNtt the date of payment plus
amounts referred to in clauses (x), (y) and (z)l sldlectively be known as the "DEFAULT SUM")ori)ithe "parity value" of the Default St
to be prepaid, where parity value means (a) thedsgnumber of shares of Common Stock issuable opaversion of or otherwise pursuar



such Default Sum, treating the Trading Day immedyapreceding the Mandatory Prepayment Date asGobaversion Date" for purposes
determining the lowest applicable Conversion Pricdess the Default Event arises as a result akadh in respect of a specific Conver:
Date in which case such Conversion Date shall beQbnversion Date), multiplied by (b) the higheststhg Price for the Common Stc
during the period beginning on the date of firstuoecence of the Event of Default and ending one mt&yr to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payabhereunder shall immediately become due and pay#iyether with all cos
including legal fees and expenses of collectiorthéf Borrower fails to pay the Default Amount wittfive (5) business days of written no
that such amount is due and payable, then the Helul have the right at any time, so long asBberower remains in default (and so I
and to the extent that there are sufficient autlearishares), to require the Borrower, upon writtetice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStfd¢he Borrower equal to the Default Amount dieitlby the Conversion Price thel
effect.
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CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2008
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

For the nine month period ended September 30, 20082007, the Company amortized the debt disconditcharged to interest expe
$125,114 and $124,657, respectively.

The Company entered into a Securities Purchaseefiggat with four accredited investors on July 28)&€@or the issuance of $500,00C
convertible notes (“Convertible Notes”) and attathe the Convertible Notes was warrants to purcli&s800,000 shares of the Company’
common stock. The Convertible Note accrues intexe6% per annum, payable quarterly, and are dee tyears from the date of the note.
note holder has the option to convert any unpaté pancipal to the Company’common stock at a rate of the lower of a) $0118)®5% o
the average of the three lowest intraday tradirigeprfor the common stock on a principal markettfer 20 trading days before, but
including, conversion date. The effective interas¢ at the date of inception was 10.00% per annum.

As of September 30, 2008, the Company issued testovs of the Convertible Notes a total amount5ff0$000 in exchange for total proce
of $490,000. The proceeds that the Company receiezd net of related fees and costs of $10,000.

The Company's identified embedded derivatives edléd the Securities Purchase Agreement enterecomtluly 28, 2006. These embec
derivatives included certain conversion featuremjable interest features, call options and defpudivisions. The accounting treatmen
derivative financial instruments requires that @@mpany allocate the relative fair values of theivdgives and related warrants as of
inception date of the Securities Purchase Agreemend the proceeds amount and to fair value &aoli subsequent balance sheet date. ,
inception of the Securities Purchase Agreement,Gbempany allocated $200,000 and $300,000 to theedddd derivatives and rela
warrants, respectively.

The Securities Purchase Agreement contains thewiit 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 SE@ @btain effectiveness and maintain effectiveness

« Maintain sufficient number of authorized sharefjsct to Stockholder approval for full conversidraay remaining Security
Purchase Agreement

« Change of control

Trading market limitations

The Company agreed to file a registration statemetht the SEC to affect the registration of therslsaof its common stock underlying
Security Purchase Agreement and the warrants wifidays from the date of receipt of written demahthe Investors. The Company ¢
agreed to use its reasonable best efforts to diwgseegistration statement to be declared effedivdater than 90 days after the date o
Securities Purchase Agreement. If the Registré@iatement is not filed and/or not declared effecti¢ described above, the Company wi
required to pay liquidated damages in the formasthcor the Company’s common stock, at the Comgagtigcretion, in an amount equal to
of the unpaid principal balance per month to thie @ which the Registrable Securities (in the mpirof counsel to the Initial Investors) n
be immediately sold to the public without registrator restriction (including, without limitatioms to volume by each holder thereof) unde
1933 Act.
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CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2008
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

As of September 30, 2008 and December 31, 2007Ctrapany has not maintained an effective registnatitatement and therefore it
default of the Security Purchase agreement. As,saclhe option of the Holders of a majority of thggregate principal amount of
outstanding Notes issued pursuant to the Purchgseefent and through the delivery of written notmeéhe Company by such Holders |
"DEFAULT NOTICE"); the Notes shall become immedigtdue and payable and the Company shall pay tiltiider an amount equal to-
greater of (i) 130% times the sum of (w) the thetstanding principal amount of this Note plus (gfred and unpaid interest on the un
principal amount of this Note to the date of payimgns (y) Default Interest (at 15% per annum)airify, plus (z) any amounts owed to
Holder pursuant to the Registration Rights Agreeim@&he then outstanding principal amount of theeNm the date of payment plus
amounts referred to in clauses (x), (y) and (z)l slwdlectively be known as the "DEFAULT SUM")oriXithe "parity value" of the Default St
to be prepaid, where parity value means (a) thedsgnumber of shares of Common Stock issuable opaversion of or otherwise pursuar
such Default Sum, treating the Trading Day immedyapreceding the Mandatory Prepayment Date asGobaversion Date" for purposes
determining the lowest applicable Conversion Prigdess the Default Event arises as a result gkadh in respect of a specific Conver:
Date in which case such Conversion Date shall beCibnversion Date), multiplied by (b) the highesdsthg Price for the Common Stc
during the period beginning on the date of firstuocence of the Event of Default and ending onemléayr to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payabhereunder shall immediately become due and pay#tidether with all cos
including legal fees and expenses of collectiorthéf Borrower fails to pay the Default Amount wittfive (5) business days of written no
that such amount is due and payable, then the Helul have the right at any time, so long asBberower remains in default (and so It
and to the extent that there are sufficient auttearishares), to require the Borrower, upon writietice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStda¢he Borrower equal to the Default Amount diedtlby the Conversion Price thet
effect.

For the nine month period ended September 30, 26688007, the Company amortized the debt discouhtharged to interest expense
$125,114 and $124,657, respectively.

The Company entered into a Securities Purchaseefigzat with four accredited investors on SeptembBe206 for the issuance of $280,

of convertible notes (“Convertible Notes”) and altad to the Convertible Notes was warrants to @geti0,000,000 shares of the Company’
common stock. The Convertible Note accrues intexe6% per annum, payable quarterly, and are dee tyears from the date of the note.
note holder has the option to convert any unpaté paincipal to the Company’common stock at a rate of the lower of a) $0118)®25% o
the average of the three lowest intraday tradirigeprfor the common stock on a principal markettfer 20 trading days before, but
including, conversion date. The effective interasé at the date of inception was 9.36% per annum.

As of September 30, 2008, the Company issued testovs of the Convertible Notes a total amount2&000 in exchange for total proce
of $259,858. The proceeds that the Company receiezd net of related fees and costs of $20,142.

The Company's identified embedded derivatives edldb the Securities Purchase Agreement enteredointSeptember 26, 2006. Th
embedded derivatives included certain conversi@iufes, variable interest features, call optiond dafault provisions. The account
treatment of derivative financial instruments regsithat the Company allocate the relative faiue@slof the derivatives and related warran
of the inception date of the Securities Purchaseedment up to the proceeds amount and to fair \esugf each subsequent balance sheet
At the inception of the Securities Purchase Agregnmtbe Company allocated $100,513 and $179,48Ae@mbedded derivatives and rel;
warrants, respectively.

The Securities Purchase Agreement contains thewolh 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 SE@ @btain effectiveness and maintain effectiveness

«  Maintain sufficient number of authorized sharegjesct to Stockholder approval for full conversidraay remaining Security
Purchase Agreement



Change of control

Trading market limitations
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CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2008
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

The Company agreed to file a registration statemetht the SEC to affect the registration of therslsaof its common stock underlying
Security Purchase Agreement and the warrants wifidays from the date of receipt of written demahthe Investors. The Company ¢
agreed to use its reasonable best efforts to dhasesgistration statement to be declared effeativdater than 90 days after the date o
Securities Purchase Agreement. If the Registrefimtement is not filed and/or not declared effecti¢ described above, the Company wi
required to pay liquidated damages in the formasthcor the Company’s common stock, at the Comgattigtretion, in an amount equal to
of the unpaid principal balance per month to thie @ which the Registrable Securities (in the mpirof counsel to the Initial Investors) n
be immediately sold to the public without registrator restriction (including, without limitatioms to volume by each holder thereof) unde
1933 Act.

As of September 30, 2008 and December 31, 2007Ctmpany has not maintained an effective registnatitatement and therefore it
default of the Security Purchase agreement. As,sacithe option of the Holders of a majority of thggregate principal amount of
outstanding Notes issued pursuant to the Purchgseefent and through the delivery of written notmeéhe Company by such Holders |
"DEFAULT NOTICE"); the Notes shall become immedigtdue and payable and the Company shall pay tiitiider an amount equal to-
greater of (i) 130% times the sum of (w) the thetstanding principal amount of this Note plus (gfred and unpaid interest on the un
principal amount of this Note to the date of payimgns (y) Default Interest (at 15% per annum)arify, plus (z) any amounts owed to
Holder pursuant to the Registration Rights Agreem&he then outstanding principal amount of theeNtt the date of payment plus
amounts referred to in clauses (x), (y) and (z)l sldlectively be known as the "DEFAULT SUM")oriYithe "parity value" of the Default St
to be prepaid, where parity value means (a) thedsgnumber of shares of Common Stock issuable opaversion of or otherwise pursuar
such Default Sum, treating the Trading Day immesdyapreceding the Mandatory Prepayment Date asGobaversion Date" for purposes
determining the lowest applicable Conversion Pricdess the Default Event arises as a result akadh in respect of a specific Conver:
Date in which case such Conversion Date shall beQbnversion Date), multiplied by (b) the higheststhg Price for the Common Stc
during the period beginning on the date of firstuoecence of the Event of Default and ending one mtayr to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payabhereunder shall immediately become due and payaigether with all cos
including legal fees and expenses of collectiorthéf Borrower fails to pay the Default Amount wittfive (5) business days of written no
that such amount is due and payable, then the Helul have the right at any time, so long asBberower remains in default (and so It
and to the extent that there are sufficient autlearishares), to require the Borrower, upon writtetice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStfd¢he Borrower equal to the Default Amount dieitlby the Conversion Price thel
effect.

For the nine months period ended September 30, 2002007, the Company amortized the debt discaushicharged to interest expense
$70,064 and $69,808, respectively.

The Company entered into a Securities PurchaseefAggat with four accredited investors on December2R06 for the issuance of $600,!

of convertible notes (“Convertible Notes”) and attad to the Convertible Notes was warrants to @gef20,000,000 shares of the Company’
common stock. The Convertible Note accrues intexe6% per annum, payable quarterly, and are dee tyears from the date of the note.
note holder has the option to convert any unpaté pancipal to the Company’common stock at a rate of the lower of a) $0118)®25% o
the average of the three lowest intraday tradirigeprfor the common stock on a principal markettfar 20 trading days before, but
including, conversion date. The effective interas¢ at the date of inception was 15.00% per annum.

As of September 30, 2008, the Company issued testovs of the Convertible Notes a total amount&if0000 in exchange for total proce
of $590,000. The proceeds that the Company receiezd net of related fees and costs of $10,000.

The Company's identified embedded derivatives edlab the Securities Purchase Agreement enteredointDecember 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 faiuealof the derivatives and related warran
of the inception date of the Securities Purchaseedment up to the proceeds amount and to fair \esugf each subsequent balance sheet
At the inception of the Securities Purchase Agregnmbe Company allocated $360,000 and $240,0@Bei@mbedded derivatives and rel;
warrants, respectively.

