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CYBERLUX CORPORATION
(Exact name of registrant as specified in its @rart
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YesO No Delinquent filers are disclosed herein.
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This Form 10-KSB contains forward-looking statensewithin the meaning of the federal securities lafsese forwardeoking
statements are necessarily based on certain ageumpnd are subject to significant risks and uageties. These forwarlboking statemen
are based on management's expectations as of héelof, and the Company does not undertakeesponsibility to update any of th
statements in the future. Actual future performanod results could differ from that contained insoiggested by these forwambking
statements as a result of factors set forth in Foisn 10KSB (including those sections hereof incorporatgddference from other filing
with the Securities and Exchange Commission), ini@dar as set forth in the "ManagemenDiscussion and Analysis and Result
Operation" under Item 6.

In this form 10-KSB references to "Cyberlux", “tBG@mpany”, "we," "us," and "our" refer to Cyberluxi@oration.

PART |
ITEM 1. DESCRIPTION OF BUSINESS
OVERVIEW

We are a Nevada corporation that was incorporatedllay 17, 2000. We were founded to design, deveitgrket and sell advanc
lighting systems that utilize light emitting diodes illumination elements. White diodes are a rafit new phenomenon that offer me
advances in illumination technology. Our diodesstone 92% less energy than incandescent countetpgrteduce comparable light outy
In electrochemical (battery powered) applicatidhss diminution of energy consumption positions bghting solutions as more durable |
reliable than other interim lighting alternativés.standard alternating current electrical appia#, the calculated life of LEDs as light
elements is over 20 years versus 750 hours foititadl incandescent light bulbs. These exceptigeaformance characteristics, diminu
energy consumption and extended life, have promgiede implementation in traffic lights and autometbrake lights, but have not
significantly occurred in our area of focus, diotlaimination (tm). Diodal illumination is the prodtion of light through the use of white i
emitting diodes. A light emitting diode is a chealicompound that produces a visible light when kttacal current is applied. Tt
production of light through a diode is contrasteithviight from a typical light bulb, in which lighs produced as a hyroduct of a burnin
filament contained within a vacuum globe. The diades 92% less energy to produce comparable bghit of a traditional light bulb.

To address the tremendous opportunity in the $llibibigeneral lighting market, we have developdihe of LED lighting product
and fixtures for residential, commercial, militampd homeland security markets, including kitched aloset task lighting and emerge
lighting products. We design and engineer prodtitas adapt technology advancements from semicoaduacanufacturers, including Cr
Inc., for use by the general public and military.

We have created breakthrough sdiitdte lighting technology that provides energycéffit and cost effective lighting solutio
Several products are designed to address emergerstiech as power outages and critical securitytiighneeds. Other products br
“heatless” light into the home for closets, cabdndiookcases and counters. The sslate semiconductors, trademarked by Cyberlt
diodal™ lighting elements, consume 92 percent less endray tonventional incandescent lighting elements @erébrm for more than :
years in contrast to 750 hours for traditional tighlbs.

We believe our solid-state lighting is superiotraitional lighting in several ways:

1) Energy Consumption -our lighting currently com&u75% less energy than traditional incandescdbstand 30% less
energy than most fluorescent bulbs.

2) Virtually Heatless - The lighting elements dd Hlmurn” a filament or gas to create light. Themefathey do not have the
extreme heat of incandescent or gas (xenon) bulbs.

3) Longevity -Our lighting systems have been shooviast up to 20 years versus hundreds of hourséandescent bulbs.
Properly conditioned units can tolerate endless/ofboycles.

4) Semiconductor Based - Lighting element efficieathave been increasing consistently and indesipgrts believe the

efficiency gains will continue (i.e. follow Moorelsaw). Additionally, they can be incorporated imimntrol systems.




5) Nearly Impervious to Vibratio- Solid-state technology means not as many moviegeg, vacuums or glass.
6) Small Footprint - Does not require the ballédst fluorescent bulbs or large receptacles likaimescent bulbs.

These efficiencies result in our lighting systeramp less expensive than conventional bulbs orstibéotal cost of ownership.

Our target markets include retail; homeland segufdngterm building and industrial, commercial and ingtdnal emergenc
lighting; military; intensive outdoor maintenanéétchen/bath task and accent lighting and landscageket.

We are a soligtate lighting technology and product developmemhgany that focuses on delivering unique lightiotusons tc
market with the most advanced semiconductor, p@ndrLED technology. Recently, through our strat@gidnership with UTEK, a specia
finance company focused on technology transferaeguired the worldvide exclusive rights to two technologies that witembined wit|
our products, create a breakthrough in setite lighting capability. Through the combinatiointhe hybrid organic / inorganic white &
multi-color lighting technology acquired from theniJersity of California-Santa Barbara and the Satt Photon Extractiof® (SPE
technology acquired from Rensselaer Polytechnittins, we will commercialize the resulting propagy lighting technology asHybrid
White Light” (HWL) and “Hybrid Multi-color Light” HML). The resulting lighting technology will yield lower cost, more energfficient
lighting source than currently available in soltdte light-emitting diode (LED) solutions.

With today's best white LEDs operating at 75 lumpaswatt range, the HWL technology will produceto®25 lumens per we
While the best LED performance today represenis&4 better energy efficiency than current lightblsuour HWL technology will improy
efficiency by an additional 300 percent.

The Market
History of LEDs

“Solid-state Lighting”uses LEDs as the source of illumination. LEDs digfit directly from an electrically charged semidoictol
material. Photons are released at various fregasrthat create different colors of light. The festnmercial LEDs were only able to prod
invisible, infra red light, but still quickly fountheir way into sensing and phogtectric applications. The use of Gallium Aluminérsenide
Phosphide LEDs in the early to mid 1980s brougatfitst generation of super bright LEDs, first edr then yellow and finally green. By
early 1990's, ultra bright LEDs using Indium GatitAluminum Phosphide to produce orange; orange, yellow and green light had bec
available.

Eventually, ultrabright blue chips became the basis of white LEDswhich the light emitting chip is coated with fhescer
phosphors. These phosphors absorb the blue light the chip and then mmit it as white light. This same technique hasnbesed t
produce virtually any color of visible light andday there are LEDs on the market which can progueeiously "exotic" colors, such as a
and pink.

LEDs not only have color characteristics, but dlawe intensity, or “brightnesslike semiconductors, LEDs are becoming rou
twice as powerful (bright) around every eighteemths.

LEDs are currently in mass production by compasigsh as Cree, Nichia and LumilLeds, all of whichpdypgo us. Although 5
lumens/watt (“Im/w")is the current standard, all three companies aneasing efficiency in their current productionelinup to 75 Im/w
1w. With the HWL technology, we expect to produgeta 225 lumens per watt with the combined hybrigamic/inorganic polymer solid-
state lighting capability. We will license the HWéchnology as both lighting element packages atidré reference designs in order to s
penetration into the existing lighting market.

Industry Overviev
According to industry research firms NanoMarketd &iR, the market for high-brightness LEDs (HHBDs) will enter a new pha

of its evolution by 2010. They estimate the combinearket for standard HB-LEDs and the new ultraitbgghtness LEDs (UHB-EDs) will
grow from $5.0 billion in 2006 to $10.8 billion 2010 and reach $ 17.4 billion in 2013.




HB-LEDs and UHBLEDs are mainly used in signage, traffic signateamk and commercial interior lighting, displays audomotive
lighting. The major market players are Nichia (Jgp&lewlett-Packard, Cree, Agilent/LumiLEDs, Santorea), Toyoddyosei (Japar
Siemens/Osram (Europe).

By 2010, industry experts believe that LEDs withanput greater than 250 lumens will be commerzéalj making HB-EDs ¢
practical solution for many lighting, photograplied medical applications. In 2010, the market fBlBJEDs alone is expected to total $
billion. General illumination is expected to becothe fastest growing application for HEEDs between now and 2010. By 2010 much o
$3.6 billion in UHB-LEDs sold will be for generdlimination applications in addition to $860 milion regular HBLEDs. Based on mark
research we participated in, we believe the cumgeneral illumination market is estimated at ovE2 8illion.

In addition to rapid increases in sales, new deaknts in materials and production technologies lvélp drive cost points low
and quality higher. These processes include silgootonics, thirfilm polymer technology as used in our HWL techrggipnanotechnolog
and pure Gallium Nitride substrates, as well asstr@ution of better packaging and fabrication temlbgies.

Our Products
Retail/OEM Product:
EverOn™

Our original product Offering, the patented EverOpfduct line has gone through many changes sireeritduct launch in 20C
The EverOn™ is a mulfpurpose emergency light with over 500 hours oftliffom 4 standard AA batteries. The lighting unéshthre
settings: 1) Low, with amber Night Light (500 hoyr&) Medium, for normal lighting situations (60 urs); and 3) High Intensity, f
emergency situations (30 hours). The unit uses ifeviiEDs and 2 amber LEDs. The LEDs last 20 yeatsout replacement and the stu
outer case allows for outdoor use.

The EverOn™s typically sold in retail outlets through partskeips with large retailers and distributor of hdusd goods and hor
keys. We have recently entered into an agreemeht\al-Mart and The Home Depot to offer the EverQn™

KeOn

The patent-pending KeOhis a sturdy elastic surround that fits standard lkegds and features an electronics package thatdec
bright LED beam of light down the key shaft. Whénminiaturized button is depressed, the Keodifécts light precisely into the intenc
keyhole or other targeted surfaces. The Keon lighirce is an LED lighting element that never rezpiia light bulb change. The result
product that is maintenance-free and offers losgifg energyefficiency that uses 90 percent less energy thaditional incandesce
flashlight bulbs.

The KeOn™ is typically sold in retail outlets through partskeips with large retailers and manufacturer/distb of household goo
and home keys. We halieensed our KeOn to Kaba llco and are in negatiegiwith several companies to license official haradise on tt
Keon™ (e.g. NASCAR, NFL teams, etc.).

FocusOnM Sign Lighting

FocusOn™ is a patent-pending solid-state lightiragipct designed to illuminate “For Salgigns at night so that home sales cont
after dark. The FocusOn™ operates on €& batteries, lighting both sides of the signfilmur hours per night for more than 30 days on
set of batteries. The FocusOnf@atures two light heads that fold out to an optimlighting distance to illuminate the sign and @amttwc
super-bright energy-efficient solstate LEDs that illuminate the sign. The unit i€ased in a water proof cylinder that is securethé
horizontal sign support with a clamp channel arastit tie straps.




The FocusOn™ products aseld in partnership with real estate brokerage didirectly to real estate retail brokers. Recently
signed a Supplier Agreement with Realogy Corpomatibe world’s largest real estate brokerage fremochto supply the FocusOn™ tosit
Century21, ERA, Caldwell Banker and Sotheby’s estihte brokers, some 310,000 brokers in all.

RelyOn™

The RelyOn™ is an ultra-bright light with power ptadesigned to provide homeowners and professiongls a portable, long-
lasting work and emergency light. The units are gudw, waterresistant and portable and are designed to pravidghting source during tl
most extreme conditions, including power grid feglsl caused by natural or man-made disasters. TBelighting elements use two \Bati
advanced, ultra-efficient solisktate LEDs that provide up to 200 lumens of ligitipot and last for the life of the product (i.eveehave to k
replaced). The portability of the unit allows fareuas an emergency light, work light or campingtlig

The product is marketed as the “Ultimate Utilityght” and has a rotating arm and light head that opeestestable lamp, indire
reflective light, spot light and flood light. Povest by 4 D-cell batteries, the RelyOn will operaiedp to 60 hours.

The RelyOn™is typically sold in retail outlets through partskips with large retailers and manufacturers/digtars of househo
goods and utility products. We are in discussioith Wal-Mart and The Home Depot to supply RelyOprducts to its stores. Additional
we are pursuing various private label agreemengglftadhe units through their channels.

The technology embodied by the RelyOrid¥a subject of a pending U.S. patent applicatiod atilizes concepts from our otl
patents and applications.

Task and Accent Lighting

Aeon™

We have designed a complete line of task and adigéting targeting commercial builders, tract homelders and the do-iteursel
(“DIY™) market. They are designed as architectretent lighting to replace currentieme/commercial under cabinet lighting. The ligh
systems last longer than 20 times halogen ligltgimes as long as fluorescent lights and 6 tinsel®ag as Xenon lights and are availab
a variety of warm colors. Most importantly, theyyide light with virtually no heat.

The Aeon™ product line is UL approved and has beegineered to be an energy efficient salidte lighting fixture, current
producing over 55 Lumens per watt. The energy iefiicy of the units exceeds EnergyStar and Califsniiitle 24 requirements. The Aeon™
units are highly configurable lighting strips tyally used in under cabinet lighting. They can baidy Chained" from a single power sot
reducing installation costs. Additionally, they daminstalled in difficult to reach areas as theguire virtually no maintenance for the life
the product.

The products come in three packages to target thegket niches:
1) Aeon™ ProHB

Commercial market and professional homebuilders
Highest quality - up to 560 L/Watt

Flexible configurations for expandability

Adjustable light output and variable light caor
Direct light with tilting installation bracket

Nickel finish only

Sold through specialty distributors and direct

10 year guaranty to match home guarantees

S@meooo0oTp




2) Aeon™ Pro

Smaller contractor and “DIY” market

Standard quality - up to 360 L/Watt

Flexible configurations for expandability

White, Black and Nickel finishes

Sold through distributors and “DIY” retail (srealcontractors)
15 year guarantee

P o0 oTw

3) Aeon™ Flex

Smaller contractor and “DIY” market

Custom cut for flexibility

White LED light

White finish only

Sold through distributors and “DIY” retail (sr&alcontractors)
2 year guarantee

P o0 oTw

Commercial Products

ReliaBrighf™ Emergency Lighting SysteMELS") / Emergency Lighting Unit (ELU)

To address chronic underperformance of current gemey lighting systems used in institutional builgh such as airports, schc
and government buildings, we have developed pateR&diaBright™ Emergency Lighting Systems (“EL%iDd Emergency Lighting Un
(“ELU"). An “ELS” is composed of multiple light hes and light detection units in an array while “E"lare self contained units. They
both designed to provide emergency backup lightygiems used in elevators, hallways, subways dred et/acuation scenarios.

Oue “ELU" is the only residential and commercial power outage emergency lighting system that provides 60r$10u more ¢
emergency and interim lighting. The “ELS” systems @asy to install, are virtually maintenance fiad surpass UL and NFBA standards.

We were engaged by the City of Cleveland to progelot program to install “ELSfixtures in the stairwells and restrooms on
5th Floor of the Public Utility Building. We estirteathat there are at least 100 units that coulth&lled per floor of each of the city16(
city buildings managed by the City of ClevelandcEaf those buildings averages five stories andigids could be installed in stairwe
restrooms, emergency situation rooms and as gefhgvadscent replacements

Portable lllumination“(PI") Systems

We have developed Pl Systems for the military ancheland Security market, which are designed tokdiluminate remote are:
in a portable format. The products utilize a “ Supaght White” solidstate light head system that can illuminate ovér f@@t in a setup th
weighs less than 50 pounds and can be carriedccomanercial airplane. The system currently has @@enours of run time using standard Li-
lon batteries and can be wirelessly controlledygidal application would include remote lightingdisaster scenarios.

As an extension to our Pl Systems, we have alegiated infrared LED technology into our latestdquat Offerings. These syste
have the same operational characteristics of thaditional Pl System, with the added advantagihefability to use the system at night u:
night vision goggles. We are in discussion with #rened Forces, Homeland Security and US Custom$doder patrol and base/bounc
protection. We have been selected by Homeland Bgaumder the recently enacted Secure Border thBato provide FixedRositior
Lighting Systems.

The Raven Watchdog

In response to on-thground threats in remote locations, the US Air EdRaven Security Forces required an advanced cawe
visible lighting system to protect USAF assets. BSAir Mobility Battlelab, with the mission to ragid deploy solutions within the A
Mobility Command, issued a Request for Proposalsupply the covert lighting systems. Of the 26 canips that responded, we w
selected to provide the Portable Covert llluminat8ystem. The parameters of the system include:






- 350 Perimeter lllumination Boundary
- 15-hour run-time

- Lessthan 50 Ibs

- Operates on standard Li-lon batteries
- Covert (Night Vision) capable

- Commercial airline compliant

- Wireless control and operation

The system, called The Raven Watchdog, is a highBcialized illumination unit used by the Air ForRavens to protect higt
valuable equipment in the field by illuminating therimeter of the equipment with either IR or s&nddllumination.

The BrightEye VaC

The BrightEye Visible and Covert (VaC) System isigaed as a portable visible and infrared nigbten compatible illuminatic
system for force protection, aircraft maintenaneeyeditionary airbase force protection, generalsiors lighting and other high intens
lighting applications.

Using advanced optics, battery power and solaebatecharging technology, and contained in a weteehrrying case, the object
of the new system is to replace the speamesuming bulk, noise and energy consumption problef the current generator powe
incandescent lighting systems, for appropriate imiss with an easily deployed wheeled case advasalidistate lighting system. In additic
the versatility of the BrightEye VaC system makes product uniquely capable for First Respondetayepent across all armed services.

We have been awarded a United States governmetracbfor energy saving lighting products throupgk General Services Administrat
(GSA) Federal Supply Schedule 56. Under the terhibeoFederal Supply Schedule contract, we cancselkolid-state lighemitting diods
(LED) lighting products as a primary contractor day U.S. Government purchasing organization. TheA @Stimates $10 million
purchasing activity for us in the energy savingsktand accent category, based on prior contraeies geporting. The contract perioc
March 2006 through March 2011.

Advertising, Promotion and Marketing

We are focused on direct channel support with atwedising, promotion and marketing plan. We inviesadvertising in industi
vertical publication, specific marketing plans tgport customers, and tradeshows and conferengasiwote the various products directh
customers. For example, we were participants inAinélanker Association tradeshow where most USAénh&al Officers attend to revi
the latest technology and to define the associptedhasing plans. Similarly, we participate in Realogy Corporatios’ channel marketir
programs that include print media, tradeshow pigditon and electronic media communication.

Intellectual Property

We are the registered owner of the CYBERLUXi@rk for lighting products, namely, diodal illumionas. Trademark applications
pending for the CAMPLIGHT™, FOCALBRIGHT™, RELIABRIBT™, SENSORBRIGHT™, RELYON™, FOCUSON™, EVERON™
and KEON™marks. The above marks are registered under Irttenah Goods and Services Class 9 (Electrical acidrific Apparatus
Class 11 (Environmental Control Apparatus), or both

We have the world-wide exclusive rights to U.S.eRafNo. 5,966,393 from the University of CaliforrBanta Barbara. In additic
we have the world-wide exclusive rights to a solt@ending patents that define Scattered PhotoraExdn™ (SPE) technology, which we
acquired from Rensselaer Polytechnic Institute. Tambination of these two technologies forms theemafoundation for the resulti
proprietary lighting technology known as “Hybrid WhLight” (HWL) and “Hybrid Multi-color Light” (HML). HWL and HML is expecte
to yield a lower cost, more energy-efficient ligigisource than currently available in solid-stagbttemitting diode (LED) solutions.




We are the owner of U.S. Patent No. 6,752,515, lwissued June 22, 2004, and is entitled ApparatdsMethod for Providin
Emergency Lighting. We also own U.S. Patent No86,989, which issued January 17, 2006, and islestApparatus and Method -
Providing an Emergency Lighting Augmentation Syst&¥de are the owner of U.S. Patent No. 7,045,9753¢chissued May 16, 2006 anc
entitled Apparatus and Methods for Providing EmaayeSafety Lighting. Six patent applications arerently pending before the USP1
Two additional patent applications are currentlyngeprepared but have not yet been filed with tf2PTO. In November 2006, we w
awarded 21 patent claims by the U.S. Patent Of6iceur Emergency Safety Lighting which will acogle our further pursuit of providii
longterm solutions for interim and emergency lightimghotels, hospitals, elder care facilities, aparim@mmplexes and residences.
lighting device, designed as a replacement elattviall outlet, simply plugs into an existing outédter removal of its cover plate. Althou
the lighting device continues to operate as antritat outlet, it also contains a constant chargtidny; a motion sensor for initiating
levels of lighting for gentle illumination of a de@med room or navigation of a corridor; a powersseifior broadcasting a high level of light
the attendant wall surface to reflect off of thdiog thereby illuminating a room or corridor; aadphoto cell that detects ambient light in
space which disables the system. The lighting @eigiéntended to provide lortgrm solutions for emergency and interim lightifige pater
addresses an electrochemical lighting system capzfpproviding prolonged illumination with the usélight emitting diodes (LEDs) as t
illumination source.

All other issued patents and presently filed Unitdtes patent applications are briefly describadva.

Pat. No. 6,752,515 The patent addresses an improved emergency oiminlighting device and associated methods for juliog
emergency or temporal lighting. The device satisfiee need for an electrochemical lighting systamable of providing prolong:
illumination over the life of the power unit. Thewce benefits from the use of light emitting disd&LEDs") as the illuminatio
source, which provides optimum lumen output witmsiderably less power consumption than conventiomandescent lightir
devices. By providing a unique diode/paraboliceetibr arrangement the directional limitations ofiwentional LED lighting device
are overcome and wide area illumination coveragmssible. Additionally, the device provides mukifllumination levels that me
be triggered by a power outage condition.

Pat. No. 6,986,589 The patent addresses an emergency lighting dewemd at least one LED, a local energy source |k
lithium ion battery, a control circuit in electtommunication with the at least one LED and furthemsing a main power supply,
a reflector for broadcasting light produced by LD to designated areas. The application descimesmergency lighting devi
that transforms existing fluorescent, incandesagnhalogen light fixtures into emergency lightingsems for homes, hospite
hotels, nursing homes and businesses. The devikelas a power sensor for triggering the contraluit to engage the LEDs wh
electrical service is disrupted, thereby broadogsti wash of light over an otherwise darkened rooworridor.

Pat. No. 7,045,975 The patent application addresses a lighting dettied¢ transforms existing electrical wall outletdoirar
emergency lighting system for homes, hospitalsglsphursing homes and businesses. The lightingeledesigned as a replacen
electrical wall outlet or receptacle, simply pluiggo an existing dual outlet after removal of iecéplate. The lighting devi
continues to function as an electrical outlet, hesve also comprises a local power source such esnatant charge lithium i
battery; a motion sensor for initiating a low leeélighting for darkened room or corridor trangitpower sensor for activating a h
level of light when electrical service is disruptéldereby broadcasting a wash of light over anrettse darkened room or corrid
and a photoelectric cell which detects daylight atherwise provided lighting of the room or corridand thereby prever
unnecessary power usage.

Ser. No. 11/392,428 Fhe patent application is a divisional of Pat. N@45,975 described above and addresses subjetet et
was restricted by the USPTO during prosecutiohef®75 patent.

Ser. No. 11/336,562 The patent application is directed to a portaltlisystem having a body, an arm pivotally attacteethe
body, and one or more lighting elements disposazhatend of the arm. The portable light devicehrtincludes a handle, one
more batteries, an ooff switch, and one or more power cords for trart8ng or receiving electrical energy. The portaliét device
is adapted to operate in a spot light mode of ilhation, a flood light mode of illumination, or @mbination thereof. The devi
benefits from the use of LEDs as an illuminatiorurse. LEDs provide optimum lumen output with comesably less pow:
consumption than conventional lighting devices.alin the device provides retitne battery life information to a user such tHa
performance of the device may be tailored to extarghorten expected battery life as needed.




Ser. No. 11/089,073 The patent application is directed to a key cgptliassembly that produces an efficient beam &t land i
adaptable to a variety of key types. The key oglpt Ihas an elastomeric sleeve that is adaptedctosma variety of key heads hav
different sizes, shapes, and thicknesses. Theoseiasic sleeve binds an LED assembly to the keyrtwige an energy efficiet
operator-activated, light source proximate the key.

Ser. No. 60/757,654Fhe patent application is directed to a devicelfeminating a yard sign that uses an efficienaumeof light ani
that is adapted to cycle on and off. The illumingtdevice includes a main body portion configuredattach to the yard sign
switch, a control circuit, a power source, at lems¢ arm adjustably attached to the main body @artand a light head dispo:
proximate an end of the at least one arm that ceepat least one LED assembly. The control citmiuihe device is advantageot
configured to automatically cycle the LED asseminyand off at predetermined daily illumination ivas.

Ser. No. 60/757,654 - The patent application ieaded to an improved apparatus, method and systemréviding multimode
illumination. Specifically, exemplary embodimenfstioe present invention include a lighting appasatapable of multiple modes
illumination and battery powered operation. Théntigg apparatus further includes a fuel gauge nmthat is capable of displayi
an expected battery life based on a selected dpgnatode and a current state of charge of the tyattéghting devices structured
accordance with various embodiments of the inventiay be lightwveight and portable to improve ease of transpadtdeploymen
Such lighting devices may also include a stableyatdetractable mounting device.

Ser. No. 60/793,541Fhe patent application is directed to an improtikdbracket and associated system for couplinglamination
device to a surface. For example, in one embodintleatimproved tilt bracket and associated systeay be adapted to couple ont
more LED arrays to the undereunt surface of a cabinet. In this regard, sulthbtackets and associated systems may pr
enhanced LED array cooling and greater mountingkikty.

Regulation

Our advertising and sales practices concerningpooducts are regulated by the Federal Trade Cononisand state consun
protection laws. Such regulations include reswitsi on the manner that we promote the sale of mdugts. We believe we are in mate
compliance with such regulations. We believe thatwill be able to comply in all material respectthwaws and regulations governing
conduct of business operations in general. We @raware of any pending government regulationsritet adversely affect our business.

Research and Development Activities

We anticipate continuing to incur research and kigreent expenditures in connection with the develept of our Wireles
Lighting System during the next twelve months.

These projected expenditures are dependent upogeoerating revenues and obtaining sources ofdingrin excess of our existing
capital resources. There is no guarantee that Wéevsuccessful in raising the funds required emeagating revenues sufficient to fund the
projected costs of research and development dtimegext twelve months.




Competition

With a diversified product and technology portfoliwse have numerous competitors in each of the mtodnannels. In the ret
markets, most competitors are smaller “first mowechnology startups in the LED retail market, mafarly focused on the LED flashlic
product space, including Lighting Science Groupp@oation, LED Lighting Fixtures, Inc., and Intema@orporation.

In the Task & Accent lighting markets, Permlightarera Lighting are the primary competitors for éwon products. While bo
competitors have been in the market longer thathesfAeon product has consistently replaced botmiRght and Hera among the kitchen .
bath dealers that comprise the our dealer chaMuadt recently, we have successfully displaced theaH.ighting products within the kitch
under-counter lighting business of Louis & Compaaynulti-billion dollar Kitchen & Bath industry disbutor with 18 locations in the mid-
west and west coast.

With regard to the Military and Homeland Securitankets, we are relatively without immediate contpmii For example, the US/
Air Mobility Battlelab conducted a Best Value Detenation/Sole Source study that evaluated the Waxighsystem against any ot
available General Services Administration (GSA)tcact-approved product and confirmed that the Watghsystem is one-of-kind in its
capabilities and the only product that meets oreegrs the Battlelab’portable covert illumination system requiremeBased on this, v
gained a Sole Source designation for the Raven Mbatg system.

Employees

We currently have 11 full time employees. Our ergpls are primarily at the executive level basechupe role in coordination
outsource contracts for manufacturing and othedyetion considerations. Currently, there exist mgaaized labor agreements or ur
agreements between us and our employees. We haplyenent agreements with the following executivdicefs: Donald F. Evan
Chairman and CEO, Mark D. Schmidt, President and>C@lan H. Ninneman, Senior Vice President and J8hnRingo, Secretary a
Corporate Counsel. We believe that our relatiorth wiir employees are good.

ITEM 2. DESCRIPTION OF PROPERTY

We maintain our principal office at 4625 Creekst@rése, Suite 130, Research Triangle Park, Durhidorth Carolina 27703. O
telephone number at that office is (919) 474-970@ @ur facsimile number is (919) 4B412. We lease 2,405 square feet of office spale
lease expires on December 31, 2008. The monthtyisé#8,457, subject to an annual cost of livingrgase. We believe that our current of
space and facilities are sufficient to meet oursenté needs and do not anticipate any difficultyuseg alternative or additional space
needed, on terms acceptable to us. We maintainitesbst www.cyberlux.com and www.luxSel.com. Th&rimation contained on thc
websites is not deemed to be a part of this amegairt.

