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CYBERLUX CORPORATION  
CONDENSED BALANCE SHEETS  

(UNAUDITED)  

 

The accompanying notes are an integral part of these unaudited condensed financial statements  
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                                                                         September 30, 2005           December 31, 2004  
Assets 
 
Current assets: 
 
    Cash & cash equivalents                                              $        17,383              $      415,375 
    Accounts Receivable, Allowance for Doubtful Acc ounts is $ -0-                  2,454                           - 
    Inventory                                                                    443,312                           - 
    Other current assets                                                          63,894                      68,404 
                                                                         ----------------             --------------- 
        Total current assets                                                     527,044                     483,779 
 
Property, plant and equipment, net of accumulated 
depreciation of $ 104,825 and $92,335, respectively                                59,813                      43,018 
 
Other Assets: 
 
    Patents                                                                       83,404                      30,544 
 
Total Assets                                                             $       670,260              $      557,341 
                                                                         ================             =============== 
Liabilities and Deficiency in Stockholders' Equity 
 
Current liabilities: 
 
    Accounts payable                                                     $       742,425              $      176,094 
    Accrued liabilities                                                          437,008                     323,408 
    Short-term notes payable - shareholders                                      386,595                     399,080 
    Short-term notes payable                                                      27,500                      27,500 
                                                                         ----------------             --------------- 
        Total current liabilities                                              1,593,528                     926,082 
 
Long-term liabilities: 
 
    Notes payable                                                              1,154,158                   1,355,069 
                                                                         ----------------             --------------- 
        Total long-term liabilities                                            1,154,158                   1,355,069 
 
Deficiency Stockholders' equity: 
 
    Preferred stock, $0.001 par value, 200 shares a uthorized, 
    Class A, 66.3606 and 151.8606 shares issued and  outstanding as 
    of September 30, 2005 and December 31, 2004 res pectively                           1                           1 
 
    Preferred stock, $0.001 par value, 800,000 shar es authorized, 
    Class B, 800,000 and 0 shares issued and outsta nding as of 
    September 30, 2005 and December 31, 2004 respec tively                            800                         800 
 
    Common stock, $0.001 par value, 300,000,000 sha res authorized, 
    74,550,001 and 23,770,233 shares issued and out standing as of 
    September 30, 2005 and December 31, 2004 respec tively                         74,550                      23,770 
 
    Additional paid-in capital                                                11,494,624                   9,099,302 
    Accumulated deficit                                                      (13,647,401)                (10,847,683) 
                                                                         ----------------             --------------- 
 
Deficiency in stockholders' equity                                            (2,077,425)                 (1,723,810) 
                                                                         ----------------             --------------- 
 
Total liabilities and (deficiency) in stockholders'  equity               $       670,260              $      557,341 
                                                                         ================             =============== 



CYBERLUX CORPORATION  
CONDENSED STATEMENTS OF OPERATIONS  

(UNAUDITED)  

 

The accompanying notes are an integral part of these unaudited condensed financial statements  
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                                                         For the Three Months Ended       For the Nine  Months Ended 
                                                       September 30,   September 30,    September 30,   September 30,  
                                                           2005             2004             2005           2004 
Revenue                                                $     12,434    $      2,082     $     26,202    $     23,288 
 
Cost of goods sold                                          (75,503)        (15,724)        (104,989)        (32,111)  
                                                       -------------   -------------    -------------   -------------  
    Gross margin (loss)                                     (63,069)        (13,642)         (78,787)         (8,823)  
 
Operating Expenses: 
 
Marketing and advertising                                    97,718          21,830          235,389          10,380 
Depreciation and amortization                                 5,892          14,159           19,073          45,811 
Research and development                                    142,537          34,086          262,117          34,086 
General and administrative expenses                         539,263         533,167        1,347,459       2,461,432 
 
Total operating expenses                                    785,410         603,242        1,864,038       2,551,709 
 
(Loss) from operations                                     (848,479)       (616,884)      (1,942,825)     (2,560,532)  
 
Other income/(expense) 
 
    Other Income                                                  -               -                - 
    Interest income                                              49               1              349              63 
    Interest expense                                       (101,555)       (598,741)        (270,434)       (653,367)  
    Debt acquisition costs                                 (492,476)                        (586,807) 
 
Net Loss before provision for income taxes 
and preferred dividend                                   (1,442,461)     (1,215,624)      (2,799,717)     (3,213,836)  
 
Income taxes (benefit)                                            -               -                                - 
 
Net loss                                                 (1,442,461)     (1,215,624)      (2,799,717)     (3,213,836)  
 
Preferred dividend - Beneficial conversion discount  
on convertible preferred                                          -                                         (800,000)  
 
Net loss available to common stockholders              $ (1,442,461)   $ (1,215,624)    $ (2,799,717)   $ (4,013,836)  
 
Weighted average number of common shares 
outstanding, basic and fully diluted                     72,881,110      19,388,317       47,503,678      17,080,605 
 
Net loss per share - Basic and fully diluted           $      (0.02)   $      (0.06)    $      (0.06)   $      (0.24)  
 
Preferred dividend                                     $     24,000    $     24,000     $     72,000    $     48,000 



Cyberlux Corporation Condensed Statement of Cash Flows  

 
(Unaudited)  

                                                                                For the Nine Months En ded 
                                                                      September 30, 2005         Septe mber 30, 2004  
 
Cash flows provided by (from-used in) operating act ivities 
 
  Net (loss) available to common stockholders                         $   (2,799,717)            $   ( 4,013,836) 
 
  Depreciation and amortization                                               19,073                     45,811 
 
  Beneficial conversion discount - preferred stock dividend                        -                    800,000 
 
  Amortization of debt discount - beneficial conver sion 
    feature of convertible note (Note D)                                     219,697                    500,000 
 
  Amortization of debt discount - value of 
    warrants attached to convertible note (Note D)                                                       91,937 
 
  Shares issued for previously incurred debt                                                             32,691 
 
  Shares issued/(cancelled) for factoring deposit                                                       (90,000) 
 
  Warrants issued to consultants for services                                 14,160                    349,173 
 
  Warrants issued in connection with financing                               385,333 
 
  Preferred shares issued for conversion of accrued  
    management fees                                                                -                    723,670 
 
  Preferred shares issued for previously incurred d ebt                                                   76,330 
 
  Shares issued for consulting services                                      126,000                  1,367,810 
 
  Decrease (increase) in accounts receivable                                  (2,454)                   (11,862) 
 
  Decrease (increase) in inventories                                        (443,312) 
 
  (Increase) decrease in prepaid expenses                                      4,509                    (89,101) 
 
  (Increase) decrease in other assets                                        (52,860)                    63,105 
 
  Increase (decrease) in accrued interest                                     85,139                    (49,696) 
 
  Increase (decrease) in accrued liabilities                                  28,461                    (69,760) 
 
  (Decrease) increase in management fee payable-rel ated party                      -                   (723,670) 
 
  (Decrease) increase in other accounts payable                              566,331                          - 
 
Net cash (used in) operating activities                                   (1,849,640)                  (997,398) 
 
 
Cash flows provided by (used in) investing activiti es 
 
  Payments for property, plant and equipment                                 (35,867)                   (19,998) 
 
Cash (used in) investing activities                                          (35,867)                   (19,998) 
 
Cash flows provide by (used in) financing activitie s 
 
  Payments for (proceeds from) short-term notes pay able, net                       -                   (255,000) 
 
  (Payments for ) proceeds from short-term notes 
    payable-shareholders (net)                                               (12,485)                   (92,600) 
 
  Proceeds from advance deposits                                                   - 
 
  (Payments for) Proceeds from convertible long-ter m notes                 1,500,000                    500,000 
 
  Proceeds from issuance of preferred stock                                                              79,308 
 
  Proceeds from subscriptions receivable                                                                276,186 
 
  Issuance of common stock                                                                              778,247 
 
Net cash provided by (used in) financing activities                         1,487,515                  1,286,141 
                                                                         -----------                 - --------- 



 

The accompanying notes are an integral part of these unaudited condensed financial statements  
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Net increase (decrease) in cash                                             (397,992)                   268,745 
 
Cash - beginning                                                             415,375                     16,247 
 
Cash - ending                                                               $ 17,383                  $ 284,992 
 
Supplemental disclosures: 
 
  Interest Paid                                                             $ 82,470                  $ 111,126 
 
  Income Taxes Paid                                                                - 
 
Non-Cash investing and financing activities: 
 
  Shares issued for research and development and co nsulting                  126,000                  1,367,810 
 
  Shares issued for conversion of debt                                       420,608                     32,691 
 
  Warrants issued in connection with financing                               373,592                          - 
 
  Warrants issued to consultants for services                                 14,160                    349,173 
 
  Warrants issued detachable with convertible prefe rred shares                                           58,915 
 
  Shares issued in connection with factoring                                       -                    (90,000) 
 
Amortization of debt discount - beneficial conversi on 
feature of convertible note (Note D)                                         219,697                    500,000 
 
Amortization of debt discount - value of 
warrants attached to convertible note (Note D)                                                           91,937 
 
Beneficial conversion discount on convertible prefe rred stock                      -                    800,000 
 
Convertible preferred shares issued for note payabl e and 
  accrued interest                                                                 -                     76,330 
 
Convertible preferred shares issued for accrued man agement fees                    -                    723,670 



CYBERLUX CORPORATION  

NOTES TO CONDENSED FINANCIAL STATEMENTS  
SEPTEMBER 30, 2005  

(Unaudited)  

NOTE A-SUMMARY OF ACCOUNTING POLICIES  

General  

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with accounting principles 
generally accepted in the United States of America for interim financial information and the instructions to Form 10-QSB. Accordingly, they 
do not include all of the information and footnotes required by generally accepted accounting principles for complete financial statements.  

In the opinion of management, all adjustments (consisting of normal recurring accruals) considered necessary for a fair presentation have been 
included. Accordingly, the results from operations for the nine-month period ended September 30, 2005, are not necessarily indicative of the 
results that may be expected for the year ended December 31, 2005. The unaudited condensed consolidated financial statements should be read 
in conjunction with the consolidated December 31, 2004 financial statements and footnotes thereto included in the Company's Form 10-KSB 
for the year ended December 31, 2004.  

Business and Basis of Presentation  

Cyberlux Corporation (the "Company") is incorporated under the laws of the State of Nevada. The Company, which has transitioned from a 
development state enterprise, develops, manufactures and markets long-term portable lighting products for commercial and industrial users. 
While the Company has generated revenues from its sale of products, the Company has incurred expenses, and sustained losses. Consequently, 
its operations are subject to all risks inherent in the establishment of a new business enterprise. As of September 30, 2005, the Company has 
accumulated losses of $13,647,401.  

Revenue Recognition  

For revenue from product sales, the Company recognizes revenue in accordance with SEC Staff Accounting Bulletin No. 101, "Revenue 
Recognition in Financial Statements" ("SAB 101"). SAB 101 requires that four basic criteria must be met before revenue can be recognized: 
(1) persuasive evidence of an arrangement exists; (2) delivery has occurred; (3) the selling price is fixed and determinable; and (4) collectibility 
is reasonably assured. Determination of criteria (3) and (4) are based on management's judgments regarding the fixed nature of the selling 
prices of the products delivered and the collectibility of those amounts. Provisions for discounts and rebates to customers, estimated returns and 
allowances, and other adjustments are provided for in the same period the related sales are recorded. The Company defers any revenue for 
which the product has not been delivered or is subject to refund until such time that the Company and the customer jointly determine that the 
product has been delivered or no refund will be required.  

SAB 104 incorporates Emerging Issues Task Force 00-21 ("EITF 00-21"), MULTIPLE DELIVERABLE REVENUE ARRANGEMENTS. 
EITF 00-21 addresses accounting for arrangements that may involve the delivery or performance of multiple products, services and/or rights to 
use assets. The effect of implementing EITF 00-21 on the Company's consolidated financial position and results of operations was not 
significant.  

Estimates  

The preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates 
and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the 
financial statements and the reported amounts of revenue and expenses during the reporting period. Actual results could differ from those 
estimates.  

Cash and cash equivalents  

For purposes of the Statements of Cash Flows, the Company considers all highly liquid debt instruments purchased with a maturity date of 
three months or less to be cash equivalents.  

Property, plant and equipment  

Property and equipment are recorded at cost. Minor additions and renewals are expensed in the year incurred. Major additions and renewals are 
capitalized and depreciated over their estimated useful lives. Depreciation is calculated using the straight-line method over the estimated useful 
lives  

Reclassification  



Certain reclassifications have been made to conform prior periods' data to the current presentation. These reclassifications had no effect on 
reported losses.  
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CYBERLUX CORPORATION  
NOTES TO CONDENSED FINANCIAL STATEMENTS  

SEPTEMBER 30, 2005  
(Unaudited)  

NOTE A-SUMMARY OF ACCOUNTING POLICIES (Continued)  

Impairment of long lived assets  

The Company has adopted Statement of Financial Accounting Standards No. 144 (SFAS 144 ). The Statement requires that long-lived assets 
and certain identifiable intangibles held and used by the Company be reviewed for impairment whenever events or changes ill circumstances 
indicate that the carrying amount of an asset may not be recoverable. Events relating to recoverability may include significant unfavorable 
changes in business conditions, recurring losses, or a forecasted inability to achieve break-even operating results over an extended period. The 
Company evaluates the recoverability of long-lived assets based upon forecasted undercounted cash flows. Should impairment in value be 
indicated, the carrying value of intangible assets will be adjusted, based on estimates of future discounted cash flows resulting from the use and 
ultimate disposition of the asset. SF AS No. 144 also requires assets to be disposed of be reported at the lower of the carrying amount or the fair 
value less costs to sell.  

Fair value of financial instruments  

Fair value estimates discussed herein are based upon certain market assumptions and pertinent information available to management as of 
September 30, 2005and 2004. The respective carrying value of certain on-balance-sheet financial instruments approximated their fair values. 
These financial instruments include cash and accounts payable. Fair values were assumed to approximate carrying values for cash and payables 
because they are short term in nature and their carrying amounts approximate fair values or they are payable on demand.  

Concentrations of Credit Risk  

Financial instruments and related items which potentially subject the Company to concentrations of credit risk consist primarily of cash, cash 
equivalents and trade receivables. The Company places its cash and temporary cash investments with credit quality institutions. At times, such 
investments may be in excess of the FDIC insurance limit.  

Stock-Based Compensation:  

In December 2002, the FASB issued SFAS No. 148, "Accounting for Stock-Based Compensation-Transition and Disclosure-an amendment of 
SFAS 123." This statement amends SFAS No. 123, "Accounting for Stock-Based Compensation," to provide alternative methods of transition 
for a voluntary charge to the fair value based method of accounting for stock-based employee compensation. In addition, this statement amends 
the disclosure requirements of SFAS No. 123 to require prominent disclosures in both armua1 and interim financial statements about the 
method of accounting for stock-based employee compensation and the effect of the method used on reported results. The Company has chosen 
to continue to account for stock-based compensation using the intrinsic value method prescribed in APB Opinion No.25 and related 
interpretations. Accordingly, compensation expense for stock options is measured as the excess, if any, of the fair market value of the 
Company's stock at the date of the grant over the exercise price of the related option. The Company has adopted the annual disclosure 
provisions of SFAS No.148 in its financial reports for the year ended December 31,2002 and subsequent years.  

Had compensation costs for the Company's stock options been determined based on the fair value at the grant dates for the awards, the 
Company's net loss and losses per share would have been as follows (transactions involving stock options issued to employees and Black-
Scholes model assumptions are presented in Note D):  

 

                                                              For the nine months ended 
                                                                     September 30, 
                                                                 2005           2004 
                                                                 ----           ---- 
 
Net loss attributable to common stockholders -as re ported    $(2,799,717)   $(4,013,836)  
 
Add. Total stock based employee compensation  expen se as 
reported under intrinsic value method (APB No. 25)                    --             -- 
 
Deduct Total stock based employee compensation expe nse 
as reported under fair value based method  (SFAS No . 123)       (718,800)            -- 
 
Net loss -Pro Forma                                          $(3,518,517)   $(4,013,836)  
 
Net loss attributable to common stockholders - Pro forma     $(3,518,517)   $(4,013,836)  
 
Basic (and assuming dilution) loss per share - as r eported   $     (0.06)   $     (0.24)  
 
Basic (and assuming dilution) loss per share - Pro forma     $     (0.07)   $     (0.24)  
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CYBERLUX CORPORATION  
NOTES TO CONDENSED FINANCIAL STATEMENTS  

SEPTEMBER 30, 2005  
(Unaudited)  

NOTE A-SUMMARY OF ACCOUNTING POLICIES (Continued)  

Loss per share  

Net loss per share is provided in accordance with Statement of Financial Accounting Standards No.128 (SF AS #128) Earnings Per Share. 
Basic loss per share is computed by dividing losses available to common stockholders by the weighted average number of common shares 
outstanding during the period.  

Segment reporting  

The Company follows Statement of Financial Accounting Standards No.130, Disclosures About Segments of an Enterprise and Related 
Information. The Company operates as a single segment and will evaluate additional segment disclosure requirements as it expands its 
operations.  

Income taxes  

The Company follows Statement of Financial Accounting Standard No.109, Accounting for Income Taxes (SFAS No.109) for recording the 
provision for income taxes. Deferred tax assets and liabilities are computed based upon the difference between the financial statement and 
income tax basis of assets and liabilities using the enacted marginal tax rate applicable when the related asset or liability is expected to be 
realized or settled. Deferred income tax expenses or benefits are based on the changes in the asset or liability during each period. If available 
evidence suggests that it is more likely than not that some portion or all of the deferred tax assets will not be realized, a valuation allowance is 
required to reduce the deferred tax assets to the amount that is more likely than not to be realized. Future changes in such valuation allowance 
are included in the provision for deferred income taxes in the period of change. Deferred income taxes may arise from temporary differences 
resulting from income and expense items reported for financial accounting and tax purposes in different periods. Deferred taxes are classified 
as current or non-current, depending on the classification of assets and liabilities to which they relate. Deferred taxes arising from temporary 
differences that are not related to an asset or liability are classified as current or non-current depending on the periods in which the temporary 
differences are expected to reverse  

Recent pronouncements  

In November, 2004, the Financial Accounting Standards Board (FASB) issued SFAS 151, Inventory Costs - an amendment of ARB No. 43, 
Chapter 4. This statement amends the guidance in ARB No. 43, Chapter 4, "Inventory Pricing", to clarify the accounting for normal amounts of 
idle facility expense, freight, handling costs, and wasted material (spoilage). Paragraph 5 of ARB 43, Chapter 4, previously stated that"... under 
certain circumstances, items such as idle facility expense, excessive spoilage, double freight, and re-handling costs may be so abnormal as to 
require treatment as current period charges. "This Statement requires that those items be recognized as current-period charges regardless of 
whether they meet the criterion of "so abnormal". In addition, this Statement requires that allocation of fixed production overheads to the costs 
of conversion be based on the normal capacity of the production facilities. This Statement is effective for inventory costs incurred during the 
fiscal years beginning after June 15, 2005. Management does not believe the adoption of this Statement will have any immediate material 
impact on the Company. In December, 2004, the FASB issued SFAS No. 152, "Accounting for Real Estate Time-Sharing Transactions - an 
amendment of FASB Statements No. 66 and 67" (SFAS 152). The amendments made by Statement 152. This Statement amends FASB 
Statement No. 66, Accounting for Sales of Real Estate, to reference the financial accounting and reporting guidance for real estate time-sharing 
transactions that is provided in AICPA Statement of Position (SOP 04-2), Accounting for Real Estate Time-Sharing Transactions. This 
Statement also amends FASB Statement No. 67, Accounting for Costs and Initial Rental Operations of Real Estate Projects, to state that the 
guidance for (a) incidental operations and (b) costs incurred to sell real estate projects does not apply to real estate time-sharing transactions. 
The accounting for those operations and costs is subject to the guidance of SOP 04-2. This Statement id effective for financial statements for 
fiscal years beginning after June 15, 2005, with earlier application encouraged. The Company does not anticipate that the implementation of 
this standard will have a material impact on its financial position, results of operations, or cash flows.  

On December 16, 2004, the Financial Accounting Standards Board ("FASB") published Statement of Financial Accounting Standards No. 123 
(Revised, 2004), Share-Based Payment ("SFAS 123R"). SFAS 123R requires that compensation cost related to share-based payment 
transactions be recognized in the financial statements. Share-based payment transactions within the scope of SFAS 123R include stock options, 
restricted stock plans, performance-based awards, stock appreciation rights, and employee share purchase plans. The provisions of SFAS 123R 
are effective as of the first interim period that begins after June 15, 2005. Accordingly, the Company will implement the revised standard in the 
third quarter of fiscal year, 2005. Currently the Company accounts for its share-based payment transactions under the provisions of APB25, 
which does not necessarily require the recognition of compensation costs in the financial statements. Management is assessing the implications 
of this revised standard, which may materially impact the Company's results of operations in the third quarter of fiscal year 2005 and thereafter. 
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CYBERLUX CORPORATION  
NOTES TO CONDENSED FINANCIAL STATEMENTS  

SEPTEMBER 30, 2005  
(Unaudited)  
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NOTE A-SUMMARY OF ACCOUNTING POLICIES (Continued) 
 
Recent pronouncements (Continued) 
 
On December 16, 2004, the FASB issued Statement of Financial Accounting 
Standards No. 153, Exchanges of Nonmonetary Assets,  an amendment of APB Opinion 
No. 29, Accounting for Nonmonetary Transactions ("S FAS 153"). This Statement 
amends APB Opinion 29 to eliminate the exception fo r nonmonetary exchanges of 
similar productive assets and replaces it with a ge neral exception for exchanges 
of nonmonetary assets that do not have commercial s ubstance. Under SFAS 153, if 
a nonmonetary exchange of similar productive assets  meets a commercial-substance 
criterion and fair value if determinable, the trans action must be accounted for 
at fair value resulting in recognition of any gain or loss. SFAS 153 is 
effective for nonmonetary transactions in the fisca l periods that begin after 
June 15, 2005. The Company does not anticipate that  the implementation of this 
standard will have a material impact on its financi al position, results of 
operations or cash flows. 
 
NOTE B-NOTES PAYABLE AND CONVERTIBLE DEBENTURES 
 
Notes payable at September 30, 2005 and December 31 , 2004 are as follows: 
 
                                                                                                  2005                     2004 
10 % convertible note payable, unsecured and due Se ptember, 2003; accrued and 
unpaid interest due at maturity ; Note holder has t he option to convert unpaid 
note principal together with accrued and unpaid int erest to the Company's common 
stock at a rate of $ .50 per share. The company is in violation of the loan 
covenants.                                                                                        $2,5 00                  $2,500  
 
 
10% convertible notes payable, unsecured and due Ma rch, 2003; accrued and unpaid 
interest due at maturity; Note holder has the optio n to convert unpaid note 
principal together with accrued and unpaid interest  to the Company's common 
stock at a rate of $ .50 per share. The Company is in violation of the loan 
covenants.                                                                                        25,0 00                  25,000  
 
 
10% convertible note payable in the original amount  of $1,500,000, and due 
September, 2006. Interest is payable quarterly duri ng the life of the note. The 
note is convertible into the Company's common stock  at the lower of a) $0.72; b) 
50% of the average of the three lowest intraday tra ding prices for the common 
stock. The full principal amount of the secured con vertible notes is due upon a 
default under the terms of the secured convertible notes. The note is secured by 
substantially all of the Company's assets, includin g the assets of wholly owned 
subsidiaries and intellectual property. As of Septe mber 30, 2005 the Note holder 
has converted $565,539 of the principal to common s tock of the Company.                          934,4 61               1,355,069  
 
 
10% convertible note payable in the original amount  of $1,500,000, and due July 
19, 2008. Interest is payable quarterly during the life of the note. The note is 
convertible into the Company's common stock at the lower of a) $0.03; b) 50% of 
the average of the three lowest intraday trading pr ices for the common stock. 
The full principal amount of the secured convertibl e notes is due upon a default 
under the terms of the secured convertible notes. T he note is secured by 
substantially all of the Company's assets, includin g the assets of wholly owned 
subsidiaries and intellectual property.                                                        1,500,0 00                    -0- 
 
Unamortized Beneficial Conversion                                                             (1,280,3 03)                   -0- 
                                                                                                ------ --------------------------  
                                                                                               1,181,6 58               1,382,569  
 
Less: current portion 
                                                                                                 (27,5 00)               (27,500)  
                                                                                                ------ --------------------------  
Total                                                                                         $1,154,1 58              $1,355,069  



CYBERLUX CORPORATION  
NOTES TO CONDENSED FINANCIAL STATEMENTS  

SEPTEMBER 30, 2005  
(Unaudited)  

NOTE C -STOCKHOLDER'S EQUITY  

Preferred Stock  

The Company has authorized 200 shares of Preferred Class A stock, with a par value of $.001 per share. As of September 30, 2005, the 
Company has 66.3606 shares of Preferred Class A shares issued and outstanding  

The Company has authorized 800,000 shares of Preferred Class B stock, with a par value of $.001 per share. As of September 30, 2005, the 
Company has 800,000 shares of Preferred Class B shares issued and outstanding. The Preferred Class B shares accumulates interest, payable as 
dividends at the rate of 12% per annum. For the year ended December 31, 2004 $96,000 in dividends were accumulated. For the period ended 
September 30, 2005 an additional $72,000 in dividends were accumulated. These dividends are not recorded until declared by the Company.  

Common Stock  

The Company has authorized 300,000,000 shares of common stock, with a par value of $.001 per share. As of September 30, 2005, the 
Company has 74,550,001 shares issued and outstanding.  

During the three months ended March 31, 2005, holders converted 38.5 shares of preferred stock - Class A into 1,925,000 shares of common 
stock at $.10 per share.  

In January, 2005, the Company issued 1,035,221 shares of its common stock at $0.0248 per share on conversion of notes payable.  

In January, 2005, the Company issued 1,035,221 shares of its common stock at $0.0135 per share on conversion of notes payable.  

In February, 2005, the Company issued 1,035,221 shares of its common stock at $0.00883 per share on conversion of notes payable.  

In March, 2005, the Company issued 1,035,221 shares of its common stock at $0.01358 per share on conversion of notes payable.  

In March, 2005, the Company issued 1,035,221 shares of its common stock at $0.00983 per share on conversion of notes payable.  

During the three months ended June 30, 2005, holders converted 26.5 shares of preferred stock - Class A into 1,325,000 shares of common 
stock at $.10 per share.  

In April, 2005, the Company issued 800,000 shares of its common stock at $0.03 per share in exchange for services.  

In April, 2005, the Company issued 1,035,221 shares of its common stock at $0.0118 per share on conversion of notes payable.  

In April, 2005, the Company issued 1,035,221 shares of its common stock at $0.011 per share on conversion of notes payable.  

In May, 2005, the Company issued 1,035,221 shares of its common stock at $0.0108 per share on conversion of notes payable.  

In May, 2005, the Company issued 1,600,000 shares of its common stock at $0.0105 per share on conversion of notes payable.  

In May, 2005, the Company issued 1,100,000 shares of its common stock at $0.0103 per share on conversion of notes payable.  

In May, 2005, the Company issued 1,700,000 shares of its common stock at $0.0088 per share on conversion of notes payable.  

In May, 2005, the Company issued 1,700,000 shares of its common stock at $0.0085 per share on conversion of notes payable.  

In May, 2005, the Company issued 3,400,000 shares of its common stock at $0.0083 per share on conversion of notes payable.  

In June, 2005, the Company issued 250,000 shares of its common stock at $0.02 per share in exchange for services.  

In June, 2005, the Company issued 6,800,000 shares of its common stock at $0.0083 per share on conversion of notes payable.  
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CYBERLUX CORPORATION  
NOTES TO CONDENSED FINANCIAL STATEMENTS  

SEPTEMBER 30, 2005  
(Unaudited)  

NOTE C -STOCKHOLDER'S EQUITY (Continued)  

In June, 2005, the Company issued 2,400,000 shares of its common stock at $0.0092 per share on conversion of notes payable.  

In June, 2005, the Company issued 7,900,000 shares of its common stock at $0.0085 per share on conversion of notes payable.  

In July, 2005, the Company issued 9,573,000 shares of its common stock at $0.0085 per share on conversion of notes payable.  

In August, 2005, the Company issued 1,000,000 shares of its common stock at $0.097 per share in exchange for services.  

During the three months ended September 30, 2005, holders converted 20.5 shares of preferred stock - Class A into 1,025,000 shares of 
common stock at $.10 per share.  

NOTE D -STOCK OPTIONS  

Class A Warrants  

The following table summarizes the changes in warrants outstanding and the related prices for the shares of the Company's common stock 
issued to shareholders at September 30,2005.  

 

Transactions involving the Company's warrant issuance are summarized as follows:  

 

Warrants granted during the period ended September 30, 2005 include 25,000,000 issued in connection with debt financing. The warrants are 
exercisable until five years after the date of issuance at a purchase price of $0.03 per share. In addition the exercise price is adjusted in the 
event common stock is issued at a price below the market, with the exception of any securities issued as of the date of the warrant.  
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                                    Warrants Outsta nding                             Warrants Exercisa ble 
                                   ---------------- -----                             ----------------- ---- 
                                      Weighted Aver age         Weighted                                 Weighted 
                    Number          Remaining Contr actual      Average         Number                   Average 
Exercise Prices     Outstanding        Life (years)           Exercise Price    Exercisable Price      Exercise Price  
---------------     -----------        ------------           --------------    -----------------      --------------  
         $ 0.03      25,000,000             5                $ 0.03            25,000,000                $ 0.03 
           0.10          91,500             4                $ 0.10                91,500 
           0.20       1,845,000             3                  0.20             1,845,000                  0.20 
           0.25       8,751,564             2                  0.25             8,751,564                  0.25 
           0.50       2,600,000             5                  0.50             2,600,000                  0.50 
         $ 1.05       8,643,064             2                  1.05             8,643,064                  1.05 
                     46,931,128            3.61              $ 0.29            46,931,128                $ 0.29 

                                                                       Number of Shares        Weighte d Average 
                                                                                               Price P er Share 
 
Outstanding at December 31,2004                                          22,821,128                    $   0.58 
Granted                                                                  25,400,000                        0.03 
Exercised                                                                        --                         -- 
Canceled or expired                                                      (1,350,000)                      (0.25)  
Outstanding at September 30, 2005                                        46,931,128                      $0 .29 



CYBERLUX CORPORATION  
NOTES TO CONDENSED FINANCIAL STATEMENTS  

SEPTEMBER 30, 2005  
(Unaudited)  

Employee Stock Options  

The following table summarizes the changes in options outstanding and the related prices for the shares of the Company's common stock issued 
to employees of the Company under a non-qualified employee stock option plan.  

 

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

 

The weighted-average fair value of stock options granted to employees during the period ended September 30, 2005 and 2004 and the 
weighted-average significant assumptions used to determine those fair values, using a Black-Scholes option pricing model are as follows:  

 

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

If the Company recognized compensation cost for the stock options and warrants for the non-qualified employee stock option plan in 
accordance with SF AS No.123, the Company's pro forma net loss and net loss per share would have been $( 3,518,517 ) and $( 0.07 ) for the 
nine months ended September 30,2005 and $(4,061,836) and $(0.24) for the nine months ended September 30, 2004, respectively.  
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                           Options Outstanding                                 Options Exercisable 
                           -------------------                                 ------------------- 
                                        Weighted Av erage            Weighted                           Weighted  
                     Number                Remainin g                Average       Number             A verage 
 Exercise          Outstanding          Contractual  life            Exercise      Exercisable          Exercise  
  Prices           -----------               (Years )                  Price       -----------            Price 
 --------                                 --------- -------          --------                          -------- 
$ 0.2125            2,000,000                  4                   $ 0.2125         2,000,000          0.2125 
$ 0.2125            2,000,000                  5                     0.2125         2,000,000          0.2125 
    0.10           12,000,000                  6                      0.10 
  0.0295           12,000,000                  7.5                   0.0295        12,000,000          0.0295 
                   28,000,000                  6.4                 $  0.086        16,000,000        $  0.086 

                                                                Weighted Average  
                                    Number of Share s             Price Per Share  
 
Outstanding at December 31, 2004           4,000,00 0                     $0.2125  
Granted                                   24,000,00 0                      $0.065  
Exercised                                         - -                          --  
Canceled or expired                               - -                          --  
Outstanding at September 30, 2005         28,000,00 0                      $0.086  

                                                    For the Nine Months Ended 
                                                           September 30 
 
                                                  2 005                      2004  
 
Significant assumptions (weighted-average): 
Risk-free interest rate at grant date                2%                     1.5%  
Expected stock price volatility                    255%                     149%  
Expected dividend payout                            --                       -- 
Expected option life-years (a)                       6                        6 



CYBERLUX CORPORATION  
NOTES TO CONDENSED FINANCIAL STATEMENTS  

SEPTEMBER 30, 2005  
(Unaudited)  

NOTE E -RELATED PARTY TRANSACTIONS  

From time to time, the Company's principal officers have advanced funds to the Company for working capital purposes in the form of 
unsecured promissory notes, accruing interest at 12% per annum. As of September 30, 2005 and December 31, 2004, the balance due to the 
officers was $ 386,595 and $399,080, respectively.  

NOTE F -COMMITMENTS AND CONTINGENCIES  

Consulting Agreements  

The Company has consulting agreements with outside contractors, certain of whom are also Company stockholders. The Agreements are 
generally for a term of 12 months from inception and renewable automatically from year to year unless either the Company or Consultant 
terminates such engagement by written notice.  

NOTE G- LOSSES PER SHARE  

The following table presents the computation of basic and diluted losses per share:  

 

NOTE I- GOING CONCERN MATTERS  

The accompanying statements have been prepared on a going concern basis, which contemplates the realization of assets and the satisfaction of 
liabilities in the normal course of business. As shown in the accompanying financial statements for the nine months ended September 30, 2005 
and for the period from inception through December 31,2004, the Company incurred losses from operations of $(2,799,717) and $(10,847,683), 
respectively. These factors among others may indicate that the Company will be unable to continue as a going concern for a reasonable period 
of time.  

The Company is actively pursuing additional equity financing through discussions with investment bankers and private investors. There can be 
no assurance the Company will be successful in its effort to secure additional equity financing.  

If operations and cash flows continue to improve through these efforts, management believes that the Company can continue to operate. 
However, no assurance can be given that management's actions will result in profitable operations or the resolution of its liquidity problems.  

The Company's existence is dependent upon management's ability to develop profitable operations and resolve it's liquidity problems. 
Management anticipates the Company will attain profitable status and improve its liquidity through the continued developing, marketing and 
selling of its services and additional equity investment in the Company. The accompanying financial statements do not include any adjustments 
that might result should the Company be unable to continue as a going concern.  

NOTE J-SUBSEQUENT EVENTS  

To obtain funding for our ongoing operations, we entered into a Securities Purchase Agreement with four accredited investors on October 21, 
2005 for the sale of (i) $800,000 in secured convertible notes and (ii) warrants to buy 800,000 shares of our common stock.  
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                                                   For the Nine Months Ended September 30,  
                                                           2005               2004 
Net loss available to Common stockholders             $(2,799,717)        $(4,013,836) 
Basic and diluted loss per share                            (0.06)              (0.24) 
Weighted average common shares outstanding             47,503,678          17,080,605 



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

The following discussion contains forward-looking statements that are subject to significant risks and uncertainties about us, our current and 
planned products, our current and proposed marketing and sales, and our projected results of operations. There are several important factors 
that could cause actual results to differ materially from historical results and percentages and results anticipated by the forward-looking 
statements. The Company has sought to identify the most significant risks to its business, but cannot predict whether or to what extent any of 
such risks may be realized nor can there be any assurance that the Company has identified all possible risks that might arise. Investors should 
carefully consider all of such risks before making an investment decision with respect to the Company's stock. The following discussion and 
analysis should be read in conjunction with the financial statements of the Company and notes thereto. This discussion should not be construed 
to imply that the results discussed herein will necessarily continue into the future, or that any conclusion reached herein will necessarily be 
indicative of actual operating results in the future. Such discussion represents only the best present assessment from our Management.  

Overview  

We are in the development stage and our efforts have been principally devoted to designing, developing and marketing advanced lighting 
systems that utilize white (and other) light emitting diodes as illumination elements.  

We are developing and marketing new product applications of solid-state diodal illumination (TM) that demonstrate added value over 
traditional lighting systems. Using proprietary technology, we are creating a family of products for task and accent lighting, emergency and 
security lighting, and specialized lighting systems for military and Homeland Security. Our solid-state lighting technology offers extended light 
life and greater cost effectiveness than other existing forms of illumination. We are expanding our marketing activity into channels of retail, 
commercial, institutional and military sales.  

With our task and accent lighting, the target markets include kitchen and bath cabinet manufacturers, designer and installation contractors for 
the residential market. In the commercial markets, our task and accent lighting products and emergency and security lighting products address 
the lighting needs in hotels, hospitals, nursing homes, airports, shopping centers and multiple family complexes; long-term evacuation solutions 
for theaters, office and public buildings; reduced maintenance cost solutions for property managers as applied to walkway, corridor or 
landscape lighting. For our retail products, our target customers include the home improvement and consumer goods retailers. For the military 
and Homeland Security products, our target markets include all branches of the military and all government organizations proving homeland 
security services such as border control and airport security.  

On July 11,2005. we announced the fulfillment of initial orders for the Aeon product line and the continued expansion of the Aeon sales 
network that connects dealers with customers. The Aeon sales network is comprised of dealers and lighting industry professionals who meet a 
range of criteria including their market reach, years in business, annual revenue, customer base and their ability to effectively represent Aeon 
products with our solid-state lighting technology.  

On July 13, 2005, we unveiled the KEON KeyCap(tm), a new product designed to provide consumers with a long-lasting, slender sleeve of 
electronics that turns a standard key into a practical lighting element. The patented KEON KeyCap(tm) is the practical lighting solution for 
every consumer who carries keys. Each KEON is a sturdy elastic surround that fits standard key heads and features an electronics package that 
focuses a bright diodal(tm) beam of light down the key shaft. When its miniaturized button is depressed, the KEON KeyCap(tm) directs light 
precisely into the intended keyhole or other targeted surfaces.  

On July 28, 2005, we announced the formation of a joint venture with Bruni Industria Mobili SRL that will address the solid-state lighting 
needs of the European marketplace. Bruni Industria Mobili SRL, a 51-year-old furniture, fixture and consumer products manufacturing 
conglomerate located in Sora, Italy, is one of the largest manufacturers of furnishing products, including lighting products and fixtures for the 
European market. Under the terms of the agreement, we granted Bruni Industria the European marketing and distribution rights our products, 
and will integrate our technology into Bruni Industria products.  
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On July 21, 2005, the North Carolina Technology Association (NCTA) invited us to serve on NCTA's Defense and Security Steering 
Committee. NCTA is the primary voice of the technology industry in North Carolina and is dedicated to growing and strengthening the 
technology industry through increasing public awareness and influencing key public policy issues. Security has become an increasingly 
important focus within the nation and North Carolina. With one of the largest military presences in the country, NCTA is focused on building a 
Defense and Security Business Cluster across North Carolina to leverage federal investment associated with the military presence in North 
Carolina. With the Cyberlux headquarters in the heart of North Carolina's Research Triangle Park, the appointment to NCTA's Defense and 
Security Steering Committee will give us the opportunity to participate in planning future homeland security, military and defense industry 
initiatives.  

On July 25, 2005, we unveiled the RelyOn ultra-bright light with power plant, a new product designed to provide homeowners and 
professionals with a portable, long-lasting work and emergency light. RelyOn is the first product in the world to use Cree's latest 3-watt solid-
state lighting technology, providing superior performance over conventional lighting products. The patent-pending RelyOn is a practical 
lighting solution for every consumer and professional who needs versatile, long-lasting light. The powerful, water- resistant and portable 
lighting system is designed to provide a perpetual and rechargeable light source during the most extreme conditions, including power grid 
failures caused by natural or man-made disasters. Delivering more than 60 hours of light on a single charge, the RelyOn can be recharged from 
a wall outlet or a vehicle charging port. AC and DC power adapters are built into RelyOn. As a power plant, the RelyOn can recharge mobile 
phones and other 12-volt DC devices through a built-in power port.  