The Securities Purchase Agreement contains thewilt covenants:
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CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2008
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

Requirement to pay principal and interest when due
« Provide shares of the Company’s common stock tdtiider(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 Agreement

« Change of control
« Trading market limitations

The Company agreed to file a registration statemetht the SEC to affect the registration of therslsaof its common stock underlying
Security Purchase Agreement and the warrants wiBidays from the date of receipt of written demahthe Investors. The Company ¢
agreed to use its reasonable best efforts to diwgseegistration statement to be declared effeaiivdater than 90 days after the date o
Securities Purchase Agreement. If the Registré@iatement is not filed and/or not declared effecti¢ described above, the Company wi
required to pay liquidated damages in the formasthcor the Company’s common stock, at the Comgagtigcretion, in an amount equal to
of the unpaid principal balance per month to thie @& which the Registrable Securities (in the mpirof counsel to the Initial Investors) n
be immediately sold to the public without regigtrator restriction (including, without limitatioms to volume by each holder thereof) unde
1933 Act.

As of September 30, 2008 and December 31, 2007Ctrapany has not maintained an effective registnatitatement and therefore it
default of the Security Purchase agreement. As,sacithe option of the Holders of a majority of thggregate principal amount of
outstanding Notes issued pursuant to the Purchgseefent and through the delivery of written notmeéhe Company by such Holders |
"DEFAULT NOTICE"); the Notes shall become immedigtdue and payable and the Company shall pay tiltiider an amount equal to-
greater of (i) 130% times the sum of (w) the thetstanding principal amount of this Note plus (gffed and unpaid interest on the un
principal amount of this Note to the date of payimglns (y) Default Interest (at 15% per annum)arify, plus (z) any amounts owed to
Holder pursuant to the Registration Rights Agreeim@&he then outstanding principal amount of theeNt the date of payment plus
amounts referred to in clauses (x), (y) and (z)l sldlectively be known as the "DEFAULT SUM")ori)ithe "parity value" of the Default St
to be prepaid, where parity value means (a) thedsgnumber of shares of Common Stock issuable opaversion of or otherwise pursuar
such Default Sum, treating the Trading Day immedyapreceding the Mandatory Prepayment Date asGobaversion Date" for purposes
determining the lowest applicable Conversion Prigdess the Default Event arises as a result okadh in respect of a specific Conver:
Date in which case such Conversion Date shall beCibnversion Date), multiplied by (b) the highesdsthg Price for the Common Stc
during the period beginning on the date of firstuocence of the Event of Default and ending oneléayr to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payabhereunder shall immediately become due and payaiyether with all cos
including legal fees and expenses of collectiorthéf Borrower fails to pay the Default Amount wittfive (5) business days of written no
that such amount is due and payable, then the Helul have the right at any time, so long asBberower remains in default (and so It
and to the extent that there are sufficient auttearishares), to require the Borrower, upon writietice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStda¢he Borrower equal to the Default Amount diedtdby the Conversion Price thet
effect.

For the nine months ended September 30, 2008 abid, #e Company amortized the debt discount andgeldato interest expense $150,
and $149,589, respectively.

The Company entered into a Securities Purchaseefgget 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#5800,000 shares of the Company’
common stock. The Convertible Note accrues intexe8% per annum, payable quarterly, and are dee tyears from the date of the note.
note holder has the option to convert any unpaté pancipal to the Company’common stock at a rate of the lower of a) $0118)®25% o
the average of the three lowest intraday tradirigeprfor the common stock on a principal markettfer 20 trading days before, but



including, conversion date. The effective interasé at the date of inception was 235.00% per annum

As of September 30, 2008, the Company issued testovs of the Convertible Notes a total amount4ff0000 in exchange for total proce
of $360,000. The proceeds that the Company receiezd net of related fees and costs of $40,000.
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CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2008
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

The Company's identified embedded derivatives edlad the Securities Purchase Agreement enterecbmtApril 18, 2007. These embed
derivatives included certain conversion featuremjable interest features, call options and defaudivisions. The accounting treatmen
derivative financial instruments requires that @empany allocate the relative fair values of theivdg¢ives and related warrants as of
inception date of the Securities Purchase Agreemgmd the proceeds amount and to fair value a&aol subsequent balance sheet date. ,
inception of the Securities Purchase AgreementCitrapany allocated $386,378 and $13,622 to the dddukderivatives and related warra
respectively.

The Securities Purchase Agreement contains thewilt covenants:

« Requirement to pay principal and interest when due
« Provide shares of the Company’s common stock tdtiider(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 Agreement

« Change of control

Trading market limitations

The Company agreed to file a registration stateméhtthe SEC to affect the registration of therslsaof its common stock underlying the
Security Purchase Agreement and the warrants wabidays from the date of receipt of written demahthe Investors. The Company also
agreed to use its reasonable best efforts to dhasegistration statement to be declared effectivéater than 90 days after the date of the
Securities Purchase Agreement. If the Registra8imtement is not filed and/or not declared effecéig described above, the Company will be
required to pay liquidated damages in the formashcor the Company’s common stock, at the Compatigtsetion, in an amount equal to 2%
of the unpaid principal balance per month to the d& which the Registrable Securities (in the mpirof counsel to the Initial Investors) may
be immediately sold to the public without registrator restriction(including, without limitation, as to volume by émakolder thereof) under tl
1933 Act.

As of September 30, 2008 and December 31, 2007Ctmpany has not maintained an effective registnatitatement and therefore it
default of the Security Purchase agreement. As,sacihe option of the Holders of a majority of thggregate principal amount of
outstanding Notes issued pursuant to the Purchgseefent and through the delivery of written notmeéhe Company by such Holders |
"DEFAULT NOTICE"); the Notes shall become immedigtdue and payable and the Company shall pay téltiider an amount equal to-
greater of (i) 130% times the sum of (w) the thetstanding principal amount of this Note plus (gfraed and unpaid interest on the un
principal amount of this Note to the date of payigns (y) Default Interest (at 15% per annum)arify, plus (z) any amounts owed to
Holder pursuant to the Registration Rights Agreem&he then outstanding principal amount of theeNtt the date of payment plus
amounts referred to in clauses (x), (y) and (z)l sldlectively be known as the "DEFAULT SUM")ori)ithe "parity value" of the Default St
to be prepaid, where parity value means (a) thedsgnumber of shares of Common Stock issuable opaversion of or otherwise pursuar
such Default Sum, treating the Trading Day immexyapreceding the Mandatory Prepayment Date asGloaversion Date" for purposes
determining the lowest applicable Conversion Pricdess the Default Event arises as a result akadh in respect of a specific Conver:
Date in which case such Conversion Date shall beQbnversion Date), multiplied by (b) the higheststhg Price for the Common Stc
during the period beginning on the date of firstuoecence of the Event of Default and ending one mtayr to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payabhereunder shall immediately become due and pay#iyether with all cos
including legal fees and expenses of collectiorthéf Borrower fails to pay the Default Amount wittfive (5) business days of written no
that such amount is due and payable, then the Helul have the right at any time, so long asBberower remains in default (and so I
and to the extent that there are sufficient autlearishares), to require the Borrower, upon writtetice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStfd¢he Borrower equal to the Default Amount dieitlby the Conversion Price thel
effect.



For the nine months ended September 30, 2008 abid, #e Company amortized the debt discount andgeldato interest expense $100,
and $60,274, respectively.
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SEPTEMBER 30, 2008
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

The Company entered into a Securities Purchaseeftgget 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 purcli#5800,000 shares of the Company’
common stock. The Convertible Note accrues intexe8% per annum, payable quarterly, and are dee tyears from the date of the note.
note holder has the option to convert any unpaté poncipal to the Company’common stock at a rate of the lower of a) $0116)®25% o
the average of the three lowest intraday tradirigeprfor the common stock on a principal markettfar 20 trading days before, but
including, conversion date. The effective interas¢ at the date of inception was 80.83% per annum.

As of September 30 2008, the Company issued tcstoxe of the Convertible Notes a total amount Q00 in exchange for total proce
of $150,000.

The Company's identified embedded derivatives edldab the Securities Purchase Agreement enteredomtMay 1, 2007. These embed
derivatives included certain conversion featuremjable interest features, call options and defpudivisions. The accounting treatmen
derivative financial instruments requires that @@mpany allocate the relative fair values of theivdgives and related warrants as of
inception date of the Securities Purchase Agreemend the proceeds amount and to fair value &aoli subsequent balance sheet date. ,
inception of the Securities Purchase AgreementCitrapany allocated $135,154 and $14,846 to the dddukderivatives and related warra
respectively.

The Securities Purchase Agreement contains thewilt covenants:

« Requirement to pay principal and interest when due
« Provide shares of the Company’s common stock tditiider(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 Agreement

« Change of control
«  Trading market limitations

The Company agreed to file a registration statemetht the SEC to affect the registration of therslsaof its common stock underlying
Security Purchase Agreement and the warrants wiBidays from the date of receipt of written demahthe Investors. The Company ¢
agreed to use its reasonable best efforts to diwgseegistration statement to be declared effedivdater than 90 days after the date o
Securities Purchase Agreement. If the Registrefimtement is not filed and/or not declared effectig¢ described above, the Company wi
required to pay liquidated damages in the formasthcor the Company’s common stock, at the Comgattigtretion, in an amount equal to
of the unpaid principal balance per month to thie @ which the Registrable Securities (in the impirof counsel to the Initial Investors) n
be immediately sold to the public without registrator restriction (including, without limitatioms to volume by each holder thereof) unde
1933 Act.

As of September 30, 2008 and December 31, 2007Ctmpany has not maintained an effective registnatitatement and therefore it
default of the Security Purchase agreement. As,sacihe option of the Holders of a majority of thggregate principal amount of
outstanding Notes issued pursuant to the Purchgseefent and through the delivery of written notmeéhe Company by such Holders |
"DEFAULT NOTICE"); the Notes shall become immedigtdue and payable and the Company shall pay tiltiider an amount equal to-
greater of (i) 130% times the sum of (w) the thetstanding principal amount of this Note plus (gfred and unpaid interest on the un
principal amount of this Note to the date of payimgns (y) Default Interest (at 15% per annum)arify, plus (z) any amounts owed to
Holder pursuant to the Registration Rights Agreem&he then outstanding principal amount of the eNtt the date of payment plus
amounts referred to in clauses (x), (y) and (z)l sldlectively be known as the "DEFAULT SUM")ori)ithe "parity value" of the Default St
to be prepaid, where parity value means (a) thedsgnumber of shares of Common Stock issuable opaversion of or otherwise pursuar



such Default Sum, treating the Trading Day immedyapreceding the Mandatory Prepayment Date asGobaversion Date" for purposes
determining the lowest applicable Conversion Pricdess the Default Event arises as a result akadh in respect of a specific Conver:
Date in which case such Conversion Date shall beQbnversion Date), multiplied by (b) the higheststhg Price for the Common Stc
during the period beginning on the date of firstuoecence of the Event of Default and ending one mt&yr to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payabhereunder shall immediately become due and pay#iyether with all cos
including legal fees and expenses of collectiorthéf Borrower fails to pay the Default Amount wittfive (5) business days of written no
that such amount is due and payable, then the Helul have the right at any time, so long asBberower remains in default (and so I
and to the extent that there are sufficient autlearishares), to require the Borrower, upon writtetice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStfd¢he Borrower equal to the Default Amount dieitlby the Conversion Price thel
effect.
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(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

For the nine months ended September 30, 2008 &id & Company amortized the debt discount andgelato interest expense $37,535
$20,822, respectively.