ITEM 3. LEGAL PROCEEDINGS

From time to time, we may become involved in vasitawsuits and legal proceedings which arise irotidénary course of busine
However, litigation is subject to inherent uncartess, and an adverse result in these or otherersattay arise from time to time that r
harm our business. We are currently not aware gfsacth legal proceedings or claims that we beliaile have, individually or in th
aggregate, a material adverse affect on our busifieancial condition or operating results.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.




PART Il
ITEM 5. MARKET FOR COMMON EQUITY AND RELATED STOCKHOLDER MATTERS
Our common stock is quoted on the OTC Bulletin Blaamder the symbol "CYBL".

For the periods indicated, the following table detth the high and low bid prices per share of own stock. These prices repre:
inter-dealer quotations without retail markup, ntemkn, or commission and may not necessarily repteseual transactions.

High($) Low (%)

2005

First Quarter 0.07 0.0z
Second Quarter 0.2C 0.0t
Third Quarter 0.1¢ 0.0t
Fourth Quarter 0.1t 0.0¢
2006

First Quarter 0.1z2 0.0¢
Second Quarter 0.0¢ 0.0¢
Third Quarter 0.07 0.04
Fourth Quarter 0.0t 0.0z
2007

First Quarter 0.04 0.01
Second Quarter (1) 0.0z 0.01

(1) As of May 17, 2007
DESCRIPTION OF SECURITIES
Common Stock

We are authorized to issue up to 700,000,000 slwiresmmon stock, par value $.001. As of May 18)2here were 276,844,€
shares of common stock outstanding. Holders ofctilamon stock are entitled to one vote per sharallomatters to be voted upon by
stockholders. Holders of common stock are entiberbceive ratably such dividends, if any, as mayléclared by the Board of Directors
of funds legally available therefore. Upon the igation, dissolution, or winding up of our compaltiye holders of common stock are enti
to share ratably in all of our assets which arallgcavailable for distribution after payment of debts and other liabilities and liquidat
preference of any outstanding common stock. Holdérsommon stock have no preemptive, subscriptiedemption or conversion rigk
The outstanding shares of common stock are valkglyed, fully paid and non-assessable.

Preferred Stock

Our Articles of Incorporation authorize the issuan€ 5,000,000 shares of preferred stock, $0.001adae per share, the designa
and rights of which are to be determined by ourrBad Directors. Our Board of Directors has auttygnvithout action by the shareholders
issue all or any portion of the authorized but snéxl preferred stock in one or more series anétermhine the voting rights, preferences ¢
dividends and liquidation, conversion rights, arideo rights of such series. We consider it desirdbl have preferred stock available
provide increased flexibility in structuring podsitfuture acquisitions and financing and in meetaogporate needs which may arise
opportunities arise that would make desirable gsmiance of preferred stock through either publferiofg or private placements, !
provisions for preferred stock in our Articles atbrporation would avoid the possible delay andeesp of a shareholder's meeting, exce
may be required by law or regulatory authoritissubnce of the preferred stock could result, howéve series of securities outstanding
will have certain preferences with respect to divids and liquidation over the common stock whichild@esult in dilution of the income
share and net book value of the common stock.
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Issuance of additional common stock pursuant toamyersion right which may be attached to the seofmany series of preferr
stock may also result in dilution of the net incopes share and the net book value of the commark sidhe specific terms of any serie:
preferred stock will depend primarily on market ditions, terms of a proposed acquisition or finagciand other factors existing at the t
of issuance. Our Board of Directors may issue &l preferred stock in future financing, but mascurrent plans to do so at this time.
issuance of Preferred Stock could have the effeataking it more difficult for a third party to acge a majority of our outstanding voti
stock.

As of March 31, 2007, we had 28.9806 shares ofSmries A Convertible Preferred Stock issued andtanting. Each share
convertible into 50,000 shares of common stock. S&ees A Convertible Preferred have the followdegignations and rights:

Maturity: Perpetual Preferred

Dividend: 12% per annum. The dividend shall be payable semiraly in cash or common stock at our option.

Fixed Conversion Price: The Series A Convertible Preferred shall be coiiterinto common stock at $0.10 per share.

Stated Value: $5,000 per share

Mandatory Conversion: Beginning 180 days from the effective date of astegtion statement, if the closing bid price farr @ommol
stock exceeds $1.50 for a period of 10 consectitading days, we have the right to force the haderconve
the Series A Convertible Preferred into commonlistiche applicable conversion price.

Limitations on ConversionEach holder of the Series A Convertible Preferifealas shall not convert the shares into commork stoch the
the number of shares of common stock issued dfeeconversion would exceed, when aggregated wlithtlae
shares of common stock owned by such holder at @ueh in excess of 4.99% of our then issued aristanding

shares of common stock.

No Voting Rights. The holders of the Series A convertible shares maveoting rights until their shares are conveti@dommol
shares.

The Board of Directors, pursuant to our Articleslioforporation and By-aws, authorized Series B Convertible Preferredck
which was issued to officers and directors in otdezonvert accrued management fees and othelitiezdbinto 800,000 shares of the Serie
Preferred Stock. The Series B Convertible PrefeBtedk has the following designations and rights:

Term: Perpetual Preferred
Dividend: 12% per annum
Conversion: Each share of the Series B Convertible Preferredk3hay be converted to 10 shares of our commark stbthe

option of the bearer.

Voting Rights: Except with respect to transactions upon whichSbges B Preferred stock shall be entitled to gefgarately, tr
Series B Preferred Stock shall have superior votiglgts equal to ten times the number of share€@hmor
Stock such holder of Series B Preferred Stock woedeive upon conversion of such holder's sharéeaes |
Preferred Stock. The conversion price is $0.10spare.
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Series G Convertible Preferred stock

On November 13, 2006, the Company filed a Certificd Designation creating a Series C ConvertilbéfdPred Stock classification
for 100,000 shares, which was subsequently ameowlddnuary 11, 2007 to 700,000 shares.

Term: Perpetual Preferred

Dividend: 5% per annum

Conversion: The shares of the Series C Preferred are conwerdbthe option of the holder into common sharesyear from
issuance.

No Voting Rights. The holders of the Series A convertible shares maveoting rights until their shares are converiedommoil
shares.

Options

There are currently options outstanding that hasenbissued to our officers and directors to pureh#s 002,317 shares of i
common stock.

Warrants

In connection with a Securities Purchase Agreendatdéd September 23, 2004, we issued warrants thase 2,250,000 shares
common stock. The warrants are exercisable umtlyiears from the date of issuance at a purchase @r$0.50 per share.

In connection with a Securities Purchase Agreendaméd April 22, 2005, we issued warrants to pureh2s,000,000 shares
common stock. The warrants are exercisable umglyiears from the date of issuance at a purchase @r$0.03 per share.

In connection with a Securities Purchase Agreendgatéed October 24, 2005, we issued warrants to paect800,000 shares
common stock. The warrants are exercisable umtlyiears from the date of issuance at a purchase @r$0.10 per share.

In connection with a Securities Purchase Agreerdeted December 28, 2005, we issued warrants tchasec700,000 shares
common stock. The warrants are exercisable umtlyiears from the date of issuance at a purchase @r$0.15 per share.

In connection with a Securities Purchase Agreendated March 27, 2006, we issued warrants to pueci@000,000 shares
common stock. The warrants are exercisable umtl yiears from the date of issuance at a purchase @r$0.10 per share.

In connection with a Securities Purchase Agreendatéd July 27, 2006, we issued warrants to purci&és@00,000 shares
common stock. The warrants are exercisable umtlyears from the date of issuance at a purchase @r$0.06 per share.
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In connection with a Securities Purchase Agreerdated September 26, 2006, we issued warrants thase 10,000,000 share:
common stock. The warrants are exercisable umtlyiears from the date of issuance at a purchase @r$0.06 per share.

In connection with a Securities Purchase Agreemdattd December 20, 2006, we issued warrants tchasec700,000 shares
common stock. The warrants are exercisable umglyears from the date of issuance at a purchase @r$0.06 per share.

In connection with a Securities Purchase Agreendeméd April 18, 2007, we issued warrants to purehb3,000,000 shares
common stock. The warrants are exercisable umtlyiears from the date of issuance at a purchase @r$0.02 per share.

In connection with a Securities Purchase Agreerdatgd May 3, 2007, we issued warrants to purch@g9@,000 shares of comn
stock. The warrants are exercisable until five géeom the date of issuance at a purchase pri$@.62 per share.

In addition, we have 58,500 warrants outstandingr@sgable at $0.25 per share, which expire in 2008.have 91,500 warral
outstanding exercisable at $0.10 per share, whiphieein 2008.

Convertible Securities

Not including approximately 83,010,628 shares ompwn stock issuable upon exercisk outstanding options and warral
approximately 25,939,462 shares of common stockismeable, based on current market prices, uponersion of outstanding secu
convertible notes issued pursuant to the SecurRiechase Agreement dated September 23, 2004, xamately 50,000,000 shares
common stock are issuable, based on current mprlas, upon conversion of outstanding secured exille notes issued pursuant to
Securities Purchase Agreement dated April 22, 28pproximately 22,857,143 shares of common stoeksauable, based on current me
prices, upon conversion of outstanding secured exitie notes issued pursuant to the SecuritiesHage Agreement dated October 24, :
and approximately 22,222,222 shares of common stoekssuable, based on current market prices, apowersion of outstanding secu
convertible notes issued pursuant to the SecuRtizshase Agreement dated December 28, 2005.
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APRIL 2005 SECURITIES PURCHASE AGREEMENT

To obtain funding for our ongoing operations, weeeed into a Securities Purchase Agreement with &meredited investors
April 22, 2005 for the sale of (i) $1,500,000 irceeed convertible notes, and (ii) warrants to paseh25,000,000 shares of our common s
As of May 18, 2007, $163,837.72 of the second cdible notes has been converted and $1,336,162r28ins outstanding.

The investors provided us with an aggregate of(KL (0 as follows:

« $600,000 was disbursed on April 22, 2005;
« $500,000 was disbursed on May 24, 2005; and
« $400,000 was disbursed on July 19, 2005.

The notes bear interest at 10%, mature three Yfeams the date of issuance, and are convertible mto common stock, at t
investors' option, at the lower of:

« $0.03; 0r
« 25% of the average of the three lowest intradadirigaprices for the common stock on the Over-Thew@er Bulletin Board for
the 20 trading days before but not including thevewsion date.

On April 18, 2007, the variable conversion pricettod secured convertible debentures was amend28%o We have a call opti
under the terms of the secured convertible notes.CRll option provides us with the right to prepélyof the outstanding secured convert
notes at any time, provided we are not in defaudt aur stock is trading at or below $.03 per shBrepayment of the notes is to be mac
cash equal to either (i) 125% of the outstandirigggral and accrued interest for prepayments oauginwvithin 30 days following the iss
date of the secured convertible notes; (ii) 135%hefoutstanding principal and accrued interespfepayments occurring between 31 an
days following the issue date of the secured cdibtemotes; and (iii) 150% of the outstanding pijpal and accrued interest for prepaym
occurring after the 60th day following the issug¢edaf the secured convertible notes.

Our right to repay the notes is exercisable onlas$ than ten trading days prior written noticethie holders of the secul
convertible notes. For notice purposes, a tradiag id any day on which our common stock is tradmdahy period on the OTC Bulle
Board. Notwithstanding the notice of prepayment, liolders of the secured convertible notes haveighé at all times to convert all or a
portion of the secured convertible notes prioragment of the prepayment amount.

We also have a partial call option under the teofthe secured convertible notes in any month inclwtthe current price of o
common stock is below $0.03. Under the terms ofptheial call option, we have the right to pay théstanding principal amount of 1
secured convertible notes plus anenth's interest for that month, which will stayyasonversions of the secured convertible noteshia
holders for that month. The principal amount of #egured convertible notes to be repaid is detexhby dividing the then outstand
principal amount of the notes by the maturity @& tiotes in months, or 36.

The full principal amount of the secured conveeibbtes are due upon default under the terms afrsgaonvertible notes. T
warrants are exercisable until five years from dia¢e of issuance at a purchase price of $0.03 mesIn addition, we have granted
investors a security interest in substantiallyoalbur assets and intellectual property and reafistn rights.

OCTOBER 2005 STOCK PURCHASE AGREEMENT

To obtain funding for our ongoing operations, weeeed into a Securities Purchase Agreement with &meredited investors
October 24, 2005, for the sale of (i) $800,000a0wed convertible notes, and (i) warrants to pase 800,000 shares of our common stock.

The notes bear interest at 10%, mature three yfeams the date of issuance, and are convertible mto common stock, at t
investors' option, at the lower of:
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« $0.03; or
« 25% of the average of the three lowest intradadirigaprices for the common stock on the Over-Thew@er Bulletin Board for
the 20 trading days before but not including thevewsion date.

On April 18, 2007, the variable conversion pricetttd secured convertible debentures was amend28%o We have a call opti
under the terms of the secured convertible notes.Chll option provides us with the right to prepélyof the outstanding secured convert
notes at any time, provided we are not in defaudt aur stock is trading at or below $.03 per shBrepayment of the notes is to be mac
cash equal to either (i) 125% of the outstandirigggral and accrued interest for prepayments oauginwvithin 30 days following the iss
date of the secured convertible notes; (ii) 135%hefoutstanding principal and accrued interespfepayments occurring between 31 an
days following the issue date of the secured cdibtemotes; and (iii) 150% of the outstanding pijpal and accrued interest for prepaym
occurring after the 60th day following the issug¢edaf the secured convertible notes.

Our right to repay the notes is exercisable onlas$ than ten trading days prior written noticethie holders of the secul
convertible notes. For notice purposes, a tradiag id any day on which our common stock is tradmdahy period on the OTC Bulle
Board. Notwithstanding the notice of prepayment, ltiolders of the secured convertible notes haveighé at all times to convert all or a
portion of the secured convertible notes prioragment of the prepayment amount.

We also have a partial call option under the teofthe secured convertible notes in any month inclwtthe current price of o
common stock is below $0.10. Under the terms ofptheial call option, we have the right to pay théstanding principal amount of 1
secured convertible notes plus anenth's interest for that month, which will stayyasonversions of the secured convertible noteshia
holders for that month. The principal amount of #ezured convertible notes to be repaid is detexhby dividing the then outstand
principal amount of the notes by the maturity & tiotes in months, or 36.

The full principal amount of the secured conveeibbtes are due upon default under the terms afrsgaconvertible notes. T
warrants are exercisable until five years from dia¢e of issuance at a purchase price of $0.10 lmmesIn addition, we have granted
investors a security interest in substantiallyoalbur assets and intellectual property and reagistn rights.

DECEMBER 2005 STOCK PURCHASE AGREEMENT

To obtain funding for our ongoing operations, weeeed into a Securities Purchase Agreement with &meredited investors
December 28, 2005, for the sale of (i) $700,008enured convertible notes, and (ii) warrants tcclpase 700,000 shares of our com
stock.

The notes bear interest at 8%, mature three yeamns the date of issuance, and are convertible @ntocommon stock, at t
investors' option, at the lower of:

« $0.10; or
« 25% of the average of the three lowest intradadirigaprices for the common stock on the Over-Thew@er Bulletin Board for
the 20 trading days before but not including thevewsion date.

On April 18, 2007, the variable conversion pricettod secured convertible debentures was amend28%o We have a call opti
under the terms of the secured convertible notes.Chll option provides us with the right to prepélyof the outstanding secured convert
notes at any time, provided we are not in defaudt aur stock is trading at or below $.09 per shBrepayment of the notes is to be mac
cash equal to either (i) 125% of the outstandirigggral and accrued interest for prepayments oaugiwithin 30 days following the iss
date of the secured convertible notes; (ii) 135%hefoutstanding principal and accrued interespfepayments occurring between 31 an
days following the issue date of the secured cdibtemotes; and (iii) 150% of the outstanding pijpal and accrued interest for prepaym
occurring after the 60th day following the issug¢edaf the secured convertible notes.

15




Our right to repay the notes is exercisable onlas$ than ten trading days prior written noticethie holders of the secul
convertible notes. For notice purposes, a trading id any day on which our common stock is tradedahy period on the OTC Bulle
Board. Notwithstanding the notice of prepaymeng, ltolders of the secured convertible notes haveighe at all times to convert all or a
portion of the secured convertible notes prioragment of the prepayment amount.

We also have a partial call option under the teofnthe secured convertible notes in any month imctvtthe current price of o
common stock is below $0.13. Under the terms ofptheial call option, we have the right to pay théstanding principal amount of 1
secured convertible notes plus anenth's interest for that month, which will stayyasonversions of the secured convertible noteshia
holders for that month. The principal amount of #ezured convertible notes to be repaid is detenlvy dividing the then outstand
principal amount of the notes by the maturity & tiotes in months, or 36.

The full principal amount of the secured convedibbtes are due upon default under the terms afrsgaonvertible notes. T
warrants are exercisable until five years from dlage of issuance at a purchase price of $0.15 l@mesIn addition, we have granted
investors a security interest in substantiallyoalbur assets and intellectual property and reagistn rights.

MARCH 2006 STOCK PURCHASE AGREEMENT

To obtain funding for our ongoing operations, weeeed into a Securities Purchase Agreement with &maeredited investors
March 27, 2006, for the sale of (i) $500,000 inwsed convertible notes, and (ii) warrants to pusen&9,000,000 shares of our common st

The notes bear interest at 8%, mature three yeans the date of issuance, and are convertible @ntocommon stock, at t
investors' option, at the lower of:

« $0.06; or
« 25% of the average of the three lowest intradagdirigaprices for the common stock on the Over-Thew@er Bulletin Board for
the 20 trading days before but not including thevewsion date.

On April 18, 2007, the variable conversion pricetttd secured convertible debentures was amend28%o We have a call opti
under the terms of the secured convertible notks.chll option provides us with the right to prepiyof the outstanding secured convert
notes at any time, provided we are not in defaudt aur stock is trading at or below $.13 per shRrepayment of the notes is to be mac
cash equal to either (i) 125% of the outstandirigggral and accrued interest for prepayments oauginwvithin 30 days following the iss
date of the secured convertible notes; (ii) 135%hefoutstanding principal and accrued interespfepayments occurring between 31 an
days following the issue date of the secured cditlemotes; and (iii) 150% of the outstanding pijpal and accrued interest for prepaym
occurring after the 60th day following the issuéedaf the secured convertible notes.

Our right to repay the notes is exercisable onlas$ than ten trading days prior written noticethie holders of the secul
convertible notes. For notice purposes, a trading id any day on which our common stock is tradedahy period on the OTC Bulle
Board. Notwithstanding the notice of prepaymeng, ltolders of the secured convertible notes haveighée at all times to convert all or a
portion of the secured convertible notes prioragment of the prepayment amount.

We also have a partial call option under the teofnthe secured convertible notes in any month imctvtthe current price of o
common stock is below $0.13. Under the terms ofptheial call option, we have the right to pay thestanding principal amount of 1
secured convertible notes plus anenth's interest for that month, which will stayyasonversions of the secured convertible noteshia
holders for that month. The principal amount of #ezured convertible notes to be repaid is detexhby dividing the then outstand
principal amount of the notes by the maturity & tiotes in months, or 36.

The full principal amount of the secured convedibbtes are due upon default under the terms afrsg@aonvertible notes. T

warrants are exercisable until seven years frondtite of issuance at a purchase price of $0.1Ghme. In addition, we have granted
investors a security interest in substantiallyoalbur assets and intellectual property and reagistn rights.
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JULY 2006 STOCK PURCHASE AGREEMENT

To obtain funding for our ongoing operations, wéeeed into a Securities Purchase Agreement with deuaredited investors on J
28, 2006, for the sale of (i) $500,000 in securenlertible notes, and (ii) warrants to purchas@d®,000 shares of our common stock.

The notes bear interest at 6%, mature three yeamns the date of issuance, and are convertible @ntocommon stock, at t
investors' option, at the lower of:

« $0.06; or
« 25% of the average of the three lowest intradadirigaprices for the common stock on the Over-Thew@er Bulletin Board for
the 20 trading days before but not including thevewsion date.

On April 18, 2007, the variable conversion pricetttd secured convertible debentures was amend28%o We have a call opti
under the terms of the secured convertible notes.CRll option provides us with the right to prepélyof the outstanding secured convert
notes at any time, provided we are not in defaudt aur stock is trading at or below $.13 per shBrepayment of the notes is to be mac
cash equal to either (i) 125% of the outstandirigggral and accrued interest for prepayments oauginwvithin 30 days following the iss
date of the secured convertible notes; (ii) 135%hefoutstanding principal and accrued interespfepayments occurring between 31 an
days following the issue date of the secured cdibtemotes; and (iii) 150% of the outstanding pijpal and accrued interest for prepaym
occurring after the 60th day following the issugéedaf the secured convertible notes.

Our right to repay the notes is exercisable onlas$ than ten trading days prior written noticethie holders of the secul
convertible notes. For notice purposes, a tradiag id any day on which our common stock is tradmdahy period on the OTC Bulle
Board. Notwithstanding the notice of prepayment, liolders of the secured convertible notes haveighé at all times to convert all or a
portion of the secured convertible notes prioragment of the prepayment amount.

We also have a partial call option under the teofnthe secured convertible notes in any month imctvtthe current price of o
common stock is below $0.13. Under the terms ofptheial call option, we have the right to pay théstanding principal amount of 1
secured convertible notes plus anenth's interest for that month, which will stayyasonversions of the secured convertible noteshia
holders for that month. The principal amount of #egured convertible notes to be repaid is detexhby dividing the then outstand
principal amount of the notes by the maturity & tiotes in months, or 36.

The full principal amount of the secured conveeibbtes are due upon default under the terms afrsgaonvertible notes. T
warrants are exercisable until seven years frondtite of issuance at a purchase price of $0.1Ghme. In addition, we have granted
investors a security interest in substantiallyoalbur assets and intellectual property and reaistn rights.

SEPTEMBER 2006 STOCK PURCHASE AGREEMENT

To obtain funding for our ongoing operations, weeeed into a Securities Purchase Agreement with &meredited investors
September 26, 2006, for the sale of (i) $280,008eicured convertible notes, and (ii) warrants teipase 10,000,000 shares of our com
stock.

The notes bear interest at 6%, mature three yeams the date of issuance, and are convertible @ntocommon stock, at t
investors' option, at the lower of:

« $0.06; or
« 25% of the average of the three lowest intradadirigaprices for the common stock on the Over-Thew@er Bulletin Board for
the 20 trading days before but not including thevewsion date.

On April 18, 2007, the variable conversion pricetted secured convertible debentures was amend28%o We have a call opti
under the terms of the secured convertible notes.CRll option provides us with the right to prepélyof the outstanding secured convert
notes at any time, provided we are not in defaudt aur stock is trading at or below $.13 per shBrepayment of the notes is to be mac
cash equal to either (i) 125% of the outstandirigggral and accrued interest for prepayments oaugiwithin 30 days following the iss
date of the secured convertible notes; (ii) 135%hefoutstanding principal and accrued interespfepayments occurring between 31 an
days following the issue date of the secured cdibtemotes; and (iii) 150% of the outstanding pijpal and accrued interest for prepaym
occurring after the 60th day following the issug¢edaf the secured convertible notes.
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Our right to repay the notes is exercisable onlas$ than ten trading days prior written noticethie holders of the secul
convertible notes. For notice purposes, a trading id any day on which our common stock is tradedahy period on the OTC Bulle
Board. Notwithstanding the notice of prepaymeng, ltolders of the secured convertible notes haveighée at all times to convert all or a
portion of the secured convertible notes prioragment of the prepayment amount.

We also have a partial call option under the teofnthe secured convertible notes in any month imctvtthe current price of o
common stock is below $0.13. Under the terms ofptheial call option, we have the right to pay théstanding principal amount of 1
secured convertible notes plus anenth's interest for that month, which will stayyasonversions of the secured convertible noteshia
holders for that month. The principal amount of #ezured convertible notes to be repaid is detenlvy dividing the then outstand
principal amount of the notes by the maturity & tiotes in months, or 36.

The full principal amount of the secured convedibbtes are due upon default under the terms afrsgaonvertible notes. T
warrants are exercisable until seven years frond#te of issuance at a purchase price of $0.1Glpee. In addition, we have granted
investors a security interest in substantiallyoalbur assets and intellectual property and reagistn rights.

DECEMBER 2006 STOCK PURCHASE AGREEMENT

To obtain funding for our ongoing operations, weeeed into a Securities Purchase Agreement with &meredited investors
December 20, 2006, for the sale of (i) $600,008d0ured convertible notes, and (ii) warrants talpase 20,000,000 shares of our com
stock.

The notes bear interest at 6%, mature three yeans the date of issuance, and are convertible @ntocommon stock, at t
investors' option, at the lower of:

« $0.06; or
» 25% of the average of the three lowest intradagdirigaprices for the common stock on the Over-Thew@er Bulletin Board for
the 20 trading days before but not including thevewsion date.

On April 18, 2007, the variable conversion pricetttd secured convertible debentures was amend28%o We have a call opti
under the terms of the secured convertible notks.chll option provides us with the right to prepgiyof the outstanding secured convert
notes at any time, provided we are not in defaudt aur stock is trading at or below $.13 per shBrepayment of the notes is to be mac
cash equal to either (i) 125% of the outstandirigggral and accrued interest for prepayments oauginwvithin 30 days following the iss
date of the secured convertible notes; (ii) 135%hefoutstanding principal and accrued interespfepayments occurring between 31 an
days following the issue date of the secured cditlemotes; and (iii) 150% of the outstanding pijpal and accrued interest for prepaym
occurring after the 60th day following the issugéedaf the secured convertible notes.

Our right to repay the notes is exercisable onlas$ than ten trading days prior written noticethie holders of the secul
convertible notes. For notice purposes, a trading id any day on which our common stock is tradedahy period on the OTC Bulle
Board. Notwithstanding the notice of prepayment, liolders of the secured convertible notes haveighé at all times to convert all or a
portion of the secured convertible notes prioragment of the prepayment amount.

We also have a partial call option under the teofnthe secured convertible notes in any month imctvtthe current price of o
common stock is below $0.13. Under the terms ofptheial call option, we have the right to pay théstanding principal amount of 1
secured convertible notes plus anenth's interest for that month, which will stayyasonversions of the secured convertible noteshia
holders for that month. The principal amount of #ezured convertible notes to be repaid is detexhby dividing the then outstand
principal amount of the notes by the maturity & tiotes in months, or 36.
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The full principal amount of the secured conveeibbtes are due upon default under the terms afrsgaonvertible notes. T
warrants are exercisable until seven years frond#te of issuance at a purchase price of $0.1Glpee. In addition, we have granted
investors a security interest in substantiallyoélbur assets and intellectual property and reafistn rights.

APRIL 2007 STOCK PURCHASE AGREEMENT

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

The notes bear interest at 8%, mature three yeans the date of issuance, and are convertible @ntocommon stock, at t
investors' option, at the lower of:

 $0.10; or
« 25% of the average of the three lowest intradagirigaprices for the common stock on the Over-Thew@er Bulletin Board for
the 20 trading days before but not including thevewsion date.

We have a call option under the terms of the secoomvertible notes. The call option provides uthwiie right to prepay all of tl
outstanding secured convertible notes at any tipneyided we are not in default and our stock iglitg at or below $.13 per she
Prepayment of the notes is to be made in cash equeither (i) 125% of the outstanding principadaaccrued interest for prepayme
occurring within 30 days following the issue dafeh® secured convertible notes; (ii) 135% of tlhwstanding principal and accrued inte
for prepayments occurring between 31 and 60 ddi@afimg the issue date of the secured convertiloiest and (i) 150% of the outstand
principal and accrued interest for prepayments oy after the 60th day following the issue dafi¢he secured convertible notes.