On August 10, 2005, we introduced the EverOn Multi-Purpose Emergency Light, the latest solid-state lighting technology that provides more 
than 60 hours of light using four AA batteries and is 90 percent more energy efficient than conventional incandescent flashlights. The EverOn 
is packaged in our patent-pending and field-proven hand-held elliptical parabolic reflector product design, providing a practical, portable 
emergency lighting solution for every consumer who has experienced the unease and inconvenience of power outages caused by natural or 
man-made disasters. Designed originally to provide homeowners with portable, long- lasting, emergency lighting during the hurricane season, 
the new EverOn is a sturdy, virtually indestructible, lighting product that provides over 60 hours of comfortable room-filling light on the 
medium setting and over 30 hours of intensely bright white light on the highest setting, all in a 7, by 3.5 by 2.4 inch package. 'The EverOn 
product builds on the demonstrated success of the original Home Safety Light, which was used for emergency lighting support during last 
year's Hurricane Charlie relief effort and by workers involved in the Thai island Phuket tsunami disaster recovery. The EverOn contains 6 
bright white and 4 amber diodal(tm) lighting elements that never require replacement. The EverOn has three light settings including a low, 
nightlight level; a medium, room-filling light level; and a high, spotlight level. In recent bench tests by Independent Testing Laboratories, Inc., 
the EverOn Multi-Purpose Light was shown to operate for over 60 hours at the medium setting and over 30 hours at high setting using one set 
of 4 AA batteries.  

On August 16, 2005, we announced that the U.S. Patent Office has awarded us a patent for our Apparatus and Methods for Providing an 
Emergency Lighting Augmentation System. The claims awarded by the U.S. Patent Office address a lighting system capable of providing long-
term solutions for emergency and interim lighting. Specifically, these claims address the solid-state lighting elements and associated devices for 
providing emergency or temporal lighting mounted adjacent to the existing lighting system; the control circuit in electronic communication 
with solid-state lighting system including wireless communication; the power sensing technology for sensing power disruption in a main power 
supply which illuminates the lighting elements upon sensing power disruption to determining the electrical power state of an environment. 
Specifically, the patent addresses an electrochemical lighting system capable of providing prolonged illumination with the use of light emitting 
diodes (LEDs) as the illumination source. The patent embodies lighting devices capable of providing long-term solutions for interim and 
emergency lighting via an array of LEDs, the means for providing electrical energy to the LED array, the capability of multi-level light 
intensity consistent with light longevity and power source relationships including conventional A/C, solar, various electrochemical assemblies 
or all other means of electrical energy support. The development of Cyberlux's ReliaBright Emergency Lighting System (ELS) led to the patent 
filing. The ReliaBright ELS is designed to retrofit as an augmentation to existing lighting systems in commercial buildings, and it can be 
adapted for a variety of applications and uses. These claims lead to new opportunities for the ReliaBright ELS technology in the commercial, 
military and homeland security markets. The product includes a control module powered by a constant charge battery and monitored by a 
sensor. The sensor differentiates between 'power-off at the wall switch' and 'power-out in the building's electrical service.' The system's light 
intensity is determined by the number of solid-state lighting elements that are connected in series. Light levels range from 'moonlight' to 
'daylight' consistent with the needs of the space in which the ReliaBright ELS is installed.  
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On September 7, 2005, we introduced the Emergency Response Retail Campaign to provide the new EverOn Multi-Purpose Emergency Light 
to retailers and consumers during the hurricane season. The EverOn product is the latest in solid-state lighting technology and provides more 
than 60 hours of light using four AA batteries and is 90 percent more energy efficient than conventional lanterns or incandescent flashlights. 
Under the EverOn Emergency Retail Campaign, we have readied pre- packaged bulk shippers of the EverOn product for immediate distribution 
to retailers and emergency response organizations. Emergency Management officials in Collier County, Florida relied on the Home Safety 
Light, the previous version of the EverOn, as an emergency lighting source in hurricane shelters and for victims needing medical assistance in 
the aftermath of Hurricane Dennis in July 2005. In August 2005, the officials announced that they have listed the EverOn Emergency Light to 
be a standard product in their disaster relief inventory.  

On September 15, 2005, we introduced our e-commerce Web site, www.LuxSel.com, as our on-line retail outlet for consumer solid-state LED 
lighting products, including the EverOn, Keon and RelyOn products.  

On September 23, 2005, we announced a partnership with Smart Products, Inc to extend the reach of our retail products in the retail channel. 
Smart Products, Inc., a full service retail sales organization, will market, sell and support our EverOn, Keon and RelyOn LED solid-state 
lighting products in their strategic U.S. retail accounts.  

On September 28, 2005, we announced a partnership with Duggan & Brown, Inc.to extend the reach of our retail products in the retail channel. 
Duggan & Brown, Inc., a full service retail sales organization, has offices in Abington, PA for northeastern United States coverage, Barrington, 
IL for central and western United States coverage and Naples, FL for southeastern United States coverage. Under the terms of the agreement, 
Dugan & Brown will market, sell and support our EverOn, Keon and RelyOn innovative LED solid-state lighting products in their strategic 
U.S. retail, on-air shopping, catalog and direct mail accounts.  

Results of Operations  

Nine months ended September 30, 2005 compared to the Nine months ended September 30, 2004  

REVENUES  

Revenues for the nine months ended September 30, 2005 were $26,202 as compared to $23,288 for the same period ended September 30, 2004. 

OPERATING EXPENSES  

Operating expenses for the nine months ended September 30, 2005 were $1,864,038 as compared to $2,551,709 for the same period ended 
September 30, 2004. Included in the nine months ended September 30, 2005 are $235,389 in expenses for market development and literature. 
This compares to $10,380 for the nine months ended September 30, 2004.  

Three months ended September 30, 2005 compared to the three months ended September 30, 2004  

REVENUES  

Revenues for the three months ended September 30, 2005 were $12,434 as compared to $2,082 for the same period ended September 30, 2004.  
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OPERATING EXPENSES  

Operating expenses for the three months ended September 30, 2005 were $785,410 as compared to $603,242 for the same period ended 
September 30, 2004. Included in the three months ended June 30, 2005 are $97,718 in expenses for market development and literature. This 
compares to $21,830 for the nine months ended September 30, 2004.  

As a result of limited capital resources and minimal revenues from operations from its inception, we have relied on the issuance of equity 
securities to non-employees in exchange for services. Our management enters into equity compensation agreements with non-employees if it is 
in our best interest under terms and conditions consistent with the requirements of Financial Accounting Standards No. 123, Accounting for 
Stock Based Compensation. In order to conserve our limited operating capital resources, we anticipate continuing to compensate non-
employees for services during the next twelve months. This policy may have a material effect on our results of operations during the next 
twelve months.  

Liquidity and Capital Resources  

As of September 30, 2005, we had a working capital deficit of $1,066,484. This compares to a working capital deficit of $442,303 as of 
December 31, 2004. As a result of our operating losses for the nine months ended September 30, 2005, we generated a cash flow deficit of 
$1,849,640 from operating activities. Cash flows used in investing activities was $35,867 during the quarter. Cash flows from financing 
activities provided $1,487,515 from the issuance of convertible notes payable for the first six months ended September 30, 2005.  

While we have raised capital to meet our working capital and financing needs in the past, additional financing is required in order to meet our 
current and projected cash flow deficits from operations and development.  

By adjusting our operations and development to the level of capitalization, we believe we have sufficient capital resources to meet projected 
cash flow deficits through the next twelve months. However, if thereafter, we are not successful in generating sufficient liquidity from 
operations or in raising sufficient capital resources, on terms acceptable to us, this could have a material adverse effect on our business, results 
of operations, liquidity and financial condition.  

Our independent certified public accountant has stated in their report included in our December 31, 2004, Form 10-KSB, as amended, that we 
have incurred operating losses in the last two years, and that we are dependent upon management's ability to develop profitable operations. 
These factors among others may raise substantial doubt about our ability to continue as a going concern.  

To obtain funding for our ongoing operations, we entered into a Securities Purchase Agreement with four accredited investors on October 21, 
2005 for the sale of (i) $800,000 in secured convertible notes and (ii) warrants to buy 800,000 shares of our common stock.  

The proceeds received from the sale of the secured convertible notes will be used for business development purposes, working capital needs, 
pre-payment of interest, payment of consulting and legal fees and purchasing inventory.  
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The secured convertible notes bear interest at 8%, mature three years from the date of issuance, and are convertible into our common stock, at 
the investors' option, at the lower of (i) $0.06 or (ii) 50% of the average of the three lowest intraday trading prices for the common stock on a 
principal market for the 20 trading days before but not including the conversion date. The full principal amount of the secured convertible notes 
is due upon default under the terms of secured convertible notes. The warrants are exercisable until five years from the date of issuance at a 
purchase price of $0.10 per share. In addition, the conversion price of the secured convertible notes and the exercise price of the warrants will 
be adjusted in the event that we issue common stock at a price below the fixed conversion price, below market price, with the exception of any 
securities issued in connection with the Securities Purchase Agreement. The conversion price of the secured convertible notes and the exercise 
price of the warrants may be adjusted in certain circumstances such as if we pay a stock dividend, subdivide or combine outstanding shares of 
common stock into a greater or lesser number of shares, or take such other actions as would otherwise result in dilution of the selling 
stockholder's position. The selling stockholders have contractually agreed to restrict their ability to convert or exercise their warrants and 
receive shares of our common stock such that the number of shares of common stock held by them and their affiliates after such conversion or 
exercise does not exceed 4.9% of the then issued and outstanding shares of common stock. In addition, we have granted the investors a security 
interest in substantially all of our assets and intellectual property and registration rights.  

Since the conversion price will be less than the market price of the common stock at the time the secured convertible notes are issued, we 
anticipate recognizing a charge relating to the beneficial conversion feature of the secured convertible notes during the quarter in which they 
are issued  

We will still need additional investments in order to continue operations to cash flow break even. Additional investments are being sought, but 
we cannot guarantee that we will be able to obtain such investments. Financing transactions may include the issuance of equity or debt 
securities, obtaining credit facilities, or other financing mechanisms. However, the trading price of our common stock and the downturn in the 
U.S. stock and debt markets could make it more difficult to obtain financing through the issuance of equity or debt securities. Even if we are 
able to raise the funds required, it is possible that we could incur unexpected costs and expenses, fail to collect significant amounts owed to us, 
or experience unexpected cash requirements that would force us to seek alternative financing. Further, if we issue additional equity or debt 
securities, stockholders may experience additional dilution or the new equity securities may have rights, preferences or privileges senior to 
those of existing holders of our common stock. If additional financing is not available or is not available on acceptable terms, we will have to 
curtail our operations again.  

Critical Accounting Policies  

The preparation of our financial statements in conformity with accounting principles generally accepted in the United States requires us to 
make estimates and judgments that affect our reported assets, liabilities, revenues, and expenses, and the disclosure of contingent assets and 
liabilities. We base our estimates and judgments on historical experience and on various other assumptions we believe to be reasonable under 
the circumstances. Future events, however, may differ markedly from our current expectations and assumptions. While there are a number of 
significant accounting policies affecting our financial statements; we believe the following critical accounting policies involve the most 
complex, difficult and subjective estimates and judgments:  

o stock-based compensation; and  

o revenue recognition.  

Stock-Based Compensation  

In December 2002, the FASB issued SFAS No. 148 - Accounting for Stock-Based Compensation - Transition and Disclosure. This statement 
amends SFAS No. 123 - Accounting for Stock-Based Compensation, providing alternative methods of voluntarily transitioning to the fair 
market value based method of accounting for stock based employee compensation. FAS 148 also requires disclosure of the method used to 
account for stock-based employee compensation and the effect of the method in both the annual and interim financial statements. The 
provisions of this statement related to transition methods are effective for fiscal years ending after December 15, 2002, while provisions related 
to disclosure requirements are effective in financial reports for interim periods beginning after December 31, 2002.  

The Company elected to continue to account for stock-based compensation plans using the intrinsic value-based method of accounting 
prescribed by APB No. 25, "Accounting for Stock Issued to Employees," and related interpretations. Under the provisions of APB No. 25, 
compensation expense is measured at the grant date for the difference between the fair value of the stock and the exercise price.  

Revenue Recognition  

For revenue from product sales, the Company recognizes revenue in accordance with SEC Staff Accounting Bulletin No. 101, "Revenue 
Recognition in Financial Statements" ("SAB 101"). SAB 101 requires that four basic criteria must be met before revenue can be recognized: 
(1) persuasive evidence of an arrangement exists; (2) delivery has occurred; (3) the selling price is fixed and determinable; and (4) collectibility 
is reasonably assured. Determination of criteria (3) and (4) are based on management's judgments regarding the fixed nature of the selling 
prices of the products delivered and the collectibility of those amounts. Provisions for discounts and rebates to customers, estimated returns and 
allowances, and other adjustments are provided for in the same period the related sales are recorded. The Company defers any revenue for 
which the product has not been delivered or is subject to refund until such time that the Company and the customer jointly determine that the 
product has been delivered or no refund will be required.  
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Recent Accounting Pronouncements  

Statement of Financial Accounting Standards No.141, "Business Combinations" (SFAS No. 141), and Statement of Financial Accounting 
Standards No. 142, "Goodwill and Other Intangible Assets" (SFAS No. 142). The FASB also issued Statement of Financial Accounting 
Standards No. 143, "Accounting for Obligations Associated with the Retirement of Long-Lived Assets" (SFAS No. 143), and Statement of 
Financial Accounting Standards No. 144, "Accounting for the Impairment or Disposal of Long-Lived Assets" (SFAS No. 144) in August and 
October 2001, respectively.  

SFAS No. 141 requires the purchase method of accounting for business combinations initiated after June 30, 2001 and eliminates the pooling-
of-interest method. The adoption of SFAS No. 141 had no material impact on the Company's financial statements.  

Effective January 1, 2002, the Company adopted SFAS No. 142. Under the new rules, the Company will no longer amortize goodwill and other 
intangible assets with indefinite lives, but such assets will be subject to periodic testing for impairment. On an annual basis, and when there is 
reason to suspect that their values have been diminished or impaired, these assets must be tested for impairment, and write-downs to be 
included in results from operations may be necessary. SFAS No. 142 also requires the Company to complete a transitional goodwill 
impairment test six months from the date of adoption.  

Any goodwill impairment loss recognized as a result of the transitional goodwill impairment test will be recorded as a cumulative effect of a 
change in accounting principle no later than the end of fiscal year 2002. The adoption of SFAS No. 142 had no material impact on the 
Company's financial statements  

SFAS No. 143 establishes accounting standards for the recognition and measurement of an asset retirement obligation and its associated asset 
retirement cost. It also provides accounting guidance for legal obligations associated with the retirement of tangible long-lived assets. SFAS 
No. 143 is effective in fiscal years beginning after June 15, 2002, with early adoption permitted. The Company expects that the provisions of 
SFAS No. 143 will not have a material impact on its results of operations and financial position upon adoption. The Company plans to adopt 
SFAS No. 143 effective January 1, 2003.  

SFAS No. 144 establishes a single accounting model for the impairment or disposal of long-lived assets, including discontinued operations. 
SFAS No. 144 superseded Statement of Financial Accounting Standards No. 121, "Accounting for the Impairment of Long-Lived Assets and 
for Long-Lived Assets to Be Disposed Of" (SFAS No. 121), and APB Opinion No. 30, "Reporting the Results of Operations - Reporting the 
Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions". The 
Company adopted SFAS No. 144 effective January 1, 2002. The adoption of SFAS No. 144 had no material impact on Company's financial 
statements.  

In April 2002, the FASB issued Statement No. 145, "Rescission of FASB Statements No. 4, 44, and 64, Amendment of FASB Statement No. 
13, and Technical Corrections." This Statement rescinds FASB Statement No. 4, "Reporting Gains and Losses from Extinguishment of Debt", 
and an amendment of that Statement, FASB Statement No. 64, "Extinguishments of Debt Made to Satisfy Sinking-Fund Requirements" and 
FASB Statement No. 44, "Accounting for Intangible Assets of Motor Carriers". This Statement amends FASB Statement No. 13, "Accounting 
for Leases", to eliminate an inconsistency between the required accounting for sale-leaseback transactions and the required accounting for 
certain lease modifications that have economic effects that a similar to sale-leaseback transactions. The Company does not expect the adoption 
to have a material impact to the Company's financial position or results of operations.  
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In June 2002, the FASB issued Statement No. 146, "Accounting for Costs Associated with Exit or Disposal Activities." This Statement 
addresses financial accounting and reporting for costs associated with exit or disposal activities and nullifies Emerging Issues Task Force 
(EITF) Issue No. 94-3, "Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity (including 
Certain Costs Incurred in a Restructuring)." The provisions of this Statement are effective for exit or disposal activities that are initiated after 
December 31, 2002, with early application encouraged. The Company does not expect the adoption to have a material impact to the Company's 
financial position or results of operations.  

In October 2002, the FASB issued Statement No. 147, "Acquisitions of Certain Financial Institutions-an amendment of FASB Statements No. 
72 and 144 and FASB Interpretation No. 9", which removes acquisitions of financial institutions from the scope of both Statement 72 and 
Interpretation 9 and requires that those transactions be accounted for in accordance with Statements No. 141, Business Combinations, and No. 
142, Goodwill and Other Intangible Assets. In addition, this Statement amends SFAS No. 144, Accounting for the Impairment or Disposal of  

Long-Lived Assets, to include in its scope long-term customer relationship intangible assets of financial institutions such as depositor- and 
borrower-relationship intangible assets and credit cardholder intangible assets. The requirements relating to acquisitions of financial institutions 
are effective for acquisitions for which the date of acquisition is on or after October 1, 2002. The provisions related to accounting for the 
impairment or disposal of certain long-term customer-relationship intangible assets are effective on October 1, 2002. The adoption of this 
Statement did not have a material impact to the Company's financial position or results of operations as the Company has not engaged in either 
of these activities.  

In December 2002, the FASB issued Statement No. 148, "Accounting for Stock-Based Compensation-Transition and Disclosure", which 
amends FASB Statement No. 123, Accounting for Stock-Based Compensation, to provide alternative methods of transition for a voluntary 
change to the fair value based method of accounting for stock-based employee compensation. In addition, this Statement amends the disclosure 
requirements of Statement 123 to require prominent disclosures in both annual and interim financial statements about the method of accounting 
for stock-based employee compensation and the effect of the method used on reported results. The transition guidance and annual disclosure 
provisions of Statement 148 are effective for fiscal years ending after December 15, 2002, with earlier application permitted in certain 
circumstances. The interim disclosure provisions are effective for financial reports containing financial statements for interim periods 
beginning after December 15, 2002. The adoption of this statement did not have a material impact on the Company's financial position or 
results of operations as the Company has not elected to change to the fair value based method of accounting for stock-based employee 
compensation.  

In January 2003, the FASB issued Interpretation No. 46, "Consolidation of Variable Interest Entities." Interpretation 46 changes the criteria by 
which one company includes another entity in its consolidated financial statements. Previously, the criteria were based on control through 
voting interest. Interpretation 46 requires a variable interest entity to be consolidated by a company if that company is subject to a majority of 
the risk of loss from the variable interest entity's activities or entitled to receive a majority of the entity's residual returns or both. A company 
that consolidates a variable interest entity is called the primary beneficiary of that entity. The consolidation requirements of Interpretation 46 
apply immediately to variable interest entities created after January 31, 2003. The consolidation requirements apply to older entities in the first 
fiscal year or interim period beginning after June 15, 2003. Certain of the disclosure requirements apply in all financial statements issued after 
January 31, 2003, regardless of when the variable interest entity was established. The Company does not expect the adoption to have a material 
impact to the Company's financial position or results of operations.  

Product Research and Development  

We anticipate incurring approximately $500,000 in research and development expenditures in connection with the development of our portable 
boundary lighting system, Aeon cabinet lighting and RelyOn Power Light Plant during the next twelve months.  

These projected expenditures are dependent upon our generating revenues and obtaining sources of financing in excess of our existing capital 
resources. There is no guarantee that we will be successful in raising the funds required or generating revenues sufficient to fund the projected 
costs of research and development during the next twelve months.  
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Acquisition or Disposition of Plant and Equipment  

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

RISK FACTORS  

Much of the information included in this quarterly report includes or is based upon estimates, projections or other "forward-looking 
statements". Such forward-looking statements include any projections or estimates made by us and our management in connection with our 
business operations. While these forward-looking statements, and any assumptions upon which they are based, are made in good faith and 
reflect our current judgment regarding the direction of our business, actual results will almost always vary, sometimes materially, from any 
estimates, predictions, projections, assumptions or other future performance suggested herein.  

Such estimates, projections or other "forward-looking statements" involve various risks and uncertainties as outlined below. We caution the 
reader that important factors in some cases have affected and, in the future, could materially affect actual results and cause actual results to 
differ materially from the results expressed in any such estimates, projections or other "forward-looking statements".  

Our common shares are considered speculative. Prospective investors should consider carefully the risk factors set out below.  

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

We incurred net losses of $6,825,848 for the year ended December 31, 2004 and $2,230,806 for the year ended December 31, 2003. For the 
nine months ended September 30, 2005, we incurred a net loss of $2,799,717. As of September 30, 2005, we had an accumulated deficit of 
$13,647,401. We cannot assure you that we can achieve or sustain profitability on a quarterly or annual basis in the future. Our operations are 
subject to the risks and competition inherent in the establishment of a business enterprise. There can be no assurance that future operations will 
be profitable. Revenues and profits, if any, will depend upon various factors, including whether we will be able to continue expansion of our 
revenue. We may not achieve our business objectives and the failure to achieve such goals would have an adverse impact on us.  

If We Are Unable to Obtain Additional Funding Our Business Operations Will be Harmed and If We Do Obtain Additional Financing Our 
Then Existing Shareholders May Suffer Substantial Dilution.  

We will require additional funds to sustain and expand our sales and marketing activities. We anticipate that we will require up to 
approximately $2,000,000 to fund our continued operations for the next twelve months, depending on revenue from operations. Additional 
capital will be required to effectively support the operations and to otherwise implement our overall business strategy. There can be no 
assurance that financing will be available in amounts or on terms acceptable to us, if at all. The inability to obtain additional capital will restrict 
our ability to grow and may reduce our ability to continue to conduct business operations. If we are unable to obtain additional financing, we 
will likely be required to curtail our marketing and development plans and possibly cease our operations. Any additional equity financing may 
involve substantial dilution to our then existing shareholders.  

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

In their report dated March 17, 2005, our independent auditors stated that our financial statements for the year ended December 31, 2003 were 
prepared assuming that we would continue as a going concern. Our ability to continue as a going concern is an issue raised as a result of losses 
for the years ended December 31, 2004 and 2003 in the amounts of $6,825,848 and $2,230,806, respectively. We continue to experience net 
operating losses. Our ability to continue as a going concern is subject to our ability to generate a profit and/or obtain necessary funding from 
outside sources, including obtaining additional funding from the sale of our securities, increasing sales or obtaining loans and grants from 
various financial institutions where possible. Our continued net operating losses increase the difficulty in meeting such goals and there can be 
no assurances that such methods will prove successful.  
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If We Are Unable to Retain the Services of Messrs. Evans, Schmidt or Ringo, or If We Are Unable to Successfully Recruit Qualified 
Managerial and Sales Personnel Having Experience in Business, We May Not Be Able to Continue Our Operations.  

Our success depends to a significant extent upon the continued service of Mr. Donald F. Evans, our Chief Executive Officer, Mr. Mark D. 
Schmidt, our President and Mr. John Ringo, our Secretary and Corporate Counsel. Loss of the services of Messrs. Evans, Schmidt or Ringo 
could have a material adverse effect on our growth, revenues, and prospective business. We do not maintain key-man insurance on the life of 
Messrs. Evans or Ringo. In addition, in order to successfully implement and manage our business plan, we will be dependent upon, among 
other things, successfully recruiting qualified managerial and sales personnel having experience in business. Competition for qualified 
individuals is intense. There can be no assurance that we will be able to find, attract and retain existing employees or that we will be able to 
find, attract and retain qualified personnel on acceptable terms.  

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

The lighting and illumination industry is extremely competitive and includes several companies that have achieved substantially greater market 
shares than we have, and have longer operating histories, have larger customer bases, and have substantially greater financial, development and 
marketing resources than we do. If overall demand for our products should decrease it could have a materially adverse affect on our operating 
results.  

Our Trademark and Other Intellectual Property Rights May Not be Adequately Protected Outside the United States, Resulting in Loss of 
Revenue.  

We believe that our trademarks, whether licensed or owned by us, and other proprietary rights are important to our success and our competitive 
position. In the course of our international expansion, we may, however, experience conflict with various third parties who acquire or claim 
ownership rights in certain trademarks. We cannot assure that the actions we have taken to establish and protect these trademarks and other 
proprietary rights will be adequate to prevent imitation of our products by others or to prevent others from seeking to block sales of our 
products as a violation of the trademarks and proprietary rights of others. Also, we cannot assure you that others will not assert rights in, or 
ownership of, trademarks and other proprietary rights of ours or that we will be able to successfully resolve these types of conflicts to our 
satisfaction. In addition, the laws of certain foreign countries may not protect proprietary rights to the same extent, as do the laws of the United 
States.  

Our Principal Stockholders, Officers And Directors Own a Controlling Interest in Our Voting Stock And Investors Will Not Have Any Voice 
in Our Management.  

We have issued 800,000 shares of Series B Convertible Preferred Stock to our officers and directors which are convertible into 8 million shares 
of common stock and, in the aggregate, have the right to cast 80 million votes in any vote by our shareholders. Combined with the number of 
shares of common stock held by our officers and directors, they have the right to cast approximately 70% of all votes by our shareholders. As a 
result, these stockholders, acting together, will have the ability to control substantially all matters submitted to our stockholders for approval, 
including:  

o election of our board of directors;  

o removal of any of our directors;  

o amendment of our certificate of incorporation or bylaws; and  

o adoption of measures that could delay or prevent a change in control or impede a merger, takeover or other business combination involving 
us.  

As a result of their ownership and positions, our directors and executive officers collectively are able to influence all matters requiring 
stockholder approval, including the election of directors and approval of significant corporate transactions. In addition, sales of significant 
amounts of shares held by our directors and executive officers, or the prospect of these sales, could adversely affect the market price of our 
common stock. Management's stock ownership may discourage a potential acquirer from making a tender offer or otherwise attempting to 
obtain control of us, which in turn could reduce our stock price or prevent our stockholders from realizing a premium over our stock price.  
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We Have Issued a Large Amount of Stock in Lieu of Cash for Payment of Expenses and Expect to Continue this Practice in the Future. Such 
Issuances of Stock Will Cause Dilution to Our Existing Stockholders.  

Due to our limited economic resources, we try to issue stock in lieu of cash for payment of expenses and services provided for us. In 2004, we 
issued 6,335,000 shares of common stock in exchange for expenses and services rendered, and we issued 800,000 shares of series B convertible 
preferred stock to officers and directors in exchange for the retirement of debt owed to them. We anticipate issuing shares of common stock 
whenever possible in lieu of cash to conserve our financial position. The number of shares of common stock issued is directly related to our 
stock price at the time of issuance. In the event that our stock price drops, we will be required to issue larger amounts of shares for expenses 
and services rendered, if the other party is willing to accept stock at all. The issuance of shares of common stock will have the effect of diluting 
the proportionate equity interest and voting power of holders of our common stock, including investors in this offering.  

If We Fail to Remain Current on Our Reporting Requirements, We Could be Removed From the OTC Bulletin Board Which Would Limit the 
Ability of Broker-Dealers to Sell Our Securities and the Ability of Stockholders to Sell Their Securities in the Secondary Market.  

Companies trading on the OTC Bulletin Board, such as us, must be reporting issuers under Section 12 of the Securities Exchange Act of 1934, 
as amended, and must be current in their reports under Section 13, in order to maintain price quotation privileges on the OTC Bulletin Board. If 
we fail to remain current on our reporting requirements, we could be removed from the OTC Bulletin Board. As a result, the market liquidity 
for our securities could be severely adversely affected by limiting the ability of broker-dealers to sell our securities and the ability of 
stockholders to sell their securities in the secondary market.  

Our Common Stock is Subject to the "Penny Stock" Rules of the SEC and the Trading Market in Our Securities is Limited, Which Makes 
Transactions in Our Stock Cumbersome and May Reduce the Value of an Investment in Our Stock.  

The Securities and Exchange Commission has adopted Rule 15g-9 which establishes the definition of a "penny stock," for the purposes 
relevant to us, as any equity security that has a market price of less than $5.00 per share or with an exercise price of less than $5.00 per share, 
subject to certain exceptions. For any transaction involving a penny stock, unless exempt, the rules require:  

o that a broker or dealer approve a person's account for transactions in penny stocks; and  

o the broker or dealer receive from the investor a written agreement to the transaction, setting forth the identity and quantity of the penny stock 
to be purchased.  

In order to approve a person's account for transactions in penny stocks, the broker or dealer must:  

o obtain financial information and investment experience objectives of the person; and  

o make a reasonable determination that the transactions in penny stocks are suitable for that person and the person has sufficient knowledge and 
experience in financial matters to be capable of evaluating the risks of transactions in penny stocks.  

The broker or dealer must also deliver, prior to any transaction in a penny stock, a disclosure schedule prescribed by the Commission relating 
to the penny stock market, which, in highlight form:  

o sets forth the basis on which the broker or dealer made the suitability determination; and  

o that the broker or dealer received a signed, written agreement from the investor prior to the transaction.  

Generally, brokers may be less willing to execute transactions in securities subject to the "penny stock" rules. This may make it more difficult 
for investors to dispose of our common stock and cause a decline in the market value of our stock.  
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Disclosure also has to be made about the risks of investing in penny stocks in both public offerings and in secondary trading and about the 
commissions payable to both the broker-dealer and the registered representative, current quotations for the securities and the rights and 
remedies available to an investor in cases of fraud in penny stock transactions. Finally, monthly statements have to be sent disclosing recent 
price information for the penny stock held in the account and information on the limited market in penny stocks.  
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ITEM 3. CONTROLS AND PROCEDURES  

a) Evaluation of Disclosure Controls and Procedures: As of September 30, 2005, our management carried out an evaluation, under the 
supervision of our Chief Executive Officer and Chief Financial Officer of the effectiveness of the design and operation of our system of 
disclosure controls and procedures pursuant to the Securities and Exchange Act, Rule 13a-15(e) and 15d-15(e) under the Exchange Act). Based 
on that evaluation, our chief executive officer and chief financial officer concluded that our disclosure controls and procedures are effective to 
provide reasonable assurance that information we are required to disclose in reports that we file or submit under the Exchange Act is recorded, 
processed, summarized and reported within the time periods specified in Securities and Exchange Commission rules and forms, and that such 
information is accumulated and communicated to our management, including our chief executive officer and chief financial officer, as 
appropriate, to allow timely decisions regarding required disclosure.  

b) Changes in internal controls: There were no changes in internal controls over financial reporting that occurred during the period covered by 
this report that have materially affected, or are reasonably likely to materially effect, our internal control over financial reporting.  
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PART II - OTHER INFORMATION  

Item 1. Legal Proceedings.  

From time to time, we may become involved in various lawsuits and legal proceedings which arise in the ordinary course of business. 
However, litigation is subject to inherent uncertainties, and an adverse result in these or other matters may arise from time to time that may 
harm our business. Except as disclosed below, we are currently not aware of any such legal proceedings or claims that we believe will have, 
individually or in the aggregate, a material adverse affect on our business, financial condition or operating results.  

CASE NUMBER: 2001 CA 005309 NC Div. C.  

On May 17, 2005, Zykronix, Inc., a Colorado corporation, filed a complaint against us and our President, Mark Schmidt, in the District Court, 
City and County of Denver, State of Colorado (Case No. O5CV3704) claiming damages in the amount of $211,323.75 and costs for breach of 
contract, unjust enrichment and fraud by Mark Schmidt. We previously entered into a contract with Zykronix for them to produce prototypes 
for several of our new products, which we believe they never satisfactorily completed.  

On June 22, 2005, we filed our Answer and Counterclaim against Zykronix, claiming damages and costs in the amount of $2,850,000 for 
breach of contract, unjust enrichment and negligent misrepresentation. At the same time, Mark Schmidt filed a Motion to Dismiss since 
Zykronix failed to adequately plead a claim for fraud. On August 24, 2005, the Motion to Dismiss was denied. The case is currently in 
discovery. We believe that their claims are without merit and we will vigorously defend these claims.  

INDEX NUMBER: 602727/05 - Supreme Court of the State of New York, County of New York  

On July 27, 2005, Alliance Care Services, Inc. d/b/a Alliance Advisors, a New York corporation, filed a complaint against us in the Supreme 
Court of the State of New York, County of New York, claiming damages in the amount of not less than $500,000 and costs for breach of 
contract, breach of duty of good faith and fair dealing and unjust unrichment. We filed our answer on October 4, 2005 denying all claims. This 
case is currently in discovery. We believe that their claims are without merit and we intend to vigorously defend these claims.  

Statement of Claim - Arbitration Before the National Association of Securities Dealers, Inc.  

On October 21, 2005, Greenfield Capital Partners LLC filed a statement of claim against us in arbitratoin before the National Association of 
Securities Dealers, Inc. Greenfield claims damages and costs in the amount of $107,000 for breach of contract, fraud, fraudulent concealment 
and misrepresentation. We believe that their claims are without merit and we intend to vigorously defend these claims.  

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.  

During the three months ended September 30, 2005, we issued 1,025,000 shares of common stock for the conversion of 20.5 shares of Class A 
preferred stock.  

In July, 2005, we issued 9,573,000 shares of common stock $0.0085 per share on conversion of notes payable.  

In August, 2005, we issued 1,000,000 shares of our common stock at $0.097 per share in exchange for services rendered.  

Item 3. Defaults Upon Senior Securities.  

None.  
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Item 4. Submission of Matters to a Vote of Security Holders.  

None.  

Item 5. Other Information.  

None.  

Item 6. Exhibits  

4.1 Securities Purchase Agreement, dated as of October 23, 2005, by and among Cyberlux Corporation, AJW Partners, LLC, AJW Qualified 
Partners, LLC, AJW Offshore, Ltd. and New Millennium Capital Partners II, LLC.  

4.2 Secured Convertible Note issued to AJW Offshore, Ltd., dated October 23, 2005.  

4.3 Secured Convertible Note issued to AJW Qualified Partners, LLC, dated October 23, 2005.  

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

4.5 Secured Convertible Note issued to New Millennium Capital Partners II, LLC.  
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4.6   Common Stock Purchase Warrant issued to AJW O ffshore, Ltd., dated October 
      23, 2005. 
 
4.7   Common Stock Purchase Warrant with AJW Qualif ied Partners, LLC, dated 
      October 23, 2005. 
 
4.8   Common Stock Purchase Warrant with AJW Partne rs, LLC, dated October 23, 
      2005. 
 
4.9   Common Stock Purchase Warrant with New Millen nium Capital Partners II, 
      LLC, dated October 23, 2005. 
 
4.10  Registration Rights Agreement, dated as of Oc tober 23, 2005, by and among 
      Cyberlux Corporation, AJW Partners, LLC, AJW Qualified Partners, LLC, AJW 
      Offshore, Ltd. and New Millennium Capital Par tners II, LLC. 
 
4.11  Security Agreement, dated as of October 23, 2 005, by and among Cyberlux 
      Corporation, AJW Partners, LLC, AJW Qualified  Partners, LLC, AJW Offshore,  
      Ltd. and New Millennium Capital Partners II, LLC. 
 
4.12  Intellectual Property Security Agreement, dat ed as of October 23, 2005, by  
      and among Cyberlux Corporation, AJW Partners,  LLC, AJW Qualified Partners,  
      LLC, AJW Offshore, Ltd. and New Millennium Ca pital Partners II, LLC. 
 
31.1  Certification of Chief Executive Officer purs uant to Rule 13a-14 and Rule 
      15d-14(a), promulgated under the Securities a nd Exchange Act of 1934, as 
      amended 
 
31.2  Certification of Chief Financial Officer purs uant to Rule 13a-14 and Rule 
      15d 14(a), promulgated under the Securities a nd Exchange Act of 1934, as 
      amended 
 
32.1  Certification pursuant to 18 U.S.C. Section 1 350, as adopted pursuant to 
      Section 906 of the Sarbanes-Oxley Act of 2002  (Chief Executive Officer) 
 
32.2  Certification pursuant to 18 U.S.C. Section 1 350, as adopted pursuant to 
      Section 906 of the Sarbanes-Oxley Act of 2002  (Chief Financial Officer) 



SIGNATURES  

In accordance with requirements of the Exchange Act, the registrant caused this report to be signed on its behalf by the undersigned, thereunto 
duly authorized.  

CYBERLUX CORPORATION  
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Date:  November 16, 2005        By: /s/ DONALD F. EVANS 
                                   ------------------------------------ 
                                Donald F. Evans 
                                Chief Executive Officer 
                                (Principal Executive Officer) and 
                                Chairman of the Board of Directors 
 
 
 
Date:  November 16, 2005        By: /s/ DAVID D. DOWNING 
                                   ------------------------------------ 
                                David D. Downing 
                                Chief Financial Officer 
                                (Principal Financial Officer and 
                                Principal Accounting Officer) 



Exhibit 4.1  

SECURITIES PURCHASE AGREEMENT  

SECURITIES PURCHASE AGREEMENT (this "Agreement"), dated as of October 24, 2005, by and among Cyberlux Corporation, a Nevada 
corporation, with headquarters located at 4625 Creekstone Drive, Suite 100, Research Triangle Park, Durham, North Carolina 27703 (the 
"Company"), and each of the purchasers set forth on the signature pages hereto (the "Buyers").  

WHEREAS:  

A. The Company and the Buyers are executing and delivering this Agreement in reliance upon the exemption from securities registration 
afforded by the rules and regulations as promulgated by the United States Securities and Exchange Commission (the "SEC") under the 
Securities Act of 1933, as amended (the "1933 Act");  

B. Buyers desire to purchase and the Company desires to issue and sell, upon the terms and conditions set forth in this Agreement (i) 10% 
secured convertible notes of the Company, in the form attached hereto as Exhibit "A", in the aggregate principal amount of Eight Hundred 
Thousand Dollars ($800,000) (together with any note(s) issued in replacement thereof or as a dividend thereon or otherwise with respect 
thereto in accordance with the terms thereof, the "Notes"), convertible into shares of common stock, par value $.001 per share, of the Company 
(the "Common Stock"), upon the terms and subject to the limitations and conditions set forth in such Notes and (ii) warrants, in the form 
attached hereto as Exhibit "B", to purchase 800,000 shares of Common Stock (the "Warrants").  

C. Each Buyer wishes to purchase, upon the terms and conditions stated in this Agreement, such principal amount of Notes and number of 
Warrants as is set forth immediately below its name on the signature pages hereto; and  

D. Contemporaneous with the execution and delivery of this Agreement, the parties hereto are executing and delivering a Registration Rights 
Agreement, in the form attached hereto as Exhibit "C" (the "Registration Rights Agreement"), pursuant to which the Company has agreed to 
provide certain registration rights under the 1933 Act and the rules and regulations promulgated thereunder, and applicable state securities 
laws.  

NOW THEREFORE, the Company and each of the Buyers severally (and not jointly) hereby agree as follows:  

1. PURCHASE AND SALE OF NOTES AND WARRANTS.  

a. Purchase of Notes and Warrants. On the Closing Date (as defined below), the Company shall issue and sell to each Buyer and each Buyer 
severally agrees to purchase from the Company such principal amount of Notes and number of Warrants as is set forth immediately below such 
Buyer's name on the signature pages hereto.  



b. Form of Payment. On the Closing Date (as defined below),  
(i) each Buyer shall pay the purchase price for the Notes and the Warrants to be issued and sold to it at the Closing (as defined below) (the 
"Purchase Price") by wire transfer of immediately available funds to the Company, in accordance with the Company's written wiring 
instructions, against delivery of the Notes in the principal amount equal to the Purchase Price and the number of Warrants as is set forth 
immediately below such Buyer's name on the signature pages hereto, and (ii) the Company shall deliver such Notes and Warrants duly 
executed on behalf of the Company, to such Buyer, against delivery of such Purchase Price.  

c. Closing Date. Subject to the satisfaction (or written waiver) of the conditions thereto set forth in Section 6 and Section 7 below, the date and 
time of the issuance and sale of the Notes and the Warrants pursuant to this Agreement (the "Closing Date") shall be 12:00 noon, Eastern 
Standard Time on October 24, 2005, or such other mutually agreed upon time. The closing of the transactions contemplated by this Agreement 
(the "Closing") shall occur on the Closing Date at such location as may be agreed to by the parties.  