The Company entered into a Securities Purchaseeftigget with four accredited investors on June 1,72@0 the issuance of $150,00C
convertible notes (“Convertible Notes”) and attathe the Convertible Notes was warrants to purcli#5800,000 shares of the Company’
common stock. The Convertible Note accrues intexe8% per annum, payable quarterly, and are dee tyears from the date of the note.
note holder has the option to convert any unpaté pancipal to the Company’common stock at a rate of the lower of a) $0118)®5% o
the average of the three lowest intraday tradirigeprfor the common stock on a principal markettfer 20 trading days before, but
including, conversion date. The effective interas¢ at the date of inception was 91.87% per annum.

As of September 30, 2008, the Company issued testovs of the Convertible Notes a total amountl&$000 in exchange for total proce
of $150,000.

The Company's identified embedded derivatives edlab the Securities Purchase Agreement enteredoimtJune 1, 2007. These embe
derivatives included certain conversion featuremjable interest features, call options and defpudivisions. The accounting treatmen
derivative financial instruments requires that @@mpany allocate the relative fair values of theivdgives and related warrants as of
inception date of the Securities Purchase Agreemend the proceeds amount and to fair value &aoli subsequent balance sheet date. ,
inception of the Securities Purchase AgreementCitrapany allocated $136,938 and $13,062 to the dddukderivatives and related warra
respectively.

The Securities Purchase Agreement contains thewiit 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 SE@ @btain effectiveness and maintain effectiveness

« Maintain sufficient number of authorized sharefjsct to Stockholder approval for full conversidraay remaining Security
Purchase Agreement

« Change of control

Trading market limitations

The Company agreed to file a registration statemetht the SEC to affect the registration of therslsaof its common stock underlying
Security Purchase Agreement and the warrants wifidays from the date of receipt of written demahthe Investors. The Company ¢
agreed to use its reasonable best efforts to diwgseegistration statement to be declared effedivdater than 90 days after the date o
Securities Purchase Agreement. If the Registré@iatement is not filed and/or not declared effecti¢ described above, the Company wi
required to pay liquidated damages in the formasthcor the Company’s common stock, at the Comgagtigcretion, in an amount equal to
of the unpaid principal balance per month to thie @ which the Registrable Securities (in the mpirof counsel to the Initial Investors) n
be immediately sold to the public without registrator restriction (including, without limitatioms to volume by each holder thereof) unde
1933 Act.
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NOTE B-CONVERTIBLE DEBENTURES (continued)

As of September 30, 2008 and December 31, 2007Ctrapany has not maintained an effective registnatitatement and therefore it
default of the Security Purchase agreement. As,saclhe option of the Holders of a majority of thggregate principal amount of
outstanding Notes issued pursuant to the Purchgseefent and through the delivery of written notmeéhe Company by such Holders |
"DEFAULT NOTICE"); the Notes shall become immedigtdue and payable and the Company shall pay tiltiider an amount equal to-
greater of (i) 130% times the sum of (w) the thetstanding principal amount of this Note plus (gfred and unpaid interest on the un
principal amount of this Note to the date of payimgns (y) Default Interest (at 15% per annum)airify, plus (z) any amounts owed to
Holder pursuant to the Registration Rights Agreeim@&he then outstanding principal amount of theeNm the date of payment plus
amounts referred to in clauses (x), (y) and (z)l slwdlectively be known as the "DEFAULT SUM")oriXithe "parity value" of the Default St
to be prepaid, where parity value means (a) thedsgnumber of shares of Common Stock issuable opaversion of or otherwise pursuar
such Default Sum, treating the Trading Day immedyapreceding the Mandatory Prepayment Date asGobaversion Date" for purposes
determining the lowest applicable Conversion Prigdess the Default Event arises as a result gkadh in respect of a specific Conver:
Date in which case such Conversion Date shall beCibnversion Date), multiplied by (b) the highesdsthg Price for the Common Stc
during the period beginning on the date of firstuocence of the Event of Default and ending onemléayr to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payabhereunder shall immediately become due and pay#tidether with all cos
including legal fees and expenses of collectiorthéf Borrower fails to pay the Default Amount wittfive (5) business days of written no
that such amount is due and payable, then the Helul have the right at any time, so long asBberower remains in default (and so It
and to the extent that there are sufficient auttearishares), to require the Borrower, upon writietice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStda¢he Borrower equal to the Default Amount diedtlby the Conversion Price thet
effect.

For the nine months ended September 30, 2008 &@id #e Company amortized the debt discount andyeldao interest expense $37,535
$16,576.

The Company entered into a Securities Purchaseefggat with four accredited investors on June 30,72f@r the issuance of $150,00C
convertible notes (“Convertible Notes”) and attathe the Convertible Notes was warrants to purcli&5800,000 shares of the Company’
common stock. The Convertible Note accrues intexe8% per annum, payable quarterly, and are dee tyears from the date of the note.
note holder has the option to convert any unpaté paincipal to the Company’common stock at a rate of the lower of a) $0118)®25% o
the average of the three lowest intraday tradirigeprfor the common stock on a principal markettfer 20 trading days before, but
including, conversion date. The effective interasé at the date of inception was 85.51% per annum.

As of September 30, 2008, the Company issued testovs of the Convertible Notes a total amount1&H000 in exchange for total proce
of $150,000.

The Company's identified embedded derivatives edlab the Securities Purchase Agreement enterecbmtlune 30, 2007. These embe:
derivatives included certain conversion featuremjable interest features, call options and defptdivisions. The accounting treatmen
derivative financial instruments requires that @empany allocate the relative fair values of theivdg¢ives and related warrants as of
inception date of the Securities Purchase Agreemend the proceeds amount and to fair value &aoli subsequent balance sheet date. ,
inception of the Securities Purchase AgreementCitrapany allocated $135,966 and $14,034 to the dddukderivatives and related warra
respectively.

The Securities Purchase Agreement contains thewolh 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 SE@ @btain effectiveness and maintain effectiveness

«  Maintain sufficient number of authorized sharegjesct to Stockholder approval for full conversidraay remaining Security
Purchase Agreement



Change of control

Trading market limitations
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NOTE B-CONVERTIBLE DEBENTURES (continued)

The Company agreed to file a registration statemetht the SEC to affect the registration of therslsaof its common stock underlying
Security Purchase Agreement and the warrants wifidays from the date of receipt of written demahthe Investors. The Company ¢
agreed to use its reasonable best efforts to dhasesgistration statement to be declared effeativdater than 90 days after the date o
Securities Purchase Agreement. If the Registrefimtement is not filed and/or not declared effecti¢ described above, the Company wi
required to pay liquidated damages in the formasthcor the Company’s common stock, at the Comgattigtretion, in an amount equal to
of the unpaid principal balance per month to thie @ which the Registrable Securities (in the mpirof counsel to the Initial Investors) n
be immediately sold to the public without registrator restriction (including, without limitatioms to volume by each holder thereof) unde
1933 Act.

As of September 30, 2008 and December 31, 2007Ctmpany has not maintained an effective registnatitatement and therefore it
default of the Security Purchase agreement. As,sacithe option of the Holders of a majority of thggregate principal amount of
outstanding Notes issued pursuant to the Purchgseefent and through the delivery of written notmeéhe Company by such Holders |
"DEFAULT NOTICE"); the Notes shall become immedigtdue and payable and the Company shall pay tiitiider an amount equal to-
greater of (i) 130% times the sum of (w) the thetstanding principal amount of this Note plus (gfred and unpaid interest on the un
principal amount of this Note to the date of payimgns (y) Default Interest (at 15% per annum)arify, plus (z) any amounts owed to
Holder pursuant to the Registration Rights Agreem&he then outstanding principal amount of theeNtt the date of payment plus
amounts referred to in clauses (x), (y) and (z)l sldlectively be known as the "DEFAULT SUM")oriYithe "parity value" of the Default St
to be prepaid, where parity value means (a) thedsgnumber of shares of Common Stock issuable opaversion of or otherwise pursuar
such Default Sum, treating the Trading Day immesdyapreceding the Mandatory Prepayment Date asGobaversion Date" for purposes
determining the lowest applicable Conversion Pricdess the Default Event arises as a result akadh in respect of a specific Conver:
Date in which case such Conversion Date shall beQbnversion Date), multiplied by (b) the higheststhg Price for the Common Stc
during the period beginning on the date of firstuoecence of the Event of Default and ending one mtayr to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payabhereunder shall immediately become due and payaigether with all cos
including legal fees and expenses of collectiorthéf Borrower fails to pay the Default Amount wittfive (5) business days of written no
that such amount is due and payable, then the Helul have the right at any time, so long asBberower remains in default (and so It
and to the extent that there are sufficient autlearishares), to require the Borrower, upon writtetice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStfd¢he Borrower equal to the Default Amount dieitlby the Conversion Price thel
effect.

For the nine months ended September 30, 2008 &id & Company amortized the debt discount andgelato interest expense $37,535
$12,603, respectively.

The Company entered into a Securities Purchaseefiggat with four accredited investors on July 13)72@or the issuance of $150,00C
convertible notes (“Convertible Notes”) and attathe the Convertible Notes was warrants to purcli#5800,000 shares of the Company’
common stock. The Convertible Note accrues intexe8%6 per annum, payable quarterly, and are dee tyears from the date of the note.
note holder has the option to convert any unpaté pancipal to the Company’common stock at a rate of the lower of a) $0118)®25% o
the average of the three lowest intraday tradirigeprfor the common stock on a principal markettfar 20 trading days before, but
including, conversion date. The effective interas¢ at the date of inception was 85.13% per annum.

As of September 30, 2008, the Company issued testovs of the Convertible Notes a total amountl&$000 in exchange for total proce
of $150,000.

The Company's identified embedded derivatives edldab the Securities Purchase Agreement enterecomtuly 13, 2007. These embec
derivatives included certain conversion featuremjable interest features, call options and defpudivisions. The accounting treatmen
derivative financial instruments requires that @@mpany allocate the relative fair values of theivdgives and related warrants as of
inception date of the Securities Purchase Agreemnend the proceeds amount and to fair value &aoli subsequent balance sheet date. ,
inception of the Securities Purchase AgreementCitiapany allocated $135,903 and $14,097 to the dddukderivatives and related warra
respectively.

The Securities Purchase Agreement contains thewilt covenants:
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NOTE B-CONVERTIBLE DEBENTURES (continued)

« 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 SE@ @btain effectiveness and maintain effectiveness

«  Maintain sufficient number of authorized sharegjesct to Stockholder approval for full conversidraay remaining Security
Purchase Agreement

« Change of control
«  Trading market limitations

The Company agreed to file a registration statematit the SEC to affect the registration of therslsaof its common stock underlying
Security Purchase Agreement and the warrants w8f@idays from the date of receipt of written demahthe Investors. The Company ¢
agreed to use its reasonable best efforts to dhasesgistration statement to be declared effeativdater than 90 days after the date o
Securities Purchase Agreement. If the Registrefimtement is not filed and/or not declared effecti¢ described above, the Company wi
required to pay liquidated damages in the formasthcor the Company’s common stock, at the Comgagtigcretion, in an amount equal to
of the unpaid principal balance per month to the @& which the Registrable Securities (in the mpirof counsel to the Initial Investors) n
be immediately sold to the public without registyator restriction (including, without limitatioms to volume by each holder thereof) unde
1933 Act.