Our right to repay the notes is exercisable onlas$ than ten trading days prior written noticethie holders of the secul
convertible notes. For notice purposes, a tradiag id any day on which our common stock is tradmdahy period on the OTC Bulle
Board. Notwithstanding the notice of prepayment, liolders of the secured convertible notes haveighé at all times to convert all or a
portion of the secured convertible notes prioragment of the prepayment amount.

We also have a partial call option under the teofthe secured convertible notes in any month inclwtthe current price of o
common stock is below $0.13. Under the terms ofptheial call option, we have the right to pay théstanding principal amount of 1
secured convertible notes plus anenth's interest for that month, which will stayyasonversions of the secured convertible noteshia
holders for that month. The principal amount of #ezured convertible notes to be repaid is detenlvy dividing the then outstand
principal amount of the notes by the maturity @& tlotes in months, or 36.

The full principal amount of the secured convedibbtes are due upon default under the terms afrsg@aonvertible notes. T
warrants are exercisable until seven years frond#te of issuance at a purchase price of $0.1Glpee. In addition, we have granted
investors a security interest in substantiallyoélbur assets and intellectual property and reafistn rights.

MAY 2007 STOCK PURCHASE AGREEMENT

To obtain funding for our ongoing operations, weeead into a Securities Purchase Agreement with doaredited investors on M
3, 2007, for the sale of (i) $150,000 in securealestible notes, and (ii) warrants to purchase Q0,000 shares of our common stock.

The notes bear interest at 8%, mature three yeans the date of issuance, and are convertible @ntocommon stock, at t
investors' option, at the lower of:

e $0.10; or
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» 25% of the average of the three lowest intradagirigaprices for the common stock on the Over-Thew@er Bulletin Board for
the 20 trading days before but not including thevewsion date.

We have a call option under the terms of the secooavertible notes. The call option provides uthwhe right to prepay all of t
outstanding secured convertible notes at any tipneyided we are not in default and our stock iglitg at or below $.13 per she
Prepayment of the notes is to be made in cash dqueither (i) 125% of the outstanding principabdaaccrued interest for prepayme
occurring within 30 days following the issue dafdh® secured convertible notes; (ii) 135% of thistanding principal and accrued inte
for prepayments occurring between 31 and 60 ddi@mifimg the issue date of the secured convertiloliesy and (iii) 150% of the outstand
principal and accrued interest for prepayments wtw after the 60th day following the issue daft¢he secured convertible notes.

Our right to repay the notes is exercisable onlas$ than ten trading days prior written noticethie holders of the secul
convertible notes. For notice purposes, a trading id any day on which our common stock is tradedahy period on the OTC Bulle
Board. Notwithstanding the notice of prepaymeng, ltolders of the secured convertible notes haveighe at all times to convert all or a
portion of the secured convertible notes prioragment of the prepayment amount.

We also have a partial call option under the teofnthe secured convertible notes in any month imctwvtthe current price of o
common stock is below $0.13. Under the terms ofptheial call option, we have the right to pay théstanding principal amount of 1
secured convertible notes plus anenth's interest for that month, which will stayyasonversions of the secured convertible noteshia
holders for that month. The principal amount of #ezured convertible notes to be repaid is detexhby dividing the then outstand
principal amount of the notes by the maturity & tiotes in months, or 36.

The full principal amount of the secured convedibbtes are due upon default under the terms afrsgaonvertible notes. T
warrants are exercisable until seven years fronmdtie of issuance at a purchase price of $0.1Ghmme. In addition, we have granted
investors a security interest in substantiallyoalbur assets and intellectual property and reagistn rights.

Penny Stock Regulation

Shares of our common stock are subject to ruleptadoby the Securities and Exchange Commissionrttailate brokedeale
practices in connection with transactions in “pestgcks.”Penny stocks are generally equity securities wighiee of less than $5.00 (otl
than securities registered on certain national ritgesi exchanges or quoted on the NASDAQ systemviged that current price and volu
information with respect to transactions in thoseusities is provided by the exchange or systerhi penny stock rules require a broker-
dealer, prior to a transaction in a penny stockatberwise exempt from those rules, deliver a stetided risk disclosure prepared by
Securities and Exchange Commission, which conthie$ollowing:

« A description of the nature and level of risk ie tinarket for penny stocks in both public offeriagsl secondary trading;

« A description of the broker’s or dealgruties to the customer and of the rights and desevailable to the customer with respe:
violation to such duties or other requirementsefusities’ laws;

« A brief, clear, narrative description of a dealarket, including “bid” and “ask” prices for penngpsks and the significance of the
spread between the “bid” and “ask” price;

« Atoll-free telephone number for inquiries on diiriary actions;

« Definitions of significant terms in the disclosutecument or in the conduct of trading in penny lsspand

« Such other information and in such form (includiagguage, type, size and format), as the SecuatidsExchange Commission
shall require by rule or regulation.

Prior to effecting any transaction in a penny stdbk broker-dealer also must provide the custdhreefollowing:
« The bid and offer quotations for the penny stock;
« The compensation of the broker-dealer and its patesn in the transaction;

« The number of shares to which such bid and aslep@apply, or other comparable information relatmthe depth and liquidity of
the market for such stock; and
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« Monthly account statements showing the market vafueach penny stock held in the customer’s account

In addition, the penny stock rules require thabptb a transaction in a penny stock not otherveisempt from those rules, f
brokerdealer must make a special written determinatiat the penny stock is a suitable investment for ghechaser and receive
purchasers written acknowledgment of the receipt of a rigdcbsure statement, a written agreement to traiesecinvolving penny stock
and a signed and dated copy of a written suitatalement.

These disclosure requirements may have the effagtdoicing the trading activity in the secondaryrkea for a stock that becon
subject to the penny stock rules. Holders of shafemur common stock may have difficulty sellingp$le shares because our common
will probably be subject to the penny stock rulesén indeterminate period of time.

Recent Sales of Unregistered Securities

During the three months ended December 31, 2006ssued 25,000 shares of common stock upon comwveosi0.5 shares of Cle
A preferred stock.

In October 2006, we issued 500,000 shares of constumk at $0.045 per share in exchange for serveretered.

In November 2006, we issued 98,000 shares and ZB8fes of Series C Convertible Preferred stocT&K Corporation an
Rensselaer Polytechnic Institute for patent actiofs.

To obtain funding for our ongoing operations, wdeeed into a Securities Purchase Agreement with AJaktners, LLC, AJ\
Qualified Partners, LLC, AJW Offshore, Ltd., andviN®lillennium Partners Il, LLC on December 20, 20086 the sale of (i) $600,000
secured convertible notes and (ii) warrants to 20%00,000 shares of our common stock.

The secured convertible notes bear interest atééture three years from the date of issuance, sndaavertible into our comm
stock, at the investors' option, at the lower »#$@.10 or (ii) 40% of the average of the threedstintraday trading prices for the comr
stock on the Over-Th&ounter Bulletin Board for the 20 trading days Ibefbut not including the conversion date. The fuihcipal amour
of the secured convertible notes are due upon tefader the terms of secured convertible notesddition, we have granted the investc
security interest in substantially all of our assand intellectual property and registration rigfitise warrants are exercisable until five y
from the date of issuance at a purchase price df0$fer share. In addition the warrants exercisgeegets adjusted in the event we i
common stock at a price below market, with the pkioa of any securities issued as of the date isfilarrant.
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ITEM 6. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITIONS AND RESULT OF
OPERATIONS.

This report contains forwardoking statements. Actual results and events cdiffdr materially from those projected, anticipdter
implicit, in the forward-looking statements as auk of the risk factors set forth below and elsewehin this report.

With the exception of historical matters, the matteliscussed herein are forwdodbking statements that involve risks |
uncertainties. Forwartboking statements include, but are not limitedstatements concerning anticipated trends in ree®and net incorr
projections concerning operations and availablé fasv. Our actual results could differ materiallgm the results discussed in such forward-
looking statements. The following discussion of dimancial condition and results of operations dtidoe read in conjunction with ¢
financial statements and the related notes theqgtearing elsewhere herein.

Overview

We are a Nevada corporation that was incorporatedllay 17, 2000. We were founded to design, deveitgrket and sell advanc
lighting systems that utilize light emitting diodas illumination elements. White diodes are a redit new phenomenon that offer me
advances in illumination technology. Our diodesstone 92% less energy than incandescent countetpgrteduce comparable light outf
In electrochemical (battery powered) applicatidhss diminution of energy consumption positions bghting solutions as more durable |
reliable than other interim lighting alternativés.standard alternating current electrical appia@#, the calculated life of LEDs as light
elements is over 20 years versus 750 hours foitibadl incandescent light bulbs. These exceptigreaformance characteristics, diminu
energy consumption and extended life, have promgiede implementation in traffic lights and autoiaetbrake lights, but have not
significantly occurred in our area of focus, diotlaimination (tm). Diodal illumination is the prodtion of light through the use of white i
emitting diodes. A light emitting diode is a chealicompound that produces a visible light when kttacal current is applied. Tt
production of light through a diode is contrasteithviight from a typical light bulb, in which lighs produced as a hyroduct of a burnin
filament contained within a vacuum globe. The diades 92% less energy to produce comparable tghat of a traditional light bulb.

To address the tremendous opportunity in the $llibibigeneral lighting market, we have developdihe of LED lighting product
and fixtures for residential, commercial, militampd homeland security markets, including kitched aloset task lighting and emerge
lighting products. We design and engineer prodtles adapt technology advancements from semicoaduténufacturers, including Cr
Inc., for use by the general public and military.

We have created breakthrough sditdte lighting technology that provides energycégfit and cost effective lighting solutio
Several products are designed to address emergemstieh as power outages and critical securitytiighneeds. Other products br
"heatless" light into the home for closets, calinbbokcases and counters. The solid-state semictord, trademarked by Cyberlux as diodal
(TM) lighting elements, consume 92 percent lesgg@nthan conventional incandescent lighting elemamd perform for more than 10 ye
in contrast to 750 hours for traditional light bstb

With the exception of our initial Home Safety Ligioduct (the first generation of our current EvefCM) product), 2005 mark
the first year for all of our current products aheé first year of significant revenues. With esigtidd and developing sales channels ¢
robust range of products now available for the regnke believe that we are poised to seize sigmfiopportunities in the growing solgdate
lighting market in 2006 and beyond.

Growth Strategy
Our growth strategy is defined by the followingdigpecific initiatives that we hope will lead tgr@ater position within the industt
(1) Increase existing product sales to existingarusrs -we will attempt to increase revenue from our éxgstcustomer bas

specifically The Home Depot, Wakart and the USAF, by increasing the frequency ofchase and maintaining profitable custa
relationships.
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(2) Expand existing product sales to new custormers will attempt to increase revenue by expandirgexisting product sales
new customers. With our existing products, the dije is to expand our distribution to new custospéncluding warehouse retailers, re
grocery chains, additional branches of the militanryd additional commercial customers.

(3) Introduce new solid-state lighting productsithin our expanding distribution channels, welaitempt to increase revenue
developing new soligtate lighting products for our new and existingtomers. Specifically, we will deliver the latestriable illuminatiol
systems to the military, introduce the RelyOn to @tailers and launch new Aeon products to ourroencial customers.

(4) Expand to new geographiedor us, we believe that geographical expansioh lvél one of the most powerful opportunities
revenue growth. Currently we are pursuing retgdassion in Puerto Rico, Mexico and Canada, withaesn in Europe and the Far Eas
future objectives.

(5) Pursue new competitive arenas - we have rgcacntjuired the worldvide exclusive rights to two proprietary technoksgi W«
intend to develop this proprietary technology imteseries of product and licensing revenue streams source of longerm competitiv
advantage.

Recent Accomplishments

The following is a summary of some of our most re@complishments:

February 12, 2007 - Delivers on USAF Contract Foique Covert Lighting System

January 25, 2007 - Delivers Next Generation WatghBdvanced Security Lighting System to U.S. Air é®r

January 18, 2007 - Obtains Exclusive Rights to lktiythighting Technology from University of CaliforaiSanta Barbara a

Scattered Photon Extraction Technology from RemassePolytechnic Institute Creates Foundation fost&oable Competitiy

Advantage

December 13, 2006 -Begins Shipments to Home Dep87 -Store Rollout

November 1, 2006 - Awarded U.S. Patent Claims foeEjency Lighting TechnologyFhe U.S. Patent Office has allowed 21 pe
claims covering our Power Outage Adapter

October 17, 2006 - Enters Into Distribution Agreet@ith Studio Becker for our Aeon Product Line
September 29, 2006 -Begins Shipment to Wal-Maf4 Store Rollout
September 28, 2006 - Aeon ProHB LED Lighting Feaduin two houses in the 2006 Parade of Homes

September 27, 2006Awarded Contract by United States Air Force toill Force Protection and Aircraft Maintenance ltigh
System

Critical Accounting Policies

The preparation of our consolidated financial steets in conformity with accounting principles geally accepted in the Unit
States requires us to make estimates and judgrteattaffect our reported assets, liabilities, rexe) and expenses, and the disclosu
contingent assets and liabilities. We base oumad#is and judgments on historical experience anghdous other assumptions we believ
be reasonable under the circumstances. Future svemwever, may differ markedly from our currenpestations and assumptions. W
there are a number of significant accounting pesicaffecting our consolidated financial statements; believe the following critic
accounting policies involve the most complex, difft and subjective estimates and judgments:

o stock-based compensation; and
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0 revenue recognition.
Stock-Based Compensation

In December 2002, the FASB issued SFAS No. 148coAnting for Stock-Based Compensatiofiransition and Disclosure. Tl
statement amends SFAS No. 123 - Accounting forkSBased Compensation, providing alternative methddslointarily transitioning to tr
fair market value based method of accounting foclsbased employee compensation. FAS 148 alsoresqgdisclosure of the method use
account for stockased employee compensation and the effect of thhad in both the annual and interim financial estagnts. Th
provisions of this statement related to transitisethods are effective for fiscal years ending ditecember 15, 2002, while provisions rel:
to disclosure requirements are effective in finahegports for interim periods beginning after Dmber 31, 2002.

The Company elected to continue to account forksbased compensation plans using the intrinsicedahsed method of account
prescribed by APB No. 25, "Accounting for Stockued to Employees,” and related interpretations.adrke provisions of APB No. Z
compensation expense is measured at the granfoddtes difference between the fair value of ttecktand the exercise price.

Revenue Recognition

For revenue from product sales, the Company rezegnievenue in accordance with SEC Staff AccounBofetin No. 101
"Revenue Recognition in Financial Statements" ("SKR"). SAB 101 requires that four basic criteriasinbe met before revenue car
recognized: (1) persuasive evidence of an arrangeegsts; (2) delivery has occurred; (3) the sgllprice is fixed and determinable; and
collectibility is reasonably assured. Determinatidrcriteria (3) and (4) are based on managemgltgnents regarding the fixed nature of
selling prices of the products delivered and thiéectbility of those amounts. Provisions for disitis and rebates to customers, estin
returns and allowances, and other adjustments rarngded for in the same period the related salesracorded. The Company defers
revenue for which the product has not been delid/eneis subject to refund until such time that thempany and the customer joir
determine that the product has been delivered oefumd will be required.

RESULTS OF OPERATIONS
Results of Operations for the Years Ended Decemb&l, 2006 and 2005 Compared.

Revenues for the year ended December 31, 2006 %484 988. This compares to revenues of $54,52théoyear ended Decem!
31, 2005. The increase of $430,465 or 790% ishatizble our efforts to expand and grow our market.

Cost of goods sold were $377,524 or 77.9 % of dale2006 compared with $235,768 or 432.4% for 20832005, we recordec
charge for obsolete inventory of approximately $008. Additionally, our sales in 2005 were not migint to achieve a positive gross pr
margin.

Operating expenses for the year ended Decemb&088, were $5,276,890 compared with $2,911,761Heryear ended Decem|
31, 2005, an increase of $2,365,129 or 81.2% Imdud expenses for 2006 was $1,432,539 in comnuwk s¢sued for services rendere
employees and consultants in 2006 as a non casdatron as compared to $184,333 in 2005. Additiptiae Company issued stock optis
to employees valued at $1,131,500 in 2006 as cadgar$-0- in 2005.

We realized an unrealized gain in change in faweraf warrants and debt derivatives of $953,712066 as compared with a los:
$4,485,654 in 2005.

Interest expense for 2006 was $2,585,800 compar&d 623,781 for 2005. The increase in interesersp represents our cos
additional borrowing in 2006.
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Liquidity and Capital Resources

As of December 31, 2006, we had a working capiedicdt of $2,542,474. As a result of our operatiogses for the year enc
December 31, 2006, we generated a cash flow defidi2,627,021 from operating activities. Cash #ogenerated through investing activi
was $225,775 during the year ended December 38.206 met our cash requirements during this pethoough the issuance of $1,830,
in convertible notes payable and 479,402 borrowin@ long term basis.

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

By adjusting our operations and development tol¢lrel of capitalization, we believe we have su#iti capital resources to m
projected cash flow deficits through the next tveetmonths. However, if thereafter, we are not swsfoksn generating sufficient liquidi
from operations or in raising sufficient capitatoerces, on terms acceptable to us, this could aavaterial adverse effect on our busir
results of operations, liquidity and financial cdiuh.

Our independent certified public accountant hatedtin their report, dated as of April 26 2007,tthe have incurred operati
losses, and that we are dependent upon managemigilitisto develop profitable operations. Thesetdas among others may raise substa
doubt about our ability to continue as a going esnc

September 2006 Stock Purchase Agreement

To obtain funding for our ongoing operations, weeeed into a Securities Purchase Agreement with &mgeredited investors
September 26, 2006, for the sale of (i) $280,008eicured convertible notes, and (ii) warrants teipase 10,000,000 shares of our com
stock. The investors purchased all of the secuoedartible notes on September 26, 2006.

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

The secured convertible notes bear interest atmééture three years from the date of issuance, sndaavertible into our comm
stock, at the investors' option, at the lower »#$@.06 or (i) 25% of the average of the threedstintraday trading prices for the comr
stock on the Over-Th€ounter Bulletin Board for the 20 trading days lbefbut not including the conversion date. The julhcipal amour
of the secured convertible notes is due upon detendler the terms of secured convertible notes.\iidreants are exercisable until seven'y
from the date of issuance at a purchase price dfo$per share. In addition, the conversion pricehef secured convertible notes and
exercise price of the warrants will be adjustedhi@ event that we issue common stock at a pricewb#ie fixed conversion price, bel
market price, with the exception of any securitesied in connection with the Securities Purchagee@dment. The conversion price of
secured convertible notes and the exercise priteeofvarrants may be adjusted in certain circunegtsusuch as if we pay a stock divide
subdivide or combine outstanding shares of comntooksinto a greater or lesser number of sharegake such other actions as wc
otherwise result in dilution of the selling stockder’s position. As of the date of this filing, the cension price for the secured convert
debentures and the exercise price of the warrante hot been adjusted. The selling stockholderg lcantractually agreed to restrict t
ability to convert or exercise their warrants aadeive shares of our common stock such that thébaunf shares of common stock helc
them and their affiliates after such conversiomxercise does not exceed 4.9% of the then issudd@standing shares of common stocl
addition, we have granted the investors a secintigyest in substantially all of our assets andliattual property and registration rights.

December 2006 Stock Purchase Agreer
To obtain funding for our ongoing operations, weeeed into a Securities Purchase Agreement with &meredited investors

December 20, 2006, for the sale of (i) $600,008d0ured convertible notes, and (ii) warrants talpase 20,000,000 shares of our com
stock. The investors purchased all of the secunedeartible notes on December 20, 2006.
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The proceeds received from the sale of the seatoadertible notes were used for business developmaposes, working capi
needs, pre-payment of interest, payment of comguéind legal fees and purchasing inventory.

The secured convertible notes bear interest atmééture three years from the date of issuance, sndaavertible into our comm
stock, at the investors' option, at the lower »#$@.06 or (ii) 25% of the average of the threedstintraday trading prices for the comr
stock on the Over-Th€ounter Bulletin Board for the 20 trading days lbefbut not including the conversion date. The julhcipal amour
of the secured convertible notes is due upon detendler the terms of secured convertible notes.\iidreants are exercisable until seven'y
from the date of issuance at a purchase price dfo$per share. In addition, the conversion price¢hef secured convertible notes and
exercise price of the warrants will be adjustedhi@ event that we issue common stock at a pricewb#ie fixed conversion price, bel
market price, with the exception of any securitesied in connection with the Securities Purchagee@dment. The conversion price of
secured convertible notes and the exercise priteeofvarrants may be adjusted in certain circunegtsusuch as if we pay a stock divide
subdivide or combine outstanding shares of comntooksinto a greater or lesser number of sharegake such other actions as wc
otherwise result in dilution of the selling stockdher’s position. As of the date of this filing, the cension price for the secured convert
debentures and the exercise price of the warrante hot been adjusted. The selling stockholderg lcantractually agreed to restrict t
ability to convert or exercise their warrants aadeive shares of our common stock such that thébaunf shares of common stock helc
them and their affiliates after such conversiomxercise does not exceed 4.9% of the then issudd@standing shares of common stocl
addition, we have granted the investors a secintigyest in substantially all of our assets andliattual property and registration rights.

April 2007 Stock Purchase Agreem

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

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

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

May 2007 Stock Purchase Agreem
To obtain funding for our ongoing operations, wéeead into a Securities Purchase Agreement with douaredited investors on M

3, 2007, for the sale of (i) $150,000 in securedveatible notes, and (ii) warrants to purchase @0,000 shares of our common stock.
investors purchased all of the secured conventibtes on May 3, 2007.
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The proceeds received from the sale of the seatoadertible notes were used for business developm@poses, working capi
needs, pre-payment of interest, payment of comguéind legal fees and purchasing inventory.

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

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

Recent Accounting Pronouncements

In February 2006, the FASB issued SFAS No. 15BAc¢ounting for certain Hybrid Financial Instrumerdas amendment of FA!
Statements No. 133 and 14@ SFAS No. 155. SFAS No. 155 permits fair valumeasurement for any hybrid financial instrument
contains an embedded derivative that otherwise advaeduire bifurcation, clarifies which interest-prtrips and principabnly strips are ni
subject to the requirements of Statement No. 13@béishes a requirement to evaluate interest®durgized financial assets to iden
interests that are freestanding derivatives or #hathybrid financial instruments that contain ambedded derivative requiring bifurcati
clarifies that concentrations of credit risk in floem of subordination are not embedded derivatiaesl amends SFAS No. 140 to elimit
the prohibition on a qualifying special purposeitgrfrom holding a derivative financial instrumethiat pertains to a beneficial interest o
than another derivative financial instrument. SF¥SS is effective for all financial instruments ated or issued after the beginning of
entity’s first fiscal year that begins after September20®6. We did not have a material impact on ouisotidated financial position, rest
of operations or cash flows.

In March 2006, the FASB issued FASB Statement Ni&, AAccounting for Servicing of Financial Assetan- amendment to FAS
Statement No. 140. Statement 156 requires thahtity eecognize a servicing asset or servicingiligheach time it undertakes an obligat
to service a financial asset by entering into &isercontract under certain situations. The newdsad is effective for fiscal years beginr
after September 15, 2006. The adoption of SFAS Bé&did not have a material impact on the Compafity&cial position and results
operations.
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In July 2006, the FASB issued Interpretation No.(BBN 48). “ Accounting for uncertainty in Income Taxe&IN 48 clarifies th
accounting for Income Taxes by prescribing the mimn recognition threshold a tax position is reqliite meet before being recognize:
the financial statements. It also provides guidamta&erecognition, measurement, classificatioreregt and penalties, accounting in inte
periods, disclosure and transition and clearly ssdpcome taxes out of SFAS 5Atcounting for ContingenciesFIN 48 is effective fc
fiscal years beginning after December 15, 2006. h&'ee not yet evaluated the impact of adopting F8No# our consolidated financ
position, results of operations and cash flows.

In September 2006 the Financial Account Standamsd(the “FASB")issued its Statement of Financial Accounting Steaisld57
Fair Value Measurements. This Statement definesédile, establishes a framework for measuringvalue in generally accepted accoun
principles (GAAP), and expands disclosures aboutvidue measurements. This Statement applies utther accounting pronounceme
that require or permit fair value measurements,Bbard having previously concluded in those acdognpronouncements that fair valu
the relevant measurement attribute. Accordinglig, Btatement does not require any new fair valuasmements. However, for some enti
the application of this Statement will change cotngractice. FAS 157 effective date is for fiscahys beginning after November 15, 2(
The Company does not expect adoption of this standdl have a material impact on its financial fims, operations or cash flows.

In September 2006 the FASB issued its Statemeriirancial Accounting Standards 158 “Employefgicounting for Define
Benefit Pension and Other Postretirement Plamkis Statement improves financial reporting by iggg an employer to recognize !
overfunded or underfunded status of a defined liepettretirement plan (other than a multiemplop&&an) as an asset or liability in
statement of financial position and to recognizanges in that funded status in the year in whiehdtmanges occur through compreher
income of a business entity or changes in unrésttinet assets of a not-fprefit organization. This Statement also improvesvricia
reporting by requiring an employer to measure threléd status of a plan as of the date of its gedrstatement of financial position, v
limited exceptions. The effective date for an emgpfowith publicly traded equity securities is astloé end of the fiscal year ending a
December 15, 2006. The Company does not expectiadayf this standard will have a material impantits financial position, operations
cash flows.

In December 2006, the FASB issued FSP EITF 00-1®8e2punting for Registration Payment ArrangemetEsSP 00-192") which
addresses accounting for registration payment geraents. FSP 00-1®-specifies that the contingent obligation to makere payments
otherwise transfer consideration under a registngtiayment arrangement, whether issued as a seayaement or included as a provi
of a financial instrument or other agreement, stidag separately recognized and measured in acamdaith FASB Statement No.
Accounting for Contingencies. FSP 00-29urther clarifies that a financial instrument @b to a registration payment arrangement shoe
accounted for in accordance with other applicatdaegally accepted accounting principles withoutardgto the contingent obligation
transfer consideration pursuant to the registrapagment arrangement. For registration paymenmngements and financial instrume
subject to those arrangements that were enteredpimor to the issuance of EITF 00-29-this guidance shall be effective for finan
statements issued for fiscal years beginning &aember 15, 2006 and interim periods within thitseal years. The Company has not
determined the impact that the adoption of FSP ®@-will have on its financial statements.

In February 2007, the FASB issued SFAS No. 159¢"Fhir Value Option for Financial Assets and Finandabilities.” SFAS 15!
permits entities to choose to measure many finhims&ruments, and certain other items, at faiuealSFAS 159 applies to reporting per
beginning after November 15, 2007. The adoptioBEAS 157 is not expected to have a material impat¢he Company financial conditio
or results of operations.

Product Research and Development

We anticipate continuing to incur research and gment expenditures in connection with the dewelept of our Advance
lllumination Systems during the next twelve month& anticipate that we will expend approximatel@®00 in this endeavor.

These projected expenditures are dependent upogeoigrating revenues and obtaining sources of dingrin excess of our existi

capital resources. There is no guarantee that Webisuccessful in raising the funds required enayating revenues sufficient to fund
projected costs of research and development dthimgext twelve months.
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Acquisition or Disposition of Plant and Equipment

We do not anticipate the sale of any significamiperty, plant or equipment during the next twelvenths. We do not anticipate -
acquisition of any significant property, plant gugment during the next 12 months.

Risk Factors

Much of the information included in this annual eepincludes or is based upon estimates, projestmmother "forwardeoking
statements". Such forwatdeking statements include any projections or estit® made by us and our management in connectitbnow
business operations. While these forwhroking statements, and any assumptions upon wihiel are based, are made in good faith
reflect our current judgment regarding the dirattad our business, actual results will almost alsvagry, sometimes materially, from ¢
estimates, predictions, projections, assumptioratheer future performance suggested herein.

Such estimates, projections or other "forwknoking statements” involve various risks and utaisties as outlined below. \
caution the reader that important factors in soases have affected and, in the future, could nalieaffect actual results and cause ac
results to differ materially from the results exgged in any such estimates, projections or otloewdrd-looking statements”.