2. BUYERS' REPRESENTATIONS AND WARRANTIES. Each Buyer severally (and not jointly) represents and warrants to the Company 
solely as to such Buyer that:  

a. Investment Purpose. As of the date hereof, the Buyer is purchasing the Notes and the shares of Common Stock issuable upon conversion of 
or otherwise pursuant to the Notes (including, without limitation, such additional shares of Common Stock, if any, as are issuable (i) on 
account of interest on the Notes, (ii) as a result of the events described in Sections 1.3 and 1.4(g) of the Notes and Section 2(c) of the 
Registration Rights Agreement or  
(iii) in payment of the Standard Liquidated Damages Amount (as defined in  
Section 2(f) below) pursuant to this Agreement, such shares of Common Stock being collectively referred to herein as the "Conversion 
Shares") and the Warrants and the shares of Common Stock issuable upon exercise thereof (the "Warrant Shares" and, collectively with the 
Notes, Warrants and Conversion Shares, the "Securities") for its own account and not with a present view towards the public sale or 
distribution thereof, except pursuant to sales registered or exempted from registration under the 1933 Act; provided, however, that by making 
the representations herein, the Buyer does not agree to hold any of the Securities for any minimum or other specific term and reserves the right 
to dispose of the Securities at any time in accordance with or pursuant to a registration statement or an exemption under the 1933 Act.  

b. Accredited Investor Status. The Buyer is an "accredited investor" as that term is defined in Rule 501(a) of Regulation D (an "Accredited 
Investor").  

c. Reliance on Exemptions. The Buyer understands that the Securities are being offered and sold to it in reliance upon specific exemptions from 
the registration requirements of United States federal and state securities laws and that the Company is relying upon the truth and accuracy of, 
and the Buyer's compliance with, the representations, warranties, agreements, acknowledgments and understandings of the Buyer set forth 
herein in order to determine the availability of such exemptions and the eligibility of the Buyer to acquire the Securities.  
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d. Information. The Buyer and its advisors, if any, have been, and for so long as the Notes and Warrants remain outstanding will continue to be, 
furnished with all materials relating to the business, finances and operations of the Company and materials relating to the offer and sale of the 
Securities which have been requested by the Buyer or its advisors. The Buyer and its advisors, if any, have been, and for so long as the Notes 
and Warrants remain outstanding will continue to be, afforded the opportunity to ask questions of the Company. Notwithstanding the 
foregoing, the Company has not disclosed to the Buyer any material nonpublic information and will not disclose such information unless such 
information is disclosed to the public prior to or promptly following such disclosure to the Buyer. Neither such inquiries nor any other due 
diligence investigation conducted by Buyer or any of its advisors or representatives shall modify, amend or affect Buyer's right to rely on the 
Company's representations and warranties contained in Section 3 below. The Buyer understands that its investment in the Securities involves a 
significant degree of risk.  

e. Governmental Review. The Buyer understands that no United States federal or state agency or any other government or governmental 
agency has passed upon or made any recommendation or endorsement of the Securities.  

f. Transfer or Re-sale. The Buyer understands that (i) except as provided in the Registration Rights Agreement, the sale or re-sale of the 
Securities has not been and is not being registered under the 1933 Act or any applicable state securities laws, and the Securities may not be 
transferred unless (a) the Securities are sold pursuant to an effective registration statement under the 1933 Act, (b) the Buyer shall have 
delivered to the Company an opinion of counsel that shall be in form, substance and scope customary for opinions of counsel in comparable 
transactions to the effect that the Securities to be sold or transferred may be sold or transferred pursuant to an exemption from such registration, 
which opinion shall be accepted by the Company, (c) the Securities are sold or transferred to an "affiliate" (as defined in Rule 144 promulgated 
under the 1933 Act (or a successor rule) ("Rule 144")) of the Buyer who agrees to sell or otherwise transfer the Securities only in accordance 
with this Section 2(f) and who is an Accredited Investor, (d) the Securities are sold pursuant to Rule 144, or (e) the Securities are sold pursuant 
to Regulation S under the 1933 Act (or a successor rule) ("Regulation S"), and the Buyer shall have delivered to the Company an opinion of 
counsel that shall be in form, substance and scope customary for opinions of counsel in corporate transactions, which opinion shall be accepted 
by the Company; (ii) any sale of such Securities made in reliance on Rule 144 may be made only in accordance with the terms of said Rule and 
further, if said Rule is not applicable, any re-sale of such Securities under circumstances in which the seller (or the person through whom the 
sale is made) may be deemed to be an underwriter (as that term is defined in the 1933 Act) may require compliance with some other exemption 
under the 1933 Act or the rules and regulations of the SEC thereunder; and (iii) neither the Company nor any other person is under any 
obligation to register such Securities under the 1933 Act or any state securities laws or to comply with the terms and conditions of any 
exemption thereunder (in each case, other than pursuant to the Registration Rights Agreement). Notwithstanding the foregoing or anything else 
contained herein to the contrary, the Securities may be pledged as collateral in connection with a bona fide margin account or other lending 
arrangement. In the event that the Company does not accept the opinion of counsel provided by the Buyer with respect to the transfer of 
Securities pursuant to an exemption from registration, such as Rule 144 or Regulation S, within three (3) business days of delivery of the 
opinion to the Company, the Company shall pay to the Buyer liquidated damages of three percent (3%) of the outstanding amount of the Notes 
per month plus accrued and unpaid interest on the Notes, prorated for partial months, in cash or shares at the option of the Company ("Standard 
Liquidated Damages Amount"). If the Company elects to be pay the Standard Liquidated Damages Amount in shares of Common Stock, such 
shares shall be issued at the Conversion Price at the time of payment.  
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g. Legends. The Buyer understands that the Notes and the Warrants and, until such time as the Conversion Shares and Warrant Shares have 
been registered under the 1933 Act as contemplated by the Registration Rights Agreement or otherwise may be sold pursuant to Rule 144 or 
Regulation S without any restriction as to the number of securities as of a particular date that can then be immediately sold, the Conversion 
Shares and Warrant Shares may bear a restrictive legend in substantially the following form (and a stop-transfer order may be placed against 
transfer of the certificates for such Securities):  

"The securities represented by this certificate have not been registered under the Securities Act of 1933, as amended. The securities may not be 
sold, transferred or assigned in the absence of an effective registration statement for the securities under said Act, or an opinion of counsel, in 
form, substance and scope customary for opinions of counsel in comparable transactions, that registration is not required under said Act or 
unless sold pursuant to Rule 144 or Regulation S under said Act."  

The legend set forth above shall be removed and the Company shall issue a certificate without such legend to the holder of any Security upon 
which it is stamped, if, unless otherwise required by applicable state securities laws, (a) such Security is registered for sale under an effective 
registration statement filed under the 1933 Act or otherwise may be sold pursuant to Rule 144 or Regulation S without any restriction as to the 
number of securities as of a particular date that can then be immediately sold, or (b) such holder provides the Company with an opinion of 
counsel, in form, substance and scope customary for opinions of counsel in comparable transactions, to the effect that a public sale or transfer 
of such Security may be made without registration under the 1933 Act, which opinion shall be accepted by the Company so that the sale or 
transfer is effected or (c) such holder provides the Company with reasonable assurances that such Security can be sold pursuant to Rule 144 or 
Regulation S. The Buyer agrees to sell all Securities, including those represented by a certificate(s) from which the legend has been removed, 
in compliance with applicable prospectus delivery requirements, if any.  

h. Authorization; Enforcement. This Agreement and the Registration Rights Agreement have been duly and validly authorized. This Agreement 
has been duly executed and delivered on behalf of the Buyer, and this Agreement constitutes, and upon execution and delivery by the Buyer of 
the Registration Rights Agreement, such agreement will constitute, valid and binding agreements of the Buyer enforceable in accordance with 
their terms.  

i. Residency. The Buyer is a resident of the jurisdiction set forth immediately below such Buyer's name on the signature pages hereto.  
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3. REPRESENTATIONS AND WARRANTIES OF THE COMPANY. The Company represents and warrants to each Buyer that:  

a. Organization and Qualification. The Company and each of its Subsidiaries (as defined below), if any, is a corporation duly organized, validly 
existing and in good standing under the laws of the jurisdiction in which it is incorporated, with full power and authority (corporate and other) 
to own, lease, use and operate its properties and to carry on its business as and where now owned, leased, used, operated and conducted. 
Schedule 3(a) sets forth a list of all of the Subsidiaries of the Company and the jurisdiction in which each is incorporated. The Company and 
each of its Subsidiaries is duly qualified as a foreign corporation to do business and is in good standing in every jurisdiction in which its 
ownership or use of property or the nature of the business conducted by it makes such qualification necessary except where the failure to be so 
qualified or in good standing would not have a Material Adverse Effect. "Material Adverse Effect" means any material adverse effect on the 
business, operations, assets, financial condition or prospects of the Company or its Subsidiaries, if any, taken as a whole, or on the transactions 
contemplated hereby or by the agreements or instruments to be entered into in connection herewith. "Subsidiaries" means any corporation or 
other organization, whether incorporated or unincorporated, in which the Company owns, directly or indirectly, any equity or other ownership 
interest.  

b. Authorization; Enforcement. (i) The Company has all requisite corporate power and authority to enter into and perform this Agreement, the 
Registration Rights Agreement, the Notes and the Warrants and to consummate the transactions contemplated hereby and thereby and to issue 
the Securities, in accordance with the terms hereof and thereof, (ii) the execution and delivery of this Agreement, the Registration Rights 
Agreement, the Notes and the Warrants by the Company and the consummation by it of the transactions contemplated hereby and thereby 
(including without limitation, the issuance of the Notes and the Warrants and the issuance and reservation for issuance of the Conversion 
Shares and Warrant Shares issuable upon conversion or exercise thereof) have been duly authorized by the Company's Board of Directors and 
no further consent or authorization of the Company, its Board of Directors, or its shareholders is required, (iii) this Agreement has been duly 
executed and delivered by the Company by its authorized representative, and such authorized representative is the true and official 
representative with authority to sign this Agreement and the other documents executed in connection herewith and bind the Company 
accordingly, and (iv) this Agreement constitutes, and upon execution and delivery by the Company of the Registration Rights Agreement, the 
Notes and the Warrants, each of such instruments will constitute, a legal, valid and binding obligation of the Company enforceable against the 
Company in accordance with its terms.  

c. Capitalization. As of the date hereof, the authorized capital stock of the Company consists of (i) 300,000,000 shares of Common Stock, of 
which 32,856,559 shares are issued and outstanding, 34,000,000 shares are reserved for issuance pursuant to the Company's stock option plans, 
21,637,128 shares are reserved for issuance pursuant to securities (other than the Notes and the Warrants) exercisable for, or convertible into or 
exchangeable for shares of Common Stock and 54,000,000 shares are reserved for issuance upon conversion of the Notes and the Additional 
Notes (as defined in Section 4(l)) and exercise of the Warrants and the Additional Warrants (as defined in Section  
4(l)) (subject to adjustment pursuant to the Company's covenant set forth in  
Section 4(h) below); and (ii) 5,000,000 shares of preferred stock, of which 800,156.8606 shares are issued and outstanding. All of such 
outstanding shares of capital stock are, or upon issuance will be, duly authorized, validly issued, fully paid and nonassessable. No shares of 
capital stock of the Company are subject to preemptive rights or any other similar rights of the shareholders of the Company or any liens or 
encumbrances imposed through the actions or failure to act of the Company. Except as disclosed in Schedule 3(c), as of the effective date of 
this Agreement, (i) there are no outstanding options, warrants, scrip, rights to subscribe for, puts, calls, rights of first refusal, agreements, 
understandings, claims or other commitments or rights of any character whatsoever relating to, or securities or rights convertible into or 
exchangeable for any shares of capital stock of the Company or any of its Subsidiaries, or arrangements by which the Company or any of its 
Subsidiaries is or may become bound to issue additional shares of capital stock of the Company or any of its Subsidiaries, (ii) there are no 
agreements or arrangements under which the Company or any of its Subsidiaries is obligated to register the sale of any of its or their securities 
under the 1933 Act (except the Registration Rights Agreement) and (iii) there are no anti-dilution or price adjustment provisions contained in 
any security issued by the Company (or in any agreement providing rights to security holders) that will be triggered by the issuance of the 
Notes, the Warrants, the Conversion Shares or Warrant Shares. The Company has furnished to the Buyer true and correct copies of the 
Company's Articles of Incorporation as in effect on the date hereof ("Articles of Incorporation"), the Company's By-laws, as in effect on the 
date hereof (the "By-laws"), and the terms of all securities convertible into or exercisable for Common Stock of the Company and the material 
rights of the holders thereof in respect thereto. The Company shall provide the Buyer with a written update of this representation signed by the 
Company's Chief Executive or Chief Financial Officer on behalf of the Company as of the Closing Date.  
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d. Issuance of Shares. The Conversion Shares and Warrant Shares are duly authorized and reserved for issuance and, upon conversion of the 
Notes and exercise of the Warrants in accordance with their respective terms, will be validly issued, fully paid and non-assessable, and free 
from all taxes, liens, claims and encumbrances with respect to the issue thereof and shall not be subject to preemptive rights or other similar 
rights of shareholders of the Company and will not impose personal liability upon the holder thereof.  

e. Acknowledgment of Dilution. The Company understands and acknowledges the potentially dilutive effect to the Common Stock upon the 
issuance of the Conversion Shares and Warrant Shares upon conversion of the Note or exercise of the Warrants. The Company further 
acknowledges that its obligation to issue Conversion Shares and Warrant Shares upon conversion of the Notes or exercise of the Warrants in 
accordance with this Agreement, the Notes and the Warrants is absolute and unconditional regardless of the dilutive effect that such issuance 
may have on the ownership interests of other shareholders of the Company.  

f. No Conflicts. The execution, delivery and performance of this Agreement, the Registration Rights Agreement, the Notes and the Warrants by 
the Company and the consummation by the Company of the transactions contemplated hereby and thereby (including, without limitation, the 
issuance and reservation for issuance of the Conversion Shares and Warrant Shares) will not (i) conflict with or result in a violation of any 
provision of the Articles of Incorporation or By-laws or (ii) violate or conflict with, or result in a breach of any provision of, or constitute a 
default (or an event which with notice or lapse of time or both could become a default) under, or give to others any rights of termination, 
amendment, acceleration or cancellation of, any agreement, indenture, patent, patent license or instrument to which the Company or any of its 
Subsidiaries is a party, or (iii) result in a violation of any law, rule, regulation, order, judgment or decree (including federal and state securities 
laws and regulations and regulations of any self-regulatory organizations to which the Company or its securities are subject) applicable to the 
Company or any of its Subsidiaries or by which any property or asset of the Company or any of its Subsidiaries is bound or affected (except for 
such conflicts, defaults, terminations, amendments, accelerations, cancellations and violations as would not, individually or in the aggregate, 
have a Material Adverse Effect). Neither the Company nor any of its Subsidiaries is in violation of its Articles of Incorporation, By-laws or 
other organizational documents and neither the Company nor any of its Subsidiaries is in default (and no event has occurred which with notice 
or lapse of time or both could put the Company or any of its Subsidiaries in default) under, and neither the Company nor any of its Subsidiaries 
has taken any action or failed to take any action that would give to others any rights of termination, amendment, acceleration or cancellation of, 
any agreement, indenture or instrument to which the Company or any of its Subsidiaries is a party or by which any property or assets of the 
Company or any of its Subsidiaries is bound or affected, except for possible defaults as would not, individually or in the aggregate, have a 
Material Adverse Effect. The businesses of the Company and its Subsidiaries, if any, are not being conducted, and shall not be conducted so 
long as a Buyer owns any of the Securities, in violation of any law, ordinance or regulation of any governmental entity. Except as specifically 
contemplated by this Agreement and as required under the 1933 Act and any applicable state securities laws, the Company is not required to 
obtain any consent, authorization or order of, or make any filing or registration with, any court, governmental agency, regulatory agency, self 
regulatory organization or stock market or any third party in order for it to execute, deliver or perform any of its obligations under this 
Agreement, the Registration Rights Agreement, the Notes or the Warrants in accordance with the terms hereof or thereof or to issue and sell the 
Notes and Warrants in accordance with the terms hereof and to issue the Conversion Shares upon conversion of the Notes and the Warrant 
Shares upon exercise of the Warrants. Except as disclosed in Schedule  
3(f), all consents, authorizations, orders, filings and registrations which the Company is required to obtain pursuant to the preceding sentence 
have been obtained or effected on or prior to the date hereof. The Company is not in violation of the listing requirements of the Over-the-
Counter Bulletin Board (the "OTCBB") and does not reasonably anticipate that the Common Stock will be delisted by the OTCBB in the 
foreseeable future. The Company and its Subsidiaries are unaware of any facts or circumstances which might give rise to any of the foregoing.  
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g. SEC Documents; Financial Statements. Except as disclosed in Schedule 3(g), the Company has timely filed all reports, schedules, forms, 
statements and other documents required to be filed by it with the SEC pursuant to the reporting requirements of the Securities Exchange Act 
of 1934, as amended (the "1934 Act") (all of the foregoing filed prior to the date hereof and all exhibits included therein and financial 
statements and schedules thereto and documents (other than exhibits to such documents) incorporated by reference therein, being hereinafter 
referred to herein as the "SEC Documents"). The Company has delivered to each Buyer true and complete copies of the SEC Documents, 
except for such exhibits and incorporated documents. As of their respective dates, the SEC Documents complied in all material respects with 
the requirements of the 1934 Act and the rules and regulations of the SEC promulgated thereunder applicable to the SEC Documents, and none 
of the SEC Documents, at the time they were filed with the SEC, contained any untrue statement of a material fact or omitted to state a material 
fact required to be stated therein or necessary in order to make the statements therein, in light of the circumstances under which they were 
made, not misleading. None of the statements made in any such SEC Documents is, or has been, required to be amended or updated under 
applicable law (except for such statements as have been amended or updated in subsequent filings prior the date hereof). As of their respective 
dates, the financial statements of the Company included in the SEC Documents complied as to form in all material respects with applicable 
accounting requirements and the published rules and regulations of the SEC with respect thereto. Such financial statements have been prepared 
in accordance with United States generally accepted accounting principles, consistently applied, during the periods involved (except (i) as may 
be otherwise indicated in such financial statements or the notes thereto, or (ii) in the case of unaudited interim statements, to the extent they 
may not include footnotes or may be condensed or summary statements) and fairly present in all material respects the consolidated financial 
position of the Company and its consolidated Subsidiaries as of the dates thereof and the consolidated results of their operations and cash flows 
for the periods then ended (subject, in the case of unaudited statements, to normal year-end audit adjustments). Except as set forth in the 
financial statements of the Company included in the SEC Documents, the Company has no liabilities, contingent or otherwise, other than (i) 
liabilities incurred in the ordinary course of business subsequent to December 31, 2004 and (ii) obligations under contracts and commitments 
incurred in the ordinary course of business and not required under generally accepted accounting principles to be reflected in such financial 
statements, which, individually or in the aggregate, are not material to the financial condition or operating results of the Company.  
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h. Absence of Certain Changes. Since December 31, 2004, there has been no material adverse change and no material adverse development in 
the assets, liabilities, business, properties, operations, financial condition, results of operations or prospects of the Company or any of its 
Subsidiaries.  

i. Absence of Litigation. There is no action, suit, claim, proceeding, inquiry or investigation before or by any court, public board, government 
agency, self-regulatory organization or body pending or, to the knowledge of the Company or any of its Subsidiaries, threatened against or 
affecting the Company or any of its Subsidiaries, or their officers or directors in their capacity as such, that could have a Material Adverse 
Effect. Schedule 3(i) contains a complete list and summary description of any pending or threatened proceeding against or affecting the 
Company or any of its Subsidiaries, without regard to whether it would have a Material Adverse Effect. The Company and its Subsidiaries are 
unaware of any facts or circumstances which might give rise to any of the foregoing.  

j. Patents, Copyrights, etc. The Company and each of its Subsidiaries owns or possesses the requisite licenses or rights to use all patents, patent 
applications, patent rights, inventions, know-how, trade secrets, trademarks, trademark applications, service marks, service names, trade names 
and copyrights ("Intellectual Property") necessary to enable it to conduct its business as now operated (and, except as set forth in Schedule 3(j) 
hereof, to the best of the Company's knowledge, as presently contemplated to be operated in the future); there is no claim or action by any 
person pertaining to, or proceeding pending, or to the Company's knowledge threatened, which challenges the right of the Company or of a 
Subsidiary with respect to any Intellectual Property necessary to enable it to conduct its business as now operated (and, except as set forth in 
Schedule 3(j) hereof, to the best of the Company's knowledge, as presently contemplated to be operated in the future); to the best of the 
Company's knowledge, the Company's or its Subsidiaries' current and intended products, services and processes do not infringe on any 
Intellectual Property or other rights held by any person; and the Company is unaware of any facts or circumstances which might give rise to 
any of the foregoing. The Company and each of its Subsidiaries have taken reasonable security measures to protect the secrecy, confidentiality 
and value of their Intellectual Property.  
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k. No Materially Adverse Contracts, Etc. Neither the Company nor any of its Subsidiaries is subject to any charter, corporate or other legal 
restriction, or any judgment, decree, order, rule or regulation which in the judgment of the Company's officers has or is expected in the future 
to have a Material Adverse Effect. Neither the Company nor any of its Subsidiaries is a party to any contract or agreement which in the 
judgment of the Company's officers has or is expected to have a Material Adverse Effect.  

l. Tax Status. Except as set forth on Schedule 3(l), the Company and each of its Subsidiaries has made or filed all federal, state and foreign 
income and all other tax returns, reports and declarations required by any jurisdiction to which it is subject (unless and only to the extent that 
the Company and each of its Subsidiaries has set aside on its books provisions reasonably adequate for the payment of all unpaid and 
unreported taxes) and has paid all taxes and other governmental assessments and charges that are material in amount, shown or determined to 
be due on such returns, reports and declarations, except those being contested in good faith and has set aside on its books provisions reasonably 
adequate for the payment of all taxes for periods subsequent to the periods to which such returns, reports or declarations apply. There are no 
unpaid taxes in any material amount claimed to be due by the taxing authority of any jurisdiction, and the officers of the Company know of no 
basis for any such claim. The Company has not executed a waiver with respect to the statute of limitations relating to the assessment or 
collection of any foreign, federal, state or local tax. Except as set forth on Schedule 3(l), none of the Company's tax returns is presently being 
audited by any taxing authority.  

m. Certain Transactions. Except as set forth on Schedule 3(m) and except for arm's length transactions pursuant to which the Company or any 
of its Subsidiaries makes payments in the ordinary course of business upon terms no less favorable than the Company or any of its Subsidiaries 
could obtain from third parties and other than the grant of stock options disclosed on Schedule  
3(c), none of the officers, directors, or employees of the Company is presently a party to any transaction with the Company or any of its 
Subsidiaries (other than for services as employees, officers and directors), including any contract, agreement or other arrangement providing 
for the furnishing of services to or by, providing for rental of real or personal property to or from, or otherwise requiring payments to or from 
any officer, director or such employee or, to the knowledge of the Company, any corporation, partnership, trust or other entity in which any 
officer, director, or any such employee has a substantial interest or is an officer, director, trustee or partner.  
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n. Disclosure. All information relating to or concerning the Company or any of its Subsidiaries set forth in this Agreement and provided to the 
Buyers pursuant to Section 2(d) hereof and otherwise in connection with the transactions contemplated hereby is true and correct in all material 
respects and the Company has not omitted to state any material fact necessary in order to make the statements made herein or therein, in light 
of the circumstances under which they were made, not misleading. No event or circumstance has occurred or exists with respect to the 
Company or any of its Subsidiaries or its or their business, properties, prospects, operations or financial conditions, which, under applicable 
law, rule or regulation, requires public disclosure or announcement by the Company but which has not been so publicly announced or disclosed 
(assuming for this purpose that the Company's reports filed under the 1934 Act are being incorporated into an effective registration statement 
filed by the Company under the 1933 Act).  

o. Acknowledgment Regarding Buyers' Purchase of Securities. The Company acknowledges and agrees that the Buyers are acting solely in the 
capacity of arm's length purchasers with respect to this Agreement and the transactions contemplated hereby. The Company further 
acknowledges that no Buyer is acting as a financial advisor or fiduciary of the Company (or in any similar capacity) with respect to this 
Agreement and the transactions contemplated hereby and any statement made by any Buyer or any of their respective representatives or agents 
in connection with this Agreement and the transactions contemplated hereby is not advice or a recommendation and is merely incidental to the 
Buyers' purchase of the Securities. The Company further represents to each Buyer that the Company's decision to enter into this Agreement has 
been based solely on the independent evaluation of the Company and its representatives.  

p. No Integrated Offering. Neither the Company, nor any of its affiliates, nor any person acting on its or their behalf, has directly or indirectly 
made any offers or sales in any security or solicited any offers to buy any security under circumstances that would require registration under the 
1933 Act of the issuance of the Securities to the Buyers. The issuance of the Securities to the Buyers will not be integrated with any other 
issuance of the Company's securities (past, current or future) for purposes of any shareholder approval provisions applicable to the Company or 
its securities.  

q. No Brokers. The Company has taken no action which would give rise to any claim by any person for brokerage commissions, transaction 
fees or similar payments relating to this Agreement or the transactions contemplated hereby.  

r. Permits; Compliance. The Company and each of its Subsidiaries is in possession of all franchises, grants, authorizations, licenses, permits, 
easements, variances, exemptions, consents, certificates, approvals and orders necessary to own, lease and operate its properties and to carry on 
its business as it is now being conducted (collectively, the "Company Permits"), and there is no action pending or, to the knowledge of the 
Company, threatened regarding suspension or cancellation of any of the Company Permits. Neither the Company nor any of its Subsidiaries is 
in conflict with, or in default or violation of, any of the Company Permits, except for any such conflicts, defaults or violations which, 
individually or in the aggregate, would not reasonably be expected to have a Material Adverse Effect. Since December 31, 2004, neither the 
Company nor any of its Subsidiaries has received any notification with respect to possible conflicts, defaults or violations of applicable laws, 
except for notices relating to possible conflicts, defaults or violations, which conflicts, defaults or violations would not have a Material Adverse 
Effect.  
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s. Environmental Matters.  

(i) Except as set forth in Schedule 3(s), there are, to the Company's knowledge, with respect to the Company or any of its Subsidiaries or any 
predecessor of the Company, no past or present violations of Environmental Laws (as defined below), releases of any material into the 
environment, actions, activities, circumstances, conditions, events, incidents, or contractual obligations which may give rise to any common 
law environmental liability or any liability under the Comprehensive Environmental Response, Compensation and Liability Act of 1980 or 
similar federal, state, local or foreign laws and neither the Company nor any of its Subsidiaries has received any notice with respect to any of 
the foregoing, nor is any action pending or, to the Company's knowledge, threatened in connection with any of the foregoing. The term 
"Environmental Laws" means all federal, state, local or foreign laws relating to pollution or protection of human health or the environment 
(including, without limitation, ambient air, surface water, groundwater, land surface or subsurface strata), including, without limitation, laws 
relating to emissions, discharges, releases or threatened releases of chemicals, pollutants contaminants, or toxic or hazardous substances or 
wastes (collectively, "Hazardous Materials") into the environment, or otherwise relating to the manufacture, processing, distribution, use, 
treatment, storage, disposal, transport or handling of Hazardous Materials, as well as all authorizations, codes, decrees, demands or demand 
letters, injunctions, judgments, licenses, notices or notice letters, orders, permits, plans or regulations issued, entered, promulgated or approved 
thereunder.  

(ii) Other than those that are or were stored, used or disposed of in compliance with applicable law, no Hazardous Materials are contained on or 
about any real property currently owned, leased or used by the Company or any of its Subsidiaries, and no Hazardous Materials were released 
on or about any real property previously owned, leased or used by the Company or any of its Subsidiaries during the period the property was 
owned, leased or used by the Company or any of its Subsidiaries, except in the normal course of the Company's or any of its Subsidiaries' 
business.  

(iii) Except as set forth in Schedule 3(s), there are no underground storage tanks on or under any real property owned, leased or used by the 
Company or any of its Subsidiaries that are not in compliance with applicable law.  

t. Title to Property. The Company and its Subsidiaries have good and marketable title in fee simple to all real property and good and marketable 
title to all personal property owned by them which is material to the business of the Company and its Subsidiaries, in each case free and clear 
of all liens, encumbrances and defects except such as are described in Schedule 3(t) or such as would not have a Material Adverse Effect. Any 
real property and facilities held under lease by the Company and its Subsidiaries are held by them under valid, subsisting and enforceable 
leases with such exceptions as would not have a Material Adverse Effect.  
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u. Insurance. The Company and each of its Subsidiaries are insured by insurers of recognized financial responsibility against such losses and 
risks and in such amounts as management of the Company believes to be prudent and customary in the businesses in which the Company and 
its Subsidiaries are engaged. Neither the Company nor any such Subsidiary has any reason to believe that it will not be able to renew its 
existing insurance coverage as and when such coverage expires or to obtain similar coverage from similar insurers as may be necessary to 
continue its business at a cost that would not have a Material Adverse Effect. The Company has provided to Buyer true and correct copies of all 
policies relating to directors' and officers' liability coverage, errors and omissions coverage, and commercial general liability coverage.  

v. Internal Accounting Controls. The Company and each of its Subsidiaries maintain a system of internal accounting controls sufficient, in the 
judgment of the Company's board of directors, to provide reasonable assurance that (i) transactions are executed in accordance with 
management's general or specific authorizations, (ii) transactions are recorded as necessary to permit preparation of financial statements in 
conformity with generally accepted accounting principles and to maintain asset accountability, (iii) access to assets is permitted only in 
accordance with management's general or specific authorization and (iv) the recorded accountability for assets is compared with the existing 
assets at reasonable intervals and appropriate action is taken with respect to any differences.  

w. Foreign Corrupt Practices. Neither the Company, nor any of its Subsidiaries, nor any director, officer, agent, employee or other person 
acting on behalf of the Company or any Subsidiary has, in the course of his actions for, or on behalf of, the Company, used any corporate funds 
for any unlawful contribution, gift, entertainment or other unlawful expenses relating to political activity; made any direct or indirect unlawful 
payment to any foreign or domestic government official or employee from corporate funds; violated or is in violation of any provision of the 
U.S. Foreign Corrupt Practices Act of 1977, as amended, or made any bribe, rebate, payoff, influence payment, kickback or other unlawful 
payment to any foreign or domestic government official or employee.  

x. Solvency. The Company (after giving effect to the transactions contemplated by this Agreement) is solvent (i.e., its assets have a fair market 
value in excess of the amount required to pay its probable liabilities on its existing debts as they become absolute and matured) and currently 
the Company has no information that would lead it to reasonably conclude that the Company would not, after giving effect to the transaction 
contemplated by this Agreement, have the ability to, nor does it intend to take any action that would impair its ability to, pay its debts from 
time to time incurred in connection therewith as such debts mature. The Company did not receive a qualified opinion from its auditors with 
respect to its most recent fiscal year end and, after giving effect to the transactions contemplated by this Agreement, does not anticipate or 
know of any basis upon which its auditors might issue a qualified opinion in respect of its current fiscal year.  

y. No Investment Company. The Company is not, and upon the issuance and sale of the Securities as contemplated by this Agreement will not 
be an "investment company" required to be registered under the Investment Company Act of 1940 (an "Investment Company"). The Company 
is not controlled by an Investment Company.  

12  



z. Breach of Representations and Warranties by the Company. If the Company breaches any of the representations or warranties set forth in this 
 
Section 3, and in addition to any other remedies available to the Buyers pursuant to this Agreement, the Company shall pay to the Buyer the 
Standard Liquidated Damages Amount in cash or in shares of Common Stock at the option of the Company, until such breach is cured. If the 
Company elects to pay the Standard Liquidated Damages Amounts in shares of Common Stock, such shares shall be issued at the Conversion 
Price at the time of payment.  

4. COVENANTS.  

a. Best Efforts. The parties shall use their best efforts to satisfy timely each of the conditions described in Section 6 and 7 of this Agreement.  

b. Form D; Blue Sky Laws. The Company agrees to file a Form D with respect to the Securities as required under Regulation D and to provide 
a copy thereof to each Buyer promptly after such filing. The Company shall, on or before the Closing Date, take such action as the Company 
shall reasonably determine is necessary to qualify the Securities for sale to the Buyers at the applicable closing pursuant to this Agreement 
under applicable securities or "blue sky" laws of the states of the United States (or to obtain an exemption from such qualification), and shall 
provide evidence of any such action so taken to each Buyer on or prior to the Closing Date.  

c. Reporting Status; Eligibility to Use Form S-3, SB-2 or Form S-1. The Company's Common Stock is registered under Section 12(g) of the 
1934 Act. The Company represents and warrants that it meets the requirements for the use of Form S-3 (or if the Company is not eligible for 
the use of Form S-3 as of the Filing Date (as defined in the Registration Rights Agreement), the Company may use the form of registration for 
which it is eligible at that time) for registration of the sale by the Buyer of the Registrable Securities (as defined in the Registration Rights 
Agreement). So long as the Buyer beneficially owns any of the Securities, the Company shall timely file all reports required to be filed with the 
SEC pursuant to the 1934 Act, and the Company shall not terminate its status as an issuer required to file reports under the 1934 Act even if the 
1934 Act or the rules and regulations thereunder would permit such termination. The Company further agrees to file all reports required to be 
filed by the Company with the SEC in a timely manner so as to become eligible, and thereafter to maintain its eligibility, for the use of Form S-
3. The Company shall issue a press release describing the materials terms of the transaction contemplated hereby as soon as practicable 
following the Closing Date but in no event more than two (2) business days of the Closing Date, which press release shall be subject to prior 
review by the Buyers. The Company agrees that such press release shall not disclose the name of the Buyers unless expressly consented to in 
writing by the Buyers or unless required by applicable law or regulation, and then only to the extent of such requirement.  

d. Use of Proceeds. The Company shall use the proceeds from the sale of the Notes and the Warrants in the manner set forth in Schedule 4(d) 
attached hereto and made a part hereof and shall not, directly or indirectly, use such proceeds for any loan to or investment in any other 
corporation, partnership, enterprise or other person (except in connection with its currently existing direct or indirect Subsidiaries)  
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e. Future Offerings. Subject to the exceptions described below, the Company will not, without the prior written consent of a majority-in-interest 
of the Buyers, not to be unreasonably withheld, negotiate or contract with any party to obtain additional equity financing (including debt 
financing with an equity component) that involves (A) the issuance of Common Stock at a discount to the market price of the Common Stock 
on the date of issuance (taking into account the value of any warrants or options to acquire Common Stock issued in connection therewith) or 
(B) the issuance of convertible securities that are convertible into an indeterminate number of shares of Common Stock or (C) the issuance of 
warrants during the period (the "Lock-up Period") beginning on the Closing Date and ending on the later of (i) two hundred seventy  
(270) days from the Closing Date and (ii) one hundred eighty (180) days from the date the Registration Statement (as defined in the 
Registration Rights Agreement) is declared effective (plus any days in which sales cannot be made thereunder). In addition, subject to the 
exceptions described below, the Company will not conduct any equity financing (including debt with an equity component) ("Future 
Offerings") during the period beginning on the Closing Date and ending two (2) years after the end of the Lock-up Period unless it shall have 
first delivered to each Buyer, at least twenty (20) business days prior to the closing of such Future Offering, written notice describing the 
proposed Future Offering, including the terms and conditions thereof and proposed definitive documentation to be entered into in connection 
therewith, and providing each Buyer an option during the fifteen (15) day period following delivery of such notice to purchase its pro rata share 
(based on the ratio that the aggregate principal amount of Notes purchased by it hereunder bears to the aggregate principal amount of Notes 
purchased hereunder) of the securities being offered in the Future Offering on the same terms as contemplated by such Future Offering (the 
limitations referred to in this sentence and the preceding sentence are collectively referred to as the "Capital Raising Limitations"). In the event 
the terms and conditions of a proposed Future Offering are amended in any respect after delivery of the notice to the Buyers concerning the 
proposed Future Offering, the Company shall deliver a new notice to each Buyer describing the amended terms and conditions of the proposed 
Future Offering and each Buyer thereafter shall have an option during the fifteen (15) day period following delivery of such new notice to 
purchase its pro rata share of the securities being offered on the same terms as contemplated by such proposed Future Offering, as amended. 
The foregoing sentence shall apply to successive amendments to the terms and conditions of any proposed Future Offering. The Capital 
Raising Limitations shall not apply to any transaction involving (i) issuances of securities in a firm commitment underwritten public offering 
(excluding a continuous offering pursuant to Rule 415 under the 1933 Act) or (ii) issuances of securities as consideration for a merger, 
consolidation or purchase of assets, or in connection with any strategic partnership or joint venture (the primary purpose of which is not to raise 
equity capital), or in connection with the disposition or acquisition of a business, product or license by the Company. The Capital Raising 
Limitations also shall not apply to the issuance of securities upon exercise or conversion of the Company's options, warrants or other 
convertible securities outstanding as of the date hereof or to the grant of additional options or warrants, or the issuance of additional securities, 
under any Company stock option or restricted stock plan approved by the shareholders of the Company.  

f. Expenses. At the Closing, the Company shall reimburse Buyers for expenses incurred by them in connection with the negotiation, 
preparation, execution, delivery and performance of this Agreement and the other agreements to be executed in connection herewith 
("Documents"), including, without limitation, attorneys' and consultants' fees and expenses, transfer agent fees, fees for stock quotation 
services, fees relating to any amendments or modifications of the Documents or any consents or waivers of provisions in the Documents, fees 
for the preparation of opinions of counsel, escrow fees, and costs of restructuring the transactions contemplated by the Documents. When 
possible, the Company must pay these fees directly, otherwise the Company must make immediate payment for reimbursement to the Buyers 
for all fees and expenses immediately upon written notice by the Buyer or the submission of an invoice by the Buyer If the Company fails to 
reimburse the Buyer in full within three (3) business days of the written notice or submission of invoice by the Buyer, the Company shall pay 
interest on the total amount of fees to be reimbursed at a rate of 15% per annum.  