As of September 30, 2008 and December 31, 2007Ctrapany has not maintained an effective registnatitatement and therefore it
default of the Security Purchase agreement. As,saclhe option of the Holders of a majority of thggregate principal amount of
outstanding Notes issued pursuant to the Purchgseefent and through the delivery of written notiw¢he Company by such Holders |
"DEFAULT NOTICE"); the Notes shall become immedIgtdue and payable and the Company shall pay téitiider an amount equal to-
greater of (i) 130% times the sum of (w) the thetstanding principal amount of this Note plus (gfraed and unpaid interest on the un
principal amount of this Note to the date of payigns (y) Default Interest (at 15% per annum)arify, plus (z) any amounts owed to
Holder pursuant to the Registration Rights Agreeim@&he then outstanding principal amount of theeNt the date of payment plus
amounts referred to in clauses (x), (y) and (z)l slwdlectively be known as the "DEFAULT SUM")oriXithe "parity value" of the Default St
to be prepaid, where parity value means (a) thedsgnumber of shares of Common Stock issuable apoversion of or otherwise pursuar
such Default Sum, treating the Trading Day immexjapreceding the Mandatory Prepayment Date asGloaversion Date" for purposes
determining the lowest applicable Conversion Pricdess the Default Event arises as a result akadh in respect of a specific Conver:
Date in which case such Conversion Date shall beQbnversion Date), multiplied by (b) the higheststhg Price for the Common Stc
during the period beginning on the date of firstuocence of the Event of Default and ending onelayr to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payabhereunder shall immediately become due and pay#tdether with all cos
including legal fees and expenses of collectionhéf Borrower fails to pay the Default Amount witHive (5) business days of written no
that such amount is due and payable, then the Helu#l have the right at any time, so long asBberower remains in default (and so I
and to the extent that there are sufficient autlearishares), to require the Borrower, upon writtetice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStda¢he Borrower equal to the Default Amount diedtdby the Conversion Price thet
effect.

For the nine months ended September 30, 2008 &id &t Company amortized the debt discount anthekleto interest expense $37,535
$10,822, respectively.

As of September 30, 2008, the Company has accr8&6,$86 in default provision liabilities and ligaigd damages relating to the ak
described Securities Purchase Agreements.

On March 10, 2008, the Company sold a warrant talmase 20,833,333 shares of its common stock ardaer of a) $0.012 or b) 75% of



average of three lowest intraday trading pricestlfier common stock on a principal market for tweddys before, but including, convers
date. The warrant exercise amount accrues intet@b% per month until exercised.

Although described as a warrant, the instrumentaeasidered a convertible debenture for accoungirgoses.
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NOTE B-CONVERTIBLE DEBENTURES (continued)

In accordance with EITF 9B; the Company recognized an imbedded beneficiavarsion feature present in the convertible notee
Company allocated a portion of the proceeds egqudié intrinsic value of that feature to additiopaidin capital. The Company recogni:
and measured an aggregate of $184,736 of the miecesich is equal to the intrinsic value of thebadded beneficial conversion feature
additional paid in capital and a discount agaihst donvertible note payable. The debt discounibated to the beneficial conversion fea
charged to current period earnings as interestresgpe

Additionally, in conjunction with the issuance tetabove described debenture, the Company issuadgragate of 6,763,300 and 7,500
shares of its common stock to be held as secunifyaa a financing cost of the transaction, respelgti The charged a total of $385,109 of «
acquisition costs to current period earnings.

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

« The Company allocated the proceeds received bete@erertible debt and detachable warrants based thygorelative fair market
values on the dates the proceeds were receivedairhalues of the detachable warrants and theeelaidd derivatives were
determined under the Black-Scholes option pricorgiula and the intrinsic method, respectively

«  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 embeddzi/dtives of the convertible
debentures are recorded as adjustments to thétiesbat September 30, 2008 and December 31, 2@8pectively.

« The expense relating to the increase (or decréasie$ fair value of the Company’s stock reflectedhe change in the fair value of
the warrants and derivatives is included as otihesrne item as a gain or loss arising from convierfinancing on the Company’s

balance sheet.

«  Accreted principal of $4,805,175 and $3,048,016fe8eptember 30, 2008 and December 31, 2007.

NOTE C-WARRANT LIABILITY
Total warrant liability as of September 30, 2008 &ecember 31, 2007 is comprised of the following:

September 30, December 31,

2008 2007
Fair value of warrants relating to convertible deoees $ 412,45.  $ 1,874,97
Fair value of other outstanding warrants 565,48 2,634,56
Total $ 977,93t $ 4,509,53!

Warrants were valued at the date of inception arg@katember 30, 2008 and December 31, 2007 usinBl#tk Scholes Option Pricing Mod
The assumptions used at September 30, 2008 andribec&1, 2007 were as follows:

September 30, December 31,

2008 2007
Expected volatility 591% 52&%
Expected dividend yield -0-% -0-%
Average risk free rate 0.92% to 3.6% 3.45%
Expected life (a) 0.50t0 5.78 y1 1.01t0 6.53 vt

(a) The expected option life is based on contrd&xpiration dates.
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NOTE D - NOTE PAYABLE

Note payable as of September 30, 2008 and Dece®ih@007, comprised of the followin

September 30,
2008 December 31, 20(
Note payable, 24% interest per annum; due in 98;dsgcured by specific accounts receiva $ 39,80: $ 196,06°

NOTE E - NOTES AND CONVERTIBLE NOTES PAYABLE-RELATE D PARTY
Notes payab-related party is comprised of the following:

September 30, December 31,

2008 2007
Notes payable, 12% per annum; due on demand; uresk $ 158,47 $ 147,71
Notes payable, 10% per annum, due on demand; umesk 260,35( 249,35(
418,82: 397,06:
Less: current maturities: (418,82) (397,064
Long term portion: $ — $ —

NOTE F -STOCKHOLDER'S EQUITY

Series A- Convertible Preferred stock

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

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

The Series A Preferred stated conversion price. X Per 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. Changebdacbnversion price are charge:

operations and included in unrealized gain (losting to adjustment of derivative and warrariligy to fair value of underlying securities.

In December, 2003, the Company issued 155 shariés eries A Preferred stock, valued at $5,000spare. The stock has a stated valt
$5,000 per share and a conversion price of $0.18h@re and warrants to purchase an aggregate 50,600 shares of our common stock.

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

In the year ended December 31, 2004, 7 of the Sériéreferred shareholders exercised the convergjbhand exchanged 19 shares of S
A Preferred for 950,000 shares of the Company'snecomstock.

In the year ended December 31, 2005, 20 of theeSekiPreferred shareholders exercised the conwergibt and exchanged 92 share
Series A Preferred for 4,600,000 shares of the Goylp common stock.
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NOTE F -STOCKHOLDER'S EQUITY (continued)

Series A- Convertible Preferred stock (continued)

In the year ended December 31, 2006, 9 of the S&iPreferred shareholders exercised the convergibh and exchanged 20.88 share
Series A Preferred for 1,019,032 shares of the @miyig common stock

In the nine months ended September 30, 2008, HeoBeries A Preferred shareholders exercised thescsion right and exchanged 2 share
Series A Preferred for 100,000 shares of the Cogipammmmon stock

The holders of the Series A Preferred shall haeerifpht to vote, separately as a single class, @eating of the holders of the Serie
Preferred or by such holders' written consent @argtannual or special meeting of the stockholdétie Corporation on any of the followi
matters: (i) the creation, authorization, or issiganf any class or series of shares ranking orrigy paith or senior to the Series A Prefer
with respect to dividends or upon the liquidatidissolution, or winding up of the Corporation, giiflany agreement or other corporate ac
which would adversely affect the powers, rightspferences of the holders of the Series A Predierr

The holders of record of the Series A Preferredl fleaentitled to receive cumulative dividendslst 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. dillidends, when paid, shall be payabl
cash, or at the option of the Company, in shardgb@iCompanys common stock. Dividends on shares of the Seri®seferred that have r
been redeemed shall be payable quarterly in arredrsn, if and as declared by the Board of Dirextifrever, on a senannual basis. N
dividend or distribution other than a dividend dstdbution paid in Common Stock or in any othenipr stock shall be declared or paid ot
aside for payment on the Common Stock or on angrgtimior 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 the nine month period en
September 30, 2008, $0 in dividends was accumulated

Upon any liquidation, dissolution or winding up tife Corporation, whether voluntary or involuntagnd after payment of any ser
liquidation preferences of any series of Prefei®ack and before any distribution or payment is enadth respect to any Common Stc
holders of each share of the Series A Preferretl Bbeaentitled to be paid an amount equal in theatgr of (a) the face value denomin:
thereon subject to adjustment for stock splitsglstdividends, reorganizations, reclassificationotiner similar events (the "Adjusted F
Value") plus, in the case of each share, an ameguil to all dividends accrued or declared but ithffeereon, computed to the date payr
thereof is made available, or (b) such amount paresof the Series A Preferred immediately priosdeh liquidation, dissolution or windi
up, or (c) the liquidation preference of $5,0000@0 share, and the holders of the Series A Prefatnall not be entitled to any further paym
such amount payable with respect to the SeriesefeRed being sometimes referred to as the "LididddPayments."

Because the Series A Shares include a redempturéethat is outside of the control of the Compang the stated conversion price is sul
to reset, the Company has classified the SeriehakeS outside of stockholders' equity in accordavitte Emerging Issues Task Force ("EIT
Topic D-98, "Classification and Measurement of Redable Securities.” In accordance with EITF Topio® the fair value at date of issua
was recorded outside of stockholdezguity in the accompanying balance sheet. Dividemdthe Series A Shares are reflected as a redua
net income (loss) attributable to common stockhside

In connection with the issuance of the Series AdPred and related warrants, the holders were gdaogrtain registration rights in which
Company agreed to timely file a registration staeto register the common shares and the shadeslyimg the warrants, obtain effectiver
of the registration statement by the SEC withinetydive (95) days of December 31, 2003, and mainthiéffectiveness of this registrat
statement for a preset time thereafter. In the ethe Company fails to timely perform under theiseggtion rights agreement, the Comp
agrees to pay the holders of the Series A Prefdigediated damages in an amount equal to 1.5%efaggregate amount invested by
holders for each 3@ay period or pro rata for any portion thereof daling the date by which the registration statenrsfiguld have bet
effective. The initial registration statement widsd and declared effective by the SEC within theveed time , however the Company has
maintained the effectiveness of the registraticateshent to date. Accordingly, the Company issue8,88Y shares of common stock
liquidated damages on December 10, 2004. The Coynipas not been required to pay any further lig@dadamages in connection with
filing or on-going effectiveness of the registratistatement.

The Company was required to record a liability tiatato the detachable warrants as described in E2& EITF 98-5 and 027, and APB 1:
As such:
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NOTE F -STOCKHOLDER'S EQUITY (continued)

Series A- Convertible Preferred stock (continued)

Subsequent to the initial recording, the increashé fair value of the detachable warrants, datexchunder the Black- Scholes
option pricing formula, are accrued as adjustmemthe liabilities at September 30, 2008 and Decardi, 2007, respectively.

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

The warrants expired unexercised in the year efbdegmber 31, 2006.