Our common shares are considered speculative. €tdgp investors should consider carefully the fators set out below.

Risks Relating to Our Business

We Have a History Of Losses Which May Continue, Whih May Negatively Impact Our Ability to Achieve Our Business Objectives.

We incurred a net loss of $6,775,400 for the yealed December 31, 2006 compared to a net loss,418%57 for the year enc
December 31, 2005. We cannot assure you that weachieve or sustain profitability on a quarterly arnual basis in the future. C
operations are subject to the risks and competitibarent in the establishment of a business erigerprhere can be no assurance that f
operations will be profitable. Revenues and profitany, will depend upon various factors, inclugliwhether we will be able to contir
expansion of our revenue. We may not achieve osinkas objectives and the failure to achieve swelisgvould have an adverse impac
us.

If We Are Unable to Obtain Additional Funding Our B usiness Operations Will be Harmed and If We Do Obtim Additional Financing
Our Then Existing Shareholders May Suffer Substantl Dilution.

We will require additional funds to sustain and @xg our sales and marketing activities. We antteiphat we will require up
approximately $4 million to fund our continued ogtons for the next twelve months, depending oremere from operationdVe nee:
additional funding for research and developmentraasing inventory, marketing and general and adinitiive expenses. Although t
amount is less than our net losses in the pastexpect to decrease our general and administratipenses by eliminating most of «
consulting fees. In the event that we cannot sicanitly reduce our consulting fees, we will needase additional funds to continue
operations Additional capital will be required to effectivefupport the operations and to otherwise implemantowerall business strate:
There can be no assurance that financing will lzlave in amounts or on terms acceptable to wes, #@ll. The inability to obtain additior
capital will restrict our ability to grow and magduce our ability to continue to conduct businessrations. If we are unable to obi
additional financing, we will likely be required turtail our marketing and development plans ansdsiidy cease our operations. /
additional equity financing may involve substantdltion to our then existing shareholders.

Our Independent Auditors Have Expressed SubstantiaDoubt About Our Ability to Continue As a Going Concern, Which May
Hinder Our Ability to Obtain Future Financing.

In their report dated April 26, 2007, our indepemtdauditors stated that our financial statementstie year ended December
2006 were prepared assuming that we would contirsua going concern. Our ability to continue as imag@oncern is an issue raised i
result of losses for the year ended December 316 #0the amount of $6,775,400. We continue to rpee net operating losses. Our ab
to continue as a going concern is subject to oilityako generate a profit and/or obtain necesdarnding from outside sources, includ
obtaining additional funding from the sale of oecugrities, increasing sales or obtaining loans guaghits from various financial institutic
where possible. Our continued net operating logse®ase the difficulty in meeting such goals aheré can be no assurances that
methods will prove successful.
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If We Are Unable to Retain the Services of Messr&vans, Schmidt or Ringo, or If We Are Unable to Sucessfully Recruit Qualifiec
Managerial and Sales Personnel Having Experience Business, We May Not Be Able to Continue Our Opetans.

Our success depends to a significant extent uperceintinued service of Mr. Donald F. Evans, oure€liixecutive Officer, Mi
Mark D. Schmidt, our President and Mr. John Ringa, Secretary and Corporate Counsel. Loss of theces of Messrs. Evans, Schmid
Ringo could have a material adverse effect on oowth, revenues, and prospective business. We tilmamtain keyman insurance on t
life of Messrs. Evans or Ringo. In addition, in erdo successfully implement and manage our busipimn, we will be dependent up
among other things, successfully recruiting quadifmanagerial and sales personnel having experiartmgsiness. Competition for qualifi
individuals is intense. There can be no assuramaewe will be able to find, attract and retainséirig employees or that we will be able
find, attract and retain qualified personnel onemtable terms.

Many Of Our Competitors Are Larger and Have Greater Financial and Other Resources Than We Do and Thoskdvantages Coulc
Make It Difficult For Us to Compete With Them.

The lighting and illumination industry is extremetpmpetitive and includes several companies thae fechieved substantia
greater market shares than we have, and have lopgeating histories, have larger customer basebhave substantially greater financ
development and marketing resources than we dwvelfall demand for our products should decreaseutd have a materially adverse af
on our operating results.

Our Trademark and Other Intellectual Property Right s May Not be Adequately Protected Outside the UniteStates, Resulting in Los
of Revenue.

We believe that our trademarks, whether licensedvored by us, and other proprietary rights are irgm to our success and
competitive position. In the course of our inteioaél expansion, we may, however, experience axinflith various third parties who acqt
or claim ownership rights in certain trademarks. ¥sanot assure that the actions we have takertablist and protect these trademarks
other proprietary rights will be adequate to prevemtation of our products by others or to prevetiters from seeking to block sales of
products as a violation of the trademarks and etany rights of others. Also, we cannot assure f@i others will not assert rights in,
ownership of, trademarks and other proprietarytsighf ours or that we will be able to successfudlgolve these types of conflicts to
satisfaction. In addition, the laws of certain fgrecountries may not protect proprietary rightshe same extent, as do the laws of the U
States.

Risks Relating to Our Current Financing Arrangement:

There Are a Large Number of Shares Underlying Our 8cured Convertible Notes and Warrants That May be Aailable for Future
Sale and the Sale of These Shares May Depress tharkkt Price of Our Common Stock.

As of May 18, 2007, we had 276,844,639 shares ofngon stock issued and outstanding, secured cobleeribtes outstandil
pursuant to our securities purchase agreementd damel 22, 2005, October 24, 2005, December 2852March 27, 2006, July 27, 20
September 26, 2006, December 20, 2006, April 187 2thd May 3, 2007 that may be converted into éimated 763,521,303, 457,142,8
400,000,000, 285,714,286, 285,714,286, 160,000,80P,857,143, 228,571,429 and 85,714,286 sharesrofmon stock at current mar
prices, respectively, and outstanding warrants yams to our securities purchase agreements dated 23y 2005, October 24, 20(
December 28, 2005, March 27, 2006, July 27, 20@pteSnber 26, 2006, December 20, 2006, April 18,72&d May 3, 2007, to purchi
2,250,000, 25,000,000, 800,000, 700,000, 19,000,09000,000, 10,000,000, 700,000, 10,000,000 &;@00,000 shares of common st
respectively. In addition, the number of sharesahmon stock issuable upon conversion of the aud#tg secured convertible notes iss
pursuant to the securities purchase agreementd Sajgtember 23, 2004, April 22, 2005, October D952 December 28, 2005, March
2006, July 27, 2006, September 26, 2006, Decenthe2@6, April 18, 2007 and May 3, 2007 may inceeiishe market price of our stc
declines. All of the shares, including all of theases issuable upon conversion of the secured dilsleenotes and upon exercise of
warrants, may be sold without restriction. The sdilthese shares may adversely affect the markeg pf our common stock.
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The Continuously Adjustable Conversion Price Featue of Our Secured Convertible Notes Could Require Uk Issue a Substantiall
Greater Number of Shares, Which Will Cause Dilutionto Our Existing Stockholders.

Our obligation to issue shares upon conversioruofsecured convertible notes is essentially liragleThe following is an example
the amount of shares of our common stock thatsmeable, upon conversion of our secured conventibtes (excluding accrued intere
based on market prices 25%, 50% and 75% below #rkanprice, as of May 17, 2007 of $0.008.

Number % of
% Below Price Per With Discount of Shares Outstanding
Market Share at 75% Issuable Stock
25% $ .00€ $ .001¢ 3,510,774,85 92.6<%
50% $ 00 $ .001 5,266,162,28 95.01%
75% $ .00z $ .000¢ 10,532,324,5€ 97.4%

As illustrated, the number of shares of commonksissuable upon conversion of our secured convertibtes will increase if tl
market price of our stock declines, which will cawhlution to our existing stockholders.

The Continuously Adjustable Conversion Price Featue of our Secured Convertible Notes May Have a Depssive Effect on the Pric
of Our Common Stock.

The secured convertible notes issued in April 2052 October 24, 2005, December 28, 2005, March2R06, July 27, 200
September 26, 2006, December 20, 2006, April 1872hd May 3, 2007 are convertible into sharesuofoommmon stock at a 75% disca
to the trading price of the common stock priorhie tonversion. The significant downward pressuréherprice of the common stock as
selling stockholders convert and sell material am®wf common stock could have an adverse effecusrstock price. In addition, not ol
the sale of shares issued upon conversion or aeeofisecured convertible notes, series B convenikeferred stock and warrants, but
the mere perception that these sales could ocay ,auversely affect the market price of the comistonk.

The Issuance of Shares Upon Conversion of the Seedr Convertible Notes and Exercise of Outstanding Waants May Cause
Immediate and Substantial Dilution to Our Existing Stockholders.

The issuance of shares upon conversion of the a@@anvertible notes and exercise of warrants ragylrin substantial dilution
the interests of other stockholders since therggliitockholders may ultimately convert and sell fié amount issuable on conversi
Although AJW Partners, LLC, AJW Qualified Partnets,C, AJW Offshore, Ltd., and New Millennium Partedl, LLC may not conve
their secured convertible notes and/or exercisi Werrants if such conversion or exercise wouldseathem to own more than 4.9% of
outstanding common stock, this restriction doespnevent AJW Partners, LLC, AJW Qualified PartnéidsC, AJW Offshore, Ltd., and Ne
Millennium Partners II, LLC from converting and/exercising some of their holdings and then conmgrthe rest of their holdings. In t
way, AJW Partners, LLC, AJW Qualified Partners, LIAIW Offshore, Ltd., and New Millennium PartnekslILC could sell more than tt
limit while never holding more than this limit. Tieeis no upper limit on the number of shares thay e issued which will have the effec
further diluting the proportionate equity interastd voting power of holders of our common stockluding investors in this offering.

If We Are Required for any Reason to Repay Our Outsanding Secured Convertible Notes, We Would Be Redned to Deplete Oul
Working Capital, If Available, Or Raise Additional Funds. Our Failure to Repay the Secured ConvertibléNotes, If Required, Coulc
Result in Legal Action Against Us, Which Could Reqgire the Sale of Substantial Assets.

Between 2004 and 2007, we entered into Securitiesh@se Agreements for the sale of an aggreg&#é,680,000 principal amot
of secured convertible notes, of which $5,266,182eémains outstanding. The secured convertiblesnate due and payable, with inter
between two and three years from the date of ismuéor the date from which we are in compliancélite terms of the securities purck
agreements), unless sooner converted into sharesirofommon stock. In addition, any event of defaulch as our failure to repay
principal or interest when due, our failure to ssshares of common stock upon conversion by thdehobur failure to timely file
registration statement or have such registratiatestent declared effective, breach of any covenamtresentation or warranty in
Securities Purchase Agreements or related conlentitite, the assignment or appointment of a recetveontrol a substantial part of «
property or business, the filing of a money judgmemit or similar process against our company»ness of $50,000, the commencemel
a bankruptcy, insolvency, reorganization or ligtiila proceeding against our company and the dadjstf our common stock could reqt
the early repayment of the secured convertibleyateluding a default interest rate of 15% ondhistanding principal balance of the nott
the default is not cured with the specified graeeqa. We anticipate that the full amount of thewsed convertible notes will be convel



into shares of our common stock, in accordance thighterms of the secured convertible notes. Iveerequired to repay the sect
convertible notes, we would be required to uselimited working capital and raise additional fundfswe were unable to repay the nc
when required, the note holders could commencd &gmn against us and foreclose on all of ouetsst® recover the amounts due. Any ¢
action would require us to curtail or cease openditi

31




Risks Relating to Our Common Stock

We Have Issued a Large Amount of Stock in Lieu of &sh for Payment of Expenses and Expect to Continubis Practice in the Future
Such Issuances of Stock Will Cause Dilution to OuExisting Stockholders.

Due to our limited economic resources, we try suésstock in lieu of cash for payment of expenseksservices provided for us.
2006, we issued 14,063,216 shares of common stoekdhange for expenses and services renderednii¢gate issuing shares of comn
stock whenever possible in lieu of cash to conseruefinancial position. The number of shares ahomon stock issued is directly relatet
our stock price at the time of issuance. In thenetkat our stock price drops, we will be requitedissue larger amounts of shares
expenses and services rendered, if the other gawilling to accept stock at all. The issuancesloéres of common stock will have the ef
of diluting the proportionate equity interest arating power of holders of our common stock, inchglinvestors in this offering.

If We Fail to Remain Current on Our Reporting Requirements, We Could be Removed From the OTC BulletiBoard Which Would
Limit the Ability of Broker- Dealers to Sell Our Securities and the Ability of #®ckholders to Sell Their Securities in the Secondg
Market.

Companies trading on the OTC Bulletin Board, suslis must be reporting issuers under Section 1ReoSecurities Exchange /
of 1934, as amended, and must be current in taports under Section 13, in order to maintain paigetation privileges on the OTC Bulle
Board. If we fail to remain current on our repogtirequirements, we could be removed from the OT@eBu Board. As a result, the mar
liquidity for our securities could be severely abedy affected by limiting the ability of brokelealers to sell our securities and the abilit
stockholders to sell their securities in the seeopndnarket.

Our Common Stock is Subject to the "Penny Stock" Ries of the SEC and the Trading Market in Our Secutties is Limited, Which
Makes Transactions in Our Stock Cumbersome and MajReduce the Value of an Investment in Our Stock.

The Securities and Exchange Commission has addptel 1599 which establishes the definition of a "penny ktodor the
purposes relevant to us, as any equity securityhths a market price of less than $5.00 per shavétb an exercise price of less than $!
per share, subject to certain exceptions. For @msaction involving a penny stock, unless exethptyules require:

« that a broker or dealer approve a person's acdoutransactions in penny stocks; and
« the broker or dealer receive from the investor iitew agreement to the transaction, setting fdréhidlentity and quantity of the
penny stock to be purchased.
In order to approve a person's account for trammsactn penny stocks, the broker or dealer must:
« obtain financial information and investment expecie objectives of the person; and

« make a reasonable determination that the transacitiopenny stocks are suitable for that persontlamgerson has sufficient
knowledge and experience in financial matters todpable of evaluating the risks of transactionsanny stocks.
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The broker or dealer must also deliver, prior tg transaction in a penny stock, a disclosure sdeegpiescribed by the Commission rela
to the penny stock market, which, in highlight form

» sets forth the basis on which the broker or daakede the suitability determination; and
« that the broker or dealer received a signed, writigreement from the investor prior to the transact

Generally, brokers may be less willing to execu@gactions in securities subject to the "penngiStaules. This may make it more diffic
for investors to dispose of our common stock andea decline in the market value of our stock.

Disclosure also has to be made about the risksvefiing in penny stocks in both public offeringslén secondary trading and ak
the commissions payable to both the brodtealer and the registered representative, curnaentiations for the securities and the rights
remedies available to an investor in cases of fiaygenny stock transactions. Finally, monthly estaénts have to be sent disclosing re
price information for the penny stock held in tle@unt and information on the limited market in pgtocks.

Trends, Risks and Uncertainties
We have sought to identify what we believe to kerttost significant risks to our business, but wenoa predict whether, or to wi

extent, any of such risks may be realized nor canguarantee that we have identified all possildksrithat might arise. Investors shc
carefully consider all of such risk factors befareking an investment decision with respect to cam@on Stock.
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REPORT OF INDEPENDENT REGISTERED CERTIFIED PUBLICEOUNTING FIRM

To the Board of Directors
Cyberlux Corporation
Durham, North Carolina

We have audited the accompanying consolidated balgineets of Cyberlux Corporation (the "Compargs)pf December 31, 2006 and 2
and the related consolidated statements of loskdigiency in stockholders' equity, and cash fldaseach of the two years in the pel
ended December 31, 2006. These financial statenaeatthe responsibility of the company's managen@ut responsibility is to express
opinion on these financial statements based upoauwlits.

We conducted our audits in accordance with starsdaefthe Public Company Accounting Oversight Bo@sdited States of America). Thc
standards require that we plan and perform thet anidibtain reasonable assurance about whethdintecial statements are free of mate
misstatements. An audit includes examining, onsahiasis, evidence supporting the amounts andodis@s in the financial statements.
audit also includes assessing the accounting piegiused and significant estimates made by maregemms well as evaluating the ove
financial statement presentation. We believe oditagprovide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaeeferred to above present fairly, in all materéspects, the consolidated financial pos
of the Company as of December 31, 2006 and 20@bttenresults of its operations and its cash fllaveach of the two years in the pel
ended December 31, 2006, in conformity with acciognprinciples generally accepted in the Unitede@f America.

The accompanying consolidated financial stateméatge been prepared assuming the Company will aomtes a going concern.
discussed in Note L to the consolidated finanditesnents, the Company has suffered recurring ddssm operations. This raises substa
doubt about its ability to continue as a going @ncManagement's plans in regard to these maiteralso described in Note L. The finan
statements do not include any adjustments thattmégllt from the outcome of this uncertainty.

/s/ RUSSELL BEDFORD STEFANOU MIRCHANDANI LLP

Russell Bedford Stefanou Mirchandani LLP
Certified Public Accountants

New York, NY
April 26, 2007
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CYBERLUX CORPORATION
CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2006 AND 2005

ASSETS
Current assets:
Cash & cash equivalents
Accounts receivable, net of allowance for doub#fetounts of $23,502 and $ -0-, respectively
Inventories, net of allowance of $102,660 and $820, respectively
Other current assets

Total current assets

Property, plant and equipment, net of accumulaggaietiation of $141,465 and $118,105, respectively

Other assets
Deposits
Patents and development costs, net of accumulatediaation of $293,750

Total other assets

Total Assets

LIABILITIES AND DEFICIENCY IN STOCKHOLDERS' EQUITY
Current liabilities:

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:
Notes payabl

Derivative liability relating to convertible debemés
Warrant liability relating to convertible debentare

Total long-term liabilities

Total liabilities

Commitments and Contingencies

Series A convertible preferred stock, $0.001 péue,a200 shares designated, 38.9806 and 59.860édsm:d outstanding a

of December 31, 2006 and 2005, respectively

DEFICIENCY IN STOCKHOLDERS' EQUITY

Class B convertible preferred stock, $0.001 pan&aB00,000 shares designated; 800,000 sharesl isadeoutstanding for

December 31, 2006 and 2005

Class C convertible preferred stock, $0.001 paue;al00,000 shares designated; 100,000 and -Cesstsaued and

outstanding for December 31, 2006 and 2005, resdct

Common stock, $0.001 par value, 700,000,000 stzarmrized; 128,279,157 and 75,608,334 sharesdssuet outstanding

as of December 31, 2006 and 2005, respectively
Subscription received

Additional paid-in capital

Accumulated deficit

Deficiency in stockholders' equity

2006 2005
395,81: 475,65t
177,08t 9,424
197,77 338,09

22,23 42,81
792,90( 865,99:
58,31¢ 63,13:
23,35( -
2,294,22. =
2,317,57. .
3,168,78' 929,12:
564,87t 657,93(
1,694,221 782,58¢
454,16 366,59:
47,39¢ .
604,18 542,78:
3,364,84: 2,349,89:
1,580,62: 351,41¢
8,201,08 6,809,44'
2,954,08! 3,352,02!
12,735,78 10,512,89
16,100,63 12,862,78
194,90 299,30:
80C 80C

10C -
128,27 75,60:
25,00( .
12,186,42 6,382,56'
(25,467,34) (18,691,94)
(13,126,74) (12,232,96)




Total liabilities and (deficiency) in stockholdeesjuity $ 3,168,78 $ 929,12:

The accompanying notes are an integral part of thesconsolidated financial statements
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CYBERLUX CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS
YEARS ENDED DECEMBER 31, 2006 AND 2005

2006 2005

Net Sales $ 484,98t $ 54,52
Cost of goods sold (377,52 (235,769

Gross margin (loss) 107,46« (181,245
OPERATING EXPENSES:
Impairment Loss - 30,54+
Depreciation and amortization 23,36( 25,76¢
Research and development 225,77( 499,61¢
General and administrative expenses 5,027,76! 2,355,83!
Total operating expenses 5,276,89 2,911,76
NET LOSS FROM OPERATION: (5,169,42)) (3,093,00i)
Other income/(expense)
Unrealized gain (loss) relating to adjustment aiv@give and warrant liability to fair value of
underlying securities 953,71¢ (4,485,659
Interest income 92 34¢
Debt forgiveness 36,79¢ -
Interest expense (2,585,801 (1,623,78)
Debt acquisition costs (10,789 (208,56
Net loss before provision for income tas (6,775,400 (9,410,65)
Income taxes (benefit) - -
LOSS AVAILABLE TO COMMON STOCKHOLDERS $ (6,775,40) $ (9,410,65)
Weighted average number of common shares outsiguiidisic and assuming fully diluted 94,515,13 54,490,10
Loss per share - basic and assuming fully diluted $ (0.07) $ (0.17)
Preferred dividend $ 96,00 $ 96,00(

The accompanying notes are an integral part of thesconsolidated financial statements
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Balance December 31, 2004

Common stock issued in January 2005 in
connection with conversion of preferred stock,
Class A

Common stock issued in January 2005 as payr
towards convertible debentures

Common stock issued in February 2005 in
connection with conversion of preferred stock,
Class A

Common stock issued in February 2005 as
payment towards convertible debentures

Common stock issued in March 2005 as payme
towards convertible debentures

CYBERLUX CORPORATION
CONSOLIDATED STATEMENT OF DEFICIENCY IN STOCKHOLDER S'EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005

Class B Preferred Class C Preferred Additional
Stock Stock Common Stock Subscriptior  Paid in  Accumulate:

Shares Amount Shares Amount Shares Amount Receivable Capital Deficit Total

800,00( 80C - - 23,770,23 23,77( - 5,369,461 (9,281,28) (3,887,24)
- - - - 1,675,00 1,67¢ - 165,82¢ - 167,50(
- - - - 2,070,44: 2,07C - 37,57¢ - 39,64¢
- - - - 250,00t 25(C - 24,75( - 25,00(
- - - - 1,035,22. 1,03¢ - 8,10¢ - 9,141
- - - - 2,070,44: 2,071 - 22,16¢ - 24,23¢




CYBERLUX CORPORATION
CONSOLIDATED STATEMENT OF DEFICIENCY IN STOCKHOLDER S'EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005

Class B Preferred  Class C Preferred Additional
Stock Stock Common Stock  Subscriptior  Paid in  Accumulate:

Shares Amount Shares Amount Shares  Amount Receivable Capital Deficit Total
Common stock issued in April 2005 in connecti
with conversion of preferred stock, Class A - - - - 250,00( 25C - 24,75( - 25,00(
Common stock issued in April 2005 for services
rendered at $0.3 per share - - - - 800,00( 80C - 23,20( - 24,00(
Common stock issued in April 2005 as paymen
towards convertible debentures - - - - 2,070,44: 2,07 - 21,53 - 23,60:
Common stock issued in May 2005 as paymen
towards convertible debentures - - - - 10,535,22 10,53t - 86,40¢ - 96,94(
Common stock issued in May 2005 in connectit
with conversion of preferred stock, Class A - - - - 1,075,001 1,07¢ - 106,42 - 107,50(
Common stock issued in June 2005 in exchanc
services rendered at $0.02 per share - - - - 250,00( 25C - 4,75( - 5,00(
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Common stock issued in June 2005 as paymer
towards convertible debentures

Common stock issued in July 2005 as payment
towards convertible debentures

Common stock issued in July 2005 in connectic
with conversion of preferred stock, Class A

Common stock issued in August 2005 in excha
for services rendered at $0.097 per share

Common stock issued in September 2005 in
connection with conversion of preferred stock,
Class A

Common stock issued in October 2005 in exchi
for services rendered at $0.07 per share

CYBERLUX CORPORATION
CONSOLIDATED STATEMENT OF DEFICIENCY IN STOCKHOLDER S'EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005

Class B Preferred  Class C Preferred Additional
Stock Stock Common Stock  Subscriptior  Paid in  Accumulate:

Shares Amount Shares Amount Shares  Amount Receivable Capital Deficit Total
- - - - 17,100,00 17,10( - 128,57( - 145,67(
- - - - 9,573,001 9,57¢ - 71,79¢ - 81,37!
- - - - 775,00( UE - 76,72¢ - 77,50(
- - - - 1,000,00t 1,00 - 96,00( - 97,00(
- - - - 250,00( 25C - 24,75( - 25,00(
- - - - 400,00( 40C - 27,60( - 28,00(




CYBERLUX CORPORATION

CONSOLIDATED STATEMENT OF DEFICIENCY IN STOCKHOLDER S'EQUITY

Common stock issued in October 2005 in
connection with conversion of preferred stock,
Class A

Common stock issued in November 2005 in
connection with conversion of preferred stock,
Class A

Common stock issued in December 2005 in
exchange for services rendered at $0.091 per ¢

Net loss

Balance as of December 31, 2005

Common stock issued in January 2006 in exch
for services rendered at $0.084 per share

Common stock issued in January 2006 in
connection with conversion of preferred stock,
Class A

FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005

Class B Preferred Class C Preferrec Additional
Stock Stock Common Stock Subscriptiol  Paid in  Accumulatet
Shares Amount Shares Amount Shares Amount Receivable Capital Deficit Total
- - - - 125,00( 12t - 12,37¢ - 12,50(
- - - - 200,00t 20C - 19,80( - 20,00(¢
- - 333,33 332 - 30,00( 30,33
- - - - - - - - (9,410,65) (9,410,65)
800,00( $ 80C - - 75,608,33 $ 75,607 $ - $6,382,57! $(18,691,94) $(12,232,96)
- - - - 3,000,001 3,00( - 249,00( - 252,00(
- - - - 190,00( 19C - 18,81( - 19,00(
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CYBERLUX CORPORATION
CONSOLIDATED STATEMENT OF DEFICIENCY IN STOCKHOLDER S'EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005

Class B Preferred Class C Preferred Additional
Stock Stock Common Stock  Subscriptiol  Paid in  Accumulate:

Shares Amount Shares Amount Shares Amount Receivable Capital Deficit Total
Common stock issued in January 2006 in exchi
for services rendered at $0.113 per share - - - - 100,00 10C - 11,20( - 11,30(
Common stock issued in February 2006 in
connection with conversion of preferred stock,
Class A - - - - 229,03: 23C - 22,67¢ - 22,90«
Common stock issued in February 2006 in
exchange for services rendered at $0.095 per s = = = = 10,00( 1C = 94C - 95(
Common stock issued in February 2006 in
exchange for services rendered at $0.092 per s - - - - 1,500,00 1,50( - 136,50( - 138,00(
Common stock issued in March 2006 as payme
towards convertible debentures - - - - 791,36¢ 792z - 30,86¢ - 31,65¢
Common stock issued in connection with optior
exercised at $0.085 per share = = = - 4,000,00¢ 4,00( - 336,00( - 340,00¢(
Common stock issued in April 2006 in exchang
for services rendered at $0.073 per share - - - - 492,75: 49¢ - 35,47¢ - 35,97
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CYBERLUX CORPORATION
CONSOLIDATED STATEMENT OF DEFICIENCY IN STOCKHOLDER S'EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005

Class B Preferred Class C Preferred Additional
Stock Stock Common Stock  Subscriptiol  Paid in  Accumulate:

Shares Amount Shares Amount Shares Amount Receivable Capital Deficit Total
Common stock issued in connection with optior
exercised at $0.081 per share = = = - 2,772,200 2,772 - 221,77 - 224,54¢
Common stock issued in May 2006 in exchangt
services rendered at $0.08 per share - - - - 2,081,448 2,081 - 164,43 166,51¢
Common stock issued in connection with optior
exercised at $0.056 per share - - - - 6,000,001 6,00( (335,40¢) 329,40¢ - -
Common stock issued in July 2006 in exchange
services rendered at $.042 per share = = = = 50,00( 5C = 2,05( - 2,10¢
Fair value of 14,430,000 options granted to
employees in July 2006 - - - - - - - 721,50( - 721,50(
Common stock issued in August 2006 in excha
for services rendered at $0.06 per share - - - - 41,66 42 - 2,45¢ 2,50(
Common stock issued in August 2006 in excha
for services rendered at $0.051 per share - - - - 500,00( 50C - 25,00( 25,50(
Common stock issued in August 2006 in
connection with conversion of preferred stock,
Class A - - - - 125,00( 12t - 12,37t 12,50(
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Common stock issued in September 2006 in
exchange for services rendered at $0.067 per s

Common stock issued in September 2006 in
connection with conversion of preferred stock,
Class A

Common stock issued in October 2006 as payr
towards convertible debentures

Common stock issued in October 2006 in exch:
for services rendered at $0.045 per share

Common stock issued in October 2006 in
connection with conversion of preferred stock,
Class A

Common stock issued in October 2006 in exch:
for services rendered at $0.037 per share

Class B Preferred Class C Preferred

CYBERLUX CORPORATION
CONSOLIDATED STATEMENT OF DEFICIENCY IN STOCKHOLDER S'EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005

Common

Shares

Stock

Amount

Additional
Paid in  Accumulate:

Capital

Total

37,31

475,00(

4,000,00!