14  



g. Financial Information. The Company agrees to send the following reports to each Buyer until such Buyer transfers, assigns, or sells all of the 
Securities: (i) within ten (10) days after the filing with the SEC, a copy of its Annual Report on Form 10-KSB its Quarterly Reports on Form 
10-QSB and any Current Reports on Form 8-K; (ii) within one (1) day after release, copies of all press releases issued by the Company or any 
of its Subsidiaries; and (iii) contemporaneously with the making available or giving to the shareholders of the Company, copies of any notices 
or other information the Company makes available or gives to such shareholders.  

h. Authorization and Reservation of Shares. The Company shall at all times have authorized, and reserved for the purpose of issuance, a 
sufficient number of shares of Common Stock to provide for the full conversion or exercise of the outstanding Notes and Warrants and 
issuance of the Conversion Shares and Warrant Shares in connection therewith (based on the Conversion Price of the Notes or Exercise Price 
of the Warrants in effect from time to time) and as otherwise required by the Notes. The Company shall not reduce the number of shares of 
Common Stock reserved for issuance upon conversion of Notes and exercise of the Warrants without the consent of each Buyer. The Company 
shall at all times maintain the number of shares of Common Stock so reserved for issuance at an amount ("Reserved Amount") equal to no less 
than two (2) times the number that is then actually issuable upon full conversion of the Notes and Additional Notes and upon exercise of the 
Warrants and the Additional Warrants (based on the Conversion Price of the Notes or the Exercise Price of the Warrants in effect from time to 
time). If at any time the number of shares of Common Stock authorized and reserved for issuance ("Authorized and Reserved Shares") is below 
the Reserved Amount, the Company will promptly take all corporate action necessary to authorize and reserve a sufficient number of shares, 
including, without limitation, calling a special meeting of shareholders to authorize additional shares to meet the Company's obligations under 
this Section 4(h), in the case of an insufficient number of authorized shares, obtain shareholder approval of an increase in such authorized 
number of shares, and voting the management shares of the Company in favor of an increase in the authorized shares of the Company to ensure 
that the number of authorized shares is sufficient to meet the Reserved Amount. If the Company fails to obtain such shareholder approval 
within thirty (30) days following the date on which the number of Reserved Amount exceeds the Authorized and Reserved Shares, the 
Company shall pay to the Borrower the Standard Liquidated Damages Amount, in cash or in shares of Common Stock at the option of the 
Buyer. If the Buyer elects to be paid the Standard Liquidated Damages Amount in shares of Common Stock, such shares shall be issued at the 
Conversion Price at the time of payment. In order to ensure that the Company has authorized a sufficient amount of shares to meet the 
Reserved Amount at all times, the Company must deliver to the Buyer at the end of every month a list detailing (1) the current amount of 
shares authorized by the Company and reserved for the Buyer; and (2) amount of shares issuable upon conversion of the Notes and upon 
exercise of the Warrants and as payment of interest accrued on the Notes for one year. If the Company fails to provide such list within five (5) 
business days of the end of each month, the Company shall pay the Standard Liquidated Damages Amount, in cash or in shares of Common 
Stock at the option of the Buyer, until the list is delivered. If the Buyer elects to be paid the Standard Liquidated Damages Amount in shares of 
Common Stock, such shares shall be issued at the Conversion Price at the time of payment.  
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i. Listing. The Company shall promptly secure the listing of the Conversion Shares and Warrant Shares upon each national securities exchange 
or automated quotation system, if any, upon which shares of Common Stock are then listed (subject to official notice of issuance) and, so long 
as any Buyer owns any of the Securities, shall maintain, so long as any other shares of Common Stock shall be so listed, such listing of all 
Conversion Shares and Warrant Shares from time to time issuable upon conversion of the Notes or exercise of the Warrants. The Company will 
obtain and, so long as any Buyer owns any of the Securities, maintain the listing and trading of its Common Stock on the OTCBB or any 
equivalent replacement exchange, the Nasdaq National Market ("Nasdaq"), the Nasdaq SmallCap Market ("Nasdaq SmallCap"), the New York 
Stock Exchange ("NYSE"), or the American Stock Exchange ("AMEX") and will comply in all respects with the Company's reporting, filing 
and other obligations under the bylaws or rules of the National Association of Securities Dealers ("NASD") and such exchanges, as applicable. 
The Company shall promptly provide to each Buyer copies of any notices it receives from the OTCBB and any other exchanges or quotation 
systems on which the Common Stock is then listed regarding the continued eligibility of the Common Stock for listing on such exchanges and 
quotation systems.  

j. Corporate Existence. So long as a Buyer beneficially owns any Notes or Warrants, the Company shall maintain its corporate existence and 
shall not sell all or substantially all of the Company's assets, except in the event of a merger or consolidation or sale of all or substantially all of 
the Company's assets, where the surviving or successor entity in such transaction  
(i) assumes the Company's obligations hereunder and under the agreements and instruments entered into in connection herewith and (ii) is a 
publicly traded corporation whose Common Stock is listed for trading on the OTCBB, Nasdaq, Nasdaq SmallCap, NYSE or AMEX.  

k. No Integration. The Company shall not make any offers or sales of any security (other than the Securities) under circumstances that would 
require registration of the Securities being offered or sold hereunder under the 1933 Act or cause the offering of the Securities to be integrated 
with any other offering of securities by the Company for the purpose of any stockholder approval provision applicable to the Company or its 
securities.  

l. Key Man Insurance. The Company shall use its best efforts to obtain, on or before five (5) business days from the date hereof, key man life 
insurance on all of the Company's officers and division heads.  
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m. Restriction on Short Sales. The Buyers agree that, so long as any of the Notes remain outstanding, but in no event less than two (2) years 
from the date hereof, the Buyers will not enter into or effect any "short sales" (as such term is defined in Rule 3b-3 of the 1934 Act) of the 
Common Stock or hedging transaction which establishes a net short position with respect to the Common Stock.  

n. Breach of Covenants. If the Company breaches any of the covenants set forth in this Section 4, and in addition to any other remedies 
available to the Buyers pursuant to this Agreement, the Company shall pay to the Buyers the Standard Liquidated Damages Amount, in cash or 
in shares of Common Stock at the option of the Company, until such breach is cured. If the Company elects to pay the Standard Liquidated 
Damages Amount in shares, such shares shall be issued at the Conversion Price at the time of payment.  

5. TRANSFER AGENT INSTRUCTIONS. The Company shall issue irrevocable instructions to its transfer agent to issue certificates, 
registered in the name of each Buyer or its nominee, for the Conversion Shares and Warrant Shares in such amounts as specified from time to 
time by each Buyer to the Company upon conversion of the Notes or exercise of the Warrants in accordance with the terms thereof (the 
"Irrevocable Transfer Agent Instructions"). Prior to registration of the Conversion Shares and Warrant Shares under the 1933 Act or the date on 
which the Conversion Shares and Warrant Shares may be sold pursuant to Rule 144 without any restriction as to the number of Securities as of 
a particular date that can then be immediately sold, all such certificates shall bear the restrictive legend specified in Section 2(g) of this 
Agreement. The Company warrants that no instruction other than the Irrevocable Transfer Agent Instructions referred to in this Section 5, and 
stop transfer instructions to give effect to Section 2(f) hereof (in the case of the Conversion Shares and Warrant Shares, prior to registration of 
the Conversion Shares and Warrant Shares under the 1933 Act or the date on which the Conversion Shares and Warrant Shares may be sold 
pursuant to Rule 144 without any restriction as to the number of Securities as of a particular date that can then be immediately sold), will be 
given by the Company to its transfer agent and that the Securities shall otherwise be freely transferable on the books and records of the 
Company as and to the extent provided in this Agreement and the Registration Rights Agreement. Nothing in this Section shall affect in any 
way the Buyer's obligations and agreement set forth in Section 2(g) hereof to comply with all applicable prospectus delivery requirements, if 
any, upon re-sale of the Securities. If a Buyer provides the Company with (i) an opinion of counsel in form, substance and scope customary for 
opinions in comparable transactions, to the effect that a public sale or transfer of such Securities may be made without registration under the 
1933 Act and such sale or transfer is effected or (ii) the Buyer provides reasonable assurances that the Securities can be sold pursuant to Rule 
144, the Company shall permit the transfer, and, in the case of the Conversion Shares and Warrant Shares, promptly instruct its transfer agent 
to issue one or more certificates, free from restrictive legend, in such name and in such denominations as specified by such Buyer. The 
Company acknowledges that a breach by it of its obligations hereunder will cause irreparable harm to the Buyers, by vitiating the intent and 
purpose of the transactions contemplated hereby. Accordingly, the Company acknowledges that the remedy at law for a breach of its 
obligations under this Section 5 may be inadequate and agrees, in the event of a breach or threatened breach by the Company of the provisions 
of this Section, that the Buyers shall be entitled, in addition to all other available remedies, to an injunction restraining any breach and requiring 
immediate transfer, without the necessity of showing economic loss and without any bond or other security being required.  
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6. CONDITIONS TO THE COMPANY'S OBLIGATION TO SELL. The obligation of the Company hereunder to issue and sell the Notes and 
Warrants to a Buyer at the Closing is subject to the satisfaction, at or before the Closing Date of each of the following conditions thereto, 
provided that these conditions are for the Company's sole benefit and may be waived by the Company at any time in its sole discretion:  

a. The applicable Buyer shall have executed this Agreement and the Registration Rights Agreement, and delivered the same to the Company.  

b. The applicable Buyer shall have delivered the Purchase Price in accordance with Section 1(b) above.  

c. The representations and warranties of the applicable Buyer shall be true and correct in all material respects as of the date when made and as 
of the Closing Date as though made at that time (except for representations and warranties that speak as of a specific date), and the applicable 
Buyer shall have performed, satisfied and complied in all material respects with the covenants, agreements and conditions required by this 
Agreement to be performed, satisfied or complied with by the applicable Buyer at or prior to the Closing Date.  

d. No litigation, statute, rule, regulation, executive order, decree, ruling or injunction shall have been enacted, entered, promulgated or endorsed 
by or in any court or governmental authority of competent jurisdiction or any self-regulatory organization having authority over the matters 
contemplated hereby which prohibits the consummation of any of the transactions contemplated by this Agreement.  

7. CONDITIONS TO EACH BUYER'S OBLIGATION TO PURCHASE. The obligation of each Buyer hereunder to purchase the Notes and 
Warrants at the Closing is subject to the satisfaction, at or before the Closing Date of each of the following conditions, provided that these 
conditions are for such Buyer's sole benefit and may be waived by such Buyer at any time in its sole discretion:  

a. The Company shall have executed this Agreement and the Registration Rights Agreement, and delivered the same to the Buyer.  

b. The Company shall have delivered to such Buyer duly executed Notes (in such denominations as the Buyer shall request) and Warrants in 
accordance with Section 1(b) above.  

c. The Irrevocable Transfer Agent Instructions, in form and substance satisfactory to a majority-in-interest of the Buyers, shall have been 
delivered to and acknowledged in writing by the Company's Transfer Agent.  

d. The representations and warranties of the Company shall be true and correct in all material respects as of the date when made and as of the 
Closing Date as though made at such time (except for representations and warranties that speak as of a specific date) and the Company shall 
have performed, satisfied and complied in all material respects with the covenants, agreements and conditions required by this Agreement to be 
performed, satisfied or complied with by the Company at or prior to the Closing Date. The Buyer shall have received a certificate or 
certificates, executed by the chief executive officer of the Company, dated as of the Closing Date, to the foregoing effect and as to such other 
matters as may be reasonably requested by such Buyer including, but not limited to certificates with respect to the Company's Articles of 
Incorporation, By-laws and Board of Directors' resolutions relating to the transactions contemplated hereby.  
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e. No litigation, statute, rule, regulation, executive order, decree, ruling or injunction shall have been enacted, entered, promulgated or endorsed 
by or in any court or governmental authority of competent jurisdiction or any self-regulatory organization having authority over the matters 
contemplated hereby which prohibits the consummation of any of the transactions contemplated by this Agreement.  

f. No event shall have occurred which could reasonably be expected to have a Material Adverse Effect on the Company.  

g. The Conversion Shares and Warrant Shares shall have been authorized for quotation on the OTCBB and trading in the Common Stock on 
the OTCBB shall not have been suspended by the SEC or the OTCBB.  

h. The Buyer shall have received an opinion of the Company's counsel, dated as of the Closing Date, in form, scope and substance reasonably 
satisfactory to the Buyer and in substantially the same form as Exhibit "D" attached hereto.  

i. The Buyer shall have received an officer's certificate described in Section 3(c) above, dated as of the Closing Date.  

8. GOVERNING LAW; MISCELLANEOUS.  

a. Governing Law. THIS AGREEMENT SHALL BE ENFORCED, GOVERNED BY AND CONSTRUED IN ACCORDANCE WITH THE 
LAWS OF THE STATE OF NEW YORK APPLICABLE TO AGREEMENTS MADE AND TO BE PERFORMED ENTIRELY WITHIN 
SUCH STATE, WITHOUT REGARD TO THE PRINCIPLES OF CONFLICT OF LAWS. THE PARTIES HERETO HEREBY SUBMIT TO 
THE EXCLUSIVE JURISDICTION OF THE UNITED STATES FEDERAL COURTS LOCATED IN NEW YORK, NEW YORK WITH 
RESPECT TO ANY DISPUTE ARISING UNDER THIS AGREEMENT, THE AGREEMENTS ENTERED INTO IN CONNECTION 
HEREWITH OR THE TRANSACTIONS CONTEMPLATED HEREBY OR THEREBY. BOTH PARTIES IRREVOCABLY WAIVE THE 
DEFENSE OF AN INCONVENIENT FORUM TO THE MAINTENANCE OF SUCH SUIT OR PROCEEDING. BOTH PARTIES 
FURTHER AGREE THAT SERVICE OF PROCESS UPON A PARTY MAILED BY FIRST CLASS MAIL SHALL BE DEEMED IN 
EVERY RESPECT EFFECTIVE SERVICE OF PROCESS UPON THE PARTY IN ANY SUCH SUIT OR PROCEEDING. NOTHING 
HEREIN SHALL AFFECT EITHER PARTY'S RIGHT TO SERVE PROCESS IN ANY OTHER MANNER PERMITTED BY LAW. BOTH 
PARTIES AGREE THAT A FINAL NON-APPEALABLE JUDGMENT IN ANY SUCH SUIT OR PROCEEDING SHALL BE 
CONCLUSIVE AND MAY BE ENFORCED IN OTHER JURISDICTIONS BY SUIT ON SUCH JUDGMENT OR IN ANY OTHER 
LAWFUL MANNER. THE PARTY WHICH DOES NOT PREVAIL IN ANY DISPUTE ARISING UNDER THIS AGREEMENT SHALL 
BE RESPONSIBLE FOR ALL FEES AND EXPENSES, INCLUDING ATTORNEYS' FEES, INCURRED BY THE PREVAILING PARTY 
IN CONNECTION WITH SUCH DISPUTE.  

19  



b. Counterparts; Signatures by Facsimile. This Agreement may be executed in one or more counterparts, each of which shall be deemed an 
original but all of which shall constitute one and the same agreement and shall become effective when counterparts have been signed by each 
party and delivered to the other party. This Agreement, once executed by a party, may be delivered to the other party hereto by facsimile 
transmission of a copy of this Agreement bearing the signature of the party so delivering this Agreement.  

c. Headings. The headings of this Agreement are for convenience of reference only and shall not form part of, or affect the interpretation of, 
this Agreement.  

d. Severability. In the event that any provision of this Agreement is invalid or unenforceable under any applicable statute or rule of law, then 
such provision shall be deemed inoperative to the extent that it may conflict therewith and shall be deemed modified to conform with such 
statute or rule of law. Any provision hereof which may prove invalid or unenforceable under any law shall not affect the validity or 
enforceability of any other provision hereof.  

e. Entire Agreement; Amendments. This Agreement and the instruments referenced herein contain the entire understanding of the parties with 
respect to the matters covered herein and therein and, except as specifically set forth herein or therein, neither the Company nor the Buyer 
makes any representation, warranty, covenant or undertaking with respect to such matters. No provision of this Agreement may be waived or 
amended other than by an instrument in writing signed by the party to be charged with enforcement.  

f. Notices. Any notices required or permitted to be given under the terms of this Agreement shall be sent by certified or registered mail (return 
receipt requested) or delivered personally or by courier (including a recognized overnight delivery service) or by facsimile and shall be 
effective five days after being placed in the mail, if mailed by regular United States mail, or upon receipt, if delivered personally or by courier 
(including a recognized overnight delivery service) or by facsimile, in each case addressed to a party. The addresses for such communications 
shall be:  
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If to the Company:  

Cyberlux Corporation  
4625 Creekstone Drive, Suite 100  

Research Triangle Park  
Durham, North Carolina 27703  

Attention: Chief Executive Officer  
Telephone: 919-474-9700  
Facsimile: 919-474-9712  

With a copy to:  

Cyberlux Corporation  
241 Lamplighter Lane  

Marietta, Georgia 30067  
Attention: John W. Ringo, Esq.  

Telephone: 770-952-1904  
Facsimile: 770-952-0894  

If to a Buyer: To the address set forth immediately below such Buyer's name on the signature pages hereto.  

With copy to:  

Ballard Spahr Andrews & Ingersoll, LLP 1735 Market Street 51st Floor Philadelphia, Pennsylvania 19103 Attention: Gerald J. Guarcini, Esq.  

Telephone: 215-864-8625  
Facsimile: 215-864-8999  

Email: guarcini@ballardspahr.com  

Each party shall provide notice to the other party of any change in address.  

g. Successors and Assigns. This Agreement shall be binding upon and inure to the benefit of the parties and their successors and assigns. 
Neither the Company nor any Buyer shall assign this Agreement or any rights or obligations hereunder without the prior written consent of the 
other. Notwithstanding the foregoing, subject to Section 2(f), any Buyer may assign its rights hereunder to any person that purchases Securities 
in a private transaction from a Buyer or to any of its "affiliates," as that term is defined under the 1934 Act, without the consent of the 
Company.  

h. Third Party Beneficiaries. This Agreement is intended for the benefit of the parties hereto and their respective permitted successors and 
assigns, and is not for the benefit of, nor may any provision hereof be enforced by, any other person.  
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i. Survival. The representations and warranties of the Company and the agreements and covenants set forth in Sections 3, 4, 5 and 8 shall 
survive the closing hereunder notwithstanding any due diligence investigation conducted by or on behalf of the Buyers. The Company agrees to 
indemnify and hold harmless each of the Buyers and all their officers, directors, employees and agents for loss or damage arising as a result of 
or related to any breach or alleged breach by the Company of any of its representations, warranties and covenants set forth in Sections 3 and 4 
hereof or any of its covenants and obligations under this Agreement or the Registration Rights Agreement, including advancement of expenses 
as they are incurred.  

j. Publicity. The Company and each of the Buyers shall have the right to review a reasonable period of time before issuance of any press 
releases, SEC, OTCBB or NASD filings, or any other public statements with respect to the transactions contemplated hereby; provided, 
however, that the Company shall be entitled, without the prior approval of each of the Buyers, to make any press release or SEC, OTCBB (or 
other applicable trading market) or NASD filings with respect to such transactions as is required by applicable law and regulations (although 
each of the Buyers shall be consulted by the Company in connection with any such press release prior to its release and shall be provided with a 
copy thereof and be given an opportunity to comment thereon).  

k. Further Assurances. Each party shall do and perform, or cause to be done and performed, all such further acts and things, and shall execute 
and deliver all such other agreements, certificates, instruments and documents, as the other party may reasonably request in order to carry out 
the intent and accomplish the purposes of this Agreement and the consummation of the transactions contemplated hereby.  

l. No Strict Construction. The language used in this Agreement will be deemed to be the language chosen by the parties to express their mutual 
intent, and no rules of strict construction will be applied against any party.  

m. Remedies. The Company acknowledges that a breach by it of its obligations hereunder will cause irreparable harm to the Buyers by vitiating 
the intent and purpose of the transaction contemplated hereby. Accordingly, the Company acknowledges that the remedy at law for a breach of 
its obligations under this Agreement will be inadequate and agrees, in the event of a breach or threatened breach by the Company of the 
provisions of this Agreement, that the Buyers shall be entitled, in addition to all other available remedies at law or in equity, and in addition to 
the penalties assessable herein, to an injunction or injunctions restraining, preventing or curing any breach of this Agreement and to enforce 
specifically the terms and provisions hereof, without the necessity of showing economic loss and without any bond or other security being 
required.  

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]  
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IN WITNESS WHEREOF, the undersigned Buyers and the Company have caused this Agreement to be duly executed as of the date first above 
written.  

CYBERLUX CORPORATION  

 

AJW PARTNERS, LLC  
By: SMS Group, LLC  

 

RESIDENCE: Delaware  

ADDRESS: 1044 Northern Boulevard  
Suite 302  
Roslyn, New York 11576  
Facsimile: (516) 739-7115  
Telephone: (516) 739-7110  

AGGREGATE SUBSCRIPTION AMOUNT:  
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/s/ DONALD F. EVANS 
------------------- 
Donald F. Evans 
Chief Executive Officer 

/s/ COREY S. RIBOTSKY 
Corey S. Ribotsky 
Manager 

Aggregate Principal Amount of Notes:                          $________  
Number of Warrants:                                            ________  
Aggregate Purchase Price:                                     $________  



AJW OFFSHORE, LTD.  
By: First Street Manager II, LLC  

 

RESIDENCE: Cayman Islands  

ADDRESS: AJW Offshore, Ltd.  
P.O. Box 32021 SMB  
Grand Cayman, Cayman Island, B.W.I.  

AGGREGATE SUBSCRIPTION AMOUNT:  
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/s/ COREY S. RIBOTSKY 
--------------------- 
Corey S. Ribotsky 
Manager 

Aggregate Principal Amount of Notes:                          $_______  
Number of Warrants:                                            _______  
Aggregate Purchase Price:                                     $_______  



AJW QUALIFIED PARTNERS, LLC  
By: AJW Manager, LLC  

 

RESIDENCE: New York  

ADDRESS: 1044 Northern Boulevard  
Suite 302  
Roslyn, New York 11576 Facsimile: (516) 739-7115 Telephone: (516) 739-7110  

AGGREGATE SUBSCRIPTION AMOUNT:  
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/s/ COREY S. RIBOTSKY 
--------------------- 
Corey S. Ribotsky 
Manager 

Aggregate Principal Amount of Notes:                          $________  
Number of Warrants:                                            ________  
Aggregate Purchase Price:                                     $________  



NEW MILLENNIUM CAPITAL PARTNERS II, LLC  
By: First Street Manager II, LLP  

 

RESIDENCE: New York  

ADDRESS: 1044 Northern Boulevard  
Suite 302  
Roslyn, New York 11576  
Facsimile: (516) 739-7115 Telephone: (516) 739-7110  

AGGREGATE SUBSCRIPTION AMOUNT:  
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/s/ COREY S. RIBOTSKY 
--------------------- 
Corey S. Ribotsky 
Manager 

Aggregate Principal Amount of Notes:                          $______  
Number of Warrants:                                            ______  
Aggregate Purchase Price:                                     $______  



Exhibit 4.2  

THE SECURITIES REPRESENTED BY THIS CERTIFICATE HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 
1933, AS AMENDED (THE "ACT"). THE SECURITIES MAY NOT BE SOLD, TRANSFERRED OR ASSIGNED IN THE ABSENCE OF 
AN EFFECTIVE REGISTRATION STATEMENT FOR THE SECURITIES UNDER SAID ACT, OR AN OPINION OF COUNSEL IN 
FORM, SUBSTANCE AND SCOPE CUSTOMARY FOR OPINIONS OF COUNSEL IN COMPARABLE TRANSACTIONS THAT 
REGISTRATION IS NOT REQUIRED UNDER SAID ACT OR UNLESS SOLD PURSUANT TO RULE 144 OR REGULATION S 
UNDER SAID ACT.  

CALLABLE SECURED CONVERTIBLE NOTE  

Durham, North Carolina  
October 24, 2005 $432,800  

FOR VALUE RECEIVED, CYBERLUX CORPORATION, a Nevada corporation (hereinafter called the "Borrower"), hereby promises to pay 
to the order of AJW Offshore, Ltd. or registered assigns (the "Holder") the sum of $432,800, on October 24, 2008 (the "Maturity Date"), and to 
pay interest on the unpaid principal balance hereof at the rate of ten percent (10%) (the "Interest Rate") per annum from October 24, 2005 (the 
"Issue Date") until the same becomes due and payable, whether at maturity or upon acceleration or by prepayment or otherwise. Any amount of 
principal or interest on this Note which is not paid when due shall bear interest at the rate of fifteen percent (15%) per annum from the due date 
thereof until the same is paid ("Default Interest"). Interest shall commence accruing on the Issue Date, shall be computed on the basis of a 365-
day year and the actual number of days elapsed and shall be payable quarterly provided that no interest shall be due and payable for any month 
in which the Trading Price (as such term is defined below) is greater than $.0375 for each Trading Day (as such term is defined below) of the 
month. All payments due hereunder (to the extent not converted into common stock, $.001 par value per share (the "Common Stock") in 
accordance with the terms hereof) shall be made in lawful money of the United States of America. All payments shall be made at such address 
as the Holder shall hereafter give to the Borrower by written notice made in accordance with the provisions of this Note. Whenever any amount 
expressed to be due by the terms of this Note is due on any day which is not a business day, the same shall instead be due on the next 
succeeding day which is a business day and, in the case of any interest payment date which is not the date on which this Note is paid in full, the 
extension of the due date thereof shall not be taken into account for purposes of determining the amount of interest due on such date. As used in 
this Note, the term "business day" shall mean any day other than a Saturday, Sunday or a day on which commercial banks in the city of New 
York, New York are authorized or required by law or executive order to remain closed. Each capitalized term used herein, and not otherwise 
defined, shall have the meaning ascribed thereto in that certain Securities Purchase Agreement, dated October 24, 2005, pursuant to which this 
Note was originally issued (the "Purchase Agreement").  



This Note is free from all taxes, liens, claims and encumbrances with respect to the issue thereof and shall not be subject to preemptive rights or 
other similar rights of shareholders of the Borrower and will not impose personal liability upon the holder thereof. The obligations of the 
Borrower under this Note shall be secured by that certain Security Agreement and Intellectual Property Security Agreement, each dated 
October 24, 2005 by and between the Borrower and the Holder.  

The following terms shall apply to this Note:  

ARTICLE I. CONVERSION RIGHTS  

1.1 Conversion Right. The Holder shall have the right from time to time, and at any time on or prior to the earlier of (i) the Maturity Date and  
(ii) the date of payment of the Default Amount (as defined in Article III) pursuant to Section 1.6(a) or Article III, the Optional Prepayment 
Amount (as defined in Section 5.1 or any payments pursuant to Section 1.7, each in respect of the remaining outstanding principal amount of 
this Note to convert all or any part of the outstanding and unpaid principal amount of this Note into fully paid and non-assessable shares of 
Common Stock, as such Common Stock exists on the Issue Date, or any shares of capital stock or other securities of the Borrower into which 
such Common Stock shall hereafter be changed or reclassified at the conversion price (the "Conversion Price") determined as provided herein 
(a "Conversion"); provided, however, that in no event shall the Holder be entitled to convert any portion of this Note in excess of that portion 
of this Note upon conversion of which the sum of (1) the number of shares of Common Stock beneficially owned by the Holder and its 
affiliates (other than shares of Common Stock which may be deemed beneficially owned through the ownership of the unconverted portion of 
the Notes or the unexercised or unconverted portion of any other security of the Borrower (including, without limitation, the warrants issued by 
the Borrower pursuant to the Purchase Agreement) subject to a limitation on conversion or exercise analogous to the limitations contained 
herein) and (2) the number of shares of Common Stock issuable upon the conversion of the portion of this Note with respect to which the 
determination of this proviso is being made, would result in beneficial ownership by the Holder and its affiliates of more than 4.99% of the 
outstanding shares of Common Stock and provided further that the Holder shall not be entitled to convert any portion of this Note during any 
month immediately succeeding a Determination Date on which the Borrower exercises its prepayment option pursuant to Section 5.2 of this 
Note. For purposes of the proviso to the immediately preceding sentence, beneficial ownership shall be determined in accordance with Section 
13(d) of the Securities Exchange Act of 1934, as amended, and Regulations 13D-G thereunder, except as otherwise provided in clause (1) of 
such proviso. The number of shares of Common Stock to be issued upon each conversion of this Note shall be determined by dividing the 
Conversion Amount (as defined below) by the applicable Conversion Price then in effect on the date specified in the notice of conversion, in 
the form attached hereto as Exhibit A (the "Notice of Conversion"), delivered to the Borrower by the Holder in accordance with Section 1.4 
below; provided that the Notice of Conversion is submitted by facsimile (or by other means resulting in, or reasonably expected to result in, 
notice) to the Borrower before 6:00 p.m., New York, New York time on such conversion date (the "Conversion Date"). The term "Conversion 
Amount" means, with respect to any conversion of this Note, the sum of (1) the principal amount of this Note to be converted in such 
conversion plus (2) accrued and unpaid interest, if any, on such principal amount at the interest rates provided in this Note to the Conversion 
Date plus (3) Default Interest, if any, on the amounts referred to in the immediately preceding clauses (1) and/or (2) plus (4) at the Holder's 
option, any amounts owed to the Holder pursuant to Sections 1.3 and 1.4(g) hereof or pursuant to Section 2(c) of that certain Registration 
Rights Agreement, dated as of October 24, 2005, executed in connection with the initial issuance of this Note and the other Notes issued on the 
Issue Date (the "Registration Rights Agreement"). The term "Determination Date" means the last business day of each month after the Issue 
Date.  
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1.2 Conversion Price.  

(a) Calculation of Conversion Price. The Conversion Price shall be the lesser of (i) the Variable Conversion Price (as defined herein) and  
(ii) the Fixed Conversion Price (as defined herein) (subject, in each case, to equitable adjustments for stock splits, stock dividends or rights 
offerings by the Borrower relating to the Borrower's securities or the securities of any subsidiary of the Borrower, combinations, 
recapitalization, reclassifications, extraordinary distributions and similar events). The "Variable Conversion Price" shall mean the Applicable 
Percentage (as defined herein) multiplied by the Market Price (as defined herein). "Market Price" means the average of the lowest three (3) 
Trading Prices (as defined below) for the Common Stock during the twenty (20) Trading Day period ending one Trading Day prior to the date 
the Conversion Notice is sent by the Holder to the Borrower via facsimile (the "Conversion Date"). "Trading Price" means, for any security as 
of any date, the intraday trading price on the Over-the-Counter Bulletin Board (the "OTCBB") as reported by a reliable reporting service 
mutually acceptable to and hereafter designated by Holders of a majority in interest of the Notes and the Borrower or, if the OTCBB is not the 
principal trading market for such security, the intraday trading price of such security on the principal securities exchange or trading market 
where such security is listed or traded or, if no intraday trading price of such security is available in any of the foregoing manners, the average 
of the intraday trading prices of any market makers for such security that are listed in the "pink sheets" by the National Quotation Bureau, Inc. 
If the Trading Price cannot be calculated for such security on such date in the manner provided above, the Trading Price shall be the fair market 
value as mutually determined by the Borrower and the holders of a majority in interest of the Notes being converted for which the calculation 
of the Trading Price is required in order to determine the Conversion Price of such Notes. "Trading Day" shall mean any day on which the 
Common Stock is traded for any period on the OTCBB, or on the principal securities exchange or other securities market on which the 
Common Stock is then being traded. "Applicable Percentage" shall mean 50.0%. The "Fixed Conversion Price" shall mean $.06.  
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(b) Conversion Price During Major Announcements. Notwithstanding anything contained in Section 1.2(a) to the contrary, in the event the 
Borrower (i) makes a public announcement that it intends to consolidate or merge with any other corporation (other than a merger in which the 
Borrower is the surviving or continuing corporation and its capital stock is unchanged) or sell or transfer all or substantially all of the assets of 
the Borrower or (ii) any person, group or entity (including the Borrower) publicly announces a tender offer to purchase 50% or more of the 
Borrower's Common Stock (or any other takeover scheme) (the date of the announcement referred to in clause (i) or (ii) is hereinafter referred 
to as the "Announcement Date"), then the Conversion Price shall, effective upon the Announcement Date and continuing through the Adjusted 
Conversion Price Termination Date (as defined below), be equal to the lower of (x) the Conversion Price which would have been applicable for 
a Conversion occurring on the Announcement Date and (y) the Conversion Price that would otherwise be in effect. From and after the Adjusted 
Conversion Price Termination Date, the Conversion Price shall be determined as set forth in this  
Section 1.2(a). For purposes hereof, "Adjusted Conversion Price Termination Date" shall mean, with respect to any proposed transaction or 
tender offer (or takeover scheme) for which a public announcement as contemplated by this Section 1.2(b) has been made, the date upon which 
the Borrower (in the case of clause  
(i) above) or the person, group or entity (in the case of clause (ii) above) consummates or publicly announces the termination or abandonment 
of the proposed transaction or tender offer (or takeover scheme) which caused this Section 1.2(b) to become operative.  

1.3 Authorized Shares. Subject to the Stockholder Approval (as defined in the Agreement), the Borrower covenants that during the period the 
conversion right exists, the Borrower will reserve from its authorized and unissued Common Stock a sufficient number of shares, free from 
preemptive rights, to provide for the issuance of Common Stock upon the full conversion of this Note and the other Notes issued pursuant to 
the Purchase Agreement. The Borrower is required at all times to have authorized and reserved two times the number of shares that is actually 
issuable upon full conversion of the Notes (based on the Conversion Price of the Notes or the Exercise Price of the Warrants in effect from time 
to time) (the "Reserved Amount"). The Reserved Amount shall be increased from time to time in accordance with the Borrower's obligations 
pursuant to Section 4(h) of the Purchase Agreement. The Borrower represents that upon issuance, such shares will be duly and validly issued, 
fully paid and non-assessable. In addition, if the Borrower shall issue any securities or make any change to its capital structure which would 
change the number of shares of Common Stock into which the Notes shall be convertible at the then current Conversion Price, the Borrower 
shall at the same time make proper provision so that thereafter there shall be a sufficient number of shares of Common Stock authorized and 
reserved, free from preemptive rights, for conversion of the outstanding Notes. The Borrower (i) acknowledges that it has irrevocably 
instructed its transfer agent to issue certificates for the Common Stock issuable upon conversion of this Note, and (ii) agrees that its issuance of 
this Note shall constitute full authority to its officers and agents who are charged with the duty of executing stock certificates to execute and 
issue the necessary certificates for shares of Common Stock in accordance with the terms and conditions of this Note.  
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If, at any time a Holder of this Note submits a Notice of Conversion, and the Borrower does not have sufficient authorized but unissued shares 
of Common Stock available to effect such conversion in accordance with the provisions of this Article I (a "Conversion Default"), subject to 
Section 4.8, the Borrower shall issue to the Holder all of the shares of Common Stock which are then available to effect such conversion. The 
portion of this Note which the Holder included in its Conversion Notice and which exceeds the amount which is then convertible into available 
shares of Common Stock (the "Excess Amount") shall, notwithstanding anything to the contrary contained herein, not be convertible into 
Common Stock in accordance with the terms hereof until (and at the Holder's option at any time after) the date additional shares of Common 
Stock are authorized by the Borrower to permit such conversion, at which time the Conversion Price in respect thereof shall be the lesser of (i) 
the Conversion Price on the Conversion Default Date (as defined below) and (ii) the Conversion Price on the Conversion Date thereafter 
elected by the Holder in respect thereof. In addition, the Borrower shall pay to the Holder payments  
("Conversion Default Payments") for a Conversion Default in the amount of (x)  
the sum of (1) the then outstanding principal amount of this Note plus (2) accrued and unpaid interest on the unpaid principal amount of this 
Note through the Authorization Date (as defined below) plus (3) Default Interest, if any, on the amounts referred to in clauses (1) and/or (2), 
multiplied by (y) .24, multiplied by (z) (N/365), where N = the number of days from the day the holder submits a Notice of Conversion giving 
rise to a Conversion Default (the "Conversion Default Date") to the date (the "Authorization Date") that the Borrower authorizes a sufficient 
number of shares of Common Stock to effect conversion of the full outstanding principal balance of this Note. The Borrower shall use its best 
efforts to authorize a sufficient number of shares of Common Stock as soon as practicable following the earlier of (i) such time that the Holder 
notifies the Borrower or that the Borrower otherwise becomes aware that there are or likely will be insufficient authorized and unissued shares 
to allow full conversion thereof and (ii) a Conversion Default. The Borrower shall send notice to the Holder of the authorization of additional 
shares of Common Stock, the Authorization Date and the amount of Holder's accrued Conversion Default Payments. The accrued Conversion 
Default Payments for each calendar month shall be paid in cash or shall be convertible into Common Stock (at such time as there are sufficient 
authorized shares of Common Stock) at the applicable Conversion Price, at the Borrower's option, as follows:  

(a) In the event Holder elects to take such payment in cash, cash payment shall be made to Holder by the fifth (5th) day of the month following 
the month in which it has accrued; and  

(b) In the event Holder elects to take such payment in Common Stock, the Holder may convert such payment amount into Common Stock at 
the Conversion Price (as in effect at the time of conversion) at any time after the fifth day of the month following the month in which it has 
accrued in accordance with the terms of this Article I (so long as there is then a sufficient number of authorized shares of Common Stock).  

The Holder's election shall be made in writing to the Borrower at any time prior to 6:00 p.m., New York, New York time, on the third day of 
the month following the month in which Conversion Default payments have accrued. If no election is made, the Holder shall be deemed to 
have elected to receive cash. Nothing herein shall limit the Holder's right to pursue actual damages (to the extent in excess of the Conversion 
Default Payments) for the Borrower's failure to maintain a sufficient number of authorized shares of Common Stock, and each holder shall 
have the right to pursue all remedies available at law or in equity (including degree of specific performance and/or injunctive relief).  

5  



1.4 Method of Conversion.  

(a) Mechanics of Conversion. Subject to Section 1.1, this Note may be converted by the Holder in whole or in part at any time from time to 
time after the Issue Date, by (A) submitting to the Borrower a Notice of Conversion (by facsimile or other reasonable means of communication 
dispatched on the Conversion Date prior to 6:00 p.m., New York, New York time) and (B) subject to  
Section 1.4(b), surrendering this Note at the principal office of the Borrower.  

(b) Surrender of Note Upon Conversion. Notwithstanding anything to the contrary set forth herein, upon conversion of this Note in accordance 
with the terms hereof, the Holder shall not be required to physically surrender this Note to the Borrower unless the entire unpaid principal 
amount of this Note is so converted. The Holder and the Borrower shall maintain records showing the principal amount so converted and the 
dates of such conversions or shall use such other method, reasonably satisfactory to the Holder and the Borrower, so as not to require physical 
surrender of this Note upon each such conversion. In the event of any dispute or discrepancy, such records of the Borrower shall be controlling 
and determinative in the absence of manifest error. Notwithstanding the foregoing, if any portion of this Note is converted as aforesaid, the 
Holder may not transfer this Note unless the Holder first physically surrenders this Note to the Borrower, whereupon the Borrower will 
forthwith issue and deliver upon the order of the Holder a new Note of like tenor, registered as the Holder (upon payment by the Holder of any 
applicable transfer taxes) may request, representing in the aggregate the remaining unpaid principal amount of this Note. The Holder and any 
assignee, by acceptance of this Note, acknowledge and agree that, by reason of the provisions of this paragraph, following conversion of a 
portion of this Note, the unpaid and unconverted principal amount of this Note represented by this Note may be less than the amount stated on 
the face hereof.  

(c) Payment of Taxes. The Borrower shall not be required to pay any tax which may be payable in respect of any transfer involved in the issue 
and delivery of shares of Common Stock or other securities or property on conversion of this Note in a name other than that of the Holder (or in 
street name), and the Borrower shall not be required to issue or deliver any such shares or other securities or property unless and until the 
person or persons (other than the Holder or the custodian in whose street name such shares are to be held for the Holder's account) requesting 
the issuance thereof shall have paid to the Borrower the amount of any such tax or shall have established to the satisfaction of the Borrower that 
such tax has been paid.  

(d) Delivery of Common Stock Upon Conversion. Upon receipt by the Borrower from the Holder of a facsimile transmission (or other 
reasonable means of communication) of a Notice of Conversion meeting the requirements for conversion as provided in this Section 1.4, the 
Borrower shall issue and deliver or cause to be issued and delivered to or upon the order of the Holder certificates for the Common Stock 
issuable upon such conversion within two (2) business days after such receipt (and, solely in the case of conversion of the entire unpaid 
principal amount hereof, surrender of this Note) (such second business day being hereinafter referred to as the "Deadline") in accordance with 
the terms hereof and the Purchase Agreement (including, without limitation, in accordance with the requirements of Section 2(g) of the 
Purchase Agreement that certificates for shares of Common Stock issued on or after the effective date of the Registration Statement upon 
conversion of this Note shall not bear any restrictive legend).  
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(e) Obligation of Borrower to Deliver Common Stock. Upon receipt by the Borrower of a Notice of Conversion, the Holder shall be deemed to 
be the holder of record of the Common Stock issuable upon such conversion, the outstanding principal amount and the amount of accrued and 
unpaid interest on this Note shall be reduced to reflect such conversion, and, unless the Borrower defaults on its obligations under this Article I, 
all rights with respect to the portion of this Note being so converted shall forthwith terminate except the right to receive the Common Stock or 
other securities, cash or other assets, as herein provided, on such conversion. If the Holder shall have given a Notice of Conversion as provided 
herein, the Borrower's obligation to issue and deliver the certificates for Common Stock shall be absolute and unconditional, irrespective of the 
absence of any action by the Holder to enforce the same, any waiver or consent with respect to any provision thereof, the recovery of any 
judgment against any person or any action to enforce the same, any failure or delay in the enforcement of any other obligation of the Borrower 
to the holder of record, or any setoff, counterclaim, recoupment, limitation or termination, or any breach or alleged breach by the Holder of any 
obligation to the Borrower, and irrespective of any other circumstance which might otherwise limit such obligation of the Borrower to the 
Holder in connection with such conversion. The Conversion Date specified in the Notice of Conversion shall be the Conversion Date so long as 
the Notice of Conversion is received by the Borrower before 6:00  
p.m., New York, New York time, on such date.  