Series B- Convertible Preferred stock

On February 19, 2004, the Company filed a Certificzf Designation creating a Series B Convertibkfd?red Stock classification for 800,(
shares, increased subsequently to 3,650,000 in. 2007

In January, 2004 and April 2007, the Company issB@@000 and 2,850,000 shares, respectively, dbétses B Preferred in lieu of cert
accrued management service fees payable and regablp including interest payable thereon totafagl 70,500 to officers of the compa
The shares of the Series B Preferred are non vatidgconvertible, at the option of the holder, iodonmon shares at $0.10 per share per ¢
The shares issued were valued at $1.00 per sh&@#hand $0.13 in 2007, which represented thevédire of the common stock the share:
convertible into. In connection with the transantfithe Company recorded a beneficial conversionodist of $800,000 preferred dividen
relating to the issuance of the convertible pref@rstock in 2004. None of the Series B Preferredestolders have exercised their convel
right and there are 3,650,000 shares of SerieefPed shares issued and outstanding at Septe&3@pb2008.

The holders of the Series B Preferred shall haeerigpht 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 stockholdétse Corporation on any of the followi
matters: (i) the creation, authorization, or issiganf any class or series of shares ranking orrity pgith or senior to the Series B Prefer
with respect to dividends or upon the liquidatidissolution, or winding up of the Corporation, giiflany agreement or other corporate ac
which would adversely affect the powers, rightspa@ferences of the holders of the Series B Prederr

The holders of record of the Series B Preferred Sleaentitled to receive cumulative dividendsla tate of twelve percent per annum (1
on the face value ($1.00 per share) when, if ardkatared by the Board of Directors, if ever. Allidends, when paid, shall be payable in ¢
or at the option of the Company, in shares of tben@anys common stock. Dividends on shares of the SeriBsdBerred that have not b
redeemed shall be payable quarterly in arrearspwihand as declared by the Board of Directorgviér, on a semannual basis. No divide
or distribution other than a dividend or distrilmutipaid in Common Stock or in any other junior kteball be declared or paid or set asidt
payment on the Common Stock or on any other justiock unless full cumulative dividends on all catsting shares of the Series B Prefe
shall have been declared and paid. These dividerelsot recorded until declared by the CompanyofASeptember 30, 2008 $1,201,00
dividends were accumulated.

Upon any liquidation, dissolution or winding up tife Corporation, whether voluntary or involuntagnd after payment of any ser
liguidation preferences of any series of Prefeis¢dck and before any distribution or payment is enadth respect to any Common Stc
holders of each share of the Series B Preferrelll sbdaentitled to be paid an amount equal in theatgr of (a) the face value denomin:
thereon subject to adjustment for stock splitsclstdividends, reorganizations, reclassificationotiner similar events (the "Adjusted F
Value") plus, in the case of each share, an ameguél to all dividends accrued or declared but ithfleereon, 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 pkare, and the holders of the Series B Preferralll sbt be entitled to any further paym:
such amount payable with respect to the SerieseBeRed being sometimes referred to as the "LidiodéPayments.”
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NOTE F -STOCKHOLDER'S EQUITY (continued)

Series C- Convertible Preferred stock

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

In December 2006, the Company issued 100,000 sbéitssSeries C Preferred stock in conjunctiorhviite acquisition of SPE Technolog
Inc. The shares of the Series C Preferred are atingzand convertible, at the option of the holdetop common shares one year from issue
The number of common shares to be issued per Sedare is adjusted based on the average cloglmibe of the previous ten days prio
the date of conversion based on divided into $2912€ shares issued were valued at $25.20 per shhieh represented the fair value of
common stock the shares are convertible into. Nifrtee Series C Preferred shareholders have erertieir conversion right and there
100,000 shares of Series C Preferred shares issukdutstanding at September 30, 2008.

The holders of record of the Series C Preferred $eaentitled to receive cumulative dividends la¢ rate of five percent per annum (5
compounded quarterly, on the face value ($25.0Gpare) when, if and as declared by the Board fdiirs, if ever. All dividends, when pe
shall be payable in cash, or at the option of tieenfany, in shares of the Compasmyommon stock. Dividends on shares of the Ser
Preferred that have not been redeemed shall beéblgagaarterly in arrears, when, if and as decldngdhe Board of Directors, if ever, at
time of conversion. These dividends are not reabrdetil declared by the Company. As of September ZID8 $-0-in dividends wer
accumulated.

Common stock

The Company has authorized 950,000,000 shares mfnom stock, with a par value of $.001 per share.oASeptember 30, 2008 ¢
December 31, 2007, the Company has 717,713,999%%d42,881 shares issued and outstanding, regglgcti

During the year ended December 31, 2007, holdergested 10 shares of preferred stoklass A into 500,000 shares of common stock.
share of preferred stock is convertible into 50,808res of common stock.

In January 2007, the Company issued 25,564,00@slwdiits common stock on conversion of $247,49€oofvertible debentures.

In January 2007, the Company issued 26,500,000eshaf its common stock in connection with the asijon of Hybrid Lighting
Technologies, Inc.

In February 2007, the Company issued 24,309,80@slud its common stock on conversion of $184,50¢avertible debentures.
In March 2007, the Company issued 18,021,800 sludriés common stock on conversion of $116,242afvertible debentures.
In April 2007, the Company issued 33,357,000 shaféts common stock on conversion of $154,554afvertible debentures

In April 2007, the Company issued 2,500,000 shafdss common stock in exchange for services rezdleThe Company valued the shi
issued at $27,500, which approximated the fairealithe shares issued during the periods thecrviere rendered.

In April 2007, the Company issued 5,226,182 shaféts common stock on conversion of $104,524 &dtesl party convertible debentures
related interest.

In May 2007, the Company issued 48,579,100 shdnés common stock on conversion of $106,345 ofuestible debentures
In June 2007, the Company issued 60,418,910 sharsscommon stock on conversion of $86,128 ofvastible debentures.

In July 2007, the Company issued 90,328,573 stadrigs common stock on conversion of $101,827 afvestible debentures.
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NOTE F -STOCKHOLDER'S EQUITY (continued)

Common stock (continued)

In August 2007, the Company issued 11,568,802 shafrigss common stock on conversion of $10,412avivertible debentures.

In September 2007, the Company issued 26,650,0@slof its common stock in exchange for servieadered. The Company valued the
shares issued at $90,610 which approximated thedaie of the shares issued during the periodséhéces were rendered.

In January 2008, holders converted 2 shares oépesf stock - Class A into 100,000 shares of comstock. Each share of preferred stock is
convertible into 50,000 shares of common stock.

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

In February 2008, the Company issued 6,763,30@sladrits common stock as security in conjunctiatinthe sale of a warrant (see Note B
above). The Company valued the shares issued 8t&I®B which approximated the fair value of thershdssued at the date of issuance, and
charged current period earnings.

In February 2008, the Company issued 7,500,00@sharits common stock in conjunction with the sala warrant (see Note B above). The
Company valued the shares issued at $202,500, wapistoximated the fair value of the shares issti¢lieadate of issuance, and charged

current period earnings.

In June 2008, the Company issued 5,000,000 shaisscmmmon stock in exchange for services rerdléfae Company valued the shares
issued at $70,000, which approximated the fairealithe shares issued during the periods thecrviere rendered.

In July 2008, the Company issued 36,000,000 stadriés common stock in exchange for services rezdieFhe Company valued the shares
issued at $356,400, which approximated the fauealf the shares issued during the periods thécsesrwere rendered

In August 2008, the Company issued 35,736,700 shadrits common stock in exchange for penaltiesiired. The Company valued the shares
issued at $428,840, which approximated the fauealf the shares issued during the periods thécesrwere rendered

In August 2008, the Company issued 6,971,116 sludriés common stock in exchange for accounts playabd other services. The Company
valued the shares issued at $62,740, which appedgufiithe fair value of the shares issued duringénsds the services were rendered.

In September 2008, the Company issued 2,200,00@sbéits common stock in exchange for servicagdeeed. The Company valued the
shares issued at $14,520, which approximated thedlie of the shares issued during the periodssérvices were rendered.

NOTE G -STOCK OPTIONS AND WARRANTS

Class A Warrants

The following table summarizes the changes in wasrautstanding and related prices for the shdrfeedCompany’s common stock issued to
shareholders at September 30, 2008:
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NOTE G -STOCK OPTIONS AND WARRANTS (continued)

Class A Warrants (continued)

Warrants
Outstanding
Weighted Warrants
Average Exercisable
Remaining Weighted Weighted
Number Contractual Average Number Average
Exercise Price Outstanding Life (years) Exercise price Exercisable Exercise Price
$ 0.001 50,000,00 40z $ 0.001 50,000,00 0.001
0.0z 50,000,00 3.6¢ 0.02 50,000,00 0.0z
0.0z 25,000,00 1.6: 0.0 25,000,00 0.0
0.1C 991,50( 0.6¢ 0.1C 991,50( 0.1C
0.2t 58,50( 0.2t 0.2t 58,50( 0.2t
0.5C 50,00( 0.0 0.5C 50,00( 0.5C
1.0t 100,00( 0.2t 1.0f 100,00( 1.0f
0.0677! 49,760,44 3.6 0.0677! 49,760,44 0.0307%a)
175,960,44 175,960,44

(a) See terms of warrants issued below

Transactions involving the Company’s warrant isggasre summarized as follows:

Outstanding at December 31, 2006

Granted
Exercised
Canceled or expired

Outstanding at December 31, 2007

Granted
Exercised
Canceled or expired

Outstanding at September 30, 2008

Weighted Averag

Price
Number of Share Per Share

99,895,000 $ 0.0¢
200,000,00 0.0152¢
(50,239,55) (0.03)
(73,695,00) (0.07
175,960,44 0.01¢
175,960,44 0.01¢

Warrants granted during the year ended Decembe2(®Y, totaling 50,000,000 were issued in connegtiith debt financing. The warrants
exercisable until five years after the date oféme at a purchase price of $0.02 per share.

In the year ended December 31, 2007, the Compddyl86,000,000 five year warrants with an exergigee of 50% of the average clos
price of the twenty trading days prior to warrareeution. The transaction, to the extent that itoie satisfied with common stock of
Company would normally be included as equity oltlayes. However, in the instant case, due to theteminate number of shares wt
might be issued under the embedded convertibledurstersion feature, the Company is required toneka liability relating to warrants and
such has recorded the fair value of the embeddedetsion feature, using the Bla8choles option pricing method, as a liability foe tcurrer

period.

In the year ended December 31, 2007, the Compddyb8¢000,000 five year warrants with an exerciseepof $0.001.
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NOTE G -STOCK OPTIONS AND WARRANTS (continued)

Employee Stock Options

The following table summarizes the changes in ogtioutstanding and the related prices for the shafrehe Company's common stock iss
to employees of the Company under a non-qualifiefleyee stock option plan at September 30, 2008:

Options Outstanding Options Exercisable

Weighted Average Weighted Weighted

Remaining Average Average

Exercise Number Contractual Life Exercise Number Exercise

Prices Outstanding (Years) Price Exercisable Price

$ 0.212¢ 2,000,001 521 $ 0.212¢ 2,000,000 $ 0.212¢
0.212¢ 2,000,001 5.62 0.212¢ 2,000,00! 0.212¢
0.022 20,500,00 8.12 0.022 20,500,00 0.022
0.029: 4,000,001 6.6(C 0.029¢ 4,000,001 0.029¢
0.0¢ 14,430,00 7.82 0.04 14,430,00 0.04
0.1c 9,502,30 5.51 0.1C 9,502,30 0.1C

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

Weighted Averag

Number of Shar¢  Price Per Share
Outstanding at December 31, 2006 52,432,30 0.056:
Granted — —
Exercised — —
Canceled or expired — —
Outstanding at December 31, 2007 52,432,30 0.056:
Granted — —
Exercised — —
Canceled or expired — —
Outstanding at September 30, 2008 52,432,30 $ 0.056:

The Company did not grant employee stock optiortkémine month period ended September 30, 200200d.