500,00(

25,00(

2,600,00!

37

47t

4,00(

50C

2,60(

2,46:

47,02¢

79,53¢

22,00(

2,47¢

93,60(

2,50(

47,50(

83,53¢

22,50(

2,50(

96,20(




CYBERLUX CORPORATION
CONSOLIDATED STATEMENT OF DEFICIENCY IN STOCKHOLDER S'EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005

Class B Preferred  Class C Preferred Additional
Stock Stock Common Stock  Subscriptior  Paid in  Accumulate:

Shares Amount Shares Amount Shares  Amount Receivable Capital Deficit Total
Debt assumption in settlement of stock subscrij
in October 2006 - - - - - - 335,40t - - 335,40t
Common stock issued in November 2006 as
payment towards convertible debentures - - - - 12,000,00 12,00( - 126,30( - 138,30(
Common stock issued in November 2006 in
exchange for services rendered at $0.036 per < - - - - 1,700,001 1,70C - 59,50( - 61,20(
Fair value of 20,500,000 options granted to
employees in November 2006 - - - - - - - 410,00¢( - 410,00(
Common stock issued in December 2006 as
payment towards convertible debentures - - - - 8,000,001 8,00( - 71,28( - 79,28(
Common stock issued in December 2006 in
exchange for services rendered at $0.035 per < - - - - 1,450,001 1,45(C - 49,30( - 50,75(
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CYBERLUX CORPORATION
CONSOLIDATED STATEMENT OF DEFICIENCY IN STOCKHOLDER S'EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005

Class B Preferrec  Class C Preferrec Additional
Stock Stock Common Stock Subscriptior  Paid in  Accumulates
Shares Amount Shares Amount Shares  Amount Receivable Capital Deficit Total

Warrants exercised at $0.25 per share = = = = = = 25,00( = - 25,00(
Preferred Class C stock issued in connection w

the acquisition of SPE Technologies, Inc. - - 100,00 10C - - - 2,519,901 - 2,520,001
Net loss s s s s - s - - (6,775,40) (6,775,400
Balance as of December 31, 2006 800,00( $ 80C 100,00( $ 10C 128,279,15 $128,27¢$ 25,000 $12,186,42 $(25,467,34) $(13,126,74)

The accompanying notes are an integral part of thesconsolidated financial statements
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CYBERLUX, INC
CONSOLIDATED STATEMENTS OF CASH FLOW
YEARS ENDED DECEMBER 31, 2006 AND 2005

CASH FLOWS FROM OPERATING ACTIVITIES:

Net (loss) available to common stockhold

Adjustments to reconcile net (loss) to cash usesperating activities
Depreciation

Fair value of options issued to officers and emp&sy

Common stock issued in connection with servicedeesd

Common stock issued in settlement of debt

Warrants issued for services rendered

Accretion of convertible notes payable

Unrealized (gain) loss on adjustment of derivatinel warrant liability to fair value of underlyingaurities
Impairment loss on patent

(Increase) decrease in:

Accounts receivable

Inventories

Prepaid expenses and other assets

Deposits

Increase (decrease) in:

Accounts payable

Accrued liabilities

Other accounts payable

Net cash (used in) operating activit

CASH FLOWS FROM INVESTING ACTIVITIES:

Net cash acquired in connection with acquisitiolsBE Technologie
Payments towards patent rights

Acquisition of fixed assets

Net cash provided by (used in) investing activit

CASH FLOWS FROM FINANCING ACTIVITIES:
Net proceeds from issuance of convertible debes
Net proceeds received from exercise of warr

Net proceeds from borrowing on long term b

Net proceeds (payments) to notes payable, relatribg

Net cash provided by financing activitie

Net increase (decrease) in cash and cash equis.
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental disclosures:
Interest Paid
Income Taxes Paid

NON-CASH INVESTING AND FINANCING ACTIVITIES:

Unrealized (gain) loss in adjustment of derivatwe warrant liability to fair value of underlyingaurities
Fair value of options issued to officers and empksy

Common stock issued for services rendered

Common stock issued in settlement of debt

Warrants issued in connection with financing

2006 2005
(6,775,401 (9,410,65)
23,36( 25,76¢
1,131,501 .
1,432,53! 184,33
332,77 420,60¢
67,41 -
1,315,61 785,87
(953,719 4,485,65.
. 30,54
(167,66 (9,42¢)
140,32t (338,09
60,58: 25,59(
(23,350 -
(93,05%) 307,43
882,06: 347,11t

- 481,83t
(2,627,02) (2,663,41)
250,00 -
(5,685) -
(18,540 (45,889
225,77 (45,889
1,830,001 2,802,06
25,00( -
479,40: -
(13,000 (32,48%)
2,321,40; 2,769,58:
(79,844 60,28
475,65t 415,37!
395,81 475,65t
47,13¢ 87,04
(953,719 4,485,65.
1,131,501 .
1,432,531 184,33
332,77 420,60t

- 757,361



Warrants issued for services rendered 67,41( 14,16(
The accompanying notes are an integral part of thesconsolidated financial statements

F-13




CYBERLUX CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2006 AND 2005

NOTE A-SUMMARY OF ACCOUNTING POLICIES
General
A summary of the significant accounting policiepligd in the preparation of the accompanying cddatgd financial statements follows:

Business and Basis of Presentation

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

Company was a development state enterprise asedefinder Statement on Financial Accounting Starsd&d.7, Development Sta
Enterprises ("SFAS No.7"). The Company developsnufectures and markets longrm portable lighting products for commercial

industrial users. While the Company has generagdnues from its sale of products, the Companyifmagred expenses, and susta
losses. Consequently, its operations are subjeadt tsks inherent in the establishment of a newibess enterprise. As of December 31, 2
the Company has accumulated losses of $25,467,342.

The consolidated financial statements include theoants of its wholly owned subsidiary, SPE Techgws, Inc. All significar
intercompany balances and transactions have beeimaled in consolidation.

Acquisition
On December 28, 2006, the Company acquired SPE notmdies, Inc, a Florida corporation, as a wholiwned subsidiary. SF
Technologies, Inc. was acquired by issuance 100gb@0es of Class C 5% convertible preferred stadked at the time acquisition

$2,520,000.

The total consideration paid was $2,520,000 andit@ficant components of the transaction areoie\frs:

Preferred stock issued $2,520,00!
Cash received $ 250,00(
Patents received 2,270,001
Liabilities assumed -
Net $2,520,00!

The Company has adopted SFAS No. 142oodwill and Other Intangible Assétsvhereby the Company periodically tests its intata
assets for impairment. On an annual basis, and WieFR is reason to suspect that their values haga diminished or impaired, these as
are tested for impairment, and wrilewns will be included in results from operations.

Revenue Recognition

For revenue from product/contract sales, the Compaoognizes revenue in accordance with Staff Antiog Bulletin No. 104, Reven
Recognition (“SAB 104"), which superseded Staff é&aating Bulletin No. 101, Revenue Recognition indficial Statements $AB 101")
SAB 101 requires that four basic criteria must ket trefore revenue can be recognized: 1) Persuasidence of an arrangement exists
delivery has occurred; 3) the selling price is @ixand determinable; and 4) collectibility is reasoly assured.

Determination of criteria (3) and (4) are basednmmagemens judgments regarding the fixed nature of the reglfirices of the produc
delivered and the collectibility of those amoumsovisions for discounts and rebates to custonestanated returns and allowances, and 1
adjustments are provided for in the same perioddleed sales are recorded. The Company deferseaeyue for which the product has
been delivered or is subject to refund until suotetthat the company and the customer jointly deitee that the product has been delivi
or no refund will be required. At December 31, 2@0&1 2005; the Company did not have any deferredniees. SAB 104 incorpora
Emerging Issues Task Force 00-21 (“EITF 00-21"),ltMle-Deliverable Revenue Arrangements. EITF ZI0-addresses accounting
arrangements that may involve the delivery or pernce of multiple
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products, services and/or rights to use assetseffaet of implementing EITF 00-21 on the Compangbnsolidated financial position &
results of operations was not significant.
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NOTE A-SUMMARY OF ACCOUNTING POLICIES (continued)

The Company recognizes revenue when persuasivermadof an arrangement exists, the price to theowes is fixed, collectibility i
reasonable assured and title and risk of owneiishipssed to the customer, which is usually upgonstnt. However, certain customers 1
request to take title and risk of ownership prmshipment. Revenue for these transactions is rézed only when:

. Title and risk of ownership have passed to tistamer;

. The Company has obtained a written fixed pureltasnmitment;

. The customer has requested the transaction hebdnand hold basis;

. The customer has provided a delivery schedule;

. All performance obligations related to the dage been completed;

. The product has been processed to the custospetifications, accepted by the customer and mesily for shipment;
. The product is segregated and is not availablidl bther orders.

NOoO o~ WDNPRE

The remittance terms for these “bill and hotdéinsactions are consistent with all other salghgycompany. There were no bill and t
transactions at December 31, 2006 and 2005.

Currently, there are no warranties provided with plurchase of the Compasyproducts. The cost of replacing defective proslacd produ
returns have been immaterial and within managermmexectations. In the future, when the Companyndegarranty reserves are approp!
that such costs will be accrued to reflect antigigavarranty costs.

Estimates

The preparation of financial statements in conftymaith generally accepted accounting principleguiees management to make estim
and assumptions that affect the reported amounésséts and liabilities and disclosure of contihgessets and liabilities at the date of
financial statements and the reported amounts vd#nge and expenses during the reporting periodughaesults could differ from tho
estimates.

Cash and cash equivalents

For purposes of the Statements of Cash Flows, trep@ny considers all highly liquid debt instrumeptschased with a maturity date
three months or less to be cash equivalents.

Foreign Currency Translation

The Company translates the foreign currency firerstatements in accordance with the requiremein8taiement of Financial Accounti
Standards No. 52, "Foreignh Currency Translationss&fs and liabilities are translated at currenhamge rates, and related revenue
expenses are translated at average exchange magéfect during the period. Resulting translatiafjuatments are recorded as a sep
component in stockholders' equity. Foreign curranagslation gains and losses are included intditersient of operations.

Inventories
Inventories are stated at the lower of cost or miadetermined by the average cost method. The Caoynpeovides inventory allowanc
based on estimates of obsolete inventories. Inviest@onsist of products available for sale torifistors and customers as well as

material.

Components of inventories as of December 31, 20062805 are as follows:
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NOTE A-SUMMARY OF ACCOUNTING POLICIES (continued)

2006 2005
Component parts $ 239,44 $ 223,29¢
Finished goods 60,99( 225,61¢
300,43. 448,91t
Less: allowance for obsolete inventory (102,66() (110,82)

$ 197,77. $ 338,09°

Property and Equipment

Property and equipment are stated at cost. Whéededr otherwise disposed, the related carryinigeszand accumulated depreciation
removed from the respective accounts and the fferelice less any amount realized from dispositismeflected in earnings. For financ
statement purposes, property and equipment aredet@at cost and depreciated using the strdightmethod over their estimated useful i
as follows:

Furniture and fixtures 7 years
Office equipment 3to 5 years
Manufacturing equipment 3 years

Advertising costs

The Company expenses all costs of marketing andrtising as incurred. Marketing and advertisingtedstaled $143,010 and $276,714
the year ended December 31, 2006 and 2005, regplgcti

Research and Development

The Company accounts for research and developnusts én accordance with the Financial Accountingn8ards Board's Statemen
Financial Accounting Standards No. 2 ("SFAS 2")ctAunting for Research and Development Costs". USHAS 2, all research a
development costs must be charged to expense asddc Accordingly, internal research and developmo®sts are expensed as incut
Third-party research and developments costs are expevizmd the contracted work has been performed orikestone results have be
achieved. Compangponsored research and development costs relatesthipresent and future products are expensdteipériod incurre:
The Company expenditures were $225,770 and $49%9)fl&search and product development for the yeded December 31, 2006
2005, respectively.

Reclassification
Certain reclassifications have been made in priorgar’s financial statements to conform to classifidions used in the current year.

Impairment of long lived assets

The Company has adopted Statement of Financial uxdoty Standards No. 144 (SFAS 144). The Statemsntires that londjved asset
and certain identifiable intangibles held and usgdhe Company be reviewed for impairment whenewents or changes in circumstar
indicate that the carrying amount of an asset nwybe recoverable. Events relating to recoverabitily include significant unfavoral
changes in business conditions, recurring losses forecasted inability to achieve breaken operating results over an extended period
Company evaluates the recoverability of Idivgd assets based upon forecasted undercountédfloag. Should impairment in value
indicated, the carrying value of intangible assétsbe adjusted, based on estimates of futureadinted cash flows resulting from the use
ultimate disposition of the asset. SF AS No. 146 abquires assets to be disposed of be reportbd &iwer of the carrying amount or the
value less costs to sell.
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Fair value of financial instruments

Fair value estimates discussed herein are baseu egrtain market assumptions and pertinent infdonaavailable to management as
December 31, 2006 and 2005. The respective carmahge of certain on-balanaheet financial instruments approximated their ailues
These financial instruments include cash and adsquayable. Fair values were assumed to approxiozatging values for cash and paya
because they are short term in nature and thalyingramounts approximate fair values or they agaple on demand.
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NOTE A-SUMMARY OF ACCOUNTING POLICIES (continued)

Concentrations of Credit Risk

Financial instruments and related items which pidéiy subject the Company to concentrations oflitrask consist primarily of cash, ce
equivalents and trade receivables. The Compangglis cash and temporary cash investments withitageality institutions. At times, su
investments may be in excess of the FDIC insurimie The Company periodically reviews its tradeeivables in determining its allowal
for doubtful accounts. At December 31, 2006 andb2@llowance for doubtful receivable was $23,502 $0, respectively.

Stock based compensation

On December 16, 2004, the Financial Accounting &iests Board (FASB) issued FASB Statement No. 128Rised 2004), SharBase!
Payment" which is a revision of FASB Statement M®3, "Accounting for StoclBased Compensation”. Statement 123R supersede:
opinion No. 25, "Accounting for Stock Issued to Hayges", and amends FASB Statement No. 95, "StateafeCash Flows". Generally, t
approach in Statement 123R is similar to the amrodescribed in Statement 123. However, Statem2BR Irequires all shargase!
payments to employees, including grants of empl®teek options, to be recognized in the incomeesatant based on their fair values. Pro-
forma disclosure is no longer an alternative. Etdgement does not change the accounting guidanshére based payment transactions
parties other than employees provided in Stateroériinancial Accounting Standards No. 123(R). Thiatement does not address
accounting for employee share ownership plans, lwhiee subject to AICPA Statement of Position 93Employers’ Accounting fo
Employee Stock Ownership Plan©h April 14, 2005, the SEC amended the effective dé the provisions of this statement. The effe
this amendment by the SEC is that the Company di@admply with Statement 123R and use the Fair Vhaged method of accounting
later than the first quarter of 2006. The Companplemented SFAS No. 123(R) on January 1, 2006 ubiagnodified prospective methi
The fair value of each option grant issued afteruday 1, 2006 was determined as of grant datezintil the BlackScholes option pricir
model. The amortization of each option grant wélldwer the remainder of the vesting period of egatfon grant.

As more fully described in Note | below, the Comparanted stock options over the years to employdéebe Company under a non-
qualified employee stock option plan. As of Decenttie 2005, 34,000,000 stock options were outstandind exercisable.

In prior years, the Company applied the intrinsiddwe method prescribed in Accounting Principles rBof8’/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 yeaarfitial statements to the extent options grante@rusick incentiv
plans had an exercise price less than the market v the underlying common stock on the daterahg

Had compensation for the Company’s stock optiorsletermined based on the fair value at the glatets for the awards, the Company’
net loss and loss per share would be as follows:

For the
year ende
Decembe
31, 2005
Net loss attributable to common stockholc-as reported $ (9,410,65)
Add. Total stock based employee compensation expans
Reported under intrinsic value method (APB No. 25) -
Deduct Total stock based employee compensatiomsgpe
as reported under fair value based method (SFASLRR). (830,400
Net loss-Pro Forma $(10,241,05)
Net loss attributable to common stockholc- Pro forma $(10,241,05)
Basic (and assuming dilution) loss per share -psrted $ (0.17)
Basic (and assuming dilution) loss per share -féhrma $ (0.19)
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NOTE A-SUMMARY OF ACCOUNTING POLICIES (continued)

In determining the compensation cost of stock aytigranted to employees during the year ended Dmsre81, 2005, as specified by SF
No. 123, the fair value of each option grant hasnbestimated on the date of grant using the [-Scholes option pricing model and
weighted average assumptions used in these catmdatre summarized as follows:

Year Ended
December 31, 20(
Risk-free interest rate 2%
Expected life of options Granted 6 yre
Expected Volatility 25(%
Expected dividend yield 0%

(a) The expected option life is based on contradetgiration dates.

For the year ended December 31, 2006, the Compampegl 34,930,000 stock options to employees widraise prices of $0.022 to $0
per share expiring ten years from date of issuahie.fair value of the options was determined usiregBlackScholes option pricing moc
with the following assumptions: expected divideneld: 0%; volatility from 364% to 373%; risk freaterest rate from 4.57% to 5.04%.
fair value of $1,131,500 was recorded as a cuperibd charge to earnings.

Segment reporting

The Company follows Statement of Financial AccaugtStandards No.130, Disclosures About SegmentanoEnterprise and Rela
Information. The Company operates as a single segmed will evaluate additional segment disclostgquirements as it expands
operations.

Income taxes

The Company follows Statement of Financial AccaugtStandard No.109, Accounting for Income TaxesASNo0.109) for recording tl
provision for income taxes. Deferred tax assets l@ilities are computed based upon the differebeaveen the financial statement
income tax basis of assets and liabilities usiregehacted marginal tax rate applicable when trete@lasset or liability is expected tc
realized or settled. Deferred income tax expensdxpefits are based on the changes in the as$iabiity during each period. If availak
evidence suggests that it is more likely than hat some portion or all of the deferred tax assétsnot be realized, a valuation allowanc
required to reduce the deferred tax assets torttmuat that is more likely than not to be realizEdture changes in such valuation allow:
are included in the provision for deferred incoraeets in the period of change. Deferred income taxag arise from temporary differen
resulting from income and expense items reportedifiancial accounting and tax purposes in difféneeriods. Deferred taxes are classi
as current or noweurrent, depending on the classification of asaatkliabilities to which they relate. Deferred tsuagising from tempora
differences that are not related to an asset bilitinare classified as current or nenfrent depending on the periods in which the teany
differences are expected to reverse

At December 31, 2006, the Company has availablefdderal income tax purposes a net operating lass/forward of approximate
$25,000,000, expiring in the year 2023, that mayubed to offset future taxable income. The Compaay provided a valuation rese
against the full amount of the net operating lcmsdiit, since in the opinion of management basexh tipe earnings history of the Compan
is more likely than not that the benefits will rid realized. Due to significant changes in the Caimgfs ownership, the future use of
existing net operating losses may be limited. Camepis of deferred tax assets as of December 38, &@0as follows:

Non current:
Net operating loss carryforwa $7,500,00!
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Valuation allowance (7,500,001
Net deferred tax ass $ —

Patents

During the years ended December 31, 2006 and 2B083;ompany management preformed an evaluatiots @ftangble assets (Patents)
purposes of determining the implied fair value lodé issets at December 31, 2006 and 2005. Thentksated that the recorded remair
book value of its patens exceeded its fair valsedatermined by discounted cash flows. As a respibn completion of the assessm
management recorded a ncash impairment charge of $30,544, net of tax,@0G per share during the year ended December(®5 &
reduce the carrying value of the certain patents$ t. Considerable management judgement is negessaestimate the fair valt
Accordingly, actual results could vary significanfitom management’s estimates.

The intangible assets at December 31, 2006 are:

Weighted
Average
Gross Amortizatior
Carrying Accumulate: Residual Period
Amount Amortizatior Net Value (Years)
Amortizable Intangible Assets:
Patents $2,587,97.$ 293,75(%$2,294,22. $ - 7.C

Total amortization expense charged to operationshi® year ended December 31, 2006 and 2005 wasstitnated amortization expense
of December 31, 2006 is as follows:

2007 $ 327,74¢
2008 327,74t
2009 327,74t
2010 327,74t
2011 and thereafter 983,24(
Total $2294,22:

F-21




CYBERLUX CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2006 AND 2005

NOTE A-SUMMARY OF ACCOUNTING POLICIES (continued)

Comprehensive Income (LosS)

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

Liquidity

As shown in the accompanying consolidated finarstiatements, the Company incurred net loss fromatipes of $6,775,400 for the yi
ended December 31, 2006. The Company's curreriitleexceeded its current assets by $2,571,84% ®ecember 31, 2006.

Recent accounting pronouncements

In February 2006, the FASB issued SFAS No. 155c¢ounting for certain Hybrid Financial Instrumeraa amendment of FASB Statem
No. 133 and 14" or SFAS No. 155. SFAS No. 155 permits fair valumeasurement for any hybrid financial instrument dantains a
embedded derivative that otherwise would requiferbation, clarifies which interest-only strips apdncipal-only strips are not subject to-
requirements of Statement No. 133, establishegj@ireament to evaluate interests in securitizedriona assets to identify interests that
freestanding derivatives or that are hybrid finahénstruments that contain an embedded derivaigpiiring bifurcation, clarifies th
concentrations of credit risk in the form of subinedion are not embedded derivatives, and amendSHo. 140 to eliminate the prohibiti
on a qualifying special purpose entity from holdimglerivative financial instrument that pertainsatbeneficial interest other than ano
derivative financial instrument. SFAS 155 is effeetfor all financial instruments acquired or isguater the beginning of an entigyfirst
fiscal year that begins after September 15, 2006 dWl not have a material impact on our consolaiéiteancial position, results of operatis
or cash flows.

In March 2006, the FASB issued FASB Statement N6, Accounting for Servicing of Financial Assetsn amendment to FASB Staten
No. 140. Statement 156 requires that an entitygeize a servicing asset or servicing liability etiofe it undertakes an obligation to servi
financial asset by entering into a service contrander certain situations. The new standard isceé¥fe for fiscal years beginning af
September 15, 2006. The adoption of SFAS No.156ndidhave a material impact on the Company's cateted financial position ai
results of operations.

In July 2006, the FASB issued Interpretation No(BBN 48). “ Accounting for uncertainty in Income TaxeFIN 48 clarifies the accountil
for Income Taxes by prescribing the minimum rectignithreshold a tax position is required to meafoke being recognized in the finan
statements. It also provides guidance on deredognitneasurement, classification, interest and lfiesa accounting in interim periot
disclosure and transition and clearly scopes inctares out of SFAS 5, Accounting for ContingenciesFIN 48 is effective for fiscal yee
beginning after December 15, 2006. We have noeyaluated the impact of adopting FIN 48 on our obdated financial position, results
operations and cash flows.
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CYBERLUX CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2006 AND 2005

NOTE A-SUMMARY OF ACCOUNTING POLICIES (continued)

In September 2006 the Financial Account Standamird (the “FASB”)issued its Statement of Financial Accounting Staigld57, Fa
Value Measurements. This Statement defines faineyadstablishes a framework for measuring fair e/atugenerally accepted accoun
principles (GAAP), and expands disclosures aboutvidue measurements. This Statement applies utther accounting pronounceme
that require or permit fair value measurements,Bbard having previously concluded in those acdognpronouncements that fair valu
the relevant measurement attribute. Accordinglig, Btatement does not require any new fair valuasmements. However, for some enti
the application of this Statement will change cotngractice. FAS 157 effective date is for fiscahys beginning after November 15, 2(
The Company does not expect adoption of this standdl have a material impact on its consolidafedncial position, operations or c:
flows.

In September 2006 the FASB issued its Statemerfimdncial Accounting Standards 158 “Employefgicounting for Defined Bene
Pension and Other Postretirement Plaiifis Statement improves financial reporting by iggg an employer to recognize the overfunde
underfunded status of a defined benefit postretrgrplan (other than a multiemployer plan) as aetaar liability in its statement of financ
position and to recognize changes in that fundatiistin the year in which the changes occur thrazazhprehensive income of a busir
entity or changes in unrestricted net assets ajtdan-profit organization. This Statement also improviesicial reporting by requiring
employer to measure the funded status of a plaof #se date of its yeaend statement of financial position, with limitedceptions. Th
effective date for an employer with publicly tradegluity securities is as of the end of the fisadryending after December 15, 2006.
Company does not expect adoption of this standdtdhawve a material impact on its consolidated ficial position, operations or cash flows.

In December 2006, the FASB issued FSP EITF 00-1®c2punting for Registration Payment ArrangemelfEsP 00-192") which address:
accounting for registration payment arrangemers B0-192 specifies that the contingent obligation to makere payments or otherwi
transfer consideration under a registration paynarangement, whether issued as a separate agreemerciuded as a provision o
financial instrument or other agreement, shoulddygarately recognized and measured in accordatlied=ASB Statement No. 5, Account
for Contingencies. FSP 00-IOfurther clarifies that a financial instrument @b to a registration payment arrangement shoelddzounte
for in accordance with other applicable generallgepted accounting principles without regard to teatingent obligation to trans
consideration pursuant to the registration paynarangement. For registration payment arrangemamdsfinancial instruments subject
those arrangements that were entered into pritreéssuance of EITF 00-18-this guidance shall be effective for financi@tements issut
for fiscal years beginning after December 15, 2806 interim periods within those fiscal years. Tampany has not yet determined
impact that the adoption of FSP 00-19-2 will hamdte consolidated financial statements.

In February 2007, the FASB issued SFAS No. 159¢“Fhir Value Option for Financial Assets and Finalniciabilities.” SFAS 159 permi
entities to choose to measure many financial insénis, and certain other items, at fair val8&EAS 159 applies to reporting peri
beginning after November 15, 2007. The adoptiorSBAS 157 is not expected to have a material impacthe Companyg consolidate
financial condition or results of operations.