(f) Delivery of Common Stock by Electronic Transfer. In lieu of delivering physical certificates representing the Common Stock issuable upon 
conversion, provided the Borrower's transfer agent is participating in the Depository Trust Company ("DTC") Fast Automated Securities 
Transfer ("FAST") program, upon request of the Holder and its compliance with the provisions contained in Section 1.1 and in this Section 1.4, 
the Borrower shall use its best efforts to cause its transfer agent to electronically transmit the Common Stock issuable upon conversion to the 
Holder by crediting the account of Holder's Prime Broker with DTC through its Deposit Withdrawal Agent Commission ("DWAC") system.  

(g) Failure to Deliver Common Stock Prior to Deadline. Without in any way limiting the Holder's right to pursue other remedies, including 
actual damages and/or equitable relief, the parties agree that if delivery of the Common Stock issuable upon conversion of this Note is more 
than two (2) days after the Deadline (other than a failure due to the circumstances described in  
Section 1.3 above, which failure shall be governed by such Section) the Borrower shall pay to the Holder $2,000 per day in cash, for each day 
beyond the Deadline that the Borrower fails to deliver such Common Stock. Such cash amount shall be paid to Holder by the fifth day of the 
month following the month in which it has accrued or, at the option of the Holder (by written notice to the Borrower by the first day of the 
month following the month in which it has accrued), shall be added to the principal amount of this Note, in which event interest shall accrue 
thereon in accordance with the terms of this Note and such additional principal amount shall be convertible into Common Stock in accordance 
with the terms of this Note.  
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1.5 Concerning the Shares. The shares of Common Stock issuable upon conversion of this Note may not be sold or transferred unless (i) such 
shares are sold pursuant to an effective registration statement under the Act or (ii) the Borrower or its transfer agent shall have been furnished 
with an opinion of counsel (which opinion shall be in form, substance and scope customary for opinions of counsel in comparable transactions) 
to the effect that the shares to be sold or transferred may be sold or transferred pursuant to an exemption from such registration or (iii) such 
shares are sold or transferred pursuant to Rule 144 under the Act (or a successor rule) ("Rule 144") or (iv) such shares are transferred to an 
"affiliate" (as defined in Rule 144) of the Borrower who agrees to sell or otherwise transfer the shares only in accordance with this  
Section 1.5 and who is an Accredited Investor (as defined in the Purchase Agreement). Except as otherwise provided in the Purchase 
Agreement (and subject to the removal provisions set forth below), until such time as the shares of Common Stock issuable upon conversion of 
this Note have been registered under the Act as contemplated by the Registration Rights Agreement or otherwise may be sold pursuant to Rule 
144 without any restriction as to the number of securities as of a particular date that can then be immediately sold, each certificate for shares of 
Common Stock issuable upon conversion of this Note that has not been so included in an effective registration statement or that has not been 
sold pursuant to an effective registration statement or an exemption that permits removal of the legend, shall bear a legend substantially in the 
following form, as appropriate:  

"THE SECURITIES REPRESENTED BY THIS CERTIFICATE HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 
1933, AS AMENDED. THE SECURITIES MAY NOT BE SOLD, TRANSFERRED OR ASSIGNED IN THE ABSENCE OF AN 
EFFECTIVE REGISTRATION STATEMENT FOR THE SECURITIES UNDER SAID ACT, OR AN OPINION OF COUNSEL IN FORM, 
SUBSTANCE AND SCOPE CUSTOMARY FOR OPINIONS OF COUNSEL IN COMPARABLE TRANSACTIONS, THAT 
REGISTRATION IS NOT REQUIRED UNDER SAID ACT UNLESS SOLD PURSUANT TO RULE 144 OR REGULATION S UNDER 
SAID ACT."  

The legend set forth above shall be removed and the Borrower shall issue to the Holder a new certificate therefor free of any transfer legend if  
(i) the Borrower or its transfer agent shall have received an opinion of counsel, in form, substance and scope customary for opinions of counsel 
in comparable transactions, to the effect that a public sale or transfer of such Common Stock may be made without registration under the Act 
and the shares are so sold or transferred, (ii) such Holder provides the Borrower or its transfer agent with reasonable assurances that the 
Common Stock issuable upon conversion of this Note (to the extent such securities are deemed to have been acquired on the same date) can be 
sold pursuant to Rule 144 or (iii) in the case of the Common Stock issuable upon conversion of this Note, such security is registered for sale by 
the Holder under an effective registration statement filed under the Act or otherwise may be sold pursuant to Rule 144 without any restriction 
as to the number of securities as of a particular date that can then be immediately sold. Nothing in this Note shall (i) limit the Borrower's 
obligation under the Registration Rights Agreement or (ii) affect in any way the Holder's obligations to comply with applicable prospectus 
delivery requirements upon the resale of the securities referred to herein.  

1.6 Effect of Certain Events.  

(a) Effect of Merger, Consolidation, Etc. At the option of the Holder, the sale, conveyance or disposition of all or substantially all of the assets 
of the Borrower, the effectuation by the Borrower of a transaction or series of related transactions in which more than 50% of the voting power 
of the Borrower is disposed of, or the consolidation, merger or other business combination of the Borrower with or into any other Person (as 
defined below) or Persons when the Borrower is not the survivor shall either: (i) be deemed to be an Event of Default (as defined in Article III) 
pursuant to which the Borrower shall be required to pay to the Holder upon the consummation of and as a condition to such transaction an 
amount equal to the Default Amount (as defined in Article III) or (ii) be treated pursuant to Section 1.6(b) hereof. "Person" shall mean any 
individual, corporation, limited liability company, partnership, association, trust or other entity or organization.  
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(b) Adjustment Due to Merger, Consolidation, Etc. If, at any time when this Note is issued and outstanding and prior to conversion of all of the 
Notes, there shall be any merger, consolidation, exchange of shares, recapitalization, reorganization, or other similar event, as a result of which 
shares of Common Stock of the Borrower shall be changed into the same or a different number of shares of another class or classes of stock or 
securities of the Borrower or another entity, or in case of any sale or conveyance of all or substantially all of the assets of the Borrower other 
than in connection with a plan of complete liquidation of the Borrower, then the Holder of this Note shall thereafter have the right to receive 
upon conversion of this Note, upon the basis and upon the terms and conditions specified herein and in lieu of the shares of Common Stock 
immediately theretofore issuable upon conversion, such stock, securities or assets which the Holder would have been entitled to receive in such 
transaction had this Note been converted in full immediately prior to such transaction (without regard to any limitations on conversion set forth 
herein), and in any such case appropriate provisions shall be made with respect to the rights and interests of the Holder of this Note to the end 
that the provisions hereof (including, without limitation, provisions for adjustment of the Conversion Price and of the number of shares issuable 
upon conversion of the Note) shall thereafter be applicable, as nearly as may be practicable in relation to any securities or assets thereafter 
deliverable upon the conversion hereof. The Borrower shall not effect any transaction described in this Section 1.6(b) unless (a) it first gives, to 
the extent practicable, thirty (30) days prior written notice (but in any event at least fifteen (15) days prior written notice) of the record date of 
the special meeting of shareholders to approve, or if there is no such record date, the consummation of, such merger, consolidation, exchange 
of shares, recapitalization, reorganization or other similar event or sale of assets (during which time the Holder shall be entitled to convert this 
Note) and (b) the resulting successor or acquiring entity (if not the Borrower) assumes by written instrument the obligations of this Section  
1.6(b). The above provisions shall similarly apply to successive consolidations, mergers, sales, transfers or share exchanges.  

(c) Adjustment Due to Distribution. If the Borrower shall declare or make any distribution of its assets (or rights to acquire its assets) to holders 
of Common Stock as a dividend, stock repurchase, by way of return of capital or otherwise (including any dividend or distribution to the 
Borrower's shareholders in cash or shares (or rights to acquire shares) of capital stock of a subsidiary (i.e., a spin-off)) (a "Distribution"), then 
the Holder of this Note shall be entitled, upon any conversion of this Note after the date of record for determining shareholders entitled to such 
Distribution, to receive the amount of such assets which would have been payable to the Holder with respect to the shares of Common Stock 
issuable upon such conversion had such Holder been the holder of such shares of Common Stock on the record date for the determination of 
shareholders entitled to such Distribution.  

9  



(d) Adjustment Due to Dilutive Issuance. If, at any time when any Notes are issued and outstanding, the Borrower issues or sells, or in 
accordance with this Section 1.6(d) hereof is deemed to have issued or sold, any shares of Common Stock for no consideration or for a 
consideration per share (before deduction of reasonable expenses or commissions or underwriting discounts or allowances in connection 
therewith) less than the Fixed Conversion Price in effect on the date of such issuance (or deemed issuance) of such shares of Common Stock (a 
"Dilutive Issuance"), then immediately upon the Dilutive Issuance, the Fixed Conversion Price will be reduced to the amount of the 
consideration per share received by the Borrower in such Dilutive Issuance; provided that only one adjustment will be made for each Dilutive 
Issuance.  

The Borrower shall be deemed to have issued or sold shares of Common Stock if the Borrower in any manner issues or grants any warrants, 
rights or options (not including employee stock option plans), whether or not immediately exercisable, to subscribe for or to purchase Common 
Stock or other securities convertible into or exchangeable for Common Stock ("Convertible Securities") (such warrants, rights and options to 
purchase Common Stock or Convertible Securities are hereinafter referred to as "Options") and the price per share for which Common Stock is 
issuable upon the exercise of such Options is less than the Fixed Conversion Price then in effect, then the Fixed Conversion Price shall be equal 
to such price per share. For purposes of the preceding sentence, the "price per share for which Common Stock is issuable upon the exercise of 
such Options" is determined by dividing (i) the total amount, if any, received or receivable by the Borrower as consideration for the issuance or 
granting of all such Options, plus the minimum aggregate amount of additional consideration, if any, payable to the Borrower upon the exercise 
of all such Options, plus, in the case of Convertible Securities issuable upon the exercise of such Options, the minimum aggregate amount of 
additional consideration payable upon the conversion or exchange thereof at the time such Convertible Securities first become convertible or 
exchangeable, by (ii) the maximum total number of shares of Common Stock issuable upon the exercise of all such Options (assuming full 
conversion of Convertible Securities, if applicable). No further adjustment to the Conversion Price will be made upon the actual issuance of 
such Common Stock upon the exercise of such Options or upon the conversion or exchange of Convertible Securities issuable upon exercise of 
such Options.  

Additionally, the Borrower shall be deemed to have issued or sold shares of Common Stock if the Borrower in any manner issues or sells any 
Convertible Securities, whether or not immediately convertible (other than where the same are issuable upon the exercise of Options), and the 
price per share for which Common Stock is issuable upon such conversion or exchange is less than the Fixed Conversion Price then in effect, 
then the Fixed Conversion Price shall be equal to such price per share. For the purposes of the preceding sentence, the "price per share for 
which Common Stock is issuable upon such conversion or exchange" is determined by dividing (i) the total amount, if any, received or 
receivable by the Borrower as consideration for the issuance or sale of all such Convertible Securities, plus the minimum aggregate amount of 
additional consideration, if any, payable to the Borrower upon the conversion or exchange thereof at the time such Convertible Securities first 
become convertible or exchangeable, by (ii) the maximum total number of shares of Common Stock issuable upon the conversion or exchange 
of all such Convertible Securities. No further adjustment to the Fixed Conversion Price will be made upon the actual issuance of such Common 
Stock upon conversion or exchange of such Convertible Securities.  
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(e) Purchase Rights. If, at any time when any Notes are issued and outstanding, the Borrower issues any convertible securities or rights to 
purchase stock, warrants, securities or other property (the "Purchase Rights") pro rata to the record holders of any class of Common Stock, then 
the Holder of this Note will be entitled to acquire, upon the terms applicable to such Purchase Rights, the aggregate Purchase Rights which 
such Holder could have acquired if such Holder had held the number of shares of Common Stock acquirable upon complete conversion of this 
Note (without regard to any limitations on conversion contained herein) immediately before the date on which a record is taken for the grant, 
issuance or sale of such Purchase Rights or, if no such record is taken, the date as of which the record holders of Common Stock are to be 
determined for the grant, issue or sale of such Purchase Rights.  

(f) Notice of Adjustments. Upon the occurrence of each adjustment or readjustment of the Conversion Price as a result of the events described 
in this Section 1.6, the Borrower, at its expense, shall promptly compute such adjustment or readjustment and prepare and furnish to the Holder 
of a certificate setting forth such adjustment or readjustment and showing in detail the facts upon which such adjustment or readjustment is 
based. The Borrower shall, upon the written request at any time of the Holder, furnish to such Holder a like certificate setting forth (i) such 
adjustment or readjustment, (ii) the Conversion Price at the time in effect and (iii) the number of shares of Common Stock and the amount, if 
any, of other securities or property which at the time would be received upon conversion of the Note.  

1.7 Trading Market Limitations. Unless permitted by the applicable rules and regulations of the principal securities market on which the 
Common Stock is then listed or traded, in no event shall the Borrower issue upon conversion of or otherwise pursuant to this Note and the other 
Notes issued pursuant to the Purchase Agreement more than the maximum number of shares of Common Stock that the Borrower can issue 
pursuant to any rule of the principal United States securities market on which the Common Stock is then traded (the "Maximum Share 
Amount"), which shall be 19.99% of the total shares outstanding on the Closing Date (as defined in the Purchase Agreement), subject to 
equitable adjustment from time to time for stock splits, stock dividends, combinations, capital reorganizations and similar events relating to the 
Common Stock occurring after the date hereof. Once the Maximum Share Amount has been issued (the date of which is hereinafter referred to 
as the "Maximum Conversion Date"), if the Borrower fails to eliminate any prohibitions under applicable law or the rules or regulations of any 
stock exchange, interdealer quotation system or other self-regulatory organization with jurisdiction over the Borrower or any of its securities on 
the Borrower's ability to issue shares of Common Stock in excess of the Maximum Share Amount (a "Trading Market Prepayment Event"), in 
lieu of any further right to convert this Note, and in full satisfaction of the Borrower's obligations under this Note, the Borrower shall pay to the 
Holder, within fifteen (15) business days of the Maximum Conversion Date (the "Trading Market Prepayment Date"), an amount equal to 
130% times the sum of (a) the then outstanding principal amount of this Note immediately following the Maximum Conversion Date, plus (b) 
accrued and unpaid interest on the unpaid principal amount of this Note to the Trading Market Prepayment Date, plus (c) Default Interest, if 
any, on the amounts referred to in clause (a) and/or (b) above, plus (d) any optional amounts that may be added thereto at the Maximum 
Conversion Date by the Holder in accordance with the terms hereof (the then outstanding principal amount of this Note immediately following 
the Maximum Conversion Date, plus the amounts referred to in clauses (b), (c) and (d) above shall collectively be referred to as the "Remaining 
Convertible Amount"). With respect to each Holder of Notes, the Maximum Share Amount shall refer to such Holder's pro rata share thereof 
determined in accordance with Section 4.8 below. In the event that the sum of (x) the aggregate number of shares of Common Stock issued 
upon conversion of this Note and the other Notes issued pursuant to the Purchase Agreement plus (y) the aggregate number of shares of 
Common Stock that remain issuable upon conversion of this Note and the other Notes issued pursuant to the Purchase Agreement, represents at 
least one hundred percent (100%) of the Maximum Share Amount (the "Triggering Event"), the Borrower will use its best efforts to seek and 
obtain Shareholder Approval (or obtain such other relief as will allow conversions hereunder in excess of the Maximum Share Amount) as 
soon as practicable following the Triggering Event and before the Maximum Conversion Date. As used herein, "Shareholder Approval" means 
approval by the shareholders of the Borrower to authorize the issuance of the full number of shares of Common Stock which would be issuable 
upon full conversion of the then outstanding Notes but for the Maximum Share Amount.  
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1.8 Status as Shareholder. Upon submission of a Notice of Conversion by a Holder, (i) the shares covered thereby (other than the shares, if any, 
which cannot be issued because their issuance would exceed such Holder's allocated portion of the Reserved Amount or Maximum Share 
Amount) shall be deemed converted into shares of Common Stock and (ii) the Holder's rights as a Holder of such converted portion of this 
Note shall cease and terminate, excepting only the right to receive certificates for such shares of Common Stock and to any remedies provided 
herein or otherwise available at law or in equity to such Holder because of a failure by the Borrower to comply with the terms of this Note. 
Notwithstanding the foregoing, if a Holder has not received certificates for all shares of Common Stock prior to the tenth (10th) business day 
after the expiration of the Deadline with respect to a conversion of any portion of this Note for any reason, then (unless the Holder otherwise 
elects to retain its status as a holder of Common Stock by so notifying the Borrower) the Holder shall regain the rights of a Holder of this Note 
with respect to such unconverted portions of this Note and the Borrower shall, as soon as practicable, return such unconverted Note to the 
Holder or, if the Note has not been surrendered, adjust its records to reflect that such portion of this Note has not been converted. In all cases, 
the Holder shall retain all of its rights and remedies (including, without limitation, (i) the right to receive Conversion Default Payments 
pursuant to Section 1.3 to the extent required thereby for such Conversion Default and any subsequent Conversion Default and (ii) the right to 
have the Conversion Price with respect to subsequent conversions determined in accordance with Section 1.3) for the Borrower's failure to 
convert this Note.  

ARTICLE II. CERTAIN COVENANTS  

2.1 Distributions on Capital Stock. So long as the Borrower shall have any obligation under this Note, the Borrower shall not without the 
Holder's written consent (a) pay, declare or set apart for such payment, any dividend or other distribution (whether in cash, property or other 
securities) on shares of capital stock other than dividends on shares of Common Stock solely in the form of additional shares of Common Stock 
or (b) directly or indirectly or through any subsidiary make any other payment or distribution in respect of its capital stock except for 
distributions pursuant to any shareholders' rights plan which is approved by a majority of the Borrower's disinterested directors.  
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2.2 Restriction on Stock Repurchases. So long as the Borrower shall have any obligation under this Note, the Borrower shall not without the 
Holder's written consent redeem, repurchase or otherwise acquire (whether for cash or in exchange for property or other securities or otherwise) 
in any one transaction or series of related transactions any shares of capital stock of the Borrower or any warrants, rights or options to purchase 
or acquire any such shares.  

2.3 Borrowings. So long as the Borrower shall have any obligation under this Note, the Borrower shall not, without the Holder's written 
consent, create, incur, assume or suffer to exist any liability for borrowed money, except (a) borrowings in existence or committed on the date 
hereof and of which the Borrower has informed Holder in writing prior to the date hereof, (b) indebtedness to trade creditors or financial 
institutions incurred in the ordinary course of business or (c) borrowings, the proceeds of which shall be used to repay this Note.  

2.4 Sale of Assets. So long as the Borrower shall have any obligation under this Note, the Borrower shall not, without the Holder's written 
consent, sell, lease or otherwise dispose of any significant portion of its assets outside the ordinary course of business. Any consent to the 
disposition of any assets may be conditioned on a specified use of the proceeds of disposition.  

2.5 Advances and Loans. So long as the Borrower shall have any obligation under this Note, the Borrower shall not, without the Holder's 
written consent, lend money, give credit or make advances to any person, firm, joint venture or corporation, including, without limitation, 
officers, directors, employees, subsidiaries and affiliates of the Borrower, except loans, credits or advances (a) in existence or committed on the 
date hereof and which the Borrower has informed Holder in writing prior to the date hereof, (b) made in the ordinary course of business or (c) 
not in excess of $50,000.  

2.6 Contingent Liabilities. So long as the Borrower shall have any obligation under this Note, the Borrower shall not, without the Holder's 
written consent, which shall not be unreasonably withheld, assume, guarantee, endorse, contingently agree to purchase or otherwise become 
liable upon the obligation of any person, firm, partnership, joint venture or corporation, except by the endorsement of negotiable instruments 
for deposit or collection and except assumptions, guarantees, endorsements and contingencies (a) in existence or committed on the date hereof 
and which the Borrower has informed Holder in writing prior to the date hereof, and (b) similar transactions in the ordinary course of business.  

ARTICLE III. EVENTS OF DEFAULT  

If any of the following events of default (each, an "Event of Default") shall occur:  

3.1 Failure to Pay Principal or Interest. The Borrower fails to pay the principal hereof or interest thereon when due on this Note, whether at 
maturity, upon a Trading Market Prepayment Event pursuant to Section 1.7, upon acceleration or otherwise;  
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3.2 Conversion and the Shares. The Borrower fails to issue shares of Common Stock to the Holder (or announces or threatens that it will not 
honor its obligation to do so) upon exercise by the Holder of the conversion rights of the Holder in accordance with the terms of this Note (for a 
period of at least sixty  
(60) days, if such failure is solely as a result of the circumstances governed by Section 1.3 and the Borrower is using its best efforts to authorize 
a sufficient number of shares of Common Stock as soon as practicable), fails to transfer or cause its transfer agent to transfer (electronically or 
in certificated form) any certificate for shares of Common Stock issued to the Holder upon conversion of or otherwise pursuant to this Note as 
and when required by this Note or the Registration Rights Agreement, or fails to remove any restrictive legend (or to withdraw any stop 
transfer instructions in respect thereof) on any certificate for any shares of Common Stock issued to the Holder upon conversion of or 
otherwise pursuant to this Note as and when required by this Note or the Registration Rights Agreement (or makes any announcement, 
statement or threat that it does not intend to honor the obligations described in this paragraph) and any such failure shall continue uncured (or 
any announcement, statement or threat not to honor its obligations shall not be rescinded in writing) for ten (10) days after the Borrower shall 
have been notified thereof in writing by the Holder;  

3.3 Failure to Timely File Registration or Effect Registration. The Borrower fails to file the Registration Statement within sixty (60) days 
following the Closing Date (as defined in the Purchase Agreement) or obtain effectiveness with the Securities and Exchange Commission of 
the Registration Statement within one hundred thirty-five (135) days following the Closing Date (as defined in the Purchase Agreement) or 
such Registration Statement lapses in effect (or sales cannot otherwise be made thereunder effective, whether by reason of the Borrower's 
failure to amend or supplement the prospectus included therein in accordance with the Registration Rights Agreement or otherwise) for more 
than ten (10) consecutive days or twenty (20) days in any twelve month period after the Registration Statement becomes effective;  

3.4 Breach of Covenants. The Borrower breaches any material covenant or other material term or condition contained in Sections 1.3, 1.6 or 1.7 
of this Note, or Sections 4(c), 4(e), 4(h), 4(i), 4(j) or 5 of the Purchase Agreement and such breach continues for a period of ten (10) days after 
written notice thereof to the Borrower from the Holder;  

3.5 Breach of Representations and Warranties. Any representation or warranty of the Borrower made herein or in any agreement, statement or 
certificate given in writing pursuant hereto or in connection herewith (including, without limitation, the Purchase Agreement and the 
Registration Rights Agreement), shall be false or misleading in any material respect when made and the breach of which has (or with the 
passage of time will have) a material adverse effect on the rights of the Holder with respect to this Note, the Purchase Agreement or the 
Registration Rights Agreement;  

3.6 Receiver or Trustee. The Borrower or any subsidiary of the Borrower shall make an assignment for the benefit of creditors, or apply for or 
consent to the appointment of a receiver or trustee for it or for a substantial part of its property or business, or such a receiver or trustee shall 
otherwise be appointed;  
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3.7 Judgments. Any money judgment, writ or similar process shall be entered or filed against the Borrower or any subsidiary of the Borrower 
or any of its property or other assets for more than $50,000, and shall remain unvacated, unbonded or unstayed for a period of twenty (20) days 
unless otherwise consented to by the Holder, which consent will not be unreasonably withheld;  

3.8 Bankruptcy. Bankruptcy, insolvency, reorganization or liquidation proceedings or other proceedings for relief under any bankruptcy law or 
any law for the relief of debtors shall be instituted by or against the Borrower or any subsidiary of the Borrower;  

3.9 Delisting of Common Stock. The Borrower shall fail to maintain the listing of the Common Stock on at least one of the OTCBB or an 
equivalent replacement exchange, the Nasdaq National Market, the Nasdaq SmallCap Market, the New York Stock Exchange, or the American 
Stock Exchange; or  

3.10 Default Under Other Notes. An Event of Default has occurred and is continuing under any of the other Notes issued pursuant to the 
Purchase Agreement,  

then, upon the occurrence and during the continuation of any Event of Default specified in Section 3.1, 3.2, 3.3, 3.4, 3.5, 3.7, 3.9, or 3.10, at the 
option of the Holders of a majority of the aggregate principal amount of the outstanding Notes issued pursuant to the Purchase Agreement 
exercisable through the delivery of written notice to the Borrower by such Holders (the "Default Notice"), and upon the occurrence of an Event 
of Default specified in Section 3.6 or 3.8, the Notes shall become immediately due and payable and the Borrower shall pay to the Holder, in 
full satisfaction of its obligations hereunder, an amount equal to the greater of (i) 130% times the sum of (w) the then outstanding principal 
amount of this Note plus (x) accrued and unpaid interest on the unpaid principal amount of this Note to the date of payment (the "Mandatory 
Prepayment Date") plus (y) Default Interest, if any, on the amounts referred to in clauses (w) and/or (x) plus (z) any amounts owed to the 
Holder pursuant to Sections 1.3 and 1.4(g) hereof or pursuant to Section 2(c) of the Registration Rights Agreement (the then outstanding 
principal amount of this Note to the date of payment plus the amounts referred to in clauses (x), (y) and  
(z) shall collectively be known as the "Default Sum") or (ii) the "parity value" of the Default Sum to be prepaid, where parity value means (a) 
the highest number of shares of Common Stock issuable upon conversion of or otherwise pursuant to such Default Sum in accordance with 
Article I, treating the Trading Day immediately preceding the Mandatory Prepayment Date as the "Conversion Date" for purposes of 
determining the lowest applicable Conversion Price, unless the Default Event arises as a result of a breach in respect of a specific Conversion 
Date in which case such Conversion Date shall be the Conversion Date), multiplied by (b) the highest Closing Price for the Common Stock 
during the period beginning on the date of first occurrence of the Event of Default and ending one day prior to the Mandatory Prepayment Date 
(the "Default Amount") and all other amounts payable hereunder shall immediately become due and payable, all without demand, presentment 
or notice, all of which hereby are expressly waived, together with all costs, including, without limitation, legal fees and expenses, of collection, 
and the Holder shall be entitled to exercise all other rights and remedies available at law or in equity. If the Borrower fails to pay the Default 
Amount within five (5) business days of written notice that such amount is due and payable, then the Holder shall have the right at any time, so 
long as the Borrower remains in default (and so long and to the extent that there are sufficient authorized shares), to require the Borrower, upon 
written notice, to immediately issue, in lieu of the Default Amount, the number of shares of Common Stock of the Borrower equal to the 
Default Amount divided by the Conversion Price then in effect.  
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ARTICLE IV. MISCELLANEOUS  

4.1 Failure or Indulgence Not Waiver. No failure or delay on the part of the Holder in the exercise of any power, right or privilege hereunder 
shall operate as a waiver thereof, nor shall any single or partial exercise of any such power, right or privilege preclude other or further exercise 
thereof or of any other right, power or privileges. All rights and remedies existing hereunder are cumulative to, and not exclusive of, any rights 
or remedies otherwise available.  

4.2 Notices. Any notice herein required or permitted to be given shall be in writing and may be personally served or delivered by courier or 
sent by United States mail and shall be deemed to have been given upon receipt if personally served (which shall include telephone line 
facsimile transmission) or sent by courier or three (3) days after being deposited in the United States mail, certified, with postage pre-paid and 
properly addressed, if sent by mail. For the purposes hereof, the address of the Holder shall be as shown on the records of the Borrower; and 
the address of the Borrower shall be 4625 Creekstone Drive, Suite 100, Research Triangle Park, Durham, NC 27703, facsimile number: (919) 
474-9712. Both the Holder and the Borrower may change the address for service by service of written notice to the other as herein provided.  

4.3 Amendments. This Note and any provision hereof may only be amended by an instrument in writing signed by the Borrower and the 
Holder. The term "Note" and all reference thereto, as used throughout this instrument, shall mean this instrument (and the other Notes issued 
pursuant to the Purchase Agreement) as originally executed, or if later amended or supplemented, then as so amended or supplemented.  

4.4 Assignability. This Note shall be binding upon the Borrower and its successors and assigns, and shall inure to be the benefit of the Holder 
and its successors and assigns. Each transferee of this Note must be an "accredited investor" (as defined in Rule 501(a) of the 1933 Act). 
Notwithstanding anything in this Note to the contrary, this Note may be pledged as collateral in connection with a bona fide margin account or 
other lending arrangement.  

4.5 Cost of Collection. If default is made in the payment of this Note, the Borrower shall pay the Holder hereof costs of collection, including 
reasonable attorneys' fees.  

4.6 Governing Law. THIS NOTE SHALL BE ENFORCED, GOVERNED BY AND CONSTRUED IN ACCORDANCE WITH THE LAWS 
OF THE STATE OF NEW YORK APPLICABLE TO AGREEMENTS MADE AND TO BE PERFORMED ENTIRELY WITHIN SUCH 
STATE, WITHOUT REGARD TO THE PRINCIPLES OF CONFLICT OF LAWS. THE BORROWER HEREBY SUBMITS TO THE 
EXCLUSIVE JURISDICTION OF THE UNITED STATES FEDERAL COURTS LOCATED IN NEW YORK, NEW YORK WITH 
RESPECT TO ANY DISPUTE ARISING UNDER THIS NOTE, THE AGREEMENTS ENTERED INTO IN CONNECTION HEREWITH 
OR THE TRANSACTIONS CONTEMPLATED HEREBY OR THEREBY. BOTH PARTIES IRREVOCABLY WAIVE THE DEFENSE OF 
AN INCONVENIENT FORUM TO THE MAINTENANCE OF SUCH SUIT OR PROCEEDING. BOTH PARTIES FURTHER AGREE 
THAT SERVICE OF PROCESS UPON A PARTY MAILED BY FIRST CLASS MAIL SHALL BE DEEMED IN EVERY RESPECT 
EFFECTIVE SERVICE OF PROCESS UPON THE PARTY IN ANY SUCH SUIT OR PROCEEDING. NOTHING HEREIN SHALL 
AFFECT EITHER PARTY'S RIGHT TO SERVE PROCESS IN ANY OTHER MANNER PERMITTED BY LAW. BOTH PARTIES 
AGREE THAT A FINAL NON-APPEALABLE JUDGMENT IN ANY SUCH SUIT OR PROCEEDING SHALL BE CONCLUSIVE AND 
MAY BE ENFORCED IN OTHER JURISDICTIONS BY SUIT ON SUCH JUDGMENT OR IN ANY OTHER LAWFUL MANNER. THE 
PARTY WHICH DOES NOT PREVAIL IN ANY DISPUTE ARISING UNDER THIS NOTE SHALL BE RESPONSIBLE FOR ALL FEES 
AND EXPENSES, INCLUDING ATTORNEYS' FEES, INCURRED BY THE PREVAILING PARTY IN CONNECTION WITH SUCH 
DISPUTE.  
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4.7 Certain Amounts. Whenever pursuant to this Note the Borrower is required to pay an amount in excess of the outstanding principal amount 
(or the portion thereof required to be paid at that time) plus accrued and unpaid interest plus Default Interest on such interest, the Borrower and 
the Holder agree that the actual damages to the Holder from the receipt of cash payment on this Note may be difficult to determine and the 
amount to be so paid by the Borrower represents stipulated damages and not a penalty and is intended to compensate the Holder in part for loss 
of the opportunity to convert this Note and to earn a return from the sale of shares of Common Stock acquired upon conversion of this Note at a 
price in excess of the price paid for such shares pursuant to this Note. The Borrower and the Holder hereby agree that such amount of stipulated 
damages is not plainly disproportionate to the possible loss to the Holder from the receipt of a cash payment without the opportunity to convert 
this Note into shares of Common Stock.  

4.8 Allocations of Maximum Share Amount and Reserved Amount. The Maximum Share Amount and Reserved Amount shall be allocated pro 
rata among the Holders of Notes based on the principal amount of such Notes issued to each Holder. Each increase to the Maximum Share 
Amount and Reserved Amount shall be allocated pro rata among the Holders of Notes based on the principal amount of such Notes held by 
each Holder at the time of the increase in the Maximum Share Amount or Reserved Amount. In the event a Holder shall sell or otherwise 
transfer any of such Holder's Notes, each transferee shall be allocated a pro rata portion of such transferor's Maximum Share Amount and 
Reserved Amount. Any portion of the Maximum Share Amount or Reserved Amount which remains allocated to any person or entity which 
does not hold any Notes shall be allocated to the remaining Holders of Notes, pro rata based on the principal amount of such Notes then held by 
such Holders.  

4.9 Damages Shares. The shares of Common Stock that may be issuable to the Holder pursuant to Sections 1.3 and 1.4(g) hereof and pursuant 
to Section 2(c) of the Registration Rights Agreement ("Damages Shares") shall be treated as Common Stock issuable upon conversion of this 
Note for all purposes hereof and shall be subject to all of the limitations and afforded all of the rights of the other shares of Common Stock 
issuable hereunder, including without limitation, the right to be included in the Registration Statement filed pursuant to the Registration Rights 
Agreement. For purposes of calculating interest payable on the outstanding principal amount hereof, except as otherwise provided herein, 
amounts convertible into Damages Shares ("Damages Amounts") shall not bear interest but must be converted prior to the conversion of any 
outstanding principal amount hereof, until the outstanding Damages Amounts is zero.  
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4.10 Denominations. At the request of the Holder, upon surrender of this Note, the Borrower shall promptly issue new Notes in the aggregate 
outstanding principal amount hereof, in the form hereof, in such denominations of at least $50,000 as the Holder shall request.  

4.11 Purchase Agreement. By its acceptance of this Note, each Holder agrees to be bound by the applicable terms of the Purchase Agreement.  

4.12 Notice of Corporate Events. Except as otherwise provided below, the Holder of this Note shall have no rights as a Holder of Common 
Stock unless and only to the extent that it converts this Note into Common Stock. The Borrower shall provide the Holder with prior notification 
of any meeting of the Borrower's shareholders (and copies of proxy materials and other information sent to shareholders). In the event of any 
taking by the Borrower of a record of its shareholders for the purpose of determining shareholders who are entitled to receive payment of any 
dividend or other distribution, any right to subscribe for, purchase or otherwise acquire (including by way of merger, consolidation, 
reclassification or recapitalization) any share of any class or any other securities or property, or to receive any other right, or for the purpose of 
determining shareholders who are entitled to vote in connection with any proposed sale, lease or conveyance of all or substantially all of the 
assets of the Borrower or any proposed liquidation, dissolution or winding up of the Borrower, the Borrower shall mail a notice to the Holder, 
at least twenty (20) days prior to the record date specified therein (or thirty (30) days prior to the consummation of the transaction or event, 
whichever is earlier), of the date on which any such record is to be taken for the purpose of such dividend, distribution, right or other event, and 
a brief statement regarding the amount and character of such dividend, distribution, right or other event to the extent known at such time. The 
Borrower shall make a public announcement of any event requiring notification to the Holder hereunder substantially simultaneously with the 
notification to the Holder in accordance with the terms of this Section 4.12.  

4.13 Remedies. The Borrower acknowledges that a breach by it of its obligations hereunder will cause irreparable harm to the Holder, by 
vitiating the intent and purpose of the transaction contemplated hereby. Accordingly, the Borrower acknowledges that the remedy at law for a 
breach of its obligations under this Note will be inadequate and agrees, in the event of a breach or threatened breach by the Borrower of the 
provisions of this Note, that the Holder shall be entitled, in addition to all other available remedies at law or in equity, and in addition to the 
penalties assessable herein, to an injunction or injunctions restraining, preventing or curing any breach of this Note and to enforce specifically 
the terms and provisions thereof, without the necessity of showing economic loss and without any bond or other security being required.  
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ARTICLE V. CALL OPTION  

5.1 Call Option. Notwithstanding anything to the contrary contained in this Article V, so long as (i) no Event of Default or Trading Market 
Prepayment Event shall have occurred and be continuing, (ii) the Borrower has a sufficient number of authorized shares of Common Stock 
reserved for issuance upon full conversion of the Notes, then at any time after the Issue Date, and  
(iii) the Common Stock is trading at or below $.10 per share, the Borrower shall have the right, exercisable on not less than ten (10) Trading 
Days prior written notice to the Holders of the Notes (which notice may not be sent to the Holders of the Notes until the Borrower is permitted 
to prepay the Notes pursuant to this Section 5.1), to prepay all of the outstanding Notes in accordance with this Section 5.1. Any notice of 
prepayment hereunder (an "Optional Prepayment") shall be delivered to the Holders of the Notes at their registered addresses appearing on the 
books and records of the Borrower and shall state (1) that the Borrower is exercising its right to prepay all of the Notes issued on the Issue Date 
and (2) the date of prepayment (the "Optional Prepayment Notice"). On the date fixed for prepayment (the "Optional Prepayment Date"), the 
Borrower shall make payment of the Optional Prepayment Amount (as defined below) to or upon the order of the Holders as specified by the 
Holders in writing to the Borrower at least one (1) business day prior to the Optional Prepayment Date. If the Borrower exercises its right to 
prepay the Notes, the Borrower shall make payment to the holders of an amount in cash (the "Optional Prepayment Amount") equal to either (i) 
125% (for prepayments occurring within thirty (30) days of the Issue Date), (ii) 135% for prepayments occurring between thirty-one (31) and 
sixty (60) days of the Issue Date, or (iii) 145% (for prepayments occurring after the sixtieth (60th) day following the Issue Date), multiplied by 
the sum of (w) the then outstanding principal amount of this Note plus (x) accrued and unpaid interest on the unpaid principal amount of this 
Note to the Optional Prepayment Date plus (y) Default Interest, if any, on the amounts referred to in clauses (w) and (x) plus (z) any amounts 
owed to the Holder pursuant to Sections 1.3 and 1.4(g) hereof or pursuant to Section 2(c) of the Registration Rights Agreement (the then 
outstanding principal amount of this Note to the date of payment plus the amounts referred to in clauses (x), (y) and (z) shall collectively be 
known as the "Optional Prepayment Sum"). Notwithstanding notice of an Optional Prepayment, the Holders shall at all times prior to the 
Optional Prepayment Date maintain the right to convert all or any portion of the Notes in accordance with Article I and any portion of Notes so 
converted after receipt of an Optional Prepayment Notice and prior to the Optional Prepayment Date set forth in such notice and payment of the 
aggregate Optional Prepayment Amount shall be deducted from the principal amount of Notes which are otherwise subject to prepayment 
pursuant to such notice. If the Borrower delivers an Optional Prepayment Notice and fails to pay the Optional Prepayment Amount due to the 
Holders of the Notes within two (2) business days following the Optional Prepayment Date, the Borrower shall forever forfeit its right to 
redeem the Notes pursuant to this Section 5.1.  
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5.2 Partial Call Option. Notwithstanding anything to the contrary contained in this Article V, in the event that the Average Daily Price of the 
Common Stock, as reported by the Reporting Service, for each day of the month ending on any Determination Date is below the Initial Market 
Price, the Borrower may, at its option, prepay a portion of the outstanding principal amount of the Notes equal to the principal amount hereof 
divided by thirty-six (36) plus one month's interest. The term "Initial Market Price" means shall mean the volume weighted average price of the 
Common Stock for the five (5) Trading Days immediately preceding the Closing which is $.06. The term "Reporting Service" means a reliable 
reporting service mutually acceptable to and hereinafter designated by the Holder.  