NOTE H -RELATED PARTY TRANSACTIONS

From time to time, the Company's principal offickese advanced funds to the Company for workingtagpurposes in the form of unsecured
promissory notes, accruing interest at 10% to 12¥%apnum. As of September 30, 2008 and Decemb&0®¥, the balance due to the offic
was $418,823 and $397,064, respectively.

NOTE | -COMMITMENTS AND CONTINGENCIES

Consulting Agreements

The Company has consulting agreements with outsidéractors, certain of whom are also Company s$toldlers. The Agreements are
generally for a term of 12 months from inceptio a@newable automatically from year to year unt@geer the Company or Consultant
terminates such engagement by written notice.
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NOTE | -COMMITMENTS AND CONTINGENCIES (continued )

Operating Lease Commitments

The Company leases office space in Durham, NCgir gear lease expiring December 31, 2012, forrarualized rent payment of $88,020.
Additionally the Company leases warehouse spaceroonth to month basis for $550 per month. At Septr 30, 2008, schedule of the fut
minimum lease payments is as follows:

2008 88,02(
2009 88,02(
2010 88,02(
2011 88,02(
2012 88,02(
Litigation

The Company is subject to other legal proceedimgsciaims, which arise in the ordinary course sftisiness. Although occasional adv
decisions or settlements may occur, the Comparigued that the final disposition of such mattersusth not have a material adverse effec
its consolidated financial position, results of i®ns or liquidity. There was no outstandingglitiion as of September 30, 2008.

NOTE J- GOING CONCERN MATTERS

The accompanying statements have been preparedjoingconcern basis, which contemplates the r@#diz of assets and the satisfactio
liabilities in the normal course of business. Aswh in the accompanying consolidated financialestents, as of September 30, 2008
Company incurred accumulated losses of $49,229,T&8. Companys current liabilities exceeded its current assets$®,173,475 as
September 30, 2008. These factors among othersrmdiate that the Company will be unable to corgims a going concern for a reason
period of time.

The Company is actively pursuing additional eqfiitancing through discussions with investment baslend 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 th@p@ny can continue to oper:
However, no assurance can be given that managenaetibns will result in profitable operations be tresolution of its liquidity problems.

36




ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion contains forwalabking statements that are subject to significakts and uncertainties about us, our cu
and planned products, our current and proposedetiagkand sales, and our projected results of tipesa There are several important fac
that could cause actual results to differ materilbm historical results and percentages and tesamticipated by the forwaildeking
statements. The Company has sought to identifyrtbst significant risks to its business, but carpretdict whether or to what extent any
such risks may be realized nor can there be anyasse that the Company has identified all posgilkes that might arise. Investors shc
carefully consider all of such risks before makang investment decision with respect to the Compastgck. The following discussion ¢
analysis should be read in conjunction with thaificial statements of the Company and notes theFats.discussion should not be consti
to imply that the results discussed herein willessarily continue into the future, or that any d¢asion reached herein will necessarily
indicative of actual operating results in the fetuBuch discussion represents only the best prassassment from our Management.
Overview

We have been principally devoted to designing, tigieg and marketing advanced lighting systems titifire white (and other) lig
emitting diodes as illumination elements.

We are developing and marketing new product apjidiea of solidstate diodal illumination (TM) that demonstrate edd/alue ove
traditional lighting systems. Using proprietary teology, we are creating a family of products imighg portable illumination systems
military and Homeland Security, retail productsmeoercial task and accent lighting, emergency ardrig lighting. We believe our solid-
state lighting technology offers extended light lifjreater energy efficiency and greater overat effectiveness than other existing form
illumination. Our business model is to addressléinge lighting industry market segments with sdidte lighting products and technolog
including our proprietary hybrid technology, thatludes military and Homeland Security applicatjodisect and indirect task and acc
lighting applications, indoor/outdoor downlightiagplications, commercial and residential lightipgplécations..

For the military and Homeland Security portablamination system products, our target markets delall branches of the milite
and all government orgainzations providing homelsacurity services, such as border control andeigecurity. For our retail products,
target customers include the home improvement andumer goods retailers. In the commercial markeitstask and accent lighting prodt
and emergency and security lighting products addtiee lighting needs in restaurants, hotels, halspinhursing homes, airports, shopj
centers and multiple family complexes; lotgm evacuation solutions for theaters, office gutblic buildings; reduced maintenance
solutions for property managers as applied to waikweorridor or landscape lighting

On July 30, 2008, we announced that we had enteted business development, sales and produdti@murelationship with A ar
A Logistics, Inc. For over 17 Years, the foundefsAoand A Logistics, Inc. have delivered solutioms demand to the U.S. military, U
government agencies such as the Federal Emergeanyadément Agency (FEMA) and the U.S. Postal Ser(litePS), state and lo
municipal government agencies, and foreign milianyanizations.

37




In addition to the consultative relationship A afAdd_ogistics has with the U.S. Special Operationsn@and (USSOCOM), it h
recently been appointed to the Task Force on tlwef&truction of Afghanistan. Selected for the dditgrof experience and the expertise of
A and A Logistics management team, we will focusboisiness development in Afghanistan and on a@atélgrthe development of esser
businesses and services for the mutual benefiteopeople and government of Afghanistan and thaferisector.

In representing us in business development and sdierts A and A Logistics will assist customeusts as USSOCOM and FEN
with requirements, concept and solution developmatdng with product delivery services includingiktics support. With a focus
technology solutions that provide critical ligestaining support for the Warfighter and the Eraeoy Responder, A and A Logistics curre
provides customers with portable lighting produstsl generators, solar powered electrical systeefispswered IED detection products, i
water purification systems.

On August 22, 2008, we announced that we had redgiurchase orders from the Oklahoma National Gf@ré&rightEye Tactic:
lllumination Systems. These BrightEye Systems arénimediate deployment and will be used by theegdNational Guard unit.

We have successfully sold its BrightEye System23d\ational Guard states within the National GuRtoteau, and we expect t
momentum to continue until the majority of the staéire outfitted with BrightEye tactical lightingssems.

On August 28, 2008, we announced that the U.SnP@&tfice had recently awarded patent protectian2b claims contained with
our U.S. Patent Application for Portable Light Desi Application Number 11/336,562 filed on Janu2ty 2006. The new patent claims de
specific areas of patent protection for our BriglgEand WatchDog portable lighting products and aemgnthe 29 patent claims announce
May 2008. In combination, the 50 patent claims fews with thorough patent protection for its Wiog and BrightEye family of tactic
lighting products, as well as any future produaseloped on this patent foundation.

On September 9, 2008, we announced that we hadednieto a business development, project consuléing product sal
relationship with Sabot 6, Inc. Sabot 6, Inc. spkes in accelerating the adoption of innovateehnologies within the Department of Defe
(DoD) and Federal government marketplace. Sabass6slgnificant government and military experiencd has access to a network of unig
qualified experts in the Power, Energy and Govemtr@perations fields.

Under the agreement, the Sabot 6 firm will providetical and strategic sales planning, access irsgovernment officials at
tactical users, access to soldiers for hamgvaluation and ongoing product sales supporgdoernmental entities not yet addressed by t
addition, Sabot 6 will provide a specific focus thre procurement process for our current Portalilenlhation System products and \
spearhead future development projects where wedevidrage our significant engineering and prodestetbpment knowhow. If needed, Se
6 will also provide surge support in specific aredexpertise, at any location deemed necessanshyr the our customer. This combinatio
capabilities will immediately enhance our revenigefine, particularly in the Energy, Security anaARr Surety market segments.

On September 10, 2008, we announced that we haileeca purchase order from the Hawaiian Air NatldBuard for the purcha
of a BrightEye Tactical lllumination System.

We have demonstrated continued success in sellinglagship product, the BrightEye Tactical Illluration System, to individu
statelevel National Guard units across the country. \&%& trongly that we are positioned to be the ¢attighting leader within multip
branches of the United States Armed Services ifiutuge.

Results of Operations
Nine months ended September 30, 2008 comparee toirte months ended September 30, 2

REVENUES

Revenues for the nine months ended September 88,\26re $401,162 as compared to $521,814 for tne geeriod last year.
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OPERATING EXPENSES

Operating expenses for the nine months ended SbpteB®, 2008 were $2,912,426 as compared to $30940or the same peri
ended September 30, 2007. Included in the nine Inscenided September 30, 2008 were $1,386 in expérsesearch & development. T
compares to $121,951for the nine months ended @é&ete30, 2007.

We reported an unrealized loss for the changeimvédue or warrants and debt derivatives of $3,882 as compared to a loss
$65,227,499 for the same period last year. Althoilnghchange of $62,194,640 is unrelated to ouraijmer activities, the decrease in inclu
in our reported net gain.

Three months ended September 30, 2008 comparid taree months ended September 30, 2007
REVENUES
Revenues for the three months ended Septembeb@8,2ere $69,256 as compared to $298,459 for tme geeriod last year.

OPERATING EXPENSES

Operating expenses for the three months ended 18bpte30, 2008 were $1,357,843 as compared to $2282or the same peri
ended September 30, 2007.

We reported an unrealized gain for the change imvidue or warrants and debt derivatives of $2,7%4 as compared to a loss
$56,164,992 for the same period last year. Althabhghchange of $58,919,706 is unrelated to ourasjey activities, the increase is include
our reported net loss.

As a result of limited capital resources and midinewenues from operations from its inception, veéhrelied on the issuance
equity securities to non-employees in exchangeséovices. Our management enters into equity congpiensagreements with na@mployee
if it is in our best interest under terms and ctinds consistent with the requirements of Finangiatounting Standards No. 123, Accoun
for Stock Based Compensation. In order to consemelimited operating capital resources, we anétdpcontinuing to compensate non-
employees for services during the next twelve manittis policy may have a material effect on osutes of operations during the next twe
months.

Liquidity and Capital Resources

As of September 30, 2008, we had a working cagiéitit of $9,173,475. This compares to a workiagital deficit of $6,509,670
of December 31, 2007. Accrued interest on notesipaywas $2,272,224 compared to accrued intere$1,803,561 as December 31, 2!
Accounts payable as of September 30, 2008 were&s@ 295 and compares to $733,538 as compared tanibece31, 2007. As a result of «
operating losses for the nine months ended SepteBhe2008, we generated a cash flow deficit of1$882 from operating activities. Cs
flows provided by investing activities was $0 fdretnine months ended September 30, 2008 primaidiy fthe cash received with
acquisition of Hybrid Lighting Technologies, In€ash flows from financing activities provided $8246 from the borrowing on a long te
basis for the nine months ended September 30, 2008.

While we have raised capital to meet our workinpited and financing needs in the past, additioi@dricing is required in order
meet our current and projected cash flow deficiisnfoperations and development.

By adjusting our operations and development tol¢lvel of capitalization, we believe we have suffidi capital resources to m
projected cash flow deficits through the next tveetmonths. However, if thereafter, we are not sugfaé generating sufficient liquidity fro
operations or in raising sufficient capital res@s,con terms acceptable to us, this could haveterimlsadverse effect on our business, resu
operations, liquidity and financial condition.