NOTE B - PROPERTY, PLANT, AND EQUIPMENT

Property, plant and equipment at December 31, 20@62005 are as follows:

200¢ 200t

Furniture and fixtures $ 61,85 $ 43,97:
Office and computer equipment 34,54 33,88¢
Manufacturing equipment 103,38 103,38(
199,77¢ 181,23¢

Less: accumulated depreciation (141,46H (118,109

$ 5831 $ 63,13

During the years ended December 31, 2006 and 2@é@Beciation expense charged to operations wa8®2&nd $25,769, respectively.
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CYBERLUX CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2006 AND 2005
NOTE C - ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Accounts payable and accrued liabilities at Decarthe2006 and 2005 are as follows:

2006 2005
Accounts payable $ 564,87 $§ 657,92¢
Accrued interest 1,274,37. 389,56¢
Accrued payroll and payroll taxes 122,66 22,64
Other accrued liabilities 297,18( 370,37t
Total $ 2,259,09' $ 1,440,511
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CYBERLUX CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2006 AND 2005

NOTE D-CONVERTIBLE DEBENTURES

Notes payable at December 31, 2006 and 2005 dodi@ss:

10% convertible note payable, unsecured and dugef®ber, 2003; accrued and unpaid interest di
maturity; Note holder has the option to convertenptincipal together with accrued and unpaid irgete the
Company’s common stock at a rate of $0.50 per sfdme Company is in violation of the loan covenants

10% convertible notes payable, unsecured and duehyia003; accrued and unpaid interest due at g
Note holder has the option to convert unpaid naiecppal together with accrued and unpaid intetesthe
Company’s common stock at a rate of $0.50 per sfdme Company is in violation of the loan covenants

10% convertible debenture, due two years from #ite df the note with interest payable quarterlyirduthe
life of the note. The note is convertible into thempanys common stock at the lower of a) $0.72 or b) 50
the average of the three lowest intraday tradingeprfor the common stock on a principal markettiaznty
days before, but not including, conversion datee Tompany granted the note holder a security isten
substantially all of the Compars/assets and intellectual property and registraigints. The Company is
violation of the loan covenants (see below)

10% convertible debenture, due three years from dithe note with interest payable quarterly dyitime life
of the note. The note is convertible into the Comypye common stock at the lower of a) $0.03 or b) 50%he
average of the three lowest intraday trading prfoeshe common stock on a principal market for rityeday:
before, but not including, conversion date. The @any granted the note holder a security intere
substantially all of the Compars/assets and intellectual property and registraiigints. The Company is
violation of the loan covenants (see below)

10% convertible debenture, due three years from dithe note with interest payable quarterly dyitime life
of the note. The note is convertible into the Comypx common stock at the lower of a) $0.6 or b) 50%he
average of the three lowest intraday trading prfoeshe common stock on a principal market for rityeday:
before, but not including, conversion date. The @any granted the note holder a security intere
substantially all of the Compars/assets and intellectual property and registraiigints. The Company is
violation of the loan covenents (see below)

8% convertible debenture, due three years from afatee note with interest payable quarterly dutting life o
the note. The note is convertible into the Compsimmgmmon stock at the lower of a) $0.10 or b) 35%he
average of the three lowest intraday trading prioeshe common stock on a principal market for rityeday:
before, but not including, conversion date. The @any granted the note holder a security intere
substantially all of the Company’s assets andlextalal property and registration rights (see b&low

8% convertible debenture, due March 2009 with ggepayable quarterly during the life of the ndtiee not
is convertible into the Compargycommon stock at the lower of a)$0.10 or b) 55%hefaverage of the thi
lowest intraday trading prices for the common stocka principal market for twenty days before, hoi
including, conversion date. The Company grantednitte holder a security interest in substantiallyofithe
Company’s assets and intellectual property andtegion rights. (See below)
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CYBERLUX CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2006 AND 2005

NOTE D-CONVERTIBLE DEBENTURES(continued)

6% convertible debenture, due July 2009 with irdepayable quarterly during the life of the noteeThote i

convertible into the Comparg’common stock at the lower of a)$0.10 or b) 40%hefaverage of the thi

lowest intraday trading prices for the common stocka principal market for twenty days before, hoi 71,23
including, conversion date. The Company grantednidte holder a security interest in substantiallyofithe

Company’s assets and intellectual property andtegion rights. (See below)

6% convertible debenture, due September 2009 withrast payable quarterly during the life of théend he

note is convertible into the Compasy¢ommon stock at the lower of a)$0.10 or b) 40%hefaverage of tl

three lowest intraday trading prices for the commtmtk on a principal market for twenty days befdmet no 24 545
including, conversion date. The Company grantednidte holder a security interest in substantiallyofithe

Company’s assets and intellectual property andtegion rights. (See below)

6% convertible debenture, due December 2009 witdrést payable quarterly during the life of theendthe

note is convertible into the Compasy¢ommon stock at the lower of a)$0.10 or b) 40%hefaverage of tl

three lowest intraday trading prices for the comrmstotk on a principal market for twenty days befdre 6,02¢
not including, conversion date. The Company grattedote holder a security interest in substdptel of

the Company’s assets and intellectual propertyragistration rights. (See below)

2,184,80: 894,20:.
Less: current maturities: (604,187 (542,783
Long term portion $1,580,62 $351,41!

The Company entered into a Securities Purchaseefggnt with four accredited investors on Septemi3r2P04 for the issuance of
aggregate of $1,500,000 of convertible notes (“@otilble Notes”)and attached to the Convertible Notes were wartangsirchase 2,250,0
shares of the Comparsycommon stock. The Convertible Notes accrue iateae10% per annum, payable quarterly, and aretwlaeyear
from the date of the note. The note holder haii®n to convert any unpaid note principal to @@mpanys common stock at a rate of
lower of a) $0.72 or b) 50% (see Note M) of therage of the three lowest intraday trading pricegtie common stock on a principal mal
for the 20 trading days before, but not includiogrversion date.

As of December 31, 2006, the Company issued tcstove of the Convertible Notes a total amount g68Q,000 in exchange for net proce
of $1,186,281. The proceeds that the Company redeirere net of prepaid interest of $50,000 andeélfees and costs of $263,719.

The Company entered into a Securities Purchaseefigert with four accredited investors on April 2803 for the issuance of an aggre:
of $1,500,000 of convertible notes (“Convertibletéid) and attached to the Convertible Notes were wartarpsirchase 25,000,000 share
the Companys common stock. The Convertible Notes accrue iateae10% per annum, payable quarterly, and areltee years from tl
date of the note. The note holder has the opti@oiwert any unpaid note principal to the Compamgmmon stock at a rate of the lowe
a) $0.03 or b) 50% (see Note M) of the averagéefthree lowest intraday trading prices for the gmm stock on a principal market for
20 trading days before, but not including, convensiate.

As of December 31, 2006, the Company issued tosiove of the Convertible Notes a total amount o568Q0,000 in exchange for to

proceeds of $1,352,067. The proceeds that the Quyngeeived were net of prepaid interest of $72,838esenting the first eight month’
interest and related fees and costs of $75,000.
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CYBERLUX CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2006 AND 2005

NOTE D-CONVERTIBLE DEBENTURES (continued)

The Company entered into a Securities Purchaseefiggat with four accredited investors on October2B05 for the issuance of $800,00!
convertible notes (“Convertible Notes”) and attatiie the Convertible Notes were warrants to purets30,000 shares of the Company’
common stock. The Convertible Note accrues inteae$0% per annum, payable quarterly, and are lthee tyears from the date of the n
The note holder has the option to convert any uhpate principal to the Comparsycommon stock at a rate of the lower of a) $0.0B6)
50% (see Note M) of the average of the three loimdstiday trading prices for the common stock griacipal market for the 20 trading d:
before, but not including, conversion date.

As of December 31, 2006, the Company issued tcstove of the Convertible Notes a total amount d&¥@800 in exchange for total proce
of $775,000. The proceeds that the Company recewsed net of related fees and costs of $25,000.

The Company entered into a Securities Purchaseefiggat with four accredited investors on Decembe2085 for the issuance of $700,!

of convertible notes (“Convertible Notes”) and attad to the Convertible Notes were warrants tolmse 700,000 shares of the Company’
common stock. The Convertible Note accrues inteae886 per annum, payable quarterly, and are dee thears from the date of the n
The note holder has the option to convert any uhpate principal to the Comparsycommon stock at a rate of the lower of a) $0.1D)
35% of the average of the three lowest intradagitigaprices for the common stock on a principal ketifor the 20 trading days before,
not including, conversion date.

As of December 31, 2006, the Company issued tcstiove of the Convertible Notes a total amount d&¥&@00 in exchange for total proce
of $675,000. The proceeds that the Company receiezd net of related fees and costs of $25,000.

The Company entered into a Securities Purchaseefrggrt with four accredited investors on March 3)&for the issuance of $500,00(
convertible notes (“Convertible Notes”) and attathe the Convertible Notes were warrants to puretz;000,000 shares of the Company’
common stock. The Convertible Note accrues inteab8f6 per annum, payable quarterly, and are dwe tfears from the date of the n
The note holder has the option to convert any whpate principal to the Comparsycommon stock at a rate of the lower of a) $0.1B)
55% (see Note M) of the average of the three lowmdstday trading prices for the common stock guriacipal market for the 20 trading d:
before, but not including, conversion date.

As of December 31, 2006, the Company issued tcstove of the Convertible Notes a total amount @¢f3800 in exchange for total proce
of $460,000. The proceeds that the Company receiezd net of related fees and costs of $40,000.

The Company entered into a Securities Purchaseeftggat with four accredited investors on July 28&€or the issuance of $500,00(
convertible notes (“Convertible Notes”) and attathe the Convertible Notes were warrants to purelas000,000 shares of the Company’
common stock. The Convertible Note accrues inteaat$fb per annum, payable quarterly, and are dwe tfears from the date of the n
The note holder has the option to convert any whpate principal to the Comparsycommon stock at a rate of the lower of a) $0.1B)
40% (see Note M) of the average of the three lowgstday trading prices for the common stock qariacipal market for the 20 trading d:
before, but not including, conversion date.

As of December 31, 2006, the Company issued tostove of the Convertible Notes a total amount @¢f3800 in exchange for total proce
of $490,000. The proceeds that the Company receiezd net of related fees and costs of $10,000.
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NOTE D-CONVERTIBLE DEBENTURES (continued)

The Company entered into a Securities Purchaseefrggat with four accredited investors on SeptemBe@06 for the issuance of $280,
of convertible notes (“Convertible Notesgnd attached to the Convertible Notes were warremtpurchase 10,000,000 shares of
Companys common stock. The Convertible Note accrues istee6% per annum, payable quarterly, and ardidee years from the date
the note. The note holder has the option to coramgrtunpaid note principal to the Compagbmmon stock at a rate of the lower of a) $
or b) 40% (see Note M) of the average of the thwemst intraday trading prices for the common stogla principal market for the 20 trad
days before, but not including, conversion date.

As of December 31, 2006, the Company issued tcstove of the Convertible Notes a total amount &®Q00 in exchange for total proce
of $259,858. The proceeds that the Company recewsed net of related fees and costs of $20,142.

The Company entered into a Securities Purchaseefiggat with four accredited investors on Decembe2006 for the issuance of $600,!
of convertible notes (“Convertible Notesgnd attached to the Convertible Notes were warremtpurchase 20,000,000 shares of
Companys common stock. The Convertible Note accrues istee6% per annum, payable quarterly, and ardidee years from the date
the note. The note holder has the option to corargrtunpaid note principal to the Compagbmmon stock at a rate of the lower of a) $
or b) 40% (see Note M) of the average of the thoeest intraday trading prices for the common stoola principal market for the 20 trad
days before, but not including, conversion date.

As of December 31, 2006, the Company issued tcstiove of the Convertible Notes a total amount d&¥@600 in exchange for total proce
of $590,000. The proceeds that the Company receiezd net of related fees and costs of $10,000.

These transactions, to the extent that it is tediisfied with common stock of the Company wouldmally be included as equity obligatio
However, in the instant case, due to the indeteataimumber of shares which might be issued undeethbedded convertible host ¢
conversion feature, the Company is required torceediability relating to both the detachable veaatis and embedded convertible featul
the notes payable (included in the liabilities ddexivative liability”).

The accompanying consolidated financial statementaply with current requirements relating to watsaand embedded derivatives
described in FAS 133, EITF 98-5 and 00-27, and ARRs follows:

« The Company allocated the proceeds received beta@evertible debt and detachable warrants based tiporelative fair mark
values on the dates the proceeds were received.

» Subsequent to the initial recording, the increas¢he fair value of the detachable warrants, detexchunder the Blackchole
option pricing formula and the increase in theiirgic value of the embedded derivative in the cosiea feature of the convertit
debentures are accrued as adjustments to thetleshdt December 31, 2006 and 2005, respectively.

« The expense relating to the increase in the fdirevaf the Company' stock reflected in the change in the fair valtithe warrant
and derivatives (noted above) is included as amrotomprehensive income item of an unrealized gaioss arising froi
convertible financing on the Company’s balance shee

« Accreted principal of $2,182,308 and $866,698 aBafember 31, 2006 and 2005, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2006 AND 2005

NOTE D-CONVERTIBLE DEBENTURES (continued)

The following table summarizes the various comptmenthe convertible debentures as of Decembe2@16 and 2005:

200¢ 200¢

Convertible debentures $ 2,184,80i $ 894,20:

Warrant liability 2,759,30 2,013,18!

Derivative liability 8,201,08! 6,809,44!

13,145,20 9,716,83!

Cumulative adjustment of derivative and warrartiligy to fair value (4,580,39) (4,322,63)
Cumulative unrealized loss related to conversiocamivertible note to common shares

charged to interest expense (898,31) (565,539

Cumulative accretion of principal related to coride debentures (2,182,30) (866,70))

Total convertible debentures: $ 5484,18 $ 3,961,96

NOTE E-WARRANT LIABILITY

Total warrant liability as of December 31, 2006 2085 is comprised of the following:

200¢ 200¢
Fair value of warrants relating to convertible detvees $ 2,759,30' $ 2,013,18!
Fair value of warrants relating to preferred stotdss A - 1,147,33
Fair value of other outstanding warrants 194,77 191,50:
Total $ 2,954,081 $ 3,352,02i
NOTE F - NOTE PAYABLE
Note payable as of December 31, 2006 and 2005, ieaadpof the following

2006 2005

Note payable, 24% interest per annum; due in 98;dmcured b
specific accounts receivables $47,39¢ $-

NOTE G - NOTES AND CONVERTIBLE NOTES PAYABLE-RELATE D PARTY

Notes payab-related party is comprised of the following:

200¢ 200¢

Notes payable, 12% per annum; due on demand; uresk $ 102,24' $ 115,24

Notes payable, 10% per annum, due on demand; umesk 251,35( 251,35(
Notes payable, 10% per annum, due on demand, diigento the
Company’s common stock after March 2007 at a carieeIrate of

$0.02 per share, unsecured 100,56° -

454,16: 366,59:

Less: current maturities: (454,16) (366,599

Long term portion: $ - $ -
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Series A- Convertible Preferred stock

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

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

The Series A Preferred stated conversion price @ 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. Changebdabnversion price are charge:
operations and included in unrealized gain (losigting to adjustment of derivative and warrartility to fair value of underlying securities.

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

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

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

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

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

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

The holders of record of the Series A Preferredl $leaentitled to receive cumulative dividendslad tate of twelve percent per annum (1
on the face value ($5,000 per share) when, if andeglared by the Board of Directors, if ever. diltidends, when paid, shall be payabl
cash, or at the option of the Company, in shareghe@fCompanys common stock. Dividends on shares of the Seri€seferred that have r
been redeemed shall be payable quarterly in arredusn, if and as declared by the Board of Dires;tdrever, on a senannual basis. N
dividend or distribution other than a dividend @stdbution paid in Common Stock or in any othemipr stock shall be declared or paid ot
aside for payment on the Common Stock or on angrgtmior stock unless full cumulative dividendsalhoutstanding shares of the Serie
Preferred shall have been declared and paid. THiesdends are not recorded until declared by then@any. As of the period enc
December 31, 2006, $0 in dividends were accumulated
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NOTE H -STOCKHOLDER'S EQUITY (continued)

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

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

In connection with the issuance of the Series Adfred and related warrants, the holders were gdacgrtain registration rights in which
Company agreed to timely file a registration staemto register the common shares and the sharésrlyimg the warrants, obt:
effectiveness of the registration statement bySBE within ninetyfive (95) days of December 31, 2003, and maintaéneffectiveness of tt
registration statement for a preset time therealftethe event the Company fails to timely perfarnder the registration rights agreement
Company agrees to pay the holders of the Seriesefeied liquidated damages in an amount equal5% Df the aggregate amount inve:
by the holders for each 3fay period or pro rata for any portion thereofduling the date by which the registration statensruld hav
been effective. The initial registration statemeast filed and declared effective by the SEC witthie allowed time , however the Comp
has not maintained the effectiveness of the registr statement to date. Accordingly, the Compasyéd 203,867 shares of common sto
liquidated damages on December 10, 2004. The Coynipas not been required to pay any further liqedatamages in connection with
filing or on-going effectiveness of the registratistatement.

The Company is required to record a liability riglgtto the detachable warrants as described in E2& EITF 98-5 and 0087, and APB 1-
As such:

» Subsequent to the initial recording, the increas¢he fair value of the detachable warrants, ddatexthunder the BlackSchole
option pricing formula, are accrued as adjustmemntie liabilities at December 31, 2006 and 2065Spectively.

» The expense relating to the increase in the fdirevaf the Company's stock reflected in the chandke fair value of the
warrants (noted above) is included as an other cehgmsive income item of an unrealized gain or krésing from convertibl
financing on the Company's balance sheet.

The fair value of the detachable warrants as ofebdxer 31, 2006 and 2005 were as follows:

2006 2005

Fair value of warrants relating to issuance of estille preferred
stock: $ -0- $1,147,33

The Company recorded an Unrealized Gain (Lossherchange in fair value of these detachable wasrain$1,147,334 and $(240,915)
the year ended December 31, 2006 and 2005, regplgcti
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NOTE H -STOCKHOLDER'S EQUITY (continued)

Series B- Convertible Preferred stock

On February 19, 2004, the Company filed a Certiéicaf Designation creating a Series B Convertiblefdtred Stock classification 1
800,000 shares.

In January, 2004, the Company issued 800,000 sbéitsSeries B Preferred in lieu of certain aectunanagement service fees payable
notes payable including interest payable theretaling $800,000 to officers of the company. Thershaf the Series B Preferred are
voting and convertible, at the option of the hoJdeto common shares at $0.10 per share per shiaeeshares issued were valued at $1.0
share, which represented the fair value of the comstock the shares are convertible into. In cotimeavith the transaction, the Comp:
recorded a beneficial conversion discount of $800,0preferred dividend relating to the issuance ofdbevertible preferred stock. None
the Series B Preferred shareholders have exerthig&dconversion right and there are 800,000 shaf&eries B Preferred shares issued
outstanding at December 31, 2006.

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

The holders of record of the Series B Preferred dleaentitled to receive cumulative dividendsla tate of twelve percent per annum (1
on the face value ($1.00 per share) when, if andeatared by the Board of Directors, if ever. Alidends, when paid, shall be payabl
cash, or at the option of the Company, in sharédee@fCompanys common stock. Dividends on shares of the SeriBseerred that have r
been redeemed shall be payable quarterly in arredusn, if and as declared by the Board of Dires;tdrever, on a send@nnual basis. N
dividend or distribution other than a dividend @stdbution paid in Common Stock or in any othemir stock shall be declared or paid ot
aside for payment on the Common Stock or on angrgtmior stock unless full cumulative dividendsalhoutstanding shares of the Serie
Preferred shall have been declared and paid. Tdieskends are not recorded until declared by then@any. For the year ended Decen
31, 2006 $ 288,000 in dividends were 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 Prefe®ack and before any distribution or payment is enaith respect to any Common Stc
holders of each share of the Series B Preferrelll Ishantitled to be paid an amount equal in theatgr of (a) the face value denomini
thereon subject to adjustment for stock splitsclstdividends, reorganizations, reclassificationotiter similar events (the "Adjusted F
Value") plus, in the case of each share, an amequrl to alldividends accrued or declared but unpaid theremmpaited to the date paym
thereof is made available, or (b) such amount paresof the Series B Preferred immediately pricsuoh liquidation, dissolution or windi
up, or (c) the liquidation preference of $1.00 peare, and the holders of the Series B Preferralil st be entitled to any further paym
such amount payable with respect to the SerieseBRed being sometimes referred to as the "LididgddPayments."

Series C- Convertible Preferred stock

On November 13, 2006, the Company filed a Certifiad# Designation creating a Series C Convertibéfd?red Stock classification for
100,000 shares. Subsequently amended on Janua2@da to 700,000 shares.
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In December 2006, the Company issued 100,000 sbéiessSeries C Preferred stock in conjunctiorhviite acquisition of SPE
Technologies, Inc. The shares of the Series C Reef@are non voting and convertible, at the optibthe holder, into common shares one
year from issuance. The number of common sharbs tesued per Series C share is adjusted baséw @vérage closing bid price of 1
previous ten days prior to the date of conversiaseld on divided into $25.20 The shares issued vedued at $25.20 per share, which
represented the fair value of the common stoclslizges are convertible into. None of the SeriesgieRed shareholders have exercised !
conversion right and there are 100,000 sharesnidsS€ Preferred shares issued and outstanding@rbber 31, 2006.
The holders of record of the Series C Preferred bleaentitled to receive cumulative dividends la trate of five percent per annum (5
compounded quarterly, on the face value ($25.00spare) when, if and as declared by the Board oédirs, if ever. All dividends, wh
paid, shall be payable in cash, or at the optiothefCompany, in shares of the Compamgommon stock. Dividends on shares of the Sel
Preferred that have not been redeemed shall béolgagaarterly in arrears, when, if and as decldmgthe Board of Directors, if ever, at
time of conversion. These dividends are not reabrddil declared by the Company. For the year erfglecember 31, 2006 $-0z dividend:
were accumulated.
Common stock

The Company has authorized 700,000,000 sharesnainom stock, with a par value of $.001 per shareofABecember 31, 2006 and 20
the Company has 128,279,157 and 75,608,334 shssgsd and outstanding, respectively.

During the year ended December 31, 2006 , holdenserted 20.88 shares of preferred stockass A into 1,044,032 shares of comi
stock. Each share of preferred stock is convertitite 50,000 shares of common stock.

In January, 2006, the Company issued 3,000,00@sludrits common stock at $0.084 per share in exgdhéor services.

In January, 2006, the Company issued 100,000 sbaresscommon stock at $0.113 per share in exchdogservices.

In February, 2006, the Company issued 10,000 sludiies common stock at $0.095 per share in exchdogservices.

In February, 2006, the Company issued 1,500,00@shd its common stock at $0.092 per share inaxgé for services.

In February, 2006, the Company issued 791,369 shwriégs common stock at $0.04 per share on cororers notes payable.

In March, 2006, the Company issued 4,000,000 sharesnjunction with the exercise of employee stopkions at $0.09 per share.
In April 2006, the Company issued 492,752 sharats aommon stock at $0.073 per share in exchamgsefrvices.

In May 2006, the Company issued 2,772,206 sharesrijunction with the exercise of employee stockans at $0.081 per share
In May 2006, the Company issued 600,000 shares abmmon stock at $0.08 per share in exchangsefwices.

In June 2006, the Company issued 1,481,484 shansscommon stock at $0.08 per share in exchaagesdrvices.
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In June 2006, the Company issued 6,000,000 shaissapmmon stock in conjunction with the exerciseemployee stock options at $0.(
per share.

NOTE H -STOCKHOLDER'S EQUITY (continued)

In July 2006, the Company issued 50,000 shares a@bmmon stock at $0.042 per share in exchangsefoices.

In August 2006, the Company issued 541,667 shdriés @dmmon stock for approximately $0.05 per sharexchange for services.
In September 2006, the Company issued 37,313 shhitsscommon stock at $0.067 per share in exchdogservices.

In October 2006, the Company issued 4,000,000 shudriés common stock at $0.021 per share on ceienf notes payable

In October 2006, the Company issued 500,000 slahiiesscommon stock at $0.045 per share in exchémgservices.

In October 2006, the Company issued 2,600,000 studriés common stock at $0.037 per share in exphdor services.

In November 2006, the Company issued 12,000,00@shud its common stock at $0.011 per share onarsion of notes payable.
In November 2006, the Company issued 1,700,00Cshrits common stock at $0.036 per share in exgdfor services.

In December 2006, the Company issued 8,000,00@slwdits common stock at $0.01 per share on csiwepf notes payable.

In December 2006, the Company issued 1,450,00@sludits common stock at $0.035 per share in exgihéor services.

NOTE | -STOCK OPTIONS AND WARRANTS

Class A Warrants

The following table summarizes the changes in waisrautstanding and related prices for the sharédseoCompanys common stock issu
to shareholders at December 31, 2006:

Warrants Warrants
Outstanding Exercisable
Weighted
Average Weighted Weighted
Remaining
Number Contractua Average Number Average
Exercise Price Outstanding Life (years) Exercise price Exercisable Exercise Price
$0.01 100,00( 2.00 $ 0.01 100,00( $ 0.01
0.03 26,500,00 3.42 0.03 26,500,00 0.03
0.06 45,000,00 6.78 0.06 45,000,00 0.03
0.10 20,641,50 5.92 0.10 20,641,50 0.10
0.20 1,845,00! 0.75 0.20 1,845,00! 0.20
0.25 1,758,501 2.00 0.25 1,758,501 0.25
0.50 2,300,001 2.40 0.50 2,300,001 0.50
1.05 1,750,00! 2.00 1.05 1,750,001 1.05
99,895,00 99,895,00
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NOTE | -STOCK OPTIONS AND WARRANTS (continued)

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

Number of Weighted
Shares AveragePrice
Per Shart
Outstanding at December 31, 2004 21,931,12 $ 0.90
Granted 26,500,00 0.03
Exercised - -
Canceled or expired - -
Outstanding at December 31, 2005 48,431,122 0.42
Granted 68,750,00 0.07
Exercised (100,000 (0.25)
Canceled or expired (17,186,12) (0.64)
Outstanding at December 31, 2006 99,895,00 0.09)

Warrants granted during the period ended Decembe2@®5 totaling 26,499,500 were issued in conoratiith debt financing. The warra
are exercisable until five years after the datéssfiance at a purchase price of $0.03 per sha@s®90,000 warrants, $0.10 per shar
800,000 warrants and $0.15 per share on 699,50@mtar

For the year ended December 31, 2006, warrantdlytcdd,000,000 were issued in connection with débancing. The warrants ¢
exercisable until seven years after date of issuavith 19,000,000 at a purchase price of $0.10spare, 45,000,000 at $0.06 per share.
19,000,000 warrants have a reset provision shivéldCompany issue shares below $0.10 per sharedixglaonversion of related debt.

For the year ended December 31, 2006, followingavas were issued in connection with services nattie
purchase price per

Number of warrant share: Term (years)
1,000,000 $ 0.1C 3.0C

Employee Stock Options

The following table summarizes the changes in ogtioutstanding and the related prices for the sharthe Company's common stock iss
to employees of the Company under a non-qualifiredleyee stock option plan at December 31, 2006:

Options Outstandin Options Exercisable

Weighted Weighted Weighted
Average
Remaining Average Average
Exercise Number Contractual Life Exercise Number Exercise
Prices Outstanding (Years) Price Exercisable Price
$0.2125 2,000,001 6.9¢ $ 0.212¢ 2,000,000 $ 0.212¢
0.2125 2,000,001 7.37 0.212¢ 2,000,001 0.212¢
0.022 20,500,00 9.87 0.022 20,500,00 0.022
0.0295 4,000,001 8.3t 0.029¢ 4,000,001 0.029¢
0.04 14,430,00 9.57 0.04 14,430,00 0.04




0.10 9,502,30 7.2€ 0.1C 9,502,30 0.1C

Transactions involving stock options issued to exygés are summarized as follows:
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NOTE | -STOCK OPTIONS AND WARRANTS (continued)

Weighted Averag

Number of

Shares Price Per Shar
Outstanding at December 31, 2004: 16,000,00 $ 0.212¢
Granted 18,000,00 0.05¢
Exercised - -
Canceled or expired - -
Outstanding at December 31, 2005: 34,000,00 $ 0.07¢
Granted 34,930,00 $ 0.02¢
Exercised (16,497,69) 0.037
Canceled or expired - -
Outstanding at December 31, 2006: 52,432,30 $ 0.056:

During the year ended December 31, 2006, the Bo&rmirectors voted to exercised 16,497,693 of thaitions cashlessly to provi
12,772,206 share of the Company’s common stocle tesed as collateral in support of short-term fairagn

The weighted-average fair value of stock optiorentgd to employees during the year ended Decenihe2®5 and the weightetirerag
significant assumptions used to determine thosesédiies, using a Black-Scholes option pricing made as follows:

For the year ended December 31, 2005:

Significant assumptions (weighted-average):

Risk-free interest rate at grant date 2%
Expected stock price volatility 255%
Expected dividend payout

Expected option life-years (a) 7

(a) The expected option life is based on contrdetgiration dates.