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]  
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IN WITNESS WHEREOF, Borrower has caused this Note to be signed in its name by its duly authorized officer this 24th day of October, 
2005.  

CYBERLUX CORPORATION  
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By:      /s/ DONALD EVANS 
         ---------------- 
         Donald Evans 
         Chief Executive Officer 



Exhibit 4.3  

THE SECURITIES REPRESENTED BY THIS CERTIFICATE HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 
1933, AS AMENDED (THE "ACT"). THE SECURITIES MAY NOT BE SOLD, TRANSFERRED OR ASSIGNED IN THE ABSENCE OF 
AN EFFECTIVE REGISTRATION STATEMENT FOR THE SECURITIES UNDER SAID ACT, OR AN OPINION OF COUNSEL IN 
FORM, SUBSTANCE AND SCOPE CUSTOMARY FOR OPINIONS OF COUNSEL IN COMPARABLE TRANSACTIONS THAT 
REGISTRATION IS NOT REQUIRED UNDER SAID ACT OR UNLESS SOLD PURSUANT TO RULE 144 OR REGULATION S 
UNDER SAID ACT.  

CALLABLE SECURED CONVERTIBLE NOTE  

Durham, North Carolina  
October 24, 2005 $257,600  

FOR VALUE RECEIVED, CYBERLUX CORPORATION, a Nevada corporation (hereinafter called the "Borrower"), hereby promises to pay 
to the order of AJW Qualified Partners, LLC or registered assigns (the "Holder") the sum of $257,600, on October 24, 2008 (the "Maturity 
Date"), and to pay interest on the unpaid principal balance hereof at the rate of ten percent (10%) (the "Interest Rate") per annum from October 
24, 2005 (the "Issue Date") until the same becomes due and payable, whether at maturity or upon acceleration or by prepayment or otherwise. 
Any amount of principal or interest on this Note which is not paid when due shall bear interest at the rate of fifteen percent (15%) per annum 
from the due date thereof until the same is paid ("Default Interest"). Interest shall commence accruing on the Issue Date, shall be computed on 
the basis of a 365-day year and the actual number of days elapsed and shall be payable quarterly provided that no interest shall be due and 
payable for any month in which the Trading Price (as such term is defined below) is greater than $.0375 for each Trading Day (as such term is 
defined below) of the month. All payments due hereunder (to the extent not converted into common stock, $.001 par value per share (the 
"Common Stock") in accordance with the terms hereof) shall be made in lawful money of the United States of America. All payments shall be 
made at such address as the Holder shall hereafter give to the Borrower by written notice made in accordance with the provisions of this Note. 
Whenever any amount expressed to be due by the terms of this Note is due on any day which is not a business day, the same shall instead be 
due on the next succeeding day which is a business day and, in the case of any interest payment date which is not the date on which this Note is 
paid in full, the extension of the due date thereof shall not be taken into account for purposes of determining the amount of interest due on such 
date. As used in this Note, the term "business day" shall mean any day other than a Saturday, Sunday or a day on which commercial banks in 
the city of New York, New York are authorized or required by law or executive order to remain closed. Each capitalized term used herein, and 
not otherwise defined, shall have the meaning ascribed thereto in that certain Securities Purchase Agreement, dated October 24, 2005, pursuant 
to which this Note was originally issued (the "Purchase Agreement").  



This Note is free from all taxes, liens, claims and encumbrances with respect to the issue thereof and shall not be subject to preemptive rights or 
other similar rights of shareholders of the Borrower and will not impose personal liability upon the holder thereof. The obligations of the 
Borrower under this Note shall be secured by that certain Security Agreement and Intellectual Property Security Agreement, each dated 
October 24, 2005 by and between the Borrower and the Holder.  

The following terms shall apply to this Note:  

ARTICLE I. CONVERSION RIGHTS  

1.1 Conversion Right. The Holder shall have the right from time to time, and at any time on or prior to the earlier of (i) the Maturity Date and  
(ii) the date of payment of the Default Amount (as defined in Article III) pursuant to Section 1.6(a) or Article III, the Optional Prepayment 
Amount (as defined in Section 5.1 or any payments pursuant to Section 1.7, each in respect of the remaining outstanding principal amount of 
this Note to convert all or any part of the outstanding and unpaid principal amount of this Note into fully paid and non-assessable shares of 
Common Stock, as such Common Stock exists on the Issue Date, or any shares of capital stock or other securities of the Borrower into which 
such Common Stock shall hereafter be changed or reclassified at the conversion price (the "Conversion Price") determined as provided herein 
(a "Conversion"); provided, however, that in no event shall the Holder be entitled to convert any portion of this Note in excess of that portion 
of this Note upon conversion of which the sum of (1) the number of shares of Common Stock beneficially owned by the Holder and its 
affiliates (other than shares of Common Stock which may be deemed beneficially owned through the ownership of the unconverted portion of 
the Notes or the unexercised or unconverted portion of any other security of the Borrower (including, without limitation, the warrants issued by 
the Borrower pursuant to the Purchase Agreement) subject to a limitation on conversion or exercise analogous to the limitations contained 
herein) and (2) the number of shares of Common Stock issuable upon the conversion of the portion of this Note with respect to which the 
determination of this proviso is being made, would result in beneficial ownership by the Holder and its affiliates of more than 4.99% of the 
outstanding shares of Common Stock and provided further that the Holder shall not be entitled to convert any portion of this Note during any 
month immediately succeeding a Determination Date on which the Borrower exercises its prepayment option pursuant to Section 5.2 of this 
Note. For purposes of the proviso to the immediately preceding sentence, beneficial ownership shall be determined in accordance with Section 
13(d) of the Securities Exchange Act of 1934, as amended, and Regulations 13D-G thereunder, except as otherwise provided in clause (1) of 
such proviso. The number of shares of Common Stock to be issued upon each conversion of this Note shall be determined by dividing the 
Conversion Amount (as defined below) by the applicable Conversion Price then in effect on the date specified in the notice of conversion, in 
the form attached hereto as Exhibit A (the "Notice of Conversion"), delivered to the Borrower by the Holder in accordance with Section 1.4 
below; provided that the Notice of Conversion is submitted by facsimile (or by other means resulting in, or reasonably expected to result in, 
notice) to the Borrower before 6:00 p.m., New York, New York time on such conversion date (the "Conversion Date"). The term "Conversion 
Amount" means, with respect to any conversion of this Note, the sum of (1) the principal amount of this Note to be converted in such 
conversion plus (2) accrued and unpaid interest, if any, on such principal amount at the interest rates provided in this Note to the Conversion 
Date plus (3) Default Interest, if any, on the amounts referred to in the immediately preceding clauses (1) and/or (2) plus (4) at the Holder's 
option, any amounts owed to the Holder pursuant to Sections 1.3 and 1.4(g) hereof or pursuant to Section 2(c) of that certain Registration 
Rights Agreement, dated as of October 24, 2005, executed in connection with the initial issuance of this Note and the other Notes issued on the 
Issue Date (the "Registration Rights Agreement"). The term "Determination Date" means the last business day of each month after the Issue 
Date.  

2  



1.2 Conversion Price.  

(a) Calculation of Conversion Price. The Conversion Price shall be the lesser of (i) the Variable Conversion Price (as defined herein) and  
(ii) the Fixed Conversion Price (as defined herein) (subject, in each case, to equitable adjustments for stock splits, stock dividends or rights 
offerings by the Borrower relating to the Borrower's securities or the securities of any subsidiary of the Borrower, combinations, 
recapitalization, reclassifications, extraordinary distributions and similar events). The "Variable Conversion Price" shall mean the Applicable 
Percentage (as defined herein) multiplied by the Market Price (as defined herein). "Market Price" means the average of the lowest three (3) 
Trading Prices (as defined below) for the Common Stock during the twenty (20) Trading Day period ending one Trading Day prior to the date 
the Conversion Notice is sent by the Holder to the Borrower via facsimile (the "Conversion Date"). "Trading Price" means, for any security as 
of any date, the intraday trading price on the Over-the-Counter Bulletin Board (the "OTCBB") as reported by a reliable reporting service 
mutually acceptable to and hereafter designated by Holders of a majority in interest of the Notes and the Borrower or, if the OTCBB is not the 
principal trading market for such security, the intraday trading price of such security on the principal securities exchange or trading market 
where such security is listed or traded or, if no intraday trading price of such security is available in any of the foregoing manners, the average 
of the intraday trading prices of any market makers for such security that are listed in the "pink sheets" by the National Quotation Bureau, Inc. 
If the Trading Price cannot be calculated for such security on such date in the manner provided above, the Trading Price shall be the fair market 
value as mutually determined by the Borrower and the holders of a majority in interest of the Notes being converted for which the calculation 
of the Trading Price is required in order to determine the Conversion Price of such Notes. "Trading Day" shall mean any day on which the 
Common Stock is traded for any period on the OTCBB, or on the principal securities exchange or other securities market on which the 
Common Stock is then being traded. "Applicable Percentage" shall mean 50.0%. The "Fixed Conversion Price" shall mean $.06.  
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(b) Conversion Price During Major Announcements. Notwithstanding anything contained in Section 1.2(a) to the contrary, in the event the 
Borrower (i) makes a public announcement that it intends to consolidate or merge with any other corporation (other than a merger in which the 
Borrower is the surviving or continuing corporation and its capital stock is unchanged) or sell or transfer all or substantially all of the assets of 
the Borrower or (ii) any person, group or entity (including the Borrower) publicly announces a tender offer to purchase 50% or more of the 
Borrower's Common Stock (or any other takeover scheme) (the date of the announcement referred to in clause (i) or (ii) is hereinafter referred 
to as the "Announcement Date"), then the Conversion Price shall, effective upon the Announcement Date and continuing through the Adjusted 
Conversion Price Termination Date (as defined below), be equal to the lower of (x) the Conversion Price which would have been applicable for 
a Conversion occurring on the Announcement Date and (y) the Conversion Price that would otherwise be in effect. From and after the Adjusted 
Conversion Price Termination Date, the Conversion Price shall be determined as set forth in this  
Section 1.2(a). For purposes hereof, "Adjusted Conversion Price Termination Date" shall mean, with respect to any proposed transaction or 
tender offer (or takeover scheme) for which a public announcement as contemplated by this Section 1.2(b) has been made, the date upon which 
the Borrower (in the case of clause  
(i) above) or the person, group or entity (in the case of clause (ii) above) consummates or publicly announces the termination or abandonment 
of the proposed transaction or tender offer (or takeover scheme) which caused this Section 1.2(b) to become operative.  

1.3 Authorized Shares. Subject to the Stockholder Approval (as defined in the Agreement), the Borrower covenants that during the period the 
conversion right exists, the Borrower will reserve from its authorized and unissued Common Stock a sufficient number of shares, free from 
preemptive rights, to provide for the issuance of Common Stock upon the full conversion of this Note and the other Notes issued pursuant to 
the Purchase Agreement. The Borrower is required at all times to have authorized and reserved two times the number of shares that is actually 
issuable upon full conversion of the Notes (based on the Conversion Price of the Notes or the Exercise Price of the Warrants in effect from time 
to time) (the "Reserved Amount"). The Reserved Amount shall be increased from time to time in accordance with the Borrower's obligations 
pursuant to Section 4(h) of the Purchase Agreement. The Borrower represents that upon issuance, such shares will be duly and validly issued, 
fully paid and non-assessable. In addition, if the Borrower shall issue any securities or make any change to its capital structure which would 
change the number of shares of Common Stock into which the Notes shall be convertible at the then current Conversion Price, the Borrower 
shall at the same time make proper provision so that thereafter there shall be a sufficient number of shares of Common Stock authorized and 
reserved, free from preemptive rights, for conversion of the outstanding Notes. The Borrower (i) acknowledges that it has irrevocably 
instructed its transfer agent to issue certificates for the Common Stock issuable upon conversion of this Note, and (ii) agrees that its issuance of 
this Note shall constitute full authority to its officers and agents who are charged with the duty of executing stock certificates to execute and 
issue the necessary certificates for shares of Common Stock in accordance with the terms and conditions of this Note.  
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If, at any time a Holder of this Note submits a Notice of Conversion, and the Borrower does not have sufficient authorized but unissued shares 
of Common Stock available to effect such conversion in accordance with the provisions of this Article I (a "Conversion Default"), subject to 
Section 4.8, the Borrower shall issue to the Holder all of the shares of Common Stock which are then available to effect such conversion. The 
portion of this Note which the Holder included in its Conversion Notice and which exceeds the amount which is then convertible into available 
shares of Common Stock (the "Excess Amount") shall, notwithstanding anything to the contrary contained herein, not be convertible into 
Common Stock in accordance with the terms hereof until (and at the Holder's option at any time after) the date additional shares of Common 
Stock are authorized by the Borrower to permit such conversion, at which time the Conversion Price in respect thereof shall be the lesser of (i) 
the Conversion Price on the Conversion Default Date (as defined below) and (ii) the Conversion Price on the Conversion Date thereafter 
elected by the Holder in respect thereof. In addition, the Borrower shall pay to the Holder payments  
("Conversion Default Payments") for a Conversion Default in the amount of (x)  
the sum of (1) the then outstanding principal amount of this Note plus (2) accrued and unpaid interest on the unpaid principal amount of this 
Note through the Authorization Date (as defined below) plus (3) Default Interest, if any, on the amounts referred to in clauses (1) and/or (2), 
multiplied by (y) .24, multiplied by (z) (N/365), where N = the number of days from the day the holder submits a Notice of Conversion giving 
rise to a Conversion Default (the "Conversion Default Date") to the date (the "Authorization Date") that the Borrower authorizes a sufficient 
number of shares of Common Stock to effect conversion of the full outstanding principal balance of this Note. The Borrower shall use its best 
efforts to authorize a sufficient number of shares of Common Stock as soon as practicable following the earlier of (i) such time that the Holder 
notifies the Borrower or that the Borrower otherwise becomes aware that there are or likely will be insufficient authorized and unissued shares 
to allow full conversion thereof and (ii) a Conversion Default. The Borrower shall send notice to the Holder of the authorization of additional 
shares of Common Stock, the Authorization Date and the amount of Holder's accrued Conversion Default Payments. The accrued Conversion 
Default Payments for each calendar month shall be paid in cash or shall be convertible into Common Stock (at such time as there are sufficient 
authorized shares of Common Stock) at the applicable Conversion Price, at the Borrower's option, as follows:  

(a) In the event Holder elects to take such payment in cash, cash payment shall be made to Holder by the fifth (5th) day of the month following 
the month in which it has accrued; and  

(b) In the event Holder elects to take such payment in Common Stock, the Holder may convert such payment amount into Common Stock at 
the Conversion Price (as in effect at the time of conversion) at any time after the fifth day of the month following the month in which it has 
accrued in accordance with the terms of this Article I (so long as there is then a sufficient number of authorized shares of Common Stock).  

The Holder's election shall be made in writing to the Borrower at any time prior to 6:00 p.m., New York, New York time, on the third day of 
the month following the month in which Conversion Default payments have accrued. If no election is made, the Holder shall be deemed to 
have elected to receive cash. Nothing herein shall limit the Holder's right to pursue actual damages (to the extent in excess of the Conversion 
Default Payments) for the Borrower's failure to maintain a sufficient number of authorized shares of Common Stock, and each holder shall 
have the right to pursue all remedies available at law or in equity (including degree of specific performance and/or injunctive relief).  
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1.4 Method of Conversion.  

(a) Mechanics of Conversion. Subject to Section 1.1, this Note may be converted by the Holder in whole or in part at any time from time to 
time after the Issue Date, by (A) submitting to the Borrower a Notice of Conversion (by facsimile or other reasonable means of communication 
dispatched on the Conversion Date prior to 6:00 p.m., New York, New York time) and (B) subject to  
Section 1.4(b), surrendering this Note at the principal office of the Borrower.  

(b) Surrender of Note Upon Conversion. Notwithstanding anything to the contrary set forth herein, upon conversion of this Note in accordance 
with the terms hereof, the Holder shall not be required to physically surrender this Note to the Borrower unless the entire unpaid principal 
amount of this Note is so converted. The Holder and the Borrower shall maintain records showing the principal amount so converted and the 
dates of such conversions or shall use such other method, reasonably satisfactory to the Holder and the Borrower, so as not to require physical 
surrender of this Note upon each such conversion. In the event of any dispute or discrepancy, such records of the Borrower shall be controlling 
and determinative in the absence of manifest error. Notwithstanding the foregoing, if any portion of this Note is converted as aforesaid, the 
Holder may not transfer this Note unless the Holder first physically surrenders this Note to the Borrower, whereupon the Borrower will 
forthwith issue and deliver upon the order of the Holder a new Note of like tenor, registered as the Holder (upon payment by the Holder of any 
applicable transfer taxes) may request, representing in the aggregate the remaining unpaid principal amount of this Note. The Holder and any 
assignee, by acceptance of this Note, acknowledge and agree that, by reason of the provisions of this paragraph, following conversion of a 
portion of this Note, the unpaid and unconverted principal amount of this Note represented by this Note may be less than the amount stated on 
the face hereof.  

(c) Payment of Taxes. The Borrower shall not be required to pay any tax which may be payable in respect of any transfer involved in the issue 
and delivery of shares of Common Stock or other securities or property on conversion of this Note in a name other than that of the Holder (or in 
street name), and the Borrower shall not be required to issue or deliver any such shares or other securities or property unless and until the 
person or persons (other than the Holder or the custodian in whose street name such shares are to be held for the Holder's account) requesting 
the issuance thereof shall have paid to the Borrower the amount of any such tax or shall have established to the satisfaction of the Borrower that 
such tax has been paid.  

(d) Delivery of Common Stock Upon Conversion. Upon receipt by the Borrower from the Holder of a facsimile transmission (or other 
reasonable means of communication) of a Notice of Conversion meeting the requirements for conversion as provided in this Section 1.4, the 
Borrower shall issue and deliver or cause to be issued and delivered to or upon the order of the Holder certificates for the Common Stock 
issuable upon such conversion within two (2) business days after such receipt (and, solely in the case of conversion of the entire unpaid 
principal amount hereof, surrender of this Note) (such second business day being hereinafter referred to as the "Deadline") in accordance with 
the terms hereof and the Purchase Agreement (including, without limitation, in accordance with the requirements of Section 2(g) of the 
Purchase Agreement that certificates for shares of Common Stock issued on or after the effective date of the Registration Statement upon 
conversion of this Note shall not bear any restrictive legend).  
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(e) Obligation of Borrower to Deliver Common Stock. Upon receipt by the Borrower of a Notice of Conversion, the Holder shall be deemed to 
be the holder of record of the Common Stock issuable upon such conversion, the outstanding principal amount and the amount of accrued and 
unpaid interest on this Note shall be reduced to reflect such conversion, and, unless the Borrower defaults on its obligations under this Article I, 
all rights with respect to the portion of this Note being so converted shall forthwith terminate except the right to receive the Common Stock or 
other securities, cash or other assets, as herein provided, on such conversion. If the Holder shall have given a Notice of Conversion as provided 
herein, the Borrower's obligation to issue and deliver the certificates for Common Stock shall be absolute and unconditional, irrespective of the 
absence of any action by the Holder to enforce the same, any waiver or consent with respect to any provision thereof, the recovery of any 
judgment against any person or any action to enforce the same, any failure or delay in the enforcement of any other obligation of the Borrower 
to the holder of record, or any setoff, counterclaim, recoupment, limitation or termination, or any breach or alleged breach by the Holder of any 
obligation to the Borrower, and irrespective of any other circumstance which might otherwise limit such obligation of the Borrower to the 
Holder in connection with such conversion. The Conversion Date specified in the Notice of Conversion shall be the Conversion Date so long as 
the Notice of Conversion is received by the Borrower before 6:00  
p.m., New York, New York time, on such date.  

(f) Delivery of Common Stock by Electronic Transfer. In lieu of delivering physical certificates representing the Common Stock issuable upon 
conversion, provided the Borrower's transfer agent is participating in the Depository Trust Company ("DTC") Fast Automated Securities 
Transfer ("FAST") program, upon request of the Holder and its compliance with the provisions contained in Section 1.1 and in this Section 1.4, 
the Borrower shall use its best efforts to cause its transfer agent to electronically transmit the Common Stock issuable upon conversion to the 
Holder by crediting the account of Holder's Prime Broker with DTC through its Deposit Withdrawal Agent Commission ("DWAC") system.  

(g) Failure to Deliver Common Stock Prior to Deadline. Without in any way limiting the Holder's right to pursue other remedies, including 
actual damages and/or equitable relief, the parties agree that if delivery of the Common Stock issuable upon conversion of this Note is more 
than two (2) days after the Deadline (other than a failure due to the circumstances described in  
Section 1.3 above, which failure shall be governed by such Section) the Borrower shall pay to the Holder $2,000 per day in cash, for each day 
beyond the Deadline that the Borrower fails to deliver such Common Stock. Such cash amount shall be paid to Holder by the fifth day of the 
month following the month in which it has accrued or, at the option of the Holder (by written notice to the Borrower by the first day of the 
month following the month in which it has accrued), shall be added to the principal amount of this Note, in which event interest shall accrue 
thereon in accordance with the terms of this Note and such additional principal amount shall be convertible into Common Stock in accordance 
with the terms of this Note.  
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1.5 Concerning the Shares. The shares of Common Stock issuable upon conversion of this Note may not be sold or transferred unless (i) such 
shares are sold pursuant to an effective registration statement under the Act or (ii) the Borrower or its transfer agent shall have been furnished 
with an opinion of counsel (which opinion shall be in form, substance and scope customary for opinions of counsel in comparable transactions) 
to the effect that the shares to be sold or transferred may be sold or transferred pursuant to an exemption from such registration or (iii) such 
shares are sold or transferred pursuant to Rule 144 under the Act (or a successor rule) ("Rule 144") or (iv) such shares are transferred to an 
"affiliate" (as defined in Rule 144) of the Borrower who agrees to sell or otherwise transfer the shares only in accordance with this  
Section 1.5 and who is an Accredited Investor (as defined in the Purchase Agreement). Except as otherwise provided in the Purchase 
Agreement (and subject to the removal provisions set forth below), until such time as the shares of Common Stock issuable upon conversion of 
this Note have been registered under the Act as contemplated by the Registration Rights Agreement or otherwise may be sold pursuant to Rule 
144 without any restriction as to the number of securities as of a particular date that can then be immediately sold, each certificate for shares of 
Common Stock issuable upon conversion of this Note that has not been so included in an effective registration statement or that has not been 
sold pursuant to an effective registration statement or an exemption that permits removal of the legend, shall bear a legend substantially in the 
following form, as appropriate:  

"THE SECURITIES REPRESENTED BY THIS CERTIFICATE HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 
1933, AS AMENDED. THE SECURITIES MAY NOT BE SOLD, TRANSFERRED OR ASSIGNED IN THE ABSENCE OF AN 
EFFECTIVE REGISTRATION STATEMENT FOR THE SECURITIES UNDER SAID ACT, OR AN OPINION OF COUNSEL IN FORM, 
SUBSTANCE AND SCOPE CUSTOMARY FOR OPINIONS OF COUNSEL IN COMPARABLE TRANSACTIONS, THAT 
REGISTRATION IS NOT REQUIRED UNDER SAID ACT UNLESS SOLD PURSUANT TO RULE 144 OR REGULATION S UNDER 
SAID ACT."  

The legend set forth above shall be removed and the Borrower shall issue to the Holder a new certificate therefor free of any transfer legend if 
(i) the Borrower or its transfer agent shall have received an opinion of counsel, in form, substance and scope customary for opinions of counsel 
in comparable transactions, to the effect that a public sale or transfer of such Common Stock may be made without registration under the Act 
and the shares are so sold or transferred, (ii) such Holder provides the Borrower or its transfer agent with reasonable assurances that the 
Common Stock issuable upon conversion of this Note (to the extent such securities are deemed to have been acquired on the same date) can be 
sold pursuant to Rule 144 or (iii) in the case of the Common Stock issuable upon conversion of this Note, such security is registered for sale by 
the Holder under an effective registration statement filed under the Act or otherwise may be sold pursuant to Rule 144 without any restriction 
as to the number of securities as of a particular date that can then be immediately sold. Nothing in this Note shall (i) limit the Borrower's 
obligation under the Registration Rights Agreement or (ii) affect in any way the Holder's obligations to comply with applicable prospectus 
delivery requirements upon the resale of the securities referred to herein.  
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1.6 Effect of Certain Events.  

(a) Effect of Merger, Consolidation, Etc. At the option of the Holder, the sale, conveyance or disposition of all or substantially all of the assets 
of the Borrower, the effectuation by the Borrower of a transaction or series of related transactions in which more than 50% of the voting power 
of the Borrower is disposed of, or the consolidation, merger or other business combination of the Borrower with or into any other Person (as 
defined below) or Persons when the Borrower is not the survivor shall either: (i) be deemed to be an Event of Default (as defined in Article III) 
pursuant to which the Borrower shall be required to pay to the Holder upon the consummation of and as a condition to such transaction an 
amount equal to the Default Amount (as defined in Article III) or (ii) be treated pursuant to Section 1.6(b) hereof. "Person" shall mean any 
individual, corporation, limited liability company, partnership, association, trust or other entity or organization.  

(b) Adjustment Due to Merger, Consolidation, Etc. If, at any time when this Note is issued and outstanding and prior to conversion of all of the 
Notes, there shall be any merger, consolidation, exchange of shares, recapitalization, reorganization, or other similar event, as a result of which 
shares of Common Stock of the Borrower shall be changed into the same or a different number of shares of another class or classes of stock or 
securities of the Borrower or another entity, or in case of any sale or conveyance of all or substantially all of the assets of the Borrower other 
than in connection with a plan of complete liquidation of the Borrower, then the Holder of this Note shall thereafter have the right to receive 
upon conversion of this Note, upon the basis and upon the terms and conditions specified herein and in lieu of the shares of Common Stock 
immediately theretofore issuable upon conversion, such stock, securities or assets which the Holder would have been entitled to receive in such 
transaction had this Note been converted in full immediately prior to such transaction (without regard to any limitations on conversion set forth 
herein), and in any such case appropriate provisions shall be made with respect to the rights and interests of the Holder of this Note to the end 
that the provisions hereof (including, without limitation, provisions for adjustment of the Conversion Price and of the number of shares issuable 
upon conversion of the Note) shall thereafter be applicable, as nearly as may be practicable in relation to any securities or assets thereafter 
deliverable upon the conversion hereof. The Borrower shall not effect any transaction described in this Section 1.6(b) unless (a) it first gives, to 
the extent practicable, thirty (30) days prior written notice (but in any event at least fifteen (15) days prior written notice) of the record date of 
the special meeting of shareholders to approve, or if there is no such record date, the consummation of, such merger, consolidation, exchange 
of shares, recapitalization, reorganization or other similar event or sale of assets (during which time the Holder shall be entitled to convert this 
Note) and (b) the resulting successor or acquiring entity (if not the Borrower) assumes by written instrument the obligations of this Section  
1.6(b). The above provisions shall similarly apply to successive consolidations, mergers, sales, transfers or share exchanges.  

(c) Adjustment Due to Distribution. If the Borrower shall declare or make any distribution of its assets (or rights to acquire its assets) to holders 
of Common Stock as a dividend, stock repurchase, by way of return of capital or otherwise (including any dividend or distribution to the 
Borrower's shareholders in cash or shares (or rights to acquire shares) of capital stock of a subsidiary (i.e., a spin-off)) (a "Distribution"), then 
the Holder of this Note shall be entitled, upon any conversion of this Note after the date of record for determining shareholders entitled to such 
Distribution, to receive the amount of such assets which would have been payable to the Holder with respect to the shares of Common Stock 
issuable upon such conversion had such Holder been the holder of such shares of Common Stock on the record date for the determination of 
shareholders entitled to such Distribution.  
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(d) Adjustment Due to Dilutive Issuance. If, at any time when any Notes are issued and outstanding, the Borrower issues or sells, or in 
accordance with this Section 1.6(d) hereof is deemed to have issued or sold, any shares of Common Stock for no consideration or for a 
consideration per share (before deduction of reasonable expenses or commissions or underwriting discounts or allowances in connection 
therewith) less than the Fixed Conversion Price in effect on the date of such issuance (or deemed issuance) of such shares of Common Stock (a 
"Dilutive Issuance"), then immediately upon the Dilutive Issuance, the Fixed Conversion Price will be reduced to the amount of the 
consideration per share received by the Borrower in such Dilutive Issuance; provided that only one adjustment will be made for each Dilutive 
Issuance.  

The Borrower shall be deemed to have issued or sold shares of Common Stock if the Borrower in any manner issues or grants any warrants, 
rights or options (not including employee stock option plans), whether or not immediately exercisable, to subscribe for or to purchase Common 
Stock or other securities convertible into or exchangeable for Common Stock ("Convertible Securities") (such warrants, rights and options to 
purchase Common Stock or Convertible Securities are hereinafter referred to as "Options") and the price per share for which Common Stock is 
issuable upon the exercise of such Options is less than the Fixed Conversion Price then in effect, then the Fixed Conversion Price shall be equal 
to such price per share. For purposes of the preceding sentence, the "price per share for which Common Stock is issuable upon the exercise of 
such Options" is determined by dividing (i) the total amount, if any, received or receivable by the Borrower as consideration for the issuance or 
granting of all such Options, plus the minimum aggregate amount of additional consideration, if any, payable to the Borrower upon the exercise 
of all such Options, plus, in the case of Convertible Securities issuable upon the exercise of such Options, the minimum aggregate amount of 
additional consideration payable upon the conversion or exchange thereof at the time such Convertible Securities first become convertible or 
exchangeable, by (ii) the maximum total number of shares of Common Stock issuable upon the exercise of all such Options (assuming full 
conversion of Convertible Securities, if applicable). No further adjustment to the Conversion Price will be made upon the actual issuance of 
such Common Stock upon the exercise of such Options or upon the conversion or exchange of Convertible Securities issuable upon exercise of 
such Options.  

Additionally, the Borrower shall be deemed to have issued or sold shares of Common Stock if the Borrower in any manner issues or sells any 
Convertible Securities, whether or not immediately convertible (other than where the same are issuable upon the exercise of Options), and the 
price per share for which Common Stock is issuable upon such conversion or exchange is less than the Fixed Conversion Price then in effect, 
then the Fixed Conversion Price shall be equal to such price per share. For the purposes of the preceding sentence, the "price per share for 
which Common Stock is issuable upon such conversion or exchange" is determined by dividing (i) the total amount, if any, received or 
receivable by the Borrower as consideration for the issuance or sale of all such Convertible Securities, plus the minimum aggregate amount of 
additional consideration, if any, payable to the Borrower upon the conversion or exchange thereof at the time such Convertible Securities first 
become convertible or exchangeable, by (ii) the maximum total number of shares of Common Stock issuable upon the conversion or exchange 
of all such Convertible Securities. No further adjustment to the Fixed Conversion Price will be made upon the actual issuance of such Common 
Stock upon conversion or exchange of such Convertible Securities.  
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(e) Purchase Rights. If, at any time when any Notes are issued and outstanding, the Borrower issues any convertible securities or rights to 
purchase stock, warrants, securities or other property (the "Purchase Rights") pro rata to the record holders of any class of Common Stock, then 
the Holder of this Note will be entitled to acquire, upon the terms applicable to such Purchase Rights, the aggregate Purchase Rights which 
such Holder could have acquired if such Holder had held the number of shares of Common Stock acquirable upon complete conversion of this 
Note (without regard to any limitations on conversion contained herein) immediately before the date on which a record is taken for the grant, 
issuance or sale of such Purchase Rights or, if no such record is taken, the date as of which the record holders of Common Stock are to be 
determined for the grant, issue or sale of such Purchase Rights.  

(f) Notice of Adjustments. Upon the occurrence of each adjustment or readjustment of the Conversion Price as a result of the events described 
in this Section 1.6, the Borrower, at its expense, shall promptly compute such adjustment or readjustment and prepare and furnish to the Holder 
of a certificate setting forth such adjustment or readjustment and showing in detail the facts upon which such adjustment or readjustment is 
based. The Borrower shall, upon the written request at any time of the Holder, furnish to such Holder a like certificate setting forth (i) such 
adjustment or readjustment, (ii) the Conversion Price at the time in effect and (iii) the number of shares of Common Stock and the amount, if 
any, of other securities or property which at the time would be received upon conversion of the Note.  

1.7 Trading Market Limitations. Unless permitted by the applicable rules and regulations of the principal securities market on which the 
Common Stock is then listed or traded, in no event shall the Borrower issue upon conversion of or otherwise pursuant to this Note and the other 
Notes issued pursuant to the Purchase Agreement more than the maximum number of shares of Common Stock that the Borrower can issue 
pursuant to any rule of the principal United States securities market on which the Common Stock is then traded (the "Maximum Share 
Amount"), which shall be 19.99% of the total shares outstanding on the Closing Date (as defined in the Purchase Agreement), subject to 
equitable adjustment from time to time for stock splits, stock dividends, combinations, capital reorganizations and similar events relating to the 
Common Stock occurring after the date hereof. Once the Maximum Share Amount has been issued (the date of which is hereinafter referred to 
as the "Maximum Conversion Date"), if the Borrower fails to eliminate any prohibitions under applicable law or the rules or regulations of any 
stock exchange, interdealer quotation system or other self-regulatory organization with jurisdiction over the Borrower or any of its securities on 
the Borrower's ability to issue shares of Common Stock in excess of the Maximum Share Amount (a "Trading Market Prepayment Event"), in 
lieu of any further right to convert this Note, and in full satisfaction of the Borrower's obligations under this Note, the Borrower shall pay to the 
Holder, within fifteen (15) business days of the Maximum Conversion Date (the "Trading Market Prepayment Date"), an amount equal to 
130% times the sum of (a) the then outstanding principal amount of this Note immediately following the Maximum Conversion Date, plus (b) 
accrued and unpaid interest on the unpaid principal amount of this Note to the Trading Market Prepayment Date, plus (c) Default Interest, if 
any, on the amounts referred to in clause (a) and/or (b) above, plus (d) any optional amounts that may be added thereto at the Maximum 
Conversion Date by the Holder in accordance with the terms hereof (the then outstanding principal amount of this Note immediately following 
the Maximum Conversion Date, plus the amounts referred to in clauses (b), (c) and (d) above shall collectively be referred to as the "Remaining 
Convertible Amount"). With respect to each Holder of Notes, the Maximum Share Amount shall refer to such Holder's pro rata share thereof 
determined in accordance with Section 4.8 below. In the event that the sum of (x) the aggregate number of shares of Common Stock issued 
upon conversion of this Note and the other Notes issued pursuant to the Purchase Agreement plus (y) the aggregate number of shares of 
Common Stock that remain issuable upon conversion of this Note and the other Notes issued pursuant to the Purchase Agreement, represents at 
least one hundred percent (100%) of the Maximum Share Amount (the "Triggering Event"), the Borrower will use its best efforts to seek and 
obtain Shareholder Approval (or obtain such other relief as will allow conversions hereunder in excess of the Maximum Share Amount) as 
soon as practicable following the Triggering Event and before the Maximum Conversion Date. As used herein, "Shareholder Approval" means 
approval by the shareholders of the Borrower to authorize the issuance of the full number of shares of Common Stock which would be issuable 
upon full conversion of the then outstanding Notes but for the Maximum Share Amount.  
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1.8 Status as Shareholder. Upon submission of a Notice of Conversion by a Holder, (i) the shares covered thereby (other than the shares, if any, 
which cannot be issued because their issuance would exceed such Holder's allocated portion of the Reserved Amount or Maximum Share 
Amount) shall be deemed converted into shares of Common Stock and (ii) the Holder's rights as a Holder of such converted portion of this 
Note shall cease and terminate, excepting only the right to receive certificates for such shares of Common Stock and to any remedies provided 
herein or otherwise available at law or in equity to such Holder because of a failure by the Borrower to comply with the terms of this Note. 
Notwithstanding the foregoing, if a Holder has not received certificates for all shares of Common Stock prior to the tenth (10th) business day 
after the expiration of the Deadline with respect to a conversion of any portion of this Note for any reason, then (unless the Holder otherwise 
elects to retain its status as a holder of Common Stock by so notifying the Borrower) the Holder shall regain the rights of a Holder of this Note 
with respect to such unconverted portions of this Note and the Borrower shall, as soon as practicable, return such unconverted Note to the 
Holder or, if the Note has not been surrendered, adjust its records to reflect that such portion of this Note has not been converted. In all cases, 
the Holder shall retain all of its rights and remedies (including, without limitation, (i) the right to receive Conversion Default Payments 
pursuant to Section 1.3 to the extent required thereby for such Conversion Default and any subsequent Conversion Default and (ii) the right to 
have the Conversion Price with respect to subsequent conversions determined in accordance with Section 1.3) for the Borrower's failure to 
convert this Note.  

ARTICLE II. CERTAIN COVENANTS  

2.1 Distributions on Capital Stock. So long as the Borrower shall have any obligation under this Note, the Borrower shall not without the 
Holder's written consent (a) pay, declare or set apart for such payment, any dividend or other distribution (whether in cash, property or other 
securities) on shares of capital stock other than dividends on shares of Common Stock solely in the form of additional shares of Common Stock 
or (b) directly or indirectly or through any subsidiary make any other payment or distribution in respect of its capital stock except for 
distributions pursuant to any shareholders' rights plan which is approved by a majority of the Borrower's disinterested directors.  
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2.2 Restriction on Stock Repurchases. So long as the Borrower shall have any obligation under this Note, the Borrower shall not without the 
Holder's written consent redeem, repurchase or otherwise acquire (whether for cash or in exchange for property or other securities or otherwise) 
in any one transaction or series of related transactions any shares of capital stock of the Borrower or any warrants, rights or options to purchase 
or acquire any such shares.  

2.3 Borrowings. So long as the Borrower shall have any obligation under this Note, the Borrower shall not, without the Holder's written 
consent, create, incur, assume or suffer to exist any liability for borrowed money, except (a) borrowings in existence or committed on the date 
hereof and of which the Borrower has informed Holder in writing prior to the date hereof, (b) indebtedness to trade creditors or financial 
institutions incurred in the ordinary course of business or (c) borrowings, the proceeds of which shall be used to repay this Note.  

2.4 Sale of Assets. So long as the Borrower shall have any obligation under this Note, the Borrower shall not, without the Holder's written 
consent, sell, lease or otherwise dispose of any significant portion of its assets outside the ordinary course of business. Any consent to the 
disposition of any assets may be conditioned on a specified use of the proceeds of disposition.  

2.5 Advances and Loans. So long as the Borrower shall have any obligation under this Note, the Borrower shall not, without the Holder's 
written consent, lend money, give credit or make advances to any person, firm, joint venture or corporation, including, without limitation, 
officers, directors, employees, subsidiaries and affiliates of the Borrower, except loans, credits or advances (a) in existence or committed on the 
date hereof and which the Borrower has informed Holder in writing prior to the date hereof, (b) made in the ordinary course of business or (c) 
not in excess of $50,000.  

2.6 Contingent Liabilities. So long as the Borrower shall have any obligation under this Note, the Borrower shall not, without the Holder's 
written consent, which shall not be unreasonably withheld, assume, guarantee, endorse, contingently agree to purchase or otherwise become 
liable upon the obligation of any person, firm, partnership, joint venture or corporation, except by the endorsement of negotiable instruments 
for deposit or collection and except assumptions, guarantees, endorsements and contingencies (a) in existence or committed on the date hereof 
and which the Borrower has informed Holder in writing prior to the date hereof, and (b) similar transactions in the ordinary course of business.  