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 allithevelop profitable operations. Th
factors among others may raise substantial doulttadur ability to continue as a going concern.

April 2007 Stock Purchase Agreement

To obtain funding for our ongoing operations, wéeeed into a Securities Purchase Agreement with douaredited investors on Ar
18, 2007, for the sale of (i) $400,000 in securedvertible notes, and (ii) warrants to purchas®@®,000 shares of our common stock.



investors purchased all of the secured conventibtes on April 18, 2007.

The proceeds received from the sale of the seatwadertible notes were used for business developmemposes, working capi
needs, pre-payment of interest, payment of comguéind legal fees and purchasing inventory.
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The secured convertible notes bear interest atr8&ure three years from the date of issuance, endanvertible into our comm
stock, at the investors' option, at the lower p$0.10 or (ii) 25% of the average of the threedstintraday trading prices for the common s
on the Over-The&sounter Bulletin Board for the 20 trading days befbut not including the conversion date. The fuihcipal amount of tt
secured convertible notes is due upon default utigeterms of secured convertible notes. The wesrare exercisable until seven years 1
the date of issuance at a purchase price of $3=02lmre. In addition, the conversion price of sbeured convertible notes and the exe
price of the warrants will be adjusted in the euviatt we issue common stock at a price below tkedficonversion price, below market pr
with the exception of any securities issued in emtion with the Securities Purchase Agreement. ddwversion price of the secu
convertible notes and the exercise price of theamis may be adjusted in certain circumstances asidhwe pay a stock dividend, subdivids
combine outstanding shares of common stock intceatgr or lesser number of shares, or take suar atitions as would otherwise resu
dilution of the selling stockholdes’position. As of the date of this filing, the cension price for the secured convertible debentares th
exercise price of the warrants have not been ajudthe selling stockholders have contractuallyeadrto restrict their ability to convert
exercise their warrants and receive shares of @mnwon stock such that the number of shares of camstark held by them and their affilia
after such conversion or exercise does not excé¥d 4f the then issued and outstanding sharesrofrmmn stock. In addition, we have grar
the investors a security interest in substantiallyf our assets and intellectual property andstegtion rights.

May 2007 Stock Purchase Agreement

To obtain funding for our ongoing operations, wéeeed into a Securities Purchase Agreement with &oredited investors on M
1, 2007, for the sale of (i) $150,000 in securedveatible notes, and (ii) warrants to purchase @0,0800 shares of our common stock.
investors purchased all of the secured conventibtes on May 1, 2007.

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

The secured convertible notes bear interest atr8&ure three years from the date of issuance, endanvertible into our comm
stock, at the investors' option, at the lower p$0.10 or (ii) 25% of the average of the threedstintraday trading prices for the common s
on the Over-The&Sounter Bulletin Board for the 20 trading days efbut not including the conversion date. The fulhcipal amount of tt
secured convertible notes is due upon default utigeterms of secured convertible notes. The wesrare exercisable until seven years 1
the date of issuance at a purchase price of $302lmre. In addition, the conversion price ofsbeured convertible notes and the exe
price of the warrants will be adjusted in the euiat we issue common stock at a price below tkedficonversion price, below market pr
with the exception of any securities issued in emtion with the Securities Purchase Agreement. ddwversion price of the secu
convertible notes and the exercise price of theamis may be adjusted in certain circumstances asidhwe pay a stock dividend, subdivids
combine outstanding shares of common stock intceatgr or lesser number of shares, or take sudr atftions as would otherwise resu
dilution of the selling stockholdes’position. As of the date of this filing, the cension price for the secured convertible debentares th
exercise price of the warrants have not been ajudthe selling stockholders have contractuallyeadrto restrict their ability to convert
exercise their warrants and receive shares of @mnwon stock such that the number of shares of camstark held by them and their affilia
after such conversion or exercise does not excé¥d 4f the then issued and outstanding sharesrofrmmn stock. In addition, we have grar
the investors a security interest in substantiallyf our assets and intellectual property andstegtion rights.

We will still need additional investments in ordercontinue operations to cash flow break even.ithaithl investments are bei
sought, but we cannot guarantee that we will be &blobtain such investments. Financing transastioay include the issuance of equit
debt securities, obtaining credit facilities, ohet financing mechanisms. However, the tradingepatour common stock and the downtur
the U.S. stock and debt markets could make it mddfieult to obtain financing through the issuarmfeequity or debt securities. Even if we
able to raise the funds required, it is possibét the could incur unexpected costs and expensés) feollect significant amounts owed to
or experience unexpected cash requirements thaldworce us to seek alternative financing. Furthiemyve issue additional equity or di
securities, stockholders may experience additiditation or the new equity securities may have tsglpreferences or privileges senior to tl
of existing holders of our common stock. If addit financing is not available or is not available acceptable terms, we will have to cu
our operations again.

The proceeds received from the sale of the seatoadertible notes will be used for business devalept 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 &oaredited investors on Ji

6, 2007, for the sale of (i) $150,000 in securedvestible notes, and (ii) warrants to purchase 0,000 shares of our common stock.
investors purchased all of the secured conventibtes on June 6, 2007.



The proceeds received from the sale of the seatwadertible notes were used for business developmeémposes, working capi
needs, pre-payment of interest, payment of comguéind legal fees and purchasing inventory.
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The secured convertible notes bear interest atr8&ure three years from the date of issuance, endanvertible into our comm
stock, at the investors' option, at the lower p$0.10 or (ii) 25% of the average of the threedstintraday trading prices for the common s
on the Over-The&sounter Bulletin Board for the 20 trading days befbut not including the conversion date. The fuihcipal amount of tt
secured convertible notes is due upon default utigeterms of secured convertible notes. The wesrare exercisable until seven years 1
the date of issuance at a purchase price of $3=02lmre. In addition, the conversion price of sbeured convertible notes and the exe
price of the warrants will be adjusted in the euviatt we issue common stock at a price below tkedficonversion price, below market pr
with the exception of any securities issued in emtion with the Securities Purchase Agreement. ddwversion price of the secu
convertible notes and the exercise price of theamis may be adjusted in certain circumstances asidhwe pay a stock dividend, subdivids
combine outstanding shares of common stock intceatgr or lesser number of shares, or take suar atitions as would otherwise resu
dilution of the selling stockholdes’position. As of the date of this filing, the cension price for the secured convertible debentares th
exercise price of the warrants have not been ajudthe selling stockholders have contractuallyeadrto restrict their ability to convert
exercise their warrants and receive shares of @mnwon stock such that the number of shares of camstark held by them and their affilia
after such conversion or exercise does not excé¥d 4f the then issued and outstanding sharesrofrmmn stock. In addition, we have grar
the investors a security interest in substantiallyf our assets and intellectual property andstegtion rights.

We will still need additional investments in ordercontinue operations to cash flow break even.ithaithl investments are bei
sought, but we cannot guarantee that we will be &blobtain such investments. Financing transastioay include the issuance of equit
debt securities, obtaining credit facilities, ohet financing mechanisms. However, the tradingepatour common stock and the downtur
the U.S. stock and debt markets could make it rddfieult to obtain financing through the issuarmfeequity or debt securities. Even if we
able to raise the funds required, it is possibé the could incur unexpected costs and expensésy feollect significant amounts owed to
or experience unexpected cash requirements thaldworce us to seek alternative financing. Furthiermve issue additional equity or di
securities, stockholders may experience additiditation or the new equity securities may have tsglpreferences or privileges senior to tl
of existing holders of our common stock. If additd financing is not available or is not available acceptable terms, we will have to cu
our operations again.

The proceeds received from the sale of the seatopdertible notes will be used for business devalept 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 &oaredited investors on Ji
20, 2007, for the sale of (i) $150,000 in securedvertible notes, and (ii) warrants to purchas®@0,000 shares of our common stock.
investors purchased all of the secured conventibtes on June 20, 2007.

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

The secured convertible notes bear interest atr8&tiire three years from the date of issuance, endanvertible into our comm
stock, at the investors' option, at the lower p$0.10 or (ii) 25% of the average of the threedstintraday trading prices for the common s
on the Over-The&sounter Bulletin Board for the 20 trading days befbut not including the conversion date. The fuihcipal amount of tt
secured convertible notes is due upon default utideterms of secured convertible notes. The wesrare exercisable until seven years |
the date of issuance at a purchase price of $G03kmre. In addition, the conversion price of sbeured convertible notes and the exe
price of the warrants will be adjusted in the evdiat we issue common stock at a price below tkedfconversion price, below market pr
with the exception of any securities issued in emtion with the Securities Purchase Agreement. ddwversion price of the secu
convertible notes and the exercise price of theamis may be adjusted in certain circumstances asidhwe pay a stock dividend, subdivids
combine outstanding shares of common stock intceatgr or lesser number of shares, or take suar atitions as would otherwise resu
dilution of the selling stockholdes’position. As of the date of this filing, the cemnsion price for the secured convertible debentaresk th
exercise price of the warrants have not been ajudthe selling stockholders have contractuallyeedrto restrict their ability to convert
exercise their warrants and receive shares of @unwon stock such that the number of shares of camstark held by them and their affilia
after such conversion or exercise does not excé®d 4f the then issued and outstanding sharesrofrmmn stock. In addition, we have grar
the investors a security interest in substantialllyf our assets and intellectual property andstegtion rights.

We will still need additional investments in ordercontinue operations to cash flow break even.italthl investments are bei
sought, but we cannot guarantee that we will be &blobtain such investments. Financing transagtioay include the issuance of equit
debt securities, obtaining credit facilities, ohet financing mechanisms. However, the tradingepofour common stock and the downtur
the U.S. stock and debt markets could make it rddfieult to obtain financing through the issuarmfeequity or debt securities. Even if we
able to raise the funds required, it is possibé the could incur unexpected costs and expensésy feollect significant amounts owed to
or experience unexpected cash requirements thaldworce us to seek alternative financing. Furthiermve issue additional equity or d



securities, stockholders may experience additidilation or the new equity securities may have tsglpreferences or privileges sel
to those of existing holders of our common sto€ldditional financing is not available or is netdable on acceptable terms, we will hav
curtail our operations again.
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The proceeds received from the sale of the seatoadertible notes will be used for business devalept 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. 13%cbunting for certain Hybrid Financial Instrumeras 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 dvoedjuire bifurcation, clarifies which interest-pritrips and principabnly strips are n
subject to the requirements of Statement No. 138&béshes a requirement to evaluate interestedurtized financial assets to iden
interests that are freestanding derivatives or #nathybrid financial instruments that contain ambedded derivative requiring bifurcati
clarifies that concentrations of credit risk in fioem of subordination are not embedded derivatiaesl amends SFAS No. 140 to eliminate
prohibition on a qualifying special purpose enfitym holding a derivative financial instrument thmgrtains to a beneficial interest other 1
another derivative financial instrument. SFAS 18%®ffective for all financial instruments acquiredissued after the beginning of an entty’
first fiscal year that begins after September TH& We do not expect the adoption of SFAS 155ateeha material impact on our consolidi
financial position, results of operations or cdshvg.