During the year ended December 31, 2006, the Comngamted 14,430,000 employee stock options witkexarcise price of $0.04 expiri
ten years from issuance. The fair value (determasedescribed below) of $721,500 was charged t@cuperiod earnings.

The weighted-average fair value of these stockoogtigranted to employees and the weiglatesiage significant assumptions use
determine those fair values, using a Black-Schofg®n pricing model are as follows:

For the year ended December 31, 2006:

Significant assumptions (weighted-average):

Risk-free interest rate at grant date 5.04%
Expected stock price volatility 364%
Expected dividend payout -
Expected option life-years (a) 10

(a)The expected option life is based on contracxplration dates.

During the year ended December 31, 2006, the Coyngeamted 20,500,000 employee stock options witexarcise price of $0.022 expiri
ten years from issuance. The fair value (determasedescribed below) of $410,000 was charged t@cuperiod earnings.



The weighted-average fair value of these stockoogtigranted to employees and the weiglateslage significant assumptions use
determine those fair values, using a Black-Schofg®n pricing model are as follows:

F-36




CYBERLUX CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2006 AND 2005

NOTE | -STOCK OPTIONS AND WARRANTS (continued)
For the year ended December 31,2006:

Significant assumptions (weighted-average):

Risk-free interest rate at grant date 4.31%
Expected stock price volatility 373%
Expected dividend payout -
Expected option life-years (a) 10

(2)The expected option life is based on contraaxpliration dates.
NOTE J -COMMITMENTS AND CONTINGENCIES

Consulting Agreements

The Company has consulting agreements with outsiciéractors, certain of whom are also Company $ioiclers. The Agreements
generally for a term of 12 months from inceptiord aenewable automatically from year to year unkeitiser the Company or Consult
terminates such engagement by written notice.

Operating Lease Commitments

The Company leases office space in Durham, NC &R gear lease expiring December 31, 2012, forratualized rent payment of $88,0
Additionally the Company leases warehouse spaca omonth to month basis for $550 per month. At Deémem81, 2006, schedule of
future minimum lease payments is as follows:

2007 $88,02(
2008 132,03(
2009 170,58t
2010 175,06¢
2011 179,62

Litigation

The Company is subject to other legal proceedimglscdaims, which arise in the ordinary course stitisiness. Although occasional adv
decisions or settlements may occur, the Compangved that the final disposition of such mattersuith not have a material adverse effec
its consolidated financial position, results of @i®ns or liquidity. There was no outstandinggkitiion as of December 31, 2006.

Loss Per Share

The following table presents the computation ofikasd diluted loss per share:

For the year ended
December 31,

2006 2005
Net (loss) available to common stockhold $(6,775,40) $(9,410,65)
Basic and diluted (loss) per share (0.09) (0.17)
Weighted average common shares outstanding 94,515,13 54,490,10

As of December 31, 2006 and 2005, 608,419,719 &6¢B65,137 potential shares were excluded fronstta@es used to calculate loss



share as their inclusion would reduce net losspare.
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NOTE K - BUSINESS CONCENTRATION

Sales to 5 major customers approximated $189,968986 of total sales for the year ended December2806 (5 major custome
approximated $20,006 or 37% of total sales forytber ended December 31, 2005).

Purchases from the Company's 5 major suppliersuated for 87.6% of total purchases for the yearednBecember 31, 2006 (5 me
suppliers accounted for 81% of total purchasesh®lyear ended December 31, 2005).

NOTE L- GOING CONCERN MATTERS

The accompanying statements have been preparegangconcern 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 December 31, 2006,
Company incurred accumulated losses of $25,467,B48. Companys current liabilities exceeded its current assgts$?,571,943 as
December 31, 2006. These factors among others moigaie that the Company will be unable to contias@ going concern for a reason
period of time.

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

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

NOTE M- SUBSEQUENT EVENTS

As described in Note H - Stockholdeisguity, the Company increased the number of authdriClass C Convertible Preferred Stocl
January 11, 2007 from 100,000 to 700,000 shares.

On January 11, 2007, the Company entered into ameagent to acquire Hybrid Lighting Technologies;, I¢‘HLTI") a wholly owne!
subsidiary of UTEK Corporation (“UTEK"\vhereby the Company acquired 100% of the outstgnstiares of HLTI in exchange for a tota
$1,537,000 comprised of the following:

1. 26,500,000 shares of the Company’s common stock
2. 50,000 shares of the Company'’s Class D conventitdéerred stock

The Class D convertible preferred stock is conbbetiat the holders option, twelve (12) months friva date of closing into the Compasy’
common stock whereby the number of total shardmtissued is determined by dividing $768,500 ($1p&r share) by the previous 10
average closing bid price prior to conversion. Thass D preferred stock shall provide a 5% retuetdy compounded quarterly , to be pai
cash or in-kind, and will be required to be paitha&t time of the conversion.

The agreement includes certain anti-dilutive priovis in effect for one year from the effective date
The Company acquired intellectual property anchisgeagreements in conjunction with the acquisidbHLTI.

As of March 2, 2007, the Company has issued apprataly 58,884,700 shares of common stock in exahdiogconvertible notes tota
$494,174.

The Company entered into a Securities Purchaseefiggat with four accredited investors on April 1802 for the issuance of $400,000 of
convertible notes (“Convertible Notes”) and attatbethe Convertible Notes were warrants to pureH#5000,000 shares of the Company’s
common stock. The Convertible Note accrues intexe8% per annum, payable quarterly, and are dee tyears from the date of the note.
The note holder has the option to convert any whpate principal to the Company’s common stock i@te of the lower of a) $0.02 or b)
25% of
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the average of the three lowest intraday tradimgeprfor the common stock on a principal marketlier20 trading days before, but not
including, conversion date.

The Company issued a total of 94,995,600 shardgs obmmon stock from January 1, 2007 through M&th2007 comprised of 26,500,000
shares for the acquisition of Hybrid Lighting Teologies, Inc as described above, 67,895,600 siramshange for $548,330, 500,000
shares in conversion of 10 shares of convertildéepred stock and 100,000 in warrants at $0.25pare exercised.

On April 18, 2007, the Company modified the exigtitarms of their convertible debentures dated Seipte 23, 2004, April 23, 2005,
October 24, 2005, December 28, 2005, March 31, 2D@g 28, 2006, September 26, 2006 and Decemhe&2@@® from the existing
applicable discount to 25% of the average of theetfowest intraday trading prices for the commolson a principal market for the 20
trading days before, but not including, conversiate
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ITEM 8. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL
DISCLOSURE

None.
ITEM 8A - CONTROLS AND PROCEDURES
(a) Evaluation of disclosure controls and procedure

Our management, with the participation of our cl@eécutive officer and chief financial officer, évated the effectiveness of «
disclosure controls and procedures pursuant to RRéel5 under the Securities Exchange Act of 1934 d3eaember 31, 2006. In design
and evaluating the disclosure controls and pro@sjunanagement recognizes that any controls ameguees, no matter how well desig
and operated, can provide only reasonable assuddraxghieving the desired control objectives. lditidn, the design of disclosure conti
and procedures must reflect the fact that thereesmeurce constraints and that management is eztjtorapply its judgment in evaluating
benefits of possible controls and procedures keddb their costs.

Based on our evaluation, our chief executive offeed chief financial officer concluded that ousalosure controls and procedt
are designed at a reasonable assurance level areffactive to provide reasonable assurance tliatiation we are required to disclost
reports that we file or submit under the Exchangt ia recorded, processed, summarized and repwitbih the time periods specified
Securities and Exchange Commission rules and foaemd, that such information is accumulated and comicated to our manageme
including our chief executive officer and chiefdircial officer, as appropriate, to allow timely @éans regarding required disclosure.

(b) Changes in internal control over financial repog.

We regularly review our system of internal contveér financial reporting and make changes to ocacgsses and systems to impi

controls and increase efficiency, while ensuringttive maintain an effective internal control enmiment. Changes may include s

activities as implementing new, more efficient sys$, consolidating activities, and migrating preess

There were no changes in our internal control divemcial reporting that occurred during the peramvered by this Annual Rep
on Form 10-KSB that have materially affected, @ @asonably likely to materially affect, our imtak control over financial reporting.

ITEM 8B. OTHER INFORMATION

None.
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PART Il
ITEM 9 DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT
11. Directors and Executive Officers

Set forth below are the directors and executivieei§ of the Company, their ages and positions Wétdthe Company, as follows

Name Age Position

Donald F. Evans 72 Chief Executive Officer and
Chairman of the Board of
Directors

Mark D. Schmidt 42 President, Chief Operating
Officer and Director

John W. Ringo 62 Secretary, Corporate Coun
and Director

Alan H. Ninneman 63 Senior Vice President and
Director

David D. Downing 57 Chief Financial Officer and
Treasurer

Directors are elected to serve until the next ahmugeting of stockholders and until their successame elected and qualifi
Currently there are three seats on our board etttirs.

Currently, our Directors are not compensated feirteervices. Officers are elected by the Boardinéctors and serve until th
successors are appointed by the Board of DiredBiogiraphical resumes of each officer and direaterset forth below.

DONALD F. EVANS . Mr. Evans has been our Chief Executive Officed &mairman of the Board since May 2000. Betweerd
and May 2000, Mr. Evans was the Managing Partné&esfearch Econometrics, a North Carolina basedcatipn, where Mr. Evans bec
an investigative research study into the feasjbdit a longterm electrochemical interim lighting system. Frdome 1996 until March 19¢
Mr. Evans represented the investment interest aseReh Econometrics in Waste Reduction Productgpdtation, a privately held Noi
Carolina corporation Mr. Evans also served on tharB of Directors of Waste Reduction Products Ceatpon. Mr. Evans graduated from
University of North Carolina, Chapel Hill, NC withBS Degree in Economics.

MARK D. SCHMIDT . Mr. Schmidt has been our President, Chief Opsgaiifficer and Director since May 2003. From Decet
1999 until December 2002, Mr. Schmidt was a fouratet executive of Home Director, Inc., the IBM HoMetworking Division spirsff
company and a public company. Mr. Schmidt is a fariBM executive with over 15 years of consumer kating, business management
venture startup experience. Mr. Schmidt graduatedrSa Cum Laude with a Bachelor of Science Degrdenigineering from North Carolil
State University and earned an MBA Degree fromRhgua School of Business at Duke University.

JOHN W. RINGO . Mr. Ringo has been our Secretary, Corporate Gduared a Director since May 2000. Since 1990, MngB
has been in private practice in Marietta, GA sg&tigy in corporate and securities law. He is arfer Staff Attorney with the U. S. Securi
and Exchange Commission, a member of the Bar dbtipgeme Court of the United States, the KentudkyAssociation and the Georgia
Association. Mr. Ringo graduated from the Universif Kentucky in Lexington, KY with a BA Degree ifournalism. Subsequently,
received a Juris Doctor Degree from the Universiti(entucky College of Law.

ALAN H. NINNEMAN . Mr. Ninneman has been our Senior Vice PresidedtaDirector since May 2000. From 1992 until A
2000, Mr. Ninneman was a Chief Executive OfficerQify Software, Inc. based in Albuquerque, New MexiHe was a senior supg
analyst for Tandem Computer, San Jose, Califonoia f1982 to 1985; senior business analyst at AGpieputer, Cupertino, California frc
1985 to 1987; and Director of Operations at Scarpiechnologies, Inc., San Jose, California. Mr.nié¢iman attended Elgin Commur
College, Elgin, IL and subsequently majored in bass administration at Southern lllinois Univers@arbondale, IL.

DAVID D. DOWNING . Mr. Downing has been our Chief Financial Offieerd Treasurer since May 2000. Mr. Downing joli
Marietta Industrial Enterprises, Inc., Marietta,i®im November 1991 as its Chief
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Financial Officer. He was elected to the Board afeBrors of that Company in January 1994. He haslzeDirector of American Busine
Parks, Inc., Belpre, Ohio since January 1998 amdedeas a director of AgGycle Products, Inc. from May 1998 until April 200Mr.
Downing graduated from Grove City College, GroveyCPA with a BA Degree in Accounting.

Limitation of Liability of Directors

Our Articles of Incorporation, as amended, provig¢he fullest extent permitted by Nevada law, dwectors or officers shall not
personally liable to us or our shareholders for @ges for breach of such director's or officer'sididry duty. The effect of this provision
our Articles of Incorporation, as amended, is fmilate our rights and our shareholders (througdrediolders' derivative suits on behal
our company) to recover damages against a directafficer for breach of the fiduciary duty of caas a director or officer (includil
breaches resulting from negligent or grossly negligbehavior), except under certain situationsneefiby statute. We believe that
indemnification provisions in our Articles of Inqmrration, as amended, are necessary to attractetsid qualified persons as directors
officers.

Election of Directors and Officers.

Directors are elected to serve until the next ahmeseting of stockholders and until their succes$mve been elected and qualif
Officers are appointed to serve until the meetifithe Board of Directors following the next annwmadeting of stockholders and until tf
successors have been elected and qualified.

No Executive Officer or Director of the Company Heeen the subject of any order, judgment, or decfey Court of compete
jurisdiction, or any regulatory agency permanewtitemporarily enjoining, barring suspending oresthise limiting him from acting as
investment advisor, underwriter, broker or deatethie securities industry, or as an affiliated pergirector or employee of an investrr
company, bank, savings and loan association, aramge company or from engaging in or continuing eenduct or practice in connect
with any such activity or in connection with thergliase or sale of any securities.

No Executive Officer or Director of the Company hmesen convicted in any criminal proceeding (exatgdiraffic violations) or i
the subject of a criminal proceeding which is caotlyepending.

No Executive Officer or Director of the Companyttie subject of any pending legal proceedings.
Section 16(a) Beneficial Ownership Reporting Compdince

Section 16(a) of the Securities Exchange Act of413% amended (the “Exchange Act8gquires Cyberlux Corporation execu
officers and directors, and persons who benefician more than ten percent of the Compangdommon stock, to file initial reports
ownership and reports of changes in ownership thighSEC. Executive officers, directors and gretiten ten percent beneficial owners
required by SEC regulations to furnish Cyberlux fiowation with copies of all Section 16(a) formsyttde. Based upon a review of 1
copies of such forms furnished to the Company arnitten representations from Company executive efficand directors, the Compi
believes that during the year ended 2006, thearfiand directors filed all of their respective tRecl16(a) reports on a timely basis.

Audit Committee
We do not have an Audit Committee, our board oédirs during 2006, performed some of the sametifume of an Audi
Committee, such as: recommending a firm of indepandertified public accountants to audit the ahfinancial statements; reviewing |

independent auditors independence, the finana@#sients and their audit report; and reviewing rgamgent's administration of the syster
internal accounting controls. We do not currentlydr a written audit committee charter or similacwoent.
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Nominating Committee

We do not have a Nominating Committee or Nominafmgnmittee Charter. Our board of directors perfatreeme of the functio
associated with a Nominating Committee. We havetetenot to have a Nominating Committee at thistimowever, our Board of Direct
intend to continually evaluate the need for a Natimg Committee.

Code of Conduct

On March 4, 2005, we adopted a written code of aohthat governs all of our officers, directors,pdoyees and contractors. 1
code of conduct relates to written standards tteateasonably designed to deter wrongdoing andomqte:

1)
()
(3)

(4)
()

Honest and ethical conduct, including the ethiandling of actual or apparent conflicts of iett between personal and
professional relationships;

Full, fair, accurate, timely and understandableldsure in reports and documents that are fileti vat submitted to, the
Commission and in other public communications nmadan issuer;

Compliance with applicable governmental laws, raled regulations;

The prompt internal reporting of violations of th@de to an appropriate person or persons idenfifi¢de code; and
Accountability for adherence to the code.

Compensation Committee

We currently do not have a compensation commitfebeboard of directors. Until a formal committeeestablished, if at all, o
entire board of directors will review all forms obmpensation provided to our executive officerseatdrs, consultants and employ
including stock compensation and loans.
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ITEM 10. EXECUTIVE COMPENSATION
Termination of Employment

There are no compensatory plans or arrangemestading payments to be received from the Comparith mespect to any pers
associated with the Company which would in any wesult in payments to any such person becausesakhkignation, retirement, or ot
termination of such persaemployment with the Company or its subsidiari@sany change in control of the Company, or a changhe
person’s responsibilities following a change inttohof the Company.

Executive Compensation

The following table sets forth the cash compensatibthe Companyg newly elected executive officers and directorsnduof the
years 2006, 2005 and 2004. The remuneration destiibthe table represents compensation receiwved @yberlux Corporation and does
include the cost to the Company of benefits furaisho the named executive officers, including prens for health insurance and ot
benefits provided to such individual that are edtmhin connection with the conduct of the Comparyisiness. The value of such ben
cannot be precisely determined, but the execuftffieeos named below did not receive other compeosah excess of the lesser of $50,
or 10% of such officer's cash compensation.

Summary Compensation Table

ANNUAL COMOPENSATION

Other Annual

Name & Principal Salary Bonus Compensation Restricted Stock Options SARs LTIP Payouts All Other
Position Year ($) ($) ($) Awards($) (#) ($) Compensation
Donald F. Evans 2006 180,000 0 0 5,500,00t
CEO & Chairman 2005 180,000 0 0 - 4,250,001
2004 180,000 0 0 - 550,00(
John W. Ringo 2006 42,000 0 0 - 1,000,00t
Secretary and 2005 76,000 0 0 - 1,500,001
Corporate 2004 70,500 0 0 - 400,00(
Counsel
Alan H. Ninneman 2006 42,000 0 0 1,000,001
Senior Vice 2005 76,000 0 0 - 1,000,00t
President
2004 70,500 0 0 - 400,00(
Mark D. Schmidt 2006 180,000 0 0 - 3,500,001
President & COO 2005 180,000 0 0 - 4,000,001
2004 120,000 0 0 - 650,00(

Annual compensation began accruing in the form ahagement fees as of July 2000. The compensatitinaied in the table is t
annualized amount of salary to be paid the resgedfificers in accordance with their employmeneagnents.

Option/SAR Grants in Last Fiscal Year

NUMBER OF % OF TOTAL
SECURITIES OPTIONS/SARS
UNDERLYING GRANTED TO
OPTIONS/SARS EMPLOYEES IN EXERCISE OR BASE EXPIRATION
NAME GRANTED (#) FISCAL YEAR ($/SH) DATE
Donald F. Evans 5,500,000 45.83% $0.04 /Sh 2012

John W. Ringo 1,000,000 8.33% $0.04 /Sh 2012
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Alan H. Ninneman 1,000,000 8.33% $0.04 /Sh 2012
Mark D. Schmidt 3,500,000 29.16% $0.04 /Sh 2012

Stock Option Plans

We have created an Employee Stock Option Plan roentive/retention of current key employees andaasinducement
employment of new employees. The 2003 plan, whatk aside 2,000,000 shares of common stock forhpsecby employees, was m
effective by the Board of Directors.

On September 2, 2003, our Board approved a 20G@htive Stock Option Plan, which will provide 2,0000 shares to underwr
options.

On April 8, 2004 our Board approved the 2005 InisenStock Option Plan that provides for 12,000,8086@res to underwrite optic
and on January 10, 2005, the Board approved thé PGth that provides for 18,000,000 shares to umdter options. On May 11, 2006, ¢
Board approved the 2007 Plan that provides forA@2@O0 shares to underwrite options. On Februar2Q67, our Board approved the 2
Plan that provides for 20,000,000 shares to undereptions.

The stock option plans are administered directlypbyboard of directors.

Subject to the provisions of the stock option pJahe board will determine who shall receive stopkions, the number of shares
common stock that may be purchased under the aptibe time and manner of exercise of options ardcese prices.

As of March 31, 2007, there were 27,513,237 stqatlons granted under the plans that were outstgndin
12. Employment Agreements
Donald F. Evan:

On July 1, 2000, we entered into an eigbér employment contract with Donald F. Evans teesas Chief Executive Officer, whi
was amended on January 1, 2003. The base salagy tnedagreement is $180,000 per annum, plus lienefi

Alan H. Ninnemau

On July 1, 2000, we entered into an eigbér employment contract with Alan H. Ninnemanéove as Senior Vice President, wt
was amended on January 1, 2003. The base salagy tedagreement is $102,000 per annum, plus henefi

John W. Ringt

On July 1, 2000, we entered into an eigb&r employment contract with John W. Ringo to sexs Secretary and Corporate Cou
which was amended on January 1, 2003. The basy salder the agreement is $102,000 per annum haosfits.

Mark D. Schmid

On May 1, 2003, we entered into an employneemntract with Mark D. Schmidt to serve as Executitiee President and Ch
Operating Officer until June 30, 2008. The basargainder the agreement is $180,000 per annum pglusfits.
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ITEM 11. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table presents information, to thestbef the Company’s knowledgabout the beneficial ownership of its comr
stock on May 18, 2007 relating to the beneficiahevehip of the Compang’common stock by those persons known to bendficain more
than 5% of the Company’s capital stock and by itsatiors and executive officer§he percentage of beneficial ownership for theoiwihg
table is based on 276,844,639 shares of commok stdstanding.

Beneficial ownership is determined in accordandh wie rules of the Securities and Exchange Conionisnd does not necessa
indicate beneficial ownership for any other purpaseder these rules, beneficial ownership inclutiese shares of common stock over w
the stockholder has sole or shared voting or imvest power. It also includes shares of common stbak the stockholder has a righ
acquire within 60 days through the exercise of aptyon, warrant or other right. The percentage awstmip of the outstanding common stc
however, is based on the assumption, expresslyresbjoy the rules of the Securities and Exchangai@ission, that only the person or er
whose ownership is being reported has convertedrepor warrants into shares of our common stock.

NAME AND ADDRESS NUMBER OF PERCENTAGE OF
OF OWNER TITLE OF CLASS SHARES OWNED(1) CLASS (2)

Donald F. Evans Common Stock 16,422,784 (3) 5.48%
4625 Creekstone Drive

Suite 130

Research Triangle Park
Durham, NC 27703

Mark D. Schmidt Common Stock 11,240,977 (4) 3.90%
4625 Creekstone Drive

Suite 130
Research Triangle Park
Durham, NC 27703

Alan H. Ninneman Common Stock 4,516,773 (5) 1.61%
4625 Creekstone Drive

Suite 130
Research Triangle Park
Durham, NC 27703

John W. Ringo Common Stock 4,574,403 (6) 1.63%
4625 Creekstone Drive

Suite 130
Research Triangle Park
Durham, NC 27703

David Downing Common Stock 2,013,300 (7) *
4625 Creekstone Drive

Suite 130
Research Triangle Park
Durham, NC 27703

All Officers and Directors Common Stock 38,768,237 (8) 12.41%
As a Group (5 persons)

Donald F. Evans Preferred B 275,10¢ 34.38%

Mark D. Schmidt Preferred B 101,00( 12.62%

Alan H. Ninneman Preferred B 180,65: 22.58%



John W. Ringo Preferred B 166,91! 20.86%

David Downing Preferred B 76,33( 9.54%
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* | ess than 1%.

(1) Beneficial Ownership is determined in accordawith the rules of the Securities and Exchange i@ission and generally includes vot
or investment power with respect to securities.r&haf common stock subject to options or warrantsently exercisable or convertible,
exercisable or convertible within 60 days of May 2807 are deemed outstanding for computing theepeéage of the person holding s
option or warrant but are not deemed outstandingdmputing the percentage of any other person.

(2) Based upon 276,844,639 shares issued and ditsggon May 18, 2007.

(3) Includes currently exercisable options to pasgh20,132,915 shares of common stock and 275H08ssof Series B convertible prefel
stock convertible into 2,751,030 shares of comnooksand entitled to cast 27,510,300 votes at aegting of shareholders.

(4) Includes currently exercisable options to pasgh10,030,977 shares of common stock and 101t@08ssof Series B convertible prefel
stock convertible into 1,010,000 shares of comntooksand entitled to cast 10,100,000 votes at aegting of shareholders.

(5) Includes currently exercisable options to pasgh2,060,253 shares of common stock and 180,&B8ssbf Series B convertible prefer
stock convertible into 1,806,520 shares of comntooksand entitled to cast 18,065,200 votes at aegting of shareholders.

(6) Includes currently exercisable options to pasgh2,455,253 shares of common stock and 166,2tBsshf Series B convertible prefer
stock convertible into 1,669,150 shares of comnooksand entitled to cast 16,691,500 votes at aegting of shareholders.

(7) Includes currently exercisable options to passh 750,000 shares of common stock and 76,330ssbaf®eries B convertible prefer
stock convertible into 763,300 shares of commookstmd entitled to cast 7,633,000 votes at any imgef shareholders.

(8) Includes currently exercisable options to passh27,513,237 shares of common stock and 800H208ssof Series B convertible prefel
stock convertible into 8,000,000 shares of comntooksand entitled to cast 80,000,000 votes at aegting of shareholders.

ITEM 12. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

We owed certain management fees, which were fauadcsalaries for Messrs. Evans, Ninneman, RingoSaimidt consistent wi
employment agreements. These fees were as foll$430,505 to Don Evans, $243,000 to John Ringo, $®83to Alan Ninneman al
$101,000 to Mark Schmidt for a total of $1,007,505addition, certain officers loaned funds to nsekchange for promissory notes.
promissory notes included $3,000 to Don Evans,483t@ Al Ninneman and $184,830 to Dave Downing.

In 2004, we issued 800,000 shares of Series B CtibleePreferred Stock to officers and directorekthange for $723,670 of th
management fees and $76,330 of the loan from Dawenihg, on a basis of 1 share of Series B ConverffireferredStock for $1 of del
owned. The management fees converted include $23%yt Don Evans, $166,915 by John Ringo, $180,65®an Ninneman and $101,C
to Mark Schmidt. These shares of Series B Converkipeferred Stock have certain conversion rights superior voting privileges as furt|
described in the “Description of SecuritiesSction herein. The Board of Directors, exercighmgr business judgment, determined that it
in the Companys best interest to issue shares of Series B cdblegreferred stock in lieu of accrued managenfeas. The Board !
Directors determined that the terms of the tramsacivere as fair to the Company as any transactibas could have been made v
unaffiliated parties.

Currently, there are still outstanding promissoptes totaling 366,595, which include $249,350 ipaid management fees

promissory notes to officers totaling $117,245. Timpaid management fees include $90,916 owed to Byams; $82,348 to Al Ninnem
and $76,085 to John Ringo. The outstanding promissates to
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officers include $3,745 to Al Ninneman, $3,000 torCEvans, $2,000 to Mark Schmidt and $108,500 teeDi2owning. The promissory no
were issued to officers who lent us funds for wogkcapital purposes. The promissory notes are payabdemand and accrue interest ¢
annual rate of 12%.

We have consulting agreements with outside comrgctertain of whom are also our stockholders. ddgreements are generally
a term of 12 months from inception and renewablwraatically from year to year unless either we log tonsultant terminates si
engagement by written notice. None of the constdtaumo are shareholders own 5% or more of our ésamel outstanding shares of comt
stock.

Promissory notes were issued to certain officersdans to the Company for working capital. Theseed are listed as payable u
demand and accrue interest at 12% per annum. Ddtvans, David D. Downing, Mark Schmidt and Alan Rinneman loaned $3,0(
$108,500, $2,000 and $3,745, respectively. Thedarfriransactions in this section are as fair ®m@wmpany as any transactions that c
have been made with unaffiliated parties.

We have no policy regarding entering into transegiwith affiliated parties.
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PART IV

ITEM 13. EXHIBITS

Exhibit No. Description

3.1 Articles of Incorporation, dated as of May 17, 20€ied as an exhibit to the registration statemamtForm 10SB filed
with the Commission on December 17, 2001 and irmaited herein by reference.

3.2 Certificate of Amendment to the Articles of Incorption, dated as of April 3, 2003, filed as an éithio the registratic
statement on Form SB-2 filed with the CommissiorAgnil 30, 2003 and incorporated herein by refeeenc

3.3 Bylaws of Cyberlux Corporation, filed as an exhitoitthe registration statement on FormS3B-filed with the Commissic
on December 17, 2001 and incorporated herein leyeate.