ARTICLE III. EVENTS OF DEFAULT  

If any of the following events of default (each, an "Event of Default") shall occur:  

3.1 Failure to Pay Principal or Interest. The Borrower fails to pay the principal hereof or interest thereon when due on this Note, whether at 
maturity, upon a Trading Market Prepayment Event pursuant to Section 1.7, upon acceleration or otherwise;  
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3.2 Conversion and the Shares. The Borrower fails to issue shares of Common Stock to the Holder (or announces or threatens that it will not 
honor its obligation to do so) upon exercise by the Holder of the conversion rights of the Holder in accordance with the terms of this Note (for a 
period of at least sixty  
(60) days, if such failure is solely as a result of the circumstances governed by Section 1.3 and the Borrower is using its best efforts to authorize 
a sufficient number of shares of Common Stock as soon as practicable), fails to transfer or cause its transfer agent to transfer (electronically or 
in certificated form) any certificate for shares of Common Stock issued to the Holder upon conversion of or otherwise pursuant to this Note as 
and when required by this Note or the Registration Rights Agreement, or fails to remove any restrictive legend (or to withdraw any stop 
transfer instructions in respect thereof) on any certificate for any shares of Common Stock issued to the Holder upon conversion of or 
otherwise pursuant to this Note as and when required by this Note or the Registration Rights Agreement (or makes any announcement, 
statement or threat that it does not intend to honor the obligations described in this paragraph) and any such failure shall continue uncured (or 
any announcement, statement or threat not to honor its obligations shall not be rescinded in writing) for ten (10) days after the Borrower shall 
have been notified thereof in writing by the Holder;  

3.3 Failure to Timely File Registration or Effect Registration. The Borrower fails to file the Registration Statement within sixty (60) days 
following the Closing Date (as defined in the Purchase Agreement) or obtain effectiveness with the Securities and Exchange Commission of 
the Registration Statement within one hundred thirty-five (135) days following the Closing Date (as defined in the Purchase Agreement) or 
such Registration Statement lapses in effect (or sales cannot otherwise be made thereunder effective, whether by reason of the Borrower's 
failure to amend or supplement the prospectus included therein in accordance with the Registration Rights Agreement or otherwise) for more 
than ten (10) consecutive days or twenty (20) days in any twelve month period after the Registration Statement becomes effective;  

3.4 Breach of Covenants. The Borrower breaches any material covenant or other material term or condition contained in Sections 1.3, 1.6 or 1.7 
of this Note, or Sections 4(c), 4(e), 4(h), 4(i), 4(j) or 5 of the Purchase Agreement and such breach continues for a period of ten (10) days after 
written notice thereof to the Borrower from the Holder;  

3.5 Breach of Representations and Warranties. Any representation or warranty of the Borrower made herein or in any agreement, statement or 
certificate given in writing pursuant hereto or in connection herewith (including, without limitation, the Purchase Agreement and the 
Registration Rights Agreement), shall be false or misleading in any material respect when made and the breach of which has (or with the 
passage of time will have) a material adverse effect on the rights of the Holder with respect to this Note, the Purchase Agreement or the 
Registration Rights Agreement;  

3.6 Receiver or Trustee. The Borrower or any subsidiary of the Borrower shall make an assignment for the benefit of creditors, or apply for or 
consent to the appointment of a receiver or trustee for it or for a substantial part of its property or business, or such a receiver or trustee shall 
otherwise be appointed;  
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3.7 Judgments. Any money judgment, writ or similar process shall be entered or filed against the Borrower or any subsidiary of the Borrower 
or any of its property or other assets for more than $50,000, and shall remain unvacated, unbonded or unstayed for a period of twenty (20) days 
unless otherwise consented to by the Holder, which consent will not be unreasonably withheld;  

3.8 Bankruptcy. Bankruptcy, insolvency, reorganization or liquidation proceedings or other proceedings for relief under any bankruptcy law or 
any law for the relief of debtors shall be instituted by or against the Borrower or any subsidiary of the Borrower;  

3.9 Delisting of Common Stock. The Borrower shall fail to maintain the listing of the Common Stock on at least one of the OTCBB or an 
equivalent replacement exchange, the Nasdaq National Market, the Nasdaq SmallCap Market, the New York Stock Exchange, or the American 
Stock Exchange; or  

3.10 Default Under Other Notes. An Event of Default has occurred and is continuing under any of the other Notes issued pursuant to the 
Purchase Agreement,  

then, upon the occurrence and during the continuation of any Event of Default specified in Section 3.1, 3.2, 3.3, 3.4, 3.5, 3.7, 3.9, or 3.10, at the 
option of the Holders of a majority of the aggregate principal amount of the outstanding Notes issued pursuant to the Purchase Agreement 
exercisable through the delivery of written notice to the Borrower by such Holders (the "Default Notice"), and upon the occurrence of an Event 
of Default specified in Section 3.6 or 3.8, the Notes shall become immediately due and payable and the Borrower shall pay to the Holder, in 
full satisfaction of its obligations hereunder, an amount equal to the greater of (i) 130% times the sum of (w) the then outstanding principal 
amount of this Note plus (x) accrued and unpaid interest on the unpaid principal amount of this Note to the date of payment (the "Mandatory 
Prepayment Date") plus (y) Default Interest, if any, on the amounts referred to in clauses (w) and/or (x) plus (z) any amounts owed to the 
Holder pursuant to Sections 1.3 and 1.4(g) hereof or pursuant to Section 2(c) of the Registration Rights Agreement (the then outstanding 
principal amount of this Note to the date of payment plus the amounts referred to in clauses (x), (y) and  
(z) shall collectively be known as the "Default Sum") or (ii) the "parity value" of the Default Sum to be prepaid, where parity value means (a) 
the highest number of shares of Common Stock issuable upon conversion of or otherwise pursuant to such Default Sum in accordance with 
Article I, treating the Trading Day immediately preceding the Mandatory Prepayment Date as the "Conversion Date" for purposes of 
determining the lowest applicable Conversion Price, unless the Default Event arises as a result of a breach in respect of a specific Conversion 
Date in which case such Conversion Date shall be the Conversion Date), multiplied by (b) the highest Closing Price for the Common Stock 
during the period beginning on the date of first occurrence of the Event of Default and ending one day prior to the Mandatory Prepayment Date 
(the "Default Amount") and all other amounts payable hereunder shall immediately become due and payable, all without demand, presentment 
or notice, all of which hereby are expressly waived, together with all costs, including, without limitation, legal fees and expenses, of collection, 
and the Holder shall be entitled to exercise all other rights and remedies available at law or in equity. If the Borrower fails to pay the Default 
Amount within five (5) business days of written notice that such amount is due and payable, then the Holder shall have the right at any time, so 
long as the Borrower remains in default (and so long and to the extent that there are sufficient authorized shares), to require the Borrower, upon 
written notice, to immediately issue, in lieu of the Default Amount, the number of shares of Common Stock of the Borrower equal to the 
Default Amount divided by the Conversion Price then in effect.  
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ARTICLE IV. MISCELLANEOUS  

4.1 Failure or Indulgence Not Waiver. No failure or delay on the part of the Holder in the exercise of any power, right or privilege hereunder 
shall operate as a waiver thereof, nor shall any single or partial exercise of any such power, right or privilege preclude other or further exercise 
thereof or of any other right, power or privileges. All rights and remedies existing hereunder are cumulative to, and not exclusive of, any rights 
or remedies otherwise available.  

4.2 Notices. Any notice herein required or permitted to be given shall be in writing and may be personally served or delivered by courier or 
sent by United States mail and shall be deemed to have been given upon receipt if personally served (which shall include telephone line 
facsimile transmission) or sent by courier or three (3) days after being deposited in the United States mail, certified, with postage pre-paid and 
properly addressed, if sent by mail. For the purposes hereof, the address of the Holder shall be as shown on the records of the Borrower; and 
the address of the Borrower shall be 4625 Creekstone Drive, Suite 100, Research Triangle Park, Durham, NC 27703, facsimile number: (919) 
474-9712. Both the Holder and the Borrower may change the address for service by service of written notice to the other as herein provided.  

4.3 Amendments. This Note and any provision hereof may only be amended by an instrument in writing signed by the Borrower and the 
Holder. The term "Note" and all reference thereto, as used throughout this instrument, shall mean this instrument (and the other Notes issued 
pursuant to the Purchase Agreement) as originally executed, or if later amended or supplemented, then as so amended or supplemented.  

4.4 Assignability. This Note shall be binding upon the Borrower and its successors and assigns, and shall inure to be the benefit of the Holder 
and its successors and assigns. Each transferee of this Note must be an "accredited investor" (as defined in Rule 501(a) of the 1933 Act). 
Notwithstanding anything in this Note to the contrary, this Note may be pledged as collateral in connection with a bona fide margin account or 
other lending arrangement.  

4.5 Cost of Collection. If default is made in the payment of this Note, the Borrower shall pay the Holder hereof costs of collection, including 
reasonable attorneys' fees.  

4.6 Governing Law. THIS NOTE SHALL BE ENFORCED, GOVERNED BY AND CONSTRUED IN ACCORDANCE WITH THE LAWS 
OF THE STATE OF NEW YORK APPLICABLE TO AGREEMENTS MADE AND TO BE PERFORMED ENTIRELY WITHIN SUCH 
STATE, WITHOUT REGARD TO THE PRINCIPLES OF CONFLICT OF LAWS. THE BORROWER HEREBY SUBMITS TO THE 
EXCLUSIVE JURISDICTION OF THE UNITED STATES FEDERAL COURTS LOCATED IN NEW YORK, NEW YORK WITH 
RESPECT TO ANY DISPUTE ARISING UNDER THIS NOTE, THE AGREEMENTS ENTERED INTO IN CONNECTION HEREWITH 
OR THE TRANSACTIONS CONTEMPLATED HEREBY OR THEREBY. BOTH PARTIES IRREVOCABLY WAIVE THE DEFENSE OF 
AN INCONVENIENT FORUM TO THE MAINTENANCE OF SUCH SUIT OR PROCEEDING. BOTH PARTIES FURTHER AGREE 
THAT SERVICE OF PROCESS UPON A PARTY MAILED BY FIRST CLASS MAIL SHALL BE DEEMED IN EVERY RESPECT 
EFFECTIVE SERVICE OF PROCESS UPON THE PARTY IN ANY SUCH SUIT OR PROCEEDING. NOTHING HEREIN SHALL 
AFFECT EITHER PARTY'S RIGHT TO SERVE PROCESS IN ANY OTHER MANNER PERMITTED BY LAW. BOTH PARTIES 
AGREE THAT A FINAL NON-APPEALABLE JUDGMENT IN ANY SUCH SUIT OR PROCEEDING SHALL BE CONCLUSIVE AND 
MAY BE ENFORCED IN OTHER JURISDICTIONS BY SUIT ON SUCH JUDGMENT OR IN ANY OTHER LAWFUL MANNER. THE 
PARTY WHICH DOES NOT PREVAIL IN ANY DISPUTE ARISING UNDER THIS NOTE SHALL BE RESPONSIBLE FOR ALL FEES 
AND EXPENSES, INCLUDING ATTORNEYS' FEES, INCURRED BY THE PREVAILING PARTY IN CONNECTION WITH SUCH 
DISPUTE.  
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4.7 Certain Amounts. Whenever pursuant to this Note the Borrower is required to pay an amount in excess of the outstanding principal amount 
(or the portion thereof required to be paid at that time) plus accrued and unpaid interest plus Default Interest on such interest, the Borrower and 
the Holder agree that the actual damages to the Holder from the receipt of cash payment on this Note may be difficult to determine and the 
amount to be so paid by the Borrower represents stipulated damages and not a penalty and is intended to compensate the Holder in part for loss 
of the opportunity to convert this Note and to earn a return from the sale of shares of Common Stock acquired upon conversion of this Note at a 
price in excess of the price paid for such shares pursuant to this Note. The Borrower and the Holder hereby agree that such amount of stipulated 
damages is not plainly disproportionate to the possible loss to the Holder from the receipt of a cash payment without the opportunity to convert 
this Note into shares of Common Stock.  

4.8 Allocations of Maximum Share Amount and Reserved Amount. The Maximum Share Amount and Reserved Amount shall be allocated pro 
rata among the Holders of Notes based on the principal amount of such Notes issued to each Holder. Each increase to the Maximum Share 
Amount and Reserved Amount shall be allocated pro rata among the Holders of Notes based on the principal amount of such Notes held by 
each Holder at the time of the increase in the Maximum Share Amount or Reserved Amount. In the event a Holder shall sell or otherwise 
transfer any of such Holder's Notes, each transferee shall be allocated a pro rata portion of such transferor's Maximum Share Amount and 
Reserved Amount. Any portion of the Maximum Share Amount or Reserved Amount which remains allocated to any person or entity which 
does not hold any Notes shall be allocated to the remaining Holders of Notes, pro rata based on the principal amount of such Notes then held by 
such Holders.  

4.9 Damages Shares. The shares of Common Stock that may be issuable to the Holder pursuant to Sections 1.3 and 1.4(g) hereof and pursuant 
to Section 2(c) of the Registration Rights Agreement ("Damages Shares") shall be treated as Common Stock issuable upon conversion of this 
Note for all purposes hereof and shall be subject to all of the limitations and afforded all of the rights of the other shares of Common Stock 
issuable hereunder, including without limitation, the right to be included in the Registration Statement filed pursuant to the Registration Rights 
Agreement. For purposes of calculating interest payable on the outstanding principal amount hereof, except as otherwise provided herein, 
amounts convertible into Damages Shares ("Damages Amounts") shall not bear interest but must be converted prior to the conversion of any 
outstanding principal amount hereof, until the outstanding Damages Amounts is zero.  
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4.10 Denominations. At the request of the Holder, upon surrender of this Note, the Borrower shall promptly issue new Notes in the aggregate 
outstanding principal amount hereof, in the form hereof, in such denominations of at least $50,000 as the Holder shall request.  

4.11 Purchase Agreement. By its acceptance of this Note, each Holder agrees to be bound by the applicable terms of the Purchase Agreement.  

4.12 Notice of Corporate Events. Except as otherwise provided below, the Holder of this Note shall have no rights as a Holder of Common 
Stock unless and only to the extent that it converts this Note into Common Stock. The Borrower shall provide the Holder with prior notification 
of any meeting of the Borrower's shareholders (and copies of proxy materials and other information sent to shareholders). In the event of any 
taking by the Borrower of a record of its shareholders for the purpose of determining shareholders who are entitled to receive payment of any 
dividend or other distribution, any right to subscribe for, purchase or otherwise acquire (including by way of merger, consolidation, 
reclassification or recapitalization) any share of any class or any other securities or property, or to receive any other right, or for the purpose of 
determining shareholders who are entitled to vote in connection with any proposed sale, lease or conveyance of all or substantially all of the 
assets of the Borrower or any proposed liquidation, dissolution or winding up of the Borrower, the Borrower shall mail a notice to the Holder, 
at least twenty (20) days prior to the record date specified therein (or thirty (30) days prior to the consummation of the transaction or event, 
whichever is earlier), of the date on which any such record is to be taken for the purpose of such dividend, distribution, right or other event, and 
a brief statement regarding the amount and character of such dividend, distribution, right or other event to the extent known at such time. The 
Borrower shall make a public announcement of any event requiring notification to the Holder hereunder substantially simultaneously with the 
notification to the Holder in accordance with the terms of this Section 4.12.  

4.13 Remedies. The Borrower acknowledges that a breach by it of its obligations hereunder will cause irreparable harm to the Holder, by 
vitiating the intent and purpose of the transaction contemplated hereby. Accordingly, the Borrower acknowledges that the remedy at law for a 
breach of its obligations under this Note will be inadequate and agrees, in the event of a breach or threatened breach by the Borrower of the 
provisions of this Note, that the Holder shall be entitled, in addition to all other available remedies at law or in equity, and in addition to the 
penalties assessable herein, to an injunction or injunctions restraining, preventing or curing any breach of this Note and to enforce specifically 
the terms and provisions thereof, without the necessity of showing economic loss and without any bond or other security being required.  
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ARTICLE V. CALL OPTION  

5.1 Call Option. Notwithstanding anything to the contrary contained in this Article V, so long as (i) no Event of Default or Trading Market 
Prepayment Event shall have occurred and be continuing, (ii) the Borrower has a sufficient number of authorized shares of Common Stock 
reserved for issuance upon full conversion of the Notes, then at any time after the Issue Date, and  
(iii) the Common Stock is trading at or below $.10 per share, the Borrower shall have the right, exercisable on not less than ten (10) Trading 
Days prior written notice to the Holders of the Notes (which notice may not be sent to the Holders of the Notes until the Borrower is permitted 
to prepay the Notes pursuant to this Section 5.1), to prepay all of the outstanding Notes in accordance with this Section 5.1. Any notice of 
prepayment hereunder (an "Optional Prepayment") shall be delivered to the Holders of the Notes at their registered addresses appearing on the 
books and records of the Borrower and shall state (1) that the Borrower is exercising its right to prepay all of the Notes issued on the Issue Date 
and (2) the date of prepayment (the "Optional Prepayment Notice"). On the date fixed for prepayment (the "Optional Prepayment Date"), the 
Borrower shall make payment of the Optional Prepayment Amount (as defined below) to or upon the order of the Holders as specified by the 
Holders in writing to the Borrower at least one (1) business day prior to the Optional Prepayment Date. If the Borrower exercises its right to 
prepay the Notes, the Borrower shall make payment to the holders of an amount in cash (the "Optional Prepayment Amount") equal to either (i) 
125% (for prepayments occurring within thirty (30) days of the Issue Date), (ii) 135% for prepayments occurring between thirty-one (31) and 
sixty (60) days of the Issue Date, or (iii) 145% (for prepayments occurring after the sixtieth (60th) day following the Issue Date), multiplied by 
the sum of (w) the then outstanding principal amount of this Note plus (x) accrued and unpaid interest on the unpaid principal amount of this 
Note to the Optional Prepayment Date plus (y) Default Interest, if any, on the amounts referred to in clauses (w) and (x) plus (z) any amounts 
owed to the Holder pursuant to Sections 1.3 and 1.4(g) hereof or pursuant to Section 2(c) of the Registration Rights Agreement (the then 
outstanding principal amount of this Note to the date of payment plus the amounts referred to in clauses (x), (y) and (z) shall collectively be 
known as the "Optional Prepayment Sum"). Notwithstanding notice of an Optional Prepayment, the Holders shall at all times prior to the 
Optional Prepayment Date maintain the right to convert all or any portion of the Notes in accordance with Article I and any portion of Notes so 
converted after receipt of an Optional Prepayment Notice and prior to the Optional Prepayment Date set forth in such notice and payment of the 
aggregate Optional Prepayment Amount shall be deducted from the principal amount of Notes which are otherwise subject to prepayment 
pursuant to such notice. If the Borrower delivers an Optional Prepayment Notice and fails to pay the Optional Prepayment Amount due to the 
Holders of the Notes within two (2) business days following the Optional Prepayment Date, the Borrower shall forever forfeit its right to 
redeem the Notes pursuant to this Section 5.1.  
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5.2 Partial Call Option. Notwithstanding anything to the contrary contained in this Article V, in the event that the Average Daily Price of the 
Common Stock, as reported by the Reporting Service, for each day of the month ending on any Determination Date is below the Initial Market 
Price, the Borrower may, at its option, prepay a portion of the outstanding principal amount of the Notes equal to the principal amount hereof 
divided by thirty-six (36) plus one month's interest. The term "Initial Market Price" means shall mean the volume weighted average price of the 
Common Stock for the five (5) Trading Days immediately preceding the Closing which is $.06. The term "Reporting Service" means a reliable 
reporting service mutually acceptable to and hereinafter designated by the Holder.  

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]  
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IN WITNESS WHEREOF, Borrower has caused this Note to be signed in its name by its duly authorized officer this 24th day of October, 
2005.  

CYBERLUX CORPORATION  
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By:      /s/ DONALD EVANS 
         ---------------- 
         Donald Evans 
         Chief Executive Officer 



Exhibit 4.4  

THE SECURITIES REPRESENTED BY THIS CERTIFICATE HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 
1933, AS AMENDED (THE "ACT"). THE SECURITIES MAY NOT BE SOLD, TRANSFERRED OR ASSIGNED IN THE ABSENCE OF 
AN EFFECTIVE REGISTRATION STATEMENT FOR THE SECURITIES UNDER SAID ACT, OR AN OPINION OF COUNSEL IN 
FORM, SUBSTANCE AND SCOPE CUSTOMARY FOR OPINIONS OF COUNSEL IN COMPARABLE TRANSACTIONS THAT 
REGISTRATION IS NOT REQUIRED UNDER SAID ACT OR UNLESS SOLD PURSUANT TO RULE 144 OR REGULATION S 
UNDER SAID ACT.  

CALLABLE SECURED CONVERTIBLE NOTE  

Durham, North Carolina  
October 24, 2005 $97,600  

FOR VALUE RECEIVED, CYBERLUX CORPORATION, a Nevada corporation (hereinafter called the "Borrower"), hereby promises to pay 
to the order of AJW Partners, LLC or registered assigns (the "Holder") the sum of $97,600, on October 24, 2008 (the "Maturity Date"), and to 
pay interest on the unpaid principal balance hereof at the rate of ten percent (10%) (the "Interest Rate") per annum from October 24, 2005 (the 
"Issue Date") until the same becomes due and payable, whether at maturity or upon acceleration or by prepayment or otherwise. Any amount of 
principal or interest on this Note which is not paid when due shall bear interest at the rate of fifteen percent (15%) per annum from the due date 
thereof until the same is paid ("Default Interest"). Interest shall commence accruing on the Issue Date, shall be computed on the basis of a 365-
day year and the actual number of days elapsed and shall be payable quarterly provided that no interest shall be due and payable for any month 
in which the Trading Price (as such term is defined below) is greater than $.0375 for each Trading Day (as such term is defined below) of the 
month. All payments due hereunder (to the extent not converted into common stock, $.001 par value per share (the "Common Stock") in 
accordance with the terms hereof) shall be made in lawful money of the United States of America. All payments shall be made at such address 
as the Holder shall hereafter give to the Borrower by written notice made in accordance with the provisions of this Note. Whenever any amount 
expressed to be due by the terms of this Note is due on any day which is not a business day, the same shall instead be due on the next 
succeeding day which is a business day and, in the case of any interest payment date which is not the date on which this Note is paid in full, the 
extension of the due date thereof shall not be taken into account for purposes of determining the amount of interest due on such date. As used in 
this Note, the term "business day" shall mean any day other than a Saturday, Sunday or a day on which commercial banks in the city of New 
York, New York are authorized or required by law or executive order to remain closed. Each capitalized term used herein, and not otherwise 
defined, shall have the meaning ascribed thereto in that certain Securities Purchase Agreement, dated October 24, 2005, pursuant to which this 
Note was originally issued (the "Purchase Agreement").  



This Note is free from all taxes, liens, claims and encumbrances with respect to the issue thereof and shall not be subject to preemptive rights or 
other similar rights of shareholders of the Borrower and will not impose personal liability upon the holder thereof. The obligations of the 
Borrower under this Note shall be secured by that certain Security Agreement and Intellectual Property Security Agreement, each dated 
October 24, 2005 by and between the Borrower and the Holder.  

The following terms shall apply to this Note:  

ARTICLE I. CONVERSION RIGHTS  

1.1 Conversion Right. The Holder shall have the right from time to time, and at any time on or prior to the earlier of (i) the Maturity Date and  
(ii) the date of payment of the Default Amount (as defined in Article III) pursuant to Section 1.6(a) or Article III, the Optional Prepayment 
Amount (as defined in Section 5.1 or any payments pursuant to Section 1.7, each in respect of the remaining outstanding principal amount of 
this Note to convert all or any part of the outstanding and unpaid principal amount of this Note into fully paid and non-assessable shares of 
Common Stock, as such Common Stock exists on the Issue Date, or any shares of capital stock or other securities of the Borrower into which 
such Common Stock shall hereafter be changed or reclassified at the conversion price (the "Conversion Price") determined as provided herein 
(a "Conversion"); provided, however, that in no event shall the Holder be entitled to convert any portion of this Note in excess of that portion 
of this Note upon conversion of which the sum of (1) the number of shares of Common Stock beneficially owned by the Holder and its 
affiliates (other than shares of Common Stock which may be deemed beneficially owned through the ownership of the unconverted portion of 
the Notes or the unexercised or unconverted portion of any other security of the Borrower (including, without limitation, the warrants issued by 
the Borrower pursuant to the Purchase Agreement) subject to a limitation on conversion or exercise analogous to the limitations contained 
herein) and (2) the number of shares of Common Stock issuable upon the conversion of the portion of this Note with respect to which the 
determination of this proviso is being made, would result in beneficial ownership by the Holder and its affiliates of more than 4.99% of the 
outstanding shares of Common Stock and provided further that the Holder shall not be entitled to convert any portion of this Note during any 
month immediately succeeding a Determination Date on which the Borrower exercises its prepayment option pursuant to Section 5.2 of this 
Note. For purposes of the proviso to the immediately preceding sentence, beneficial ownership shall be determined in accordance with Section 
13(d) of the Securities Exchange Act of 1934, as amended, and Regulations 13D-G thereunder, except as otherwise provided in clause (1) of 
such proviso. The number of shares of Common Stock to be issued upon each conversion of this Note shall be determined by dividing the 
Conversion Amount (as defined below) by the applicable Conversion Price then in effect on the date specified in the notice of conversion, in 
the form attached hereto as Exhibit A (the "Notice of Conversion"), delivered to the Borrower by the Holder in accordance with Section 1.4 
below; provided that the Notice of Conversion is submitted by facsimile (or by other means resulting in, or reasonably expected to result in, 
notice) to the Borrower before 6:00 p.m., New York, New York time on such conversion date (the "Conversion Date"). The term "Conversion 
Amount" means, with respect to any conversion of this Note, the sum of (1) the principal amount of this Note to be converted in such 
conversion plus (2) accrued and unpaid interest, if any, on such principal amount at the interest rates provided in this Note to the Conversion 
Date plus (3) Default Interest, if any, on the amounts referred to in the immediately preceding clauses (1) and/or (2) plus (4) at the Holder's 
option, any amounts owed to the Holder pursuant to Sections 1.3 and 1.4(g) hereof or pursuant to Section 2(c) of that certain Registration 
Rights Agreement, dated as of October 24, 2005, executed in connection with the initial issuance of this Note and the other Notes issued on the 
Issue Date (the "Registration Rights Agreement"). The term "Determination Date" means the last business day of each month after the Issue 
Date.  
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1.2 Conversion Price.  

(a) Calculation of Conversion Price. The Conversion Price shall be the lesser of (i) the Variable Conversion Price (as defined herein) and  
(ii) the Fixed Conversion Price (as defined herein) (subject, in each case, to equitable adjustments for stock splits, stock dividends or rights 
offerings by the Borrower relating to the Borrower's securities or the securities of any subsidiary of the Borrower, combinations, 
recapitalization, reclassifications, extraordinary distributions and similar events). The "Variable Conversion Price" shall mean the Applicable 
Percentage (as defined herein) multiplied by the Market Price (as defined herein). "Market Price" means the average of the lowest three (3) 
Trading Prices (as defined below) for the Common Stock during the twenty (20) Trading Day period ending one Trading Day prior to the date 
the Conversion Notice is sent by the Holder to the Borrower via facsimile (the "Conversion Date"). "Trading Price" means, for any security as 
of any date, the intraday trading price on the Over-the-Counter Bulletin Board (the "OTCBB") as reported by a reliable reporting service 
mutually acceptable to and hereafter designated by Holders of a majority in interest of the Notes and the Borrower or, if the OTCBB is not the 
principal trading market for such security, the intraday trading price of such security on the principal securities exchange or trading market 
where such security is listed or traded or, if no intraday trading price of such security is available in any of the foregoing manners, the average 
of the intraday trading prices of any market makers for such security that are listed in the "pink sheets" by the National Quotation Bureau, Inc. 
If the Trading Price cannot be calculated for such security on such date in the manner provided above, the Trading Price shall be the fair market 
value as mutually determined by the Borrower and the holders of a majority in interest of the Notes being converted for which the calculation 
of the Trading Price is required in order to determine the Conversion Price of such Notes. "Trading Day" shall mean any day on which the 
Common Stock is traded for any period on the OTCBB, or on the principal securities exchange or other securities market on which the 
Common Stock is then being traded. "Applicable Percentage" shall mean 50.0%. The "Fixed Conversion Price" shall mean $.06.  
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(b) Conversion Price During Major Announcements. Notwithstanding anything contained in Section 1.2(a) to the contrary, in the event the 
Borrower (i) makes a public announcement that it intends to consolidate or merge with any other corporation (other than a merger in which the 
Borrower is the surviving or continuing corporation and its capital stock is unchanged) or sell or transfer all or substantially all of the assets of 
the Borrower or (ii) any person, group or entity (including the Borrower) publicly announces a tender offer to purchase 50% or more of the 
Borrower's Common Stock (or any other takeover scheme) (the date of the announcement referred to in clause (i) or (ii) is hereinafter referred 
to as the "Announcement Date"), then the Conversion Price shall, effective upon the Announcement Date and continuing through the Adjusted 
Conversion Price Termination Date (as defined below), be equal to the lower of (x) the Conversion Price which would have been applicable for 
a Conversion occurring on the Announcement Date and (y) the Conversion Price that would otherwise be in effect. From and after the Adjusted 
Conversion Price Termination Date, the Conversion Price shall be determined as set forth in this  
Section 1.2(a). For purposes hereof, "Adjusted Conversion Price Termination Date" shall mean, with respect to any proposed transaction or 
tender offer (or takeover scheme) for which a public announcement as contemplated by this Section 1.2(b) has been made, the date upon which 
the Borrower (in the case of clause  
(i) above) or the person, group or entity (in the case of clause (ii) above) consummates or publicly announces the termination or abandonment 
of the proposed transaction or tender offer (or takeover scheme) which caused this Section 1.2(b) to become operative.  

1.3 Authorized Shares. Subject to the Stockholder Approval (as defined in the Agreement), the Borrower covenants that during the period the 
conversion right exists, the Borrower will reserve from its authorized and unissued Common Stock a sufficient number of shares, free from 
preemptive rights, to provide for the issuance of Common Stock upon the full conversion of this Note and the other Notes issued pursuant to 
the Purchase Agreement. The Borrower is required at all times to have authorized and reserved two times the number of shares that is actually 
issuable upon full conversion of the Notes (based on the Conversion Price of the Notes or the Exercise Price of the Warrants in effect from time 
to time) (the "Reserved Amount"). The Reserved Amount shall be increased from time to time in accordance with the Borrower's obligations 
pursuant to Section 4(h) of the Purchase Agreement. The Borrower represents that upon issuance, such shares will be duly and validly issued, 
fully paid and non-assessable. In addition, if the Borrower shall issue any securities or make any change to its capital structure which would 
change the number of shares of Common Stock into which the Notes shall be convertible at the then current Conversion Price, the Borrower 
shall at the same time make proper provision so that thereafter there shall be a sufficient number of shares of Common Stock authorized and 
reserved, free from preemptive rights, for conversion of the outstanding Notes. The Borrower (i) acknowledges that it has irrevocably 
instructed its transfer agent to issue certificates for the Common Stock issuable upon conversion of this Note, and (ii) agrees that its issuance of 
this Note shall constitute full authority to its officers and agents who are charged with the duty of executing stock certificates to execute and 
issue the necessary certificates for shares of Common Stock in accordance with the terms and conditions of this Note.  
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If, at any time a Holder of this Note submits a Notice of Conversion, and the Borrower does not have sufficient authorized but unissued shares 
of Common Stock available to effect such conversion in accordance with the provisions of this Article I (a "Conversion Default"), subject to 
Section 4.8, the Borrower shall issue to the Holder all of the shares of Common Stock which are then available to effect such conversion. The 
portion of this Note which the Holder included in its Conversion Notice and which exceeds the amount which is then convertible into available 
shares of Common Stock (the "Excess Amount") shall, notwithstanding anything to the contrary contained herein, not be convertible into 
Common Stock in accordance with the terms hereof until (and at the Holder's option at any time after) the date additional shares of Common 
Stock are authorized by the Borrower to permit such conversion, at which time the Conversion Price in respect thereof shall be the lesser of (i) 
the Conversion Price on the Conversion Default Date (as defined below) and (ii) the Conversion Price on the Conversion Date thereafter 
elected by the Holder in respect thereof. In addition, the Borrower shall pay to the Holder payments  
("Conversion Default Payments") for a Conversion Default in the amount of (x)  
the sum of (1) the then outstanding principal amount of this Note plus (2) accrued and unpaid interest on the unpaid principal amount of this 
Note through the Authorization Date (as defined below) plus (3) Default Interest, if any, on the amounts referred to in clauses (1) and/or (2), 
multiplied by (y) .24, multiplied by (z) (N/365), where N = the number of days from the day the holder submits a Notice of Conversion giving 
rise to a Conversion Default (the "Conversion Default Date") to the date (the "Authorization Date") that the Borrower authorizes a sufficient 
number of shares of Common Stock to effect conversion of the full outstanding principal balance of this Note. The Borrower shall use its best 
efforts to authorize a sufficient number of shares of Common Stock as soon as practicable following the earlier of (i) such time that the Holder 
notifies the Borrower or that the Borrower otherwise becomes aware that there are or likely will be insufficient authorized and unissued shares 
to allow full conversion thereof and (ii) a Conversion Default. The Borrower shall send notice to the Holder of the authorization of additional 
shares of Common Stock, the Authorization Date and the amount of Holder's accrued Conversion Default Payments. The accrued Conversion 
Default Payments for each calendar month shall be paid in cash or shall be convertible into Common Stock (at such time as there are sufficient 
authorized shares of Common Stock) at the applicable Conversion Price, at the Borrower's option, as follows:  

(a) In the event Holder elects to take such payment in cash, cash payment shall be made to Holder by the fifth (5th) day of the month following 
the month in which it has accrued; and  

(b) In the event Holder elects to take such payment in Common Stock, the Holder may convert such payment amount into Common Stock at 
the Conversion Price (as in effect at the time of conversion) at any time after the fifth day of the month following the month in which it has 
accrued in accordance with the terms of this Article I (so long as there is then a sufficient number of authorized shares of Common Stock).  

The Holder's election shall be made in writing to the Borrower at any time prior to 6:00 p.m., New York, New York time, on the third day of 
the month following the month in which Conversion Default payments have accrued. If no election is made, the Holder shall be deemed to 
have elected to receive cash. Nothing herein shall limit the Holder's right to pursue actual damages (to the extent in excess of the Conversion 
Default Payments) for the Borrower's failure to maintain a sufficient number of authorized shares of Common Stock, and each holder shall 
have the right to pursue all remedies available at law or in equity (including degree of specific performance and/or injunctive relief).  
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1.4 Method of Conversion.  

(a) Mechanics of Conversion. Subject to Section 1.1, this Note may be converted by the Holder in whole or in part at any time from time to 
time after the Issue Date, by (A) submitting to the Borrower a Notice of Conversion (by facsimile or other reasonable means of communication 
dispatched on the Conversion Date prior to 6:00 p.m., New York, New York time) and (B) subject to  
Section 1.4(b), surrendering this Note at the principal office of the Borrower.  

(b) Surrender of Note Upon Conversion. Notwithstanding anything to the contrary set forth herein, upon conversion of this Note in accordance 
with the terms hereof, the Holder shall not be required to physically surrender this Note to the Borrower unless the entire unpaid principal 
amount of this Note is so converted. The Holder and the Borrower shall maintain records showing the principal amount so converted and the 
dates of such conversions or shall use such other method, reasonably satisfactory to the Holder and the Borrower, so as not to require physical 
surrender of this Note upon each such conversion. In the event of any dispute or discrepancy, such records of the Borrower shall be controlling 
and determinative in the absence of manifest error. Notwithstanding the foregoing, if any portion of this Note is converted as aforesaid, the 
Holder may not transfer this Note unless the Holder first physically surrenders this Note to the Borrower, whereupon the Borrower will 
forthwith issue and deliver upon the order of the Holder a new Note of like tenor, registered as the Holder (upon payment by the Holder of any 
applicable transfer taxes) may request, representing in the aggregate the remaining unpaid principal amount of this Note. The Holder and any 
assignee, by acceptance of this Note, acknowledge and agree that, by reason of the provisions of this paragraph, following conversion of a 
portion of this Note, the unpaid and unconverted principal amount of this Note represented by this Note may be less than the amount stated on 
the face hereof.  

(c) Payment of Taxes. The Borrower shall not be required to pay any tax which may be payable in respect of any transfer involved in the issue 
and delivery of shares of Common Stock or other securities or property on conversion of this Note in a name other than that of the Holder (or in 
street name), and the Borrower shall not be required to issue or deliver any such shares or other securities or property unless and until the 
person or persons (other than the Holder or the custodian in whose street name such shares are to be held for the Holder's account) requesting 
the issuance thereof shall have paid to the Borrower the amount of any such tax or shall have established to the satisfaction of the Borrower that 
such tax has been paid.  

(d) Delivery of Common Stock Upon Conversion. Upon receipt by the Borrower from the Holder of a facsimile transmission (or other 
reasonable means of communication) of a Notice of Conversion meeting the requirements for conversion as provided in this Section 1.4, the 
Borrower shall issue and deliver or cause to be issued and delivered to or upon the order of the Holder certificates for the Common Stock 
issuable upon such conversion within two (2) business days after such receipt (and, solely in the case of conversion of the entire unpaid 
principal amount hereof, surrender of this Note) (such second business day being hereinafter referred to as the "Deadline") in accordance with 
the terms hereof and the Purchase Agreement (including, without limitation, in accordance with the requirements of Section 2(g) of the 
Purchase Agreement that certificates for shares of Common Stock issued on or after the effective date of the Registration Statement upon 
conversion of this Note shall not bear any restrictive legend).  
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(e) Obligation of Borrower to Deliver Common Stock. Upon receipt by the Borrower of a Notice of Conversion, the Holder shall be deemed to 
be the holder of record of the Common Stock issuable upon such conversion, the outstanding principal amount and the amount of accrued and 
unpaid interest on this Note shall be reduced to reflect such conversion, and, unless the Borrower defaults on its obligations under this Article I, 
all rights with respect to the portion of this Note being so converted shall forthwith terminate except the right to receive the Common Stock or 
other securities, cash or other assets, as herein provided, on such conversion. If the Holder shall have given a Notice of Conversion as provided 
herein, the Borrower's obligation to issue and deliver the certificates for Common Stock shall be absolute and unconditional, irrespective of the 
absence of any action by the Holder to enforce the same, any waiver or consent with respect to any provision thereof, the recovery of any 
judgment against any person or any action to enforce the same, any failure or delay in the enforcement of any other obligation of the Borrower 
to the holder of record, or any setoff, counterclaim, recoupment, limitation or termination, or any breach or alleged breach by the Holder of any 
obligation to the Borrower, and irrespective of any other circumstance which might otherwise limit such obligation of the Borrower to the 
Holder in connection with such conversion. The Conversion Date specified in the Notice of Conversion shall be the Conversion Date so long as 
the Notice of Conversion is received by the Borrower before 6:00  
p.m., New York, New York time, on such date.  

(f) Delivery of Common Stock by Electronic Transfer. In lieu of delivering physical certificates representing the Common Stock issuable upon 
conversion, provided the Borrower's transfer agent is participating in the Depository Trust Company ("DTC") Fast Automated Securities 
Transfer ("FAST") program, upon request of the Holder and its compliance with the provisions contained in Section 1.1 and in this Section 1.4, 
the Borrower shall use its best efforts to cause its transfer agent to electronically transmit the Common Stock issuable upon conversion to the 
Holder by crediting the account of Holder's Prime Broker with DTC through its Deposit Withdrawal Agent Commission ("DWAC") system.  