In March 2006, the FASB issued FASB Statement N&, Accounting for Servicing of Financial Assetan amendment to FAS
Statement No. 140. Statement 156 requires thahtily eecognize a servicing asset or servicingiligbeach time it undertakes an obligatior
service a financial asset by entering into a seremntract under certain situations. The new stahidaeffective for fiscal years beginning a
September 15, 2006. The adoption of SFAS No.15@dichave a material impact on the Company's firsuposition and results of operatio

In July 2006, the FASB issued Interpretation No.(B8\ 48). “Accounting for uncertainty in Income Xes”. FIN 48 clarifies th
accounting for Income Taxes by prescribing the minn recognition threshold a tax position is requiiite meet before being recognized in
financial statements. It also provides guidancedenecognition, measurement, classification, inteeewl penalties, accounting in inte
periods, disclosure and transition and clearly ssdpcome taxes out of SFAS 5, “Accounting for Qugencies”.FIN 48 is effective for fisci
years beginning after December 15, 2006. We haveyetoevaluated the impact of adopting FIN 48 on consolidated financial positic
results of operations and cash flows.

In September 2006 the Financial Account Standawerd (the “FASB”)issued its Statement of Financial Accounting Stetsld57
Fair Value Measurements. This Statement defines/édiie, establishes a framework for measuringvalue in generally accepted accoun
principles (GAAP), and expands disclosures abadutvBdlue measurements. This Statement applies wttier accounting pronouncements
require or permit fair value measurements, the 8dwving previously concluded in those accountimppuncements that fair value is
relevant measurement attribute. Accordingly, thete&nent does not require any new fair value measents. However, for some entities,
application of this Statement will change currerdgtice. FAS 157 effective date is for fiscal yebeginning after November 15, 2007.
Company does not expect adoption of this standdrdhawe a material impact on its financial positimperations or cash flows.

Non-GAAP Financial Measures

The financial statements appearing in this quarteport on Form 10-QSB do not contain any finaheieasures which are not in
accordance with generally accepted accounting proes.

Inflation
In the opinion of management, inflation has not aadaterial effect on our financial condition osuls of its operations.
Off-Balance Sheet Arrangements

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

Product Research and Development
We anticipate incurring approximately $500,000ésaarch and development expenditures in connesfitbnthe development of o
military and Homeland Security, portable illumiraatjsystem, lighting and our hybrid lighting techtogy that is based on the recently acqt

patent rights from Renssealer Polytechnic Instiaune at the University of California Santa Barbara.

These projected expenditures are dependent upogemarating revenues and obtaining sources of dingrin excess of our existi
capital resources. There is no guarantee that Webwisuccessful in raising the funds required enagating 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 significarperty, 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
(a) Evaluation of Disclosure Controls and Procedures.

In connection with the preparation of this Repartl & accordance with Item 307 of Regulatioik Swe carried out an evaluatic
under the supervision and with the participationmaEnagement, including our Chief Executive Offieed Chief Financial Officer, of tl
effectiveness of our disclosure controls and prooesl as of the end of the period covered by ttpsnte Based on that evaluation, our C
Executive Officer and Chief Financial Officer comdéd that our disclosure controls and proceduree wkective as of September 30, 2
because of remediative action taken to resolvelantified material weakness in our internal contnegr financial reporting discussed below.

Accounting software in use prior to December 31)728id not provide for the efficient recording obwements in and out of raw mater
and work-inprocess inventories, without the added manualvetdion of accounting department personnel, whigsented opportuni
for misstatement. During the month of December,720@ evaluated and acquired new accounting softttatenas designed to correct
weakness. This software was installed and impleegeftective January 1, 2008. Subsequent evaluatisrdegermined the reliability a
accuracy of the recording, storage, and reportingn@entory transactions during the period covebgdthis report ended September
2008, in accordance with Generally Accepted AccognPrinciples.

(b) Changes in Internal Control Over Financial Repgrtin
During the three month period ended September B08,2here were no changes to our internal cootret financial reporting, other th

the remediation of a prexisting material weakness identified above, ttatehmaterially affected, or are reasonably likelymaterially
affect, our internal control over financial repodgi
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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 inotfanary course of busine
However, litigation is subject to inherent uncentes, and an adverse result in these or otheensattay arise from time to time that may h
our business.

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

On September 5, 2007, we announced that we had eooed an action against AJW Partners, LLC, AJW t@fifs, LTD., AJV
Qualified Partners, LLC, and New Millennium CapiRadrtners Il, LLC, (the “Defendantsit) the United States District Court for the Soutl
District of New York for violations of the anfraud provisions of the Securities Act of 1934 ufifa negligent misrepresentation, breac
fiduciary duty, breach of contract, breach of iredlicovenant of good faith and fair dealing and eosion. The complaint alleges that
Defendants utilized an illegal trading scheme imira@ deceptive secured loan financings to conveatess of Compang’ common stock for tl
Defendants’ own use and benefit. The trading schewaved the Defendants manipulating the Compsarstbck price downward by sh
sales. In addition the complaint seeks declaraiojynctive and monetary relief. On September 10072 AJW Partners, LLC, AJW Offsha
LTD., AJW Qualified Partners, LLC, New Millenniuma@ital Partners Il, LLC and AJW Master Fund, LTDed and action against us in
Supreme Court of the State of New York, County efaNYork alleging breach of contract. On Septemlikr2007, we removed the state
complaint to federal court to join the federal docmmplaint. On March 17, 2008, the federal cowavtihg determined that it lacked sub
matter jurisdiction over the state court complaietnanded the case back to state court. On Ma@d8,2ve filed our answer and affirmat
and separate defenses and our counterclaims fardewy, injunctive and monetary relief. Thisdition is currently in the discovery phase.

On September 13, 2007, Britannia Law Office comredran action against us and our President, Ma&dbmidt, in the Genel
Court of Justice, Superior Court Division, Durhamu@ty. North Carolina, alleging breach of contractditional payments due under conti
unjust enrichment, fraud and unfair trade practemésing out of a consultant agreemeértiese motions are currently pending. We believé
their claims are without merit and we will vigordpslefend these claims.

Item 2. Unregistered Sales of Equity Securities drd of Proceeds.

In July 2008, we borrowed a aggregate of $132,50@onjunction with the borrowing, we issued a kaf12,500,000 shares of ¢
common stock.

On July 29, 2008, we issued 36,000,000 sharesraf@uamon stock to our employees pursuant to ambhee Stock Grant
Plan.

On August 7, 2008, we reissued 3,650,000 shar&enés B Convertible Preferred shares (“Series &esdi)to management. T
previously issued Series B shares had been codviertsommon in a financing transaction.

In August 2008we borrowed a aggregate of $127,500. In conjunatiith the borrowing, we issued a total of 15,000,80ares of ol
common stock.

On August 12, 2008, we issued 6,971,116 sharesrofron stock to RBSM Advisors, LLC for $62,740 imsees.
On September 9, 2008, we issued 2,200,000 shamg abmmon stock to D.G. Yarborough, Inc. for D9, in services.

In September 2008, we borrowed a aggregate of $86)& conjunction with the borrowing, we issuetbtal of 7,500,000 shares
our common stock.
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Item 3. Defaults Upon Senior Securities.

On August 21, 2007, we received a Notice of Deféndin AJW Partners, LLC, New Millennium Capital Baars I, LLC, AJW
Qualified Partners, LLC and AJW Offshore, LTD. (ectively, the “Investors”)claiming that we were purportedly in default of tain
obligations under our notes issued to the Invegtoesto our refusal to honor any further conversibnotes to common stock.

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

None.

Item 5. Other Information.
Subsequent Event.

On October 18, 2008, we filed a Protest with thes&oment Accountability Office against the Air Ferfor procureme
rd irregularities

Iltem 6. Exhibits

311 Certification of Chief Executive Officer puent to Rule 13a-14 and Rule 13%d{a), promulgated under the Securities and Exat
Act of 1934, as amended.

31.2 Certification of Chief Financial Officer puest to Rule 1344 and Rule 15d 14(a), promulgated under the Sezsuiand Exchany
Act of 1934, as amended.

32.1 Certifications pursuant to 18 U.S.C. Secto@50las adopted pursuant to Section 906 of the Sasb@xley Act of 2002.
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SIGNATURES

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

CYBERLUX CORPORATION

Date: November 14, 2008 By: /s/ MARK D. SCHMIDT

Mark D. Schmidt
Chief Executive Officer (Principal Executive Offige

Date: November 14, 2008 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
I, Mark D. Schmidt, certify that:
1. | have reviewed this Quarterly Report on ForrQLébr the period ended September 30, 2008 of Qyk&orporation.;

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

3. (Intentionally omitted);

4. The registrang other certifying officer(s) and | are responsiloleestablishing and maintaining disclosure cdstemd procedure
(as defined in Exchange Act Rules 13a-15(e) and1B§d)) and internal control over financial repogtias defined in Exchange Act rules
13a-15(f) and 15d-15(f)) for the registrant andéhav

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedortee designed under
our supervision, to ensure that material infornmatielating 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 financédarting, or caused such internal control overrfaial reporting to be
designed under our supervision, to provide readeregsurance regarding the reliability of finanecegorting and the preparation of
financial statements for external purposes in atamoce with generally accepted accounting princjples

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

(d) Disclosed in this report any change in thesggnt'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 annuadrg that has materially affecte
or is reasonably likely to materially affect, thegistrant’s internal control over financial repodj and

5. The registrant’s other certifying officer(s) antve disclosed, based on our most recent evatuaf internal control over
financial reporting, to the registrant’s auditor&lahe 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 cootrer financial reporting
which are reasonably likely to adversely affectribgistrant’s ability to record, process, summasiad report financial information;

and

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

Date: November 14, 20( By: /s/ MARK D. SCHMIDT

Mark D. Schmidi
Chief Executive Office




EXHIBIT 31.2
CERTIFICATION - Chief Financial Officer

I, David D. Downing, certify that:
1. | have reviewed this Quarterly Report on ForrQLébr the period ended September 30, 2008 of Qyk&orporation.;

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

3. (Intentionally omitted);

4. The registrang other certifying officer(s) and | are responsiloleestablishing and maintaining disclosure cdstemd procedure
(as defined in Exchange Act Rules 13a-15(e) and1B§d)) and internal control over financial repogtias defined in Exchange Act rules
13a-15(f) and 15d-15(f)) for the registrant andéhav

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedortee designed under
our supervision, to ensure that material infornmatielating 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 financédarting, or caused such internal control overrfaial reporting to be
designed under our supervision, to provide readeregsurance regarding the reliability of finanecegorting and the preparation of
financial statements for external purposes in atamoce with generally accepted accounting princjples

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

(d) Disclosed in this report any change in thesggnt'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 annuadrg that has materially affecte
or is reasonably likely to materially affect, thegistrant’s internal control over financial repodj and

5. The registrant’s other certifying officer(s) antve disclosed, based on our most recent evatuaf internal control over
financial reporting, to the registrant’s auditor&lahe 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 cootrer financial reporting
which are reasonably likely to adversely affectribgistrant’s ability to record, process, summasiad report financial information;

and

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

Date: November 14, 20( 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 @glax Corporation (the “Company”) on Form 10-Q fbe quarter ended September 30, 2008,
as filed with the Securities and Exchange Commiseiothe date hereof (the “Report”), each of theeausigned, in the respective capacities

and on the date indicated below, hereby certifiesyant to 18 U.S.C. Section 1350, as adopted ant$a Section 906 of the Sarbanes-Oxley
Act of 2002, that to his knowledge:

1) the Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; and

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

Dated: November 14, 2008

/s/ Mark D. Schmidt
Mark D. Schmidt
Chief Executive Officer

/s/ David D. Downing

David D. Downing
Chief Financial Officer