3.4 Certificate of Designation of Series A Preferredc®t filed as an exhibit to the current report @ i 8K filed with the
Commission on January 8, 2004 and incorporatedrhbyereference.

4.1 Securities Purchase Agreement, dated as of Septe2Bb2004, by and among Cyberlux Corporation, ABgvtners, LLC
AJW Qualified Partners, LLC, AJW Offshore, Ltd. aNdw Millennium Capital Partners Il, LLC, filed &xhibit 4.1 to th
current report on Form 8-K filed with the Commission September 29, 2004 and incorporated hereiefbyence.

4.2 Secured Convertible Note issued to AJW Offshord,,ldated September 23, 2004, filed as Exhibitd the current repc
on Form 8-K filed with the Commission on Septem®@r2004 and incorporated herein by reference.

4.3 Secured Convertible Note issued to AJW Qualifiedri®ais, LLC, dated September 23, 2004, filed asiltiixh.3 to the
current report on Form 8-K filed with the Commigsion September 29, 2004 and incorporated hererefeyence.

4.4 Secured Convertible Note issued to AJW Partner€, ldated September 23, 2004, filed as Exhibit d.thé current repc
on Form 8-K filed with the Commission on Septem®@r2004 and incorporated herein by reference.

4.5 Secured Convertible Note issued to New Millenniuapital Partners Il, LLC, dated September 23, 26i02d as Exhibi
4.5 to the current report on FormKafiled with the Commission on September 29, 2004l ancorporated herein
reference.

4.6 Common Stock Purchase Warrant issued to AJW Oféshioid., dated September 23, 2004, filed as ExHil6t to th
current report on Form 8-K filed with the Commigsion September 29, 2004 and incorporated hererefeyence.

4.7 Common Stock Purchase Warrant with AJW Qualifiedrieas, LLC, dated September 23, 2004, filed asitixA.7 to the
current report on Form 8-K filed with the Commission September 29, 2004 and incorporated hereiefbyence.

4.8 Common Stock Purchase Warrant with AJW Partners;,Ldated September 23, 2004, filed as Exhibit d.&hé currer
report on Form 8-K filed with the Commission on sepber 29, 2004 and incorporated herein by referenc

4.9 Common Stock Purchase Warrant with New Millenniumpi@l Partners Il, LLC, dated September 23, 2Gddd as

Exhibit 4.9 to the current report on FornK&iled with the Commission on September 29, 200d acorporated herein
reference.
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4.10

411

412

4.13

4.14

4.15

4.16

4.17

4.18

4.19

4.20

4.21

4.22

4.23

4.24

4.25

4.26

4.27

4.28

4.29

Registration Rights Agreement, dated as of Septe@®e2004, by and among Cyberlux Corporation, ABstners, LLC
AJW Qualified Partners, LLC, AJW Offshore, Ltd. aNéw Millennium Capital Partners I, LLC, filed &xhibit 4.10 tc
the current report on Form 8-K filed with the Comseion on September 29, 2004 and incorporated hieyaieference.
Security Agreement, dated as of September 23, 2004nd among Cyberlux Corporation, AJW PartnetsC LAJW
Qualified Partners, LLC, AJW Offshore, Ltd. and Né&fillennium Capital Partners Il, LLC, filed as EXfiii 4.11 to th
current report on Form 8-K filed with the Commigsion September 29, 2004 and incorporated hererefeyence.
Intellectual Property Security Agreement, datedoasSeptember 23, 2004, by and among Cyberlux Catjmor, AJW
Partners, LLC, AJW Qualified Partners, LLC, AJW §bfbre, Ltd. and New Millennium Capital PartnersLILC, filed as
Exhibit 4.12 to the current report on FornkK&#Hed with the Commission on September 29, 2004 mcorporated herein
reference.

Guaranty and Pledge Agreement, dated as of Septed®He2004, by and among Cyberlux Corporation, AB@ftners
LLC, AJW Qualified Partners, LLC, AJW Offshore, LtdNew Millennium Capital Partners Il, LLC and Ddahd. Evans
filed as Exhibit 4.13 to the current report on F@B filed with the Commission on September 29, 2004 acorporate
herein by reference.

Secured Convertible Note issued to AJW Offshord,,ldated October 20, 2004.

Secured Convertible Note issued to AJW Qualifiedrgas, LLC, dated October 20, 2004.

Secured Convertible Note issued to AJW Partner€;,ldated October 20, 2004.

Secured Convertible Note issued to New Millenniuapital Partners II, LLC, dated October 20, 2004.

Common Stock Purchase Warrant issued to AJW Ofshdd., dated October 20, 2004.

Common Stock Purchase Warrant with AJW Qualifiedrieas, LLC, dated October 20, 2004.

Common Stock Purchase Warrant with AJW Partner§;,ldated October 20, 2004.

Common Stock Purchase Warrant with New Millenniuapital Partners Il, LLC, dated October 20, 2004.

Secured Convertible Note issued to AJW Offshord,,ldated November 18, 2004.

Secured Convertible Note issued to AJW Qualifiedreas, LLC, dated November 18, 2004.

Secured Convertible Note issued to AJW Partner€;, ldated November 18, 2004.

Secured Convertible Note issued to New Millenniuapital Partners II, LLC, dated November 18, 2004.

Common Stock Purchase Warrant issued to AJW Oféshdd., dated November 18, 2004.

Common Stock Purchase Warrant with AJW Qualifiedriess, LLC, dated November 18, 2004.

Common Stock Purchase Warrant with AJW Partner§;,ldated November 18, 2004.

Common Stock Purchase Warrant with New Millenniuapital Partners II, LLC, dated
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4.30

4.31

4.32

4.33

4.34

4.35

4.36

4.37

4.38

4.39

4.40

4.41

4.42

November 18, 200«

Securities Purchase Agreement, dated as of ApyiR@@5, by and among Cyberlux Corporation, AJW rikag, LLC, AJV
Qualified Partners, LLC, AJW Offshore, Ltd. and Néllennium Capital Partners Il, LLC, filed as amxhibit to the
current report on Form 8-K filed with the Commigsimn April 28, 2005 and incorporated herein by nefiee.

Secured Convertible Note issued to AJW Offshord,,Ldated April 22, 2005, filed as an exhibit te tturrent report ¢
Form 8-K filed with the Commission on April 28, ZB@nd incorporated herein by reference.

Secured Convertible Note issued to AJW Qualifiedrigas, LLC, dated April 22, 2005, filed as an dxhio the currer
report on Form 8-K filed with the Commission on A28, 2005 and incorporated herein by reference.

Secured Convertible Note issued to AJW Partners;,Ldated April 22, 2005, filed as an exhibit to therent report ¢
Form 8-K filed with the Commission on April 28, ZB@nd incorporated herein by reference.

Secured Convertible Note issued to New Millenniuapi@al Partners Il, LLC, dated April 22, 2005, &las an exhibit 1
the current report on Form 8-K filed with the Corsgion on April 28, 2005 and incorporated hereimdfgrence.

Common Stock Purchase Warrant issued to AJW Oféshad., dated April 22, 2005, filed as an exhitoitthe currer
report on Form 8-K filed with the Commission on A28, 2005 and incorporated herein by reference.

Common Stock Purchase Warrant with AJW Qualifiedrieas, LLC, dated April 22, 2005, filed as an dsihio the currer
report on Form 8-K filed with the Commission on A@8, 2005 and incorporated herein by reference.

Common Stock Purchase Warrant with AJW Partner€, ldated April 22, 2005, filed as an exhibit to tugrent report ¢
Form 8-K filed with the Commission on April 28, ZB@nd incorporated herein by reference.

Common Stock Purchase Warrant with New Millenniuapital Partners Il, LLC, dated April 22, 2005, filas an exhik
to the current report on Form 8-K filed with ther@mission on April 28, 2005 and incorporated helsinmeference.

Registration Rights Agreement, dated as of April Z®05, by and among Cyberlux Corporation, AJW rRag, LLC, AJV
Qualified Partners, LLC, AJW Offshore, Ltd. and Néllennium Capital Partners Il, LLC, filed as axhébit to the
current report on Form 8-K filed with the Commigsion April 28, 2005 and incorporated herein by nexfiee.

Security Agreement, dated as of April 22, 2005abg among Cyberlux Corporation, AJW Partners, LAGQW Qualifiec
Partners, LLC, AJW Offshore, Ltd. and New MillenmiiCapital Partners Il, LLC, filed as an exhibith@ current report ¢
Form 8-K filed with the Commission on April 28, ZB@nd incorporated herein by reference.

Intellectual Property Security Agreement, dated@spril 22, 2005, by and among Cyberlux CorporatidJW Partner.
LLC, AJW Qualified Partners, LLC, AJW Offshore, Ltand New Millennium Capital Partners II, LLC, filas an exhit

to the current report on Form 8-K filed with ther@mission on April 28, 2005 and incorporated hebsinmeference.

Guaranty and Pledge Agreement, dated as of April2BR5, by and among Cyberlux Corporation, AJW rRag, LLC
AJW Qualified Partners, LLC, AJW Offshore, Ltd., Wdillennium Capital
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Partners I, LLC and Donald F. Evans, filed as shilgt to the current report on Form 8-K filed witthe Commission on
April 28, 2005 and incorporated herein by refere|

Securities Purchase Agreement, dated as of Oc&#e2005, by and among Cyberlux Corporation, AJWtrieas, LLC
AJW Qualified Partners, LLC, AJW Offshore, Ltd. aNdw Millennium Capital Partners II, LLC.

Secured Convertible Note issued to AJW Offshord,,ldated October 23, 2005.

Secured Convertible Note issued to AJW Qualifiedrgas, LLC, dated October 23, 2005.

Secured Convertible Note issued to AJW Partners§;,ldated October 23, 2005.

Secured Convertible Note issued to New Millenniuapital Partners II, LLC.

Common Stock Purchase Warrant issued to AJW Oféshdd., dated October 23, 2005.

Common Stock Purchase Warrant with AJW Qualifiedrieas, LLC, dated October 23, 2005.

Common Stock Purchase Warrant with AJW Partner§ ldated October 23, 2005.

Common Stock Purchase Warrant with New Millenniuapital Partners Il, LLC, dated October 23, 2005.

Registration Rights Agreement, dated as of Oct@3er2005, by and among Cyberlux Corporation, AJWktrieas, LLC
AJW Qualified Partners, LLC, AJW Offshore, Ltd. alNdw Millennium Capital Partners I, LLC.

Security Agreement, dated as of October 23, 20§5amd among Cyberlux Corporation, AJW Partners, LILQW
Qualified Partners, LLC, AJW Offshore, Ltd. and NBlilennium Capital Partners Il, LLC.

Intellectual Property Security Agreement, datedfa®ctober 23, 2005, by and among Cyberlux CorpamaAJW Partner.
LLC, AJW Qualified Partners, LLC, AJW Offshore, L@and New Millennium Capital Partners I, LLC.

Securities Purchase Agreement, dated as of Dece2@)@005, by and among Cyberlux Corporation, AJaktriers, LLC
AJW Qualified Partners, LLC, AJW Offshore, Ltd. aNdw Millennium Capital Partners I, LLC.

Secured Convertible Note issued to AJW Offshord,,ldated December 28, 2005.

Secured Convertible Note issued to AJW Qualifiedrigas, LLC, dated December 28, 2005.
Secured Convertible Note issued to AJW Partner§;, ldated December 28, 2005.

Secured Convertible Note issued to New Millenniuapital Partners Il, LLC.

Common Stock Purchase Warrant issued to AJW Oféshdd., dated December 28, 2005.
Common Stock Purchase Warrant with AJW Qualifiedriess, LLC, dated December 28, 2005.
Common Stock Purchase Warrant with AJW Partner€§;,ldated December 28, 2005.

Common Stock Purchase Warrant with New Millenniuapital Partners Il, LLC, dated December 28, 2005.
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Registration Rights Agreement, dated as of Decen@Ber2005, by and among Cyberlux Corporation, AJstriers, LLC, AJV
Qualified Partners, LLC, AJW Offshore, Ltd. and NBlilennium Capital Partners Il, LLC.

Security Agreement, dated as of December 28, 2B95and among Cyberlux Corporation, AJW PartnersCLIAJW Qualifie(
Partners, LLC, AJW Offshore, Ltd. and New MillenmiCapital Partners I, LLC.

Intellectual Property Security Agreement, datedfaBecember 28, 2005, by and among Cyberlux CotfmoraAJW Partners, LL(
AJW Qualified Partners, LLC, AJW Offshore, Ltd. alNdw Millennium Capital Partners I, LLC.

Securities Purchase Agreement, dated as of MarcB@6, by and among Cyberlux Corporation, AJW rikag, LLC, AJW Qualifie
Partners, LLC, AJW Offshore, Ltd. and New MillenmiiCapital Partners I, LLC.

Secured Convertible Note issued to AJW Offshord,,ldated March 27, 2006.

Secured Convertible Note issued to AJW Qualifiedrigas, LLC, dated March 27, 2006.

Secured Convertible Note issued to AJW Partner§;, ldated March 27, 2006.

Secured Convertible Note issued to New Millenniuapital Partners Il, LLC.

Common Stock Purchase Warrant issued to AJW Oféshdd., dated March 27, 2006.

Common Stock Purchase Warrant with AJW Qualifiedrieas, LLC, dated March 27, 2006.

Common Stock Purchase Warrant with AJW Partner€§;,ldated March 27, 2006.

Common Stock Purchase Warrant with New Millenniuapital Partners Il, LLC, dated March 27, 2006.

Registration Rights Agreement, dated as of March2B06, by and among Cyberlux Corporation, AJW ag, LLC, AJW Qualifie
Partners, LLC, AJW Offshore, Ltd. and New MillenmiCapital Partners I, LLC.

Security Agreement, dated as of March 27, 2006ary among Cyberlux Corporation, AJW Partners, LAGW Qualified Partner
LLC, AJW Offshore, Ltd. and New Millennium Capitaartners Il, LLC.

Intellectual Property Security Agreement, datedfaslarch 27, 2006, by and among Cyberlux Corporat®IW Partners, LLC, AJ'
Qualified Partners, LLC, AJW Offshore, Ltd. and NBilennium Capital Partners Il, LLC.

Securities Purchase Agreement, dated as of Julg@d8, by and among Cyberlux Corporation, AJW RagnLLC, AJW Qualifie
Partners, LLC, AJW Offshore, Ltd. and New MillenmiCapital Partners I, LLC.

Secured Convertible Note issued to AJW Offshord,,ldated July 27, 2006.
Secured Convertible Note issued to AJW Qualifiedrigais, LLC, dated July 27, 2006.

Secured Convertible Note issued to AJW Partner§,ldated July 27, 2006.
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10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

Secured Convertible Note issued to New Millenniuapital Partners II, LLC.

Common Stock Purchase Warrant issued to AJW Oféshdd., dated July 27, 2006.

Common Stock Purchase Warrant with AJW Qualifiedrigas, LLC, dated July 27, 2006.

Common Stock Purchase Warrant with AJW Partner€,ldated July 27, 2006.

Common Stock Purchase Warrant with New Millenniuapital Partners 11, LLC, dated July 27, 2006.

Registration Rights Agreement, dated as of July2®D6, by and among Cyberlux Corporation, AJW RagnLLC, AJW Qualifie
Partners, LLC, AJW Offshore, Ltd. and New MillenmiiCapital Partners I, LLC.

Security Agreement, dated as of July 27, 2006, iy @among Cyberlux Corporation, AJW Partners, LLOWAQualified Partner
LLC, AJW Offshore, Ltd. and New Millennium Capitaartners Il, LLC.

Intellectual Property Security Agreement, datedfaduly 27, 2006, by and among Cyberlux Corporatidsw Partners, LLC, AJ)
Qualified Partners, LLC, AJW Offshore, Ltd. and NBilennium Capital Partners Il, LLC.

Donald F. Evans Employment Agreement, dated aslgfl] 2000, filed as an exhibit to the registratgiatement on Form 18B filed
with the Commission on December 17, 2001 and irmated herein by reference.

Alan H. Ninneman Employment Agreement, dated adudf 1, 2000, filed as an exhibit to the registatstatement on Form 18B
filed with the Commission on December 17, 2001 imedrporated herein by reference.

John W. Ringo Employment Agreement, dated as of JuR00O, filed as an exhibit to the registratatatement on Form 18B filed
with the Commission on December 17, 2001 and irmated herein by reference.

Donald F. Evans Amended Employment Agreement, dasedf January 1, 2003, filed as an exhibit tortmgstration statement
Form SB-2 filed with the Commission on April 30,08and incorporated herein by reference.

Alan H. Ninneman Amended Employment Agreement, dlaie of January 1, 2003, filed as an exhibit toréggstration statement
Form SB-2 filed with the Commission on April 30,08and incorporated herein by reference.

John W. Ringo Amended Employment Agreement, daseaf danuary 1, 2003, filed as an exhibit to thgsteation statement on Fo
SB-2 filed with the Commission on April 30, 2003dancorporated herein by reference.

Mark D. Schmidt Employment Agreement, dated as afyM, 2003, filed as an exhibit to the quarteriyort on Form 10QSB filec
with the Commission on August 19, 2003 and incaafext herein by reference.

Proprietary Product Manufacturing Agreement, daedApril 24, 2001, by and between Cyberlux Corporaind Shelby Coun

Community Services, Inc., filed as an exhibit te tiegistration statement on Form $B-filed with the Commission on December
2001 and incorporated herein by reference.
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10.9 Design Agreement, dated as of March 2, 2001, bybatdeen Cyberlux Corporation and ROBRADY Desigledfas an exhibit to tt
registration statement on Form 10-SB/A filed witle Commission on February 4, 2001 and incorporageein by reference.

10.10 Series A Convertible Preferred Stock Purchase Ages¢, dated as of December 31, 2003, by and amgbgritix Corporation ar
the purchasers set forth therein, filed as an éixtatihe current report on Formk{iled with the Commission on January 8, 2004
incorporated herein by reference.

10.11 Registration Rights Agreement, dated as of DecerBhe2003, by and among Cyberlux Corporation amdpihrchasers of Series
Convertible Preferred Stock set forth therein dfites an exhibit to the current report on Forid led with the Commission on Janui

8, 2004 and incorporated herein by reference.

10.12 Form of Series A Warrant issued in connection li sale of Series A Convertible Preferred Stoidg fas an exhibit to the curre
report on Form 8-K filed with the Commission on Jary 8, 2004 and incorporated herein by reference.

10.13 Form of Series B Warrant issued in connection whth sale of Series A Convertible Preferred Stoitégl fas an exhibit to the currt
report on Form 8-K filed with the Commission on Jary 8, 2004 and incorporated herein by reference.

10.14 Lock-up Agreement, dated as of December 31, 2003, byaarahg Cyberlux Corporation and certain officerd dimectors of Cyberlt

Corporation, filed as an exhibit to the currentagmn Form 8K filed with the Commission on January 8, 2004 anwbrporated here
by reference.

14.1 Code of Conduct, filed as an exhibit to the anmggdort on Form 1&SB filed with the Commission on April 15, 2005 :
incorporated herein by reference.

31.1 Certification of Chief Executive Officer pursuamt Rule 13a-14 and Rule 18dHa), promulgated under the Securities and Exat
Act of 1934, as amended

31.2 Certification of Chief Financial Officer pursuamt Rule 13at4 and Rule 15d 14(a), promulgated under the Sesuand Exchang
Act of 1934, as amended

32.1 Certification pursuant to 18 U.S.C. Section 1358,aalopted pursuant to Section 906 of the Sarb@mkss Act of 2002 (Chie
Executive Officer)

32.2 Certification pursuant to 18 U.S.C. Section 135€,aalopted pursuant to Section 906 of the Sarb@mésy Act of 2002 (Chie
Financial Officer)

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES
Audit Fees

The aggregate fees billed for professional servieadered by Russell Bedford Stefanou Mirchand&f for the audit of the
registrant's annual financial statements and rewkthie financial statements included in the regigfs Form 10-QSB or services that are
normally provided by the accountant in connectiatin\statutory and regulatory filings or engagemeatdiscal years 2006 and 2005 were
$92,186 and $146,900, respectively.
Audit-Related Fees

None.

Tax Fees
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None.
All Other Fees

None.
Policy On Audit Committee Pre-Approval Of Audit And Permissible Non-Audit Services Of Independent Audiors

We currently do not have a designated Audit Congajtand accordingly, our Board of Directors' polgyo preapprove all aud
and permissible non-audit services provided byiridependent auditors. These services may includ# services, auditelated services, t
services and other services. Pre-approval is giyeravided for up to one year and any @eproval is detailed as to the particular servi
category of services and is generally subjectgpexific budget. The independent auditors and meanagt are required to periodically rej

to our Board of Directors regarding the extent@fges provided by the independent auditors iroatance with this prepproval, and tf
fees for the services performed to date. The Bo&Rirectors may also pre-approve particular se&wion a case-by-case basis.
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SIGNATURES

Pursuant to the requirements of Section 13 or 16{dhe Securities Exchange Act of 1934, the regigthas duly caused this report tc
signed on our behalf by the undersigned, theredualp authorized.

CYBERLUX CORPORATION

Dated: May 21, 200 By: /s/ DONALD F. EVANS

Donald F. Evans
Chief Executive Officer (Principal Executive Offige

Dated: May 21, 2007 By: /s/ DAVID D. DOWNING

David D. Downing
Chief Financial Officer (Principal Financial Offige

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons «
behalf of the registrant and in the capacities@mthe dates indicated.

SIGNATURE TITLE DATE

/s/ DONALD F. EVANS Chief Executive Officer and May 21, 2007
Chairman of the Board of Directors

Donald F. Evans

/sl MARK D. SCHMIDT President, Chief Operating Officer May 21, 2007
and Director

Mark D. Schmidt

/s/ JOHN W. RINGO Secretary, Corporate Counsel May 21, 2007
and Director
John W. Ringo
/s/ ALAN H. NINNEMAN Senior Vice President and Director May 21, 2007

Alan H. Ninneman
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EXHIBIT 31.1

CYBERLUX CORPORATION
OFFICER’S CERTIFICATE PURSUANT TO SECTION 302

I, Donald F. Evans, certify that:
1. | have reviewed this annual report on Form 1@BK$ Cyberlux Corporation;

2. Based on my knowledge, this report does notadom@ny untrue statement of a material fact or amgtate a material fact necessary to
make the statements made, in light of the circuntgtsunder which such statements were made, nigtadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statememd,other financial information included in thégport, fairly present in all material
respects the financial condition, results of operstand cash flows of the small business issuef,asd for, the periods presented in

this report;

4. The small business issuer's other certifyingcef{s) and | are responsible for establishing maghtaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a}Hhd 15d-15(e)) and internal control over finaheporting (as defined in
Exchange Act Rules 13a-15(f) and 15d-15(f)) forgheall business issuer and have:

(a) Designed such disclosure controls and proceduresaused such disclosure controls and procedurbks ttesigned under ¢
supervision, to ensure that material informatidiatieg to the small business issuer, includingcasolidated subsidiaries
made known to us by others within those entitiestigularly during the period in which this rep@rtbeing prepared;

(b) [Omitted pursuant to SEC Release No. 33-8238];

(c) Evaluated the effectiveness of the small businesser's disclosure controls and procedures an@miesb in this report o
conclusions about the effectiveness of the discosantrols and procedures, as of the end of thegeovered by this repc
based on such evaluation; and

(d) Disclosed in this report any change in the smadiifess issuer's internal control over financiabrépg that occurred durir
the small business issuer's most recent fiscaltgughe small business issuer's fourth fiscal tuan the case of an ann
report) that has materially affected, or is reabtnéikely to materially affect, the small busineissuer's internal control o\
financial reporting; and

5. The small business issuer's other certifyingcef{s) and | have disclosed, based on our mosntevaluation of internal control over
financial reporting, to the small business issuanditors and the audit committee of the smalliess issuer's board of directors (or
persons performing the equivalent functions):

(a) All significant deficiencies and material weaknessethe design or operation of internal contratiofinancial reporting whic
are reasonably likely to adversely affect the srhalliness issuer's ability to record, process, samam and report financi
information; and

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significdetin the sma
business issuer's internal control over finanaabrting.

Date: May 21, 2007 /s/ DONALD F. EVANS

Donald F. Evan
Chief Executive Office




EXHIBIT 31.2

CYBERLUX CORPORATION
OFFICER’S CERTIFICATE PURSUANT TO SECTION 302

I, David D. Downing, certify that:
1. | have reviewed this annual report on Form 1@BK$ Cyberlux Corporation;

2. Based on my knowledge, this report does notadom@ny untrue statement of a material fact or amgtate a material fact necessary to
make the statements made, in light of the circuntgtsunder which such statements were made, nigtadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statememd,other financial information included in thégport, fairly present in all material
respects the financial condition, results of operstand cash flows of the small business issuef,asd for, the periods presented in
this report;

4. The small business issuer's other certifyingcef{s) and | are responsible for establishing maghtaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a}Hhd 15d-15(e)) and internal control over finaheporting (as defined in
Exchange Act Rules 13a-15(f) and 15d-15(f)) forgheall business issuer and have:

(a) Designed such disclosure controls and proceduresawsed such disclosure controls and procedurbse tbesigned und
our supervision, to ensure that material infornmati@lating to the small business issuer, includitsy consolidate
subsidiaries, is made known to us by others withose entities, particularly during the period ihigh this report is beir
prepared;

(b) [Omitted pursuant to SEC Release No. 33-8238];

(c) Evaluated the effectiveness of the small businesiser's disclosure controls and procedures anérmieskin this report o
conclusions about the effectiveness of the disceosontrols and procedures, as of the end of thiegpeovered by th
report based on such evaluation; and

(d) Disclosed in this report any change in the smadimess issuer's internal control over financiabrépg that occurred durir
the small business issuer's most recent fiscaltgugthe small business issuer's fourth fiscal tguan the case of an ann
report) that has materially affected, or is reabbnbkely to materially affect, the small busingssuer's internal control o\
financial reporting; and

5. The small business issuer's other certifyingcef{s) and | have disclosed, based on our mosntevaluation of internal control over
financial reporting, to the small business issuanditors and the audit committee of the smalliess issuer's board of directors (or
persons performing the equivalent functions):

(&) All significant deficiencies and material weaknesg®e the design or operation of internal controéofinancial reportin
which are reasonably likely to adversely affect sineall business issuer's ability to record, proceseimarize and repi
financial information; and

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significé@tin the sma
business issuer's internal control over finanagabrting.

Date: May 21, 2007 /s/ DAVID D. DOWNING
David D. Downing
Chief Financial Officel




Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual report of Cyberluxr@aoration (the “Company”) on Form IKSB for the period ending December
2006 as filed with the Securities and Exchange Cmasion on the date hereof (the “Report})Donald F. Evans, Chief Executive Officel
the Company, certify, pursuant to 18 U.S.C. secdio® of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requiremeotsection 13(a) or 15(d) of the Securities andtzxge Act of 1934; and

(2 The information contained in the Report faphgsents, in all material respects, the finan@alition and result of
operations of the Company.

A signed original of this written statement reqditey Section 906 has been provided to Cyberlux @atmon and will be retained
Cyberlux Corporation and furnished to the Secwitiad Exchange Commission or its staff upon request

Date: May 21, 2007 By: /s/ DONALD F. EVANS
Donald F. Evan
Chief Executive Officer




Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual report of Cyberluxr@aoration (the “Company”) on Form ISB for the period ending December
2006 as filed with the Securities and Exchange Cmsion on the date hereof (the “Report;)David D. Downing, Chief Financial Officer
the Company, certify, pursuant to 18 U.S.C. secdio® of the Sarbanes-Oxley Act of 2002, that:

1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities and Exgkafct of 1934; and

(2 The information contained in the Report fairly mmets, in all material respects, the financial ctiadi and result ¢
operations of the Company.

A signed original of this written statement reqdit®y Section 906 has been provided to Cyberlux @wappn and will be retained
Cyberlux Corporation and furnished to the Secwgiiad Exchange Commission or its staff upon request

Date: May 21, 2007 By: /s/ DAVID D. DOWNING
David D. Downing
Chief Financial Officer