(g) Failure to Deliver Common Stock Prior to Deadline. Without in any way limiting the Holder's right to pursue other remedies, including 
actual damages and/or equitable relief, the parties agree that if delivery of the Common Stock issuable upon conversion of this Note is more 
than two (2) days after the Deadline (other than a failure due to the circumstances described in  
Section 1.3 above, which failure shall be governed by such Section) the Borrower shall pay to the Holder $2,000 per day in cash, for each day 
beyond the Deadline that the Borrower fails to deliver such Common Stock. Such cash amount shall be paid to Holder by the fifth day of the 
month following the month in which it has accrued or, at the option of the Holder (by written notice to the Borrower by the first day of the 
month following the month in which it has accrued), shall be added to the principal amount of this Note, in which event interest shall accrue 
thereon in accordance with the terms of this Note and such additional principal amount shall be convertible into Common Stock in accordance 
with the terms of this Note.  
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1.5 Concerning the Shares. The shares of Common Stock issuable upon conversion of this Note may not be sold or transferred unless (i) such 
shares are sold pursuant to an effective registration statement under the Act or (ii) the Borrower or its transfer agent shall have been furnished 
with an opinion of counsel (which opinion shall be in form, substance and scope customary for opinions of counsel in comparable transactions) 
to the effect that the shares to be sold or transferred may be sold or transferred pursuant to an exemption from such registration or (iii) such 
shares are sold or transferred pursuant to Rule 144 under the Act (or a successor rule) ("Rule 144") or (iv) such shares are transferred to an 
"affiliate" (as defined in Rule 144) of the Borrower who agrees to sell or otherwise transfer the shares only in accordance with this  
Section 1.5 and who is an Accredited Investor (as defined in the Purchase Agreement). Except as otherwise provided in the Purchase 
Agreement (and subject to the removal provisions set forth below), until such time as the shares of Common Stock issuable upon conversion of 
this Note have been registered under the Act as contemplated by the Registration Rights Agreement or otherwise may be sold pursuant to Rule 
144 without any restriction as to the number of securities as of a particular date that can then be immediately sold, each certificate for shares of 
Common Stock issuable upon conversion of this Note that has not been so included in an effective registration statement or that has not been 
sold pursuant to an effective registration statement or an exemption that permits removal of the legend, shall bear a legend substantially in the 
following form, as appropriate:  

"THE SECURITIES REPRESENTED BY THIS CERTIFICATE HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 
1933, AS AMENDED. THE SECURITIES MAY NOT BE SOLD, TRANSFERRED OR ASSIGNED IN THE ABSENCE OF AN 
EFFECTIVE REGISTRATION STATEMENT FOR THE SECURITIES UNDER SAID ACT, OR AN OPINION OF COUNSEL IN FORM, 
SUBSTANCE AND SCOPE CUSTOMARY FOR OPINIONS OF COUNSEL IN COMPARABLE TRANSACTIONS, THAT 
REGISTRATION IS NOT REQUIRED UNDER SAID ACT UNLESS SOLD PURSUANT TO RULE 144 OR REGULATION S UNDER 
SAID ACT."  

The legend set forth above shall be removed and the Borrower shall issue to the Holder a new certificate therefor free of any transfer legend if  
(i) the Borrower or its transfer agent shall have received an opinion of counsel, in form, substance and scope customary for opinions of counsel 
in comparable transactions, to the effect that a public sale or transfer of such Common Stock may be made without registration under the Act 
and the shares are so sold or transferred, (ii) such Holder provides the Borrower or its transfer agent with reasonable assurances that the 
Common Stock issuable upon conversion of this Note (to the extent such securities are deemed to have been acquired on the same date) can be 
sold pursuant to Rule 144 or (iii) in the case of the Common Stock issuable upon conversion of this Note, such security is registered for sale by 
the Holder under an effective registration statement filed under the Act or otherwise may be sold pursuant to Rule 144 without any restriction 
as to the number of securities as of a particular date that can then be immediately sold. Nothing in this Note shall (i) limit the Borrower's 
obligation under the Registration Rights Agreement or (ii) affect in any way the Holder's obligations to comply with applicable prospectus 
delivery requirements upon the resale of the securities referred to herein.  
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1.6 Effect of Certain Events.  

(a) Effect of Merger, Consolidation, Etc. At the option of the Holder, the sale, conveyance or disposition of all or substantially all of the assets 
of the Borrower, the effectuation by the Borrower of a transaction or series of related transactions in which more than 50% of the voting power 
of the Borrower is disposed of, or the consolidation, merger or other business combination of the Borrower with or into any other Person (as 
defined below) or Persons when the Borrower is not the survivor shall either: (i) be deemed to be an Event of Default (as defined in Article III) 
pursuant to which the Borrower shall be required to pay to the Holder upon the consummation of and as a condition to such transaction an 
amount equal to the Default Amount (as defined in Article III) or (ii) be treated pursuant to Section 1.6(b) hereof. "Person" shall mean any 
individual, corporation, limited liability company, partnership, association, trust or other entity or organization.  

(b) Adjustment Due to Merger, Consolidation, Etc. If, at any time when this Note is issued and outstanding and prior to conversion of all of the 
Notes, there shall be any merger, consolidation, exchange of shares, recapitalization, reorganization, or other similar event, as a result of which 
shares of Common Stock of the Borrower shall be changed into the same or a different number of shares of another class or classes of stock or 
securities of the Borrower or another entity, or in case of any sale or conveyance of all or substantially all of the assets of the Borrower other 
than in connection with a plan of complete liquidation of the Borrower, then the Holder of this Note shall thereafter have the right to receive 
upon conversion of this Note, upon the basis and upon the terms and conditions specified herein and in lieu of the shares of Common Stock 
immediately theretofore issuable upon conversion, such stock, securities or assets which the Holder would have been entitled to receive in such 
transaction had this Note been converted in full immediately prior to such transaction (without regard to any limitations on conversion set forth 
herein), and in any such case appropriate provisions shall be made with respect to the rights and interests of the Holder of this Note to the end 
that the provisions hereof (including, without limitation, provisions for adjustment of the Conversion Price and of the number of shares issuable 
upon conversion of the Note) shall thereafter be applicable, as nearly as may be practicable in relation to any securities or assets thereafter 
deliverable upon the conversion hereof. The Borrower shall not effect any transaction described in this Section 1.6(b) unless (a) it first gives, to 
the extent practicable, thirty (30) days prior written notice (but in any event at least fifteen (15) days prior written notice) of the record date of 
the special meeting of shareholders to approve, or if there is no such record date, the consummation of, such merger, consolidation, exchange 
of shares, recapitalization, reorganization or other similar event or sale of assets (during which time the Holder shall be entitled to convert this 
Note) and (b) the resulting successor or acquiring entity (if not the Borrower) assumes by written instrument the obligations of this Section  
1.6(b). The above provisions shall similarly apply to successive consolidations, mergers, sales, transfers or share exchanges.  

(c) Adjustment Due to Distribution. If the Borrower shall declare or make any distribution of its assets (or rights to acquire its assets) to holders 
of Common Stock as a dividend, stock repurchase, by way of return of capital or otherwise (including any dividend or distribution to the 
Borrower's shareholders in cash or shares (or rights to acquire shares) of capital stock of a subsidiary (i.e., a spin-off)) (a "Distribution"), then 
the Holder of this Note shall be entitled, upon any conversion of this Note after the date of record for determining shareholders entitled to such 
Distribution, to receive the amount of such assets which would have been payable to the Holder with respect to the shares of Common Stock 
issuable upon such conversion had such Holder been the holder of such shares of Common Stock on the record date for the determination of 
shareholders entitled to such Distribution.  
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(d) Adjustment Due to Dilutive Issuance. If, at any time when any Notes are issued and outstanding, the Borrower issues or sells, or in 
accordance with this Section 1.6(d) hereof is deemed to have issued or sold, any shares of Common Stock for no consideration or for a 
consideration per share (before deduction of reasonable expenses or commissions or underwriting discounts or allowances in connection 
therewith) less than the Fixed Conversion Price in effect on the date of such issuance (or deemed issuance) of such shares of Common Stock (a 
"Dilutive Issuance"), then immediately upon the Dilutive Issuance, the Fixed Conversion Price will be reduced to the amount of the 
consideration per share received by the Borrower in such Dilutive Issuance; provided that only one adjustment will be made for each Dilutive 
Issuance.  

The Borrower shall be deemed to have issued or sold shares of Common Stock if the Borrower in any manner issues or grants any warrants, 
rights or options (not including employee stock option plans), whether or not immediately exercisable, to subscribe for or to purchase Common 
Stock or other securities convertible into or exchangeable for Common Stock ("Convertible Securities") (such warrants, rights and options to 
purchase Common Stock or Convertible Securities are hereinafter referred to as "Options") and the price per share for which Common Stock is 
issuable upon the exercise of such Options is less than the Fixed Conversion Price then in effect, then the Fixed Conversion Price shall be equal 
to such price per share. For purposes of the preceding sentence, the "price per share for which Common Stock is issuable upon the exercise of 
such Options" is determined by dividing (i) the total amount, if any, received or receivable by the Borrower as consideration for the issuance or 
granting of all such Options, plus the minimum aggregate amount of additional consideration, if any, payable to the Borrower upon the exercise 
of all such Options, plus, in the case of Convertible Securities issuable upon the exercise of such Options, the minimum aggregate amount of 
additional consideration payable upon the conversion or exchange thereof at the time such Convertible Securities first become convertible or 
exchangeable, by (ii) the maximum total number of shares of Common Stock issuable upon the exercise of all such Options (assuming full 
conversion of Convertible Securities, if applicable). No further adjustment to the Conversion Price will be made upon the actual issuance of 
such Common Stock upon the exercise of such Options or upon the conversion or exchange of Convertible Securities issuable upon exercise of 
such Options.  

Additionally, the Borrower shall be deemed to have issued or sold shares of Common Stock if the Borrower in any manner issues or sells any 
Convertible Securities, whether or not immediately convertible (other than where the same are issuable upon the exercise of Options), and the 
price per share for which Common Stock is issuable upon such conversion or exchange is less than the Fixed Conversion Price then in effect, 
then the Fixed Conversion Price shall be equal to such price per share. For the purposes of the preceding sentence, the "price per share for 
which Common Stock is issuable upon such conversion or exchange" is determined by dividing (i) the total amount, if any, received or 
receivable by the Borrower as consideration for the issuance or sale of all such Convertible Securities, plus the minimum aggregate amount of 
additional consideration, if any, payable to the Borrower upon the conversion or exchange thereof at the time such Convertible Securities first 
become convertible or exchangeable, by (ii) the maximum total number of shares of Common Stock issuable upon the conversion or exchange 
of all such Convertible Securities. No further adjustment to the Fixed Conversion Price will be made upon the actual issuance of such Common 
Stock upon conversion or exchange of such Convertible Securities.  
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(e) Purchase Rights. If, at any time when any Notes are issued and outstanding, the Borrower issues any convertible securities or rights to 
purchase stock, warrants, securities or other property (the "Purchase Rights") pro rata to the record holders of any class of Common Stock, then 
the Holder of this Note will be entitled to acquire, upon the terms applicable to such Purchase Rights, the aggregate Purchase Rights which 
such Holder could have acquired if such Holder had held the number of shares of Common Stock acquirable upon complete conversion of this 
Note (without regard to any limitations on conversion contained herein) immediately before the date on which a record is taken for the grant, 
issuance or sale of such Purchase Rights or, if no such record is taken, the date as of which the record holders of Common Stock are to be 
determined for the grant, issue or sale of such Purchase Rights.  

(f) Notice of Adjustments. Upon the occurrence of each adjustment or readjustment of the Conversion Price as a result of the events described 
in this Section 1.6, the Borrower, at its expense, shall promptly compute such adjustment or readjustment and prepare and furnish to the Holder 
of a certificate setting forth such adjustment or readjustment and showing in detail the facts upon which such adjustment or readjustment is 
based. The Borrower shall, upon the written request at any time of the Holder, furnish to such Holder a like certificate setting forth (i) such 
adjustment or readjustment, (ii) the Conversion Price at the time in effect and (iii) the number of shares of Common Stock and the amount, if 
any, of other securities or property which at the time would be received upon conversion of the Note.  

1.7 Trading Market Limitations. Unless permitted by the applicable rules and regulations of the principal securities market on which the 
Common Stock is then listed or traded, in no event shall the Borrower issue upon conversion of or otherwise pursuant to this Note and the other 
Notes issued pursuant to the Purchase Agreement more than the maximum number of shares of Common Stock that the Borrower can issue 
pursuant to any rule of the principal United States securities market on which the Common Stock is then traded (the "Maximum Share 
Amount"), which shall be 19.99% of the total shares outstanding on the Closing Date (as defined in the Purchase Agreement), subject to 
equitable adjustment from time to time for stock splits, stock dividends, combinations, capital reorganizations and similar events relating to the 
Common Stock occurring after the date hereof. Once the Maximum Share Amount has been issued (the date of which is hereinafter referred to 
as the "Maximum Conversion Date"), if the Borrower fails to eliminate any prohibitions under applicable law or the rules or regulations of any 
stock exchange, interdealer quotation system or other self-regulatory organization with jurisdiction over the Borrower or any of its securities on 
the Borrower's ability to issue shares of Common Stock in excess of the Maximum Share Amount (a "Trading Market Prepayment Event"), in 
lieu of any further right to convert this Note, and in full satisfaction of the Borrower's obligations under this Note, the Borrower shall pay to the 
Holder, within fifteen (15) business days of the Maximum Conversion Date (the "Trading Market Prepayment Date"), an amount equal to 
130% times the sum of (a) the then outstanding principal amount of this Note immediately following the Maximum Conversion Date, plus (b) 
accrued and unpaid interest on the unpaid principal amount of this Note to the Trading Market Prepayment Date, plus (c) Default Interest, if 
any, on the amounts referred to in clause (a) and/or (b) above, plus (d) any optional amounts that may be added thereto at the Maximum 
Conversion Date by the Holder in accordance with the terms hereof (the then outstanding principal amount of this Note immediately following 
the Maximum Conversion Date, plus the amounts referred to in clauses (b), (c) and (d) above shall collectively be referred to as the "Remaining 
Convertible Amount"). With respect to each Holder of Notes, the Maximum Share Amount shall refer to such Holder's pro rata share thereof 
determined in accordance with Section 4.8 below. In the event that the sum of (x) the aggregate number of shares of Common Stock issued 
upon conversion of this Note and the other Notes issued pursuant to the Purchase Agreement plus (y) the aggregate number of shares of 
Common Stock that remain issuable upon conversion of this Note and the other Notes issued pursuant to the Purchase Agreement, represents at 
least one hundred percent (100%) of the Maximum Share Amount (the "Triggering Event"), the Borrower will use its best efforts to seek and 
obtain Shareholder Approval (or obtain such other relief as will allow conversions hereunder in excess of the Maximum Share Amount) as 
soon as practicable following the Triggering Event and before the Maximum Conversion Date. As used herein, "Shareholder Approval" means 
approval by the shareholders of the Borrower to authorize the issuance of the full number of shares of Common Stock which would be issuable 
upon full conversion of the then outstanding Notes but for the Maximum Share Amount.  
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1.8 Status as Shareholder. Upon submission of a Notice of Conversion by a Holder, (i) the shares covered thereby (other than the shares, if any, 
which cannot be issued because their issuance would exceed such Holder's allocated portion of the Reserved Amount or Maximum Share 
Amount) shall be deemed converted into shares of Common Stock and (ii) the Holder's rights as a Holder of such converted portion of this 
Note shall cease and terminate, excepting only the right to receive certificates for such shares of Common Stock and to any remedies provided 
herein or otherwise available at law or in equity to such Holder because of a failure by the Borrower to comply with the terms of this Note. 
Notwithstanding the foregoing, if a Holder has not received certificates for all shares of Common Stock prior to the tenth (10th) business day 
after the expiration of the Deadline with respect to a conversion of any portion of this Note for any reason, then (unless the Holder otherwise 
elects to retain its status as a holder of Common Stock by so notifying the Borrower) the Holder shall regain the rights of a Holder of this Note 
with respect to such unconverted portions of this Note and the Borrower shall, as soon as practicable, return such unconverted Note to the 
Holder or, if the Note has not been surrendered, adjust its records to reflect that such portion of this Note has not been converted. In all cases, 
the Holder shall retain all of its rights and remedies (including, without limitation, (i) the right to receive Conversion Default Payments 
pursuant to Section 1.3 to the extent required thereby for such Conversion Default and any subsequent Conversion Default and (ii) the right to 
have the Conversion Price with respect to subsequent conversions determined in accordance with Section 1.3) for the Borrower's failure to 
convert this Note.  

ARTICLE II. CERTAIN COVENANTS  

2.1 Distributions on Capital Stock. So long as the Borrower shall have any obligation under this Note, the Borrower shall not without the 
Holder's written consent (a) pay, declare or set apart for such payment, any dividend or other distribution (whether in cash, property or other 
securities) on shares of capital stock other than dividends on shares of Common Stock solely in the form of additional shares of Common Stock 
or (b) directly or indirectly or through any subsidiary make any other payment or distribution in respect of its capital stock except for 
distributions pursuant to any shareholders' rights plan which is approved by a majority of the Borrower's disinterested directors.  
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2.2 Restriction on Stock Repurchases. So long as the Borrower shall have any obligation under this Note, the Borrower shall not without the 
Holder's written consent redeem, repurchase or otherwise acquire (whether for cash or in exchange for property or other securities or otherwise) 
in any one transaction or series of related transactions any shares of capital stock of the Borrower or any warrants, rights or options to purchase 
or acquire any such shares.  

2.3 Borrowings. So long as the Borrower shall have any obligation under this Note, the Borrower shall not, without the Holder's written 
consent, create, incur, assume or suffer to exist any liability for borrowed money, except (a) borrowings in existence or committed on the date 
hereof and of which the Borrower has informed Holder in writing prior to the date hereof, (b) indebtedness to trade creditors or financial 
institutions incurred in the ordinary course of business or (c) borrowings, the proceeds of which shall be used to repay this Note.  

2.4 Sale of Assets. So long as the Borrower shall have any obligation under this Note, the Borrower shall not, without the Holder's written 
consent, sell, lease or otherwise dispose of any significant portion of its assets outside the ordinary course of business. Any consent to the 
disposition of any assets may be conditioned on a specified use of the proceeds of disposition.  

2.5 Advances and Loans. So long as the Borrower shall have any obligation under this Note, the Borrower shall not, without the Holder's 
written consent, lend money, give credit or make advances to any person, firm, joint venture or corporation, including, without limitation, 
officers, directors, employees, subsidiaries and affiliates of the Borrower, except loans, credits or advances (a) in existence or committed on the 
date hereof and which the Borrower has informed Holder in writing prior to the date hereof, (b) made in the ordinary course of business or (c) 
not in excess of $50,000.  

2.6 Contingent Liabilities. So long as the Borrower shall have any obligation under this Note, the Borrower shall not, without the Holder's 
written consent, which shall not be unreasonably withheld, assume, guarantee, endorse, contingently agree to purchase or otherwise become 
liable upon the obligation of any person, firm, partnership, joint venture or corporation, except by the endorsement of negotiable instruments 
for deposit or collection and except assumptions, guarantees, endorsements and contingencies (a) in existence or committed on the date hereof 
and which the Borrower has informed Holder in writing prior to the date hereof, and (b) similar transactions in the ordinary course of business.  

ARTICLE III. EVENTS OF DEFAULT  

If any of the following events of default (each, an "Event of Default") shall occur:  

3.1 Failure to Pay Principal or Interest. The Borrower fails to pay the principal hereof or interest thereon when due on this Note, whether at 
maturity, upon a Trading Market Prepayment Event pursuant to Section 1.7, upon acceleration or otherwise;  
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3.2 Conversion and the Shares. The Borrower fails to issue shares of Common Stock to the Holder (or announces or threatens that it will not 
honor its obligation to do so) upon exercise by the Holder of the conversion rights of the Holder in accordance with the terms of this Note (for a 
period of at least sixty  
(60) days, if such failure is solely as a result of the circumstances governed by Section 1.3 and the Borrower is using its best efforts to authorize 
a sufficient number of shares of Common Stock as soon as practicable), fails to transfer or cause its transfer agent to transfer (electronically or 
in certificated form) any certificate for shares of Common Stock issued to the Holder upon conversion of or otherwise pursuant to this Note as 
and when required by this Note or the Registration Rights Agreement, or fails to remove any restrictive legend (or to withdraw any stop 
transfer instructions in respect thereof) on any certificate for any shares of Common Stock issued to the Holder upon conversion of or 
otherwise pursuant to this Note as and when required by this Note or the Registration Rights Agreement (or makes any announcement, 
statement or threat that it does not intend to honor the obligations described in this paragraph) and any such failure shall continue uncured (or 
any announcement, statement or threat not to honor its obligations shall not be rescinded in writing) for ten (10) days after the Borrower shall 
have been notified thereof in writing by the Holder;  

3.3 Failure to Timely File Registration or Effect Registration. The Borrower fails to file the Registration Statement within sixty (60) days 
following the Closing Date (as defined in the Purchase Agreement) or obtain effectiveness with the Securities and Exchange Commission of 
the Registration Statement within one hundred thirty-five (135) days following the Closing Date (as defined in the Purchase Agreement) or 
such Registration Statement lapses in effect (or sales cannot otherwise be made thereunder effective, whether by reason of the Borrower's 
failure to amend or supplement the prospectus included therein in accordance with the Registration Rights Agreement or otherwise) for more 
than ten (10) consecutive days or twenty (20) days in any twelve month period after the Registration Statement becomes effective;  

3.4 Breach of Covenants. The Borrower breaches any material covenant or other material term or condition contained in Sections 1.3, 1.6 or 1.7 
of this Note, or Sections 4(c), 4(e), 4(h), 4(i), 4(j) or 5 of the Purchase Agreement and such breach continues for a period of ten (10) days after 
written notice thereof to the Borrower from the Holder;  

3.5 Breach of Representations and Warranties. Any representation or warranty of the Borrower made herein or in any agreement, statement or 
certificate given in writing pursuant hereto or in connection herewith (including, without limitation, the Purchase Agreement and the 
Registration Rights Agreement), shall be false or misleading in any material respect when made and the breach of which has (or with the 
passage of time will have) a material adverse effect on the rights of the Holder with respect to this Note, the Purchase Agreement or the 
Registration Rights Agreement;  

3.6 Receiver or Trustee. The Borrower or any subsidiary of the Borrower shall make an assignment for the benefit of creditors, or apply for or 
consent to the appointment of a receiver or trustee for it or for a substantial part of its property or business, or such a receiver or trustee shall 
otherwise be appointed;  
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3.7 Judgments. Any money judgment, writ or similar process shall be entered or filed against the Borrower or any subsidiary of the Borrower 
or any of its property or other assets for more than $50,000, and shall remain unvacated, unbonded or unstayed for a period of twenty (20) days 
unless otherwise consented to by the Holder, which consent will not be unreasonably withheld;  

3.8 Bankruptcy. Bankruptcy, insolvency, reorganization or liquidation proceedings or other proceedings for relief under any bankruptcy law or 
any law for the relief of debtors shall be instituted by or against the Borrower or any subsidiary of the Borrower;  

3.9 Delisting of Common Stock. The Borrower shall fail to maintain the listing of the Common Stock on at least one of the OTCBB or an 
equivalent replacement exchange, the Nasdaq National Market, the Nasdaq SmallCap Market, the New York Stock Exchange, or the American 
Stock Exchange; or  

3.10 Default Under Other Notes. An Event of Default has occurred and is continuing under any of the other Notes issued pursuant to the 
Purchase Agreement,  

then, upon the occurrence and during the continuation of any Event of Default specified in Section 3.1, 3.2, 3.3, 3.4, 3.5, 3.7, 3.9, or 3.10, at the 
option of the Holders of a majority of the aggregate principal amount of the outstanding Notes issued pursuant to the Purchase Agreement 
exercisable through the delivery of written notice to the Borrower by such Holders (the "Default Notice"), and upon the occurrence of an Event 
of Default specified in Section 3.6 or 3.8, the Notes shall become immediately due and payable and the Borrower shall pay to the Holder, in 
full satisfaction of its obligations hereunder, an amount equal to the greater of (i) 130% times the sum of (w) the then outstanding principal 
amount of this Note plus (x) accrued and unpaid interest on the unpaid principal amount of this Note to the date of payment (the "Mandatory 
Prepayment Date") plus (y) Default Interest, if any, on the amounts referred to in clauses (w) and/or (x) plus (z) any amounts owed to the 
Holder pursuant to Sections 1.3 and 1.4(g) hereof or pursuant to Section 2(c) of the Registration Rights Agreement (the then outstanding 
principal amount of this Note to the date of payment plus the amounts referred to in clauses (x), (y) and  
(z) shall collectively be known as the "Default Sum") or (ii) the "parity value" of the Default Sum to be prepaid, where parity value means (a) 
the highest number of shares of Common Stock issuable upon conversion of or otherwise pursuant to such Default Sum in accordance with 
Article I, treating the Trading Day immediately preceding the Mandatory Prepayment Date as the "Conversion Date" for purposes of 
determining the lowest applicable Conversion Price, unless the Default Event arises as a result of a breach in respect of a specific Conversion 
Date in which case such Conversion Date shall be the Conversion Date), multiplied by (b) the highest Closing Price for the Common Stock 
during the period beginning on the date of first occurrence of the Event of Default and ending one day prior to the Mandatory Prepayment Date 
(the "Default Amount") and all other amounts payable hereunder shall immediately become due and payable, all without demand, presentment 
or notice, all of which hereby are expressly waived, together with all costs, including, without limitation, legal fees and expenses, of collection, 
and the Holder shall be entitled to exercise all other rights and remedies available at law or in equity. If the Borrower fails to pay the Default 
Amount within five (5) business days of written notice that such amount is due and payable, then the Holder shall have the right at any time, so 
long as the Borrower remains in default (and so long and to the extent that there are sufficient authorized shares), to require the Borrower, upon 
written notice, to immediately issue, in lieu of the Default Amount, the number of shares of Common Stock of the Borrower equal to the 
Default Amount divided by the Conversion Price then in effect.  
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ARTICLE IV. MISCELLANEOUS  

4.1 Failure or Indulgence Not Waiver. No failure or delay on the part of the Holder in the exercise of any power, right or privilege hereunder 
shall operate as a waiver thereof, nor shall any single or partial exercise of any such power, right or privilege preclude other or further exercise 
thereof or of any other right, power or privileges. All rights and remedies existing hereunder are cumulative to, and not exclusive of, any rights 
or remedies otherwise available.  

4.2 Notices. Any notice herein required or permitted to be given shall be in writing and may be personally served or delivered by courier or 
sent by United States mail and shall be deemed to have been given upon receipt if personally served (which shall include telephone line 
facsimile transmission) or sent by courier or three (3) days after being deposited in the United States mail, certified, with postage pre-paid and 
properly addressed, if sent by mail. For the purposes hereof, the address of the Holder shall be as shown on the records of the Borrower; and 
the address of the Borrower shall be 4625 Creekstone Drive, Suite 100, Research Triangle Park, Durham, NC 27703, facsimile number: (919) 
474-9712. Both the Holder and the Borrower may change the address for service by service of written notice to the other as herein provided.  

4.3 Amendments. This Note and any provision hereof may only be amended by an instrument in writing signed by the Borrower and the 
Holder. The term "Note" and all reference thereto, as used throughout this instrument, shall mean this instrument (and the other Notes issued 
pursuant to the Purchase Agreement) as originally executed, or if later amended or supplemented, then as so amended or supplemented.  

4.4 Assignability. This Note shall be binding upon the Borrower and its successors and assigns, and shall inure to be the benefit of the Holder 
and its successors and assigns. Each transferee of this Note must be an "accredited investor" (as defined in Rule 501(a) of the 1933 Act). 
Notwithstanding anything in this Note to the contrary, this Note may be pledged as collateral in connection with a bona fide margin account or 
other lending arrangement.  

4.5 Cost of Collection. If default is made in the payment of this Note, the Borrower shall pay the Holder hereof costs of collection, including 
reasonable attorneys' fees.  

4.6 Governing Law. THIS NOTE SHALL BE ENFORCED, GOVERNED BY AND CONSTRUED IN ACCORDANCE WITH THE LAWS 
OF THE STATE OF NEW YORK APPLICABLE TO AGREEMENTS MADE AND TO BE PERFORMED ENTIRELY WITHIN SUCH 
STATE, WITHOUT REGARD TO THE PRINCIPLES OF CONFLICT OF LAWS. THE BORROWER HEREBY SUBMITS TO THE 
EXCLUSIVE JURISDICTION OF THE UNITED STATES FEDERAL COURTS LOCATED IN NEW YORK, NEW YORK WITH 
RESPECT TO ANY DISPUTE ARISING UNDER THIS NOTE, THE AGREEMENTS ENTERED INTO IN CONNECTION HEREWITH 
OR THE TRANSACTIONS CONTEMPLATED HEREBY OR THEREBY. BOTH PARTIES IRREVOCABLY WAIVE THE DEFENSE OF 
AN INCONVENIENT FORUM TO THE MAINTENANCE OF SUCH SUIT OR PROCEEDING. BOTH PARTIES FURTHER AGREE 
THAT SERVICE OF PROCESS UPON A PARTY MAILED BY FIRST CLASS MAIL SHALL BE DEEMED IN EVERY RESPECT 
EFFECTIVE SERVICE OF PROCESS UPON THE PARTY IN ANY SUCH SUIT OR PROCEEDING. NOTHING HEREIN SHALL 
AFFECT EITHER PARTY'S RIGHT TO SERVE PROCESS IN ANY OTHER MANNER PERMITTED BY LAW. BOTH PARTIES 
AGREE THAT A FINAL NON-APPEALABLE JUDGMENT IN ANY SUCH SUIT OR PROCEEDING SHALL BE CONCLUSIVE AND 
MAY BE ENFORCED IN OTHER JURISDICTIONS BY SUIT ON SUCH JUDGMENT OR IN ANY OTHER LAWFUL MANNER. THE 
PARTY WHICH DOES NOT PREVAIL IN ANY DISPUTE ARISING UNDER THIS NOTE SHALL BE RESPONSIBLE FOR ALL FEES 
AND EXPENSES, INCLUDING ATTORNEYS' FEES, INCURRED BY THE PREVAILING PARTY IN CONNECTION WITH SUCH 
DISPUTE.  
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4.7 Certain Amounts. Whenever pursuant to this Note the Borrower is required to pay an amount in excess of the outstanding principal amount 
(or the portion thereof required to be paid at that time) plus accrued and unpaid interest plus Default Interest on such interest, the Borrower and 
the Holder agree that the actual damages to the Holder from the receipt of cash payment on this Note may be difficult to determine and the 
amount to be so paid by the Borrower represents stipulated damages and not a penalty and is intended to compensate the Holder in part for loss 
of the opportunity to convert this Note and to earn a return from the sale of shares of Common Stock acquired upon conversion of this Note at a 
price in excess of the price paid for such shares pursuant to this Note. The Borrower and the Holder hereby agree that such amount of stipulated 
damages is not plainly disproportionate to the possible loss to the Holder from the receipt of a cash payment without the opportunity to convert 
this Note into shares of Common Stock.  

4.8 Allocations of Maximum Share Amount and Reserved Amount. The Maximum Share Amount and Reserved Amount shall be allocated pro 
rata among the Holders of Notes based on the principal amount of such Notes issued to each Holder. Each increase to the Maximum Share 
Amount and Reserved Amount shall be allocated pro rata among the Holders of Notes based on the principal amount of such Notes held by 
each Holder at the time of the increase in the Maximum Share Amount or Reserved Amount. In the event a Holder shall sell or otherwise 
transfer any of such Holder's Notes, each transferee shall be allocated a pro rata portion of such transferor's Maximum Share Amount and 
Reserved Amount. Any portion of the Maximum Share Amount or Reserved Amount which remains allocated to any person or entity which 
does not hold any Notes shall be allocated to the remaining Holders of Notes, pro rata based on the principal amount of such Notes then held by 
such Holders.  

4.9 Damages Shares. The shares of Common Stock that may be issuable to the Holder pursuant to Sections 1.3 and 1.4(g) hereof and pursuant 
to Section 2(c) of the Registration Rights Agreement ("Damages Shares") shall be treated as Common Stock issuable upon conversion of this 
Note for all purposes hereof and shall be subject to all of the limitations and afforded all of the rights of the other shares of Common Stock 
issuable hereunder, including without limitation, the right to be included in the Registration Statement filed pursuant to the Registration Rights 
Agreement. For purposes of calculating interest payable on the outstanding principal amount hereof, except as otherwise provided herein, 
amounts convertible into Damages Shares ("Damages Amounts") shall not bear interest but must be converted prior to the conversion of any 
outstanding principal amount hereof, until the outstanding Damages Amounts is zero.  
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4.10 Denominations. At the request of the Holder, upon surrender of this Note, the Borrower shall promptly issue new Notes in the aggregate 
outstanding principal amount hereof, in the form hereof, in such denominations of at least $50,000 as the Holder shall request.  

4.11 Purchase Agreement. By its acceptance of this Note, each Holder agrees to be bound by the applicable terms of the Purchase Agreement.  

4.12 Notice of Corporate Events. Except as otherwise provided below, the Holder of this Note shall have no rights as a Holder of Common 
Stock unless and only to the extent that it converts this Note into Common Stock. The Borrower shall provide the Holder with prior notification 
of any meeting of the Borrower's shareholders (and copies of proxy materials and other information sent to shareholders). In the event of any 
taking by the Borrower of a record of its shareholders for the purpose of determining shareholders who are entitled to receive payment of any 
dividend or other distribution, any right to subscribe for, purchase or otherwise acquire (including by way of merger, consolidation, 
reclassification or recapitalization) any share of any class or any other securities or property, or to receive any other right, or for the purpose of 
determining shareholders who are entitled to vote in connection with any proposed sale, lease or conveyance of all or substantially all of the 
assets of the Borrower or any proposed liquidation, dissolution or winding up of the Borrower, the Borrower shall mail a notice to the Holder, 
at least twenty (20) days prior to the record date specified therein (or thirty (30) days prior to the consummation of the transaction or event, 
whichever is earlier), of the date on which any such record is to be taken for the purpose of such dividend, distribution, right or other event, and 
a brief statement regarding the amount and character of such dividend, distribution, right or other event to the extent known at such time. The 
Borrower shall make a public announcement of any event requiring notification to the Holder hereunder substantially simultaneously with the 
notification to the Holder in accordance with the terms of this Section 4.12.  

4.13 Remedies. The Borrower acknowledges that a breach by it of its obligations hereunder will cause irreparable harm to the Holder, by 
vitiating the intent and purpose of the transaction contemplated hereby. Accordingly, the Borrower acknowledges that the remedy at law for a 
breach of its obligations under this Note will be inadequate and agrees, in the event of a breach or threatened breach by the Borrower of the 
provisions of this Note, that the Holder shall be entitled, in addition to all other available remedies at law or in equity, and in addition to the 
penalties assessable herein, to an injunction or injunctions restraining, preventing or curing any breach of this Note and to enforce specifically 
the terms and provisions thereof, without the necessity of showing economic loss and without any bond or other security being required.  
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ARTICLE V. CALL OPTION  

5.1 Call Option. Notwithstanding anything to the contrary contained in this Article V, so long as (i) no Event of Default or Trading Market 
Prepayment Event shall have occurred and be continuing, (ii) the Borrower has a sufficient number of authorized shares of Common Stock 
reserved for issuance upon full conversion of the Notes, then at any time after the Issue Date, and  
(iii) the Common Stock is trading at or below $.10 per share, the Borrower shall have the right, exercisable on not less than ten (10) Trading 
Days prior written notice to the Holders of the Notes (which notice may not be sent to the Holders of the Notes until the Borrower is permitted 
to prepay the Notes pursuant to this Section 5.1), to prepay all of the outstanding Notes in accordance with this Section 5.1. Any notice of 
prepayment hereunder (an "Optional Prepayment") shall be delivered to the Holders of the Notes at their registered addresses appearing on the 
books and records of the Borrower and shall state (1) that the Borrower is exercising its right to prepay all of the Notes issued on the Issue Date 
and (2) the date of prepayment (the "Optional Prepayment Notice"). On the date fixed for prepayment (the "Optional Prepayment Date"), the 
Borrower shall make payment of the Optional Prepayment Amount (as defined below) to or upon the order of the Holders as specified by the 
Holders in writing to the Borrower at least one (1) business day prior to the Optional Prepayment Date. If the Borrower exercises its right to 
prepay the Notes, the Borrower shall make payment to the holders of an amount in cash (the "Optional Prepayment Amount") equal to either (i) 
125% (for prepayments occurring within thirty (30) days of the Issue Date), (ii) 135% for prepayments occurring between thirty-one (31) and 
sixty (60) days of the Issue Date, or (iii) 145% (for prepayments occurring after the sixtieth (60th) day following the Issue Date), multiplied by 
the sum of (w) the then outstanding principal amount of this Note plus (x) accrued and unpaid interest on the unpaid principal amount of this 
Note to the Optional Prepayment Date plus (y) Default Interest, if any, on the amounts referred to in clauses (w) and (x) plus (z) any amounts 
owed to the Holder pursuant to Sections 1.3 and 1.4(g) hereof or pursuant to Section 2(c) of the Registration Rights Agreement (the then 
outstanding principal amount of this Note to the date of payment plus the amounts referred to in clauses (x), (y) and (z) shall collectively be 
known as the "Optional Prepayment Sum"). Notwithstanding notice of an Optional Prepayment, the Holders shall at all times prior to the 
Optional Prepayment Date maintain the right to convert all or any portion of the Notes in accordance with Article I and any portion of Notes so 
converted after receipt of an Optional Prepayment Notice and prior to the Optional Prepayment Date set forth in such notice and payment of the 
aggregate Optional Prepayment Amount shall be deducted from the principal amount of Notes which are otherwise subject to prepayment 
pursuant to such notice. If the Borrower delivers an Optional Prepayment Notice and fails to pay the Optional Prepayment Amount due to the 
Holders of the Notes within two (2) business days following the Optional Prepayment Date, the Borrower shall forever forfeit its right to 
redeem the Notes pursuant to this Section 5.1.  
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5.2 Partial Call Option. Notwithstanding anything to the contrary contained in this Article V, in the event that the Average Daily Price of the 
Common Stock, as reported by the Reporting Service, for each day of the month ending on any Determination Date is below the Initial Market 
Price, the Borrower may, at its option, prepay a portion of the outstanding principal amount of the Notes equal to the principal amount hereof 
divided by thirty-six (36) plus one month's interest. The term "Initial Market Price" means shall mean the volume weighted average price of the 
Common Stock for the five (5) Trading Days immediately preceding the Closing which is $.06. The term "Reporting Service" means a reliable 
reporting service mutually acceptable to and hereinafter designated by the Holder.  

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]  
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IN WITNESS WHEREOF, Borrower has caused this Note to be signed in its name by its duly authorized officer this 24th day of October, 
2005.  

CYBERLUX CORPORATION  
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By:      /s/ DONALD EVANS 
         ---------------- 
         Donald Evans 
         Chief Executive Officer 



Exhibit 4.5  

THE SECURITIES REPRESENTED BY THIS CERTIFICATE HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 
1933, AS AMENDED (THE "ACT"). THE SECURITIES MAY NOT BE SOLD, TRANSFERRED OR ASSIGNED IN THE ABSENCE OF 
AN EFFECTIVE REGISTRATION STATEMENT FOR THE SECURITIES UNDER SAID ACT, OR AN OPINION OF COUNSEL IN 
FORM, SUBSTANCE AND SCOPE CUSTOMARY FOR OPINIONS OF COUNSEL IN COMPARABLE TRANSACTIONS THAT 
REGISTRATION IS NOT REQUIRED UNDER SAID ACT OR UNLESS SOLD PURSUANT TO RULE 144 OR REGULATION S 
UNDER SAID ACT.  

CALLABLE SECURED CONVERTIBLE NOTE  

Durham, North Carolina  
October 24, 2005 $12,000  

FOR VALUE RECEIVED, CYBERLUX CORPORATION, a Nevada corporation (hereinafter called the "Borrower"), hereby promises to pay 
to the order of New Millennium Capital Partners II, LLC or registered assigns (the "Holder") the sum of $12,000, on October 24, 2008 (the 
"Maturity Date"), and to pay interest on the unpaid principal balance hereof at the rate of ten percent (10%) (the "Interest Rate") per annum 
from October 24, 2005 (the "Issue Date") until the same becomes due and payable, whether at maturity or upon acceleration or by prepayment 
or otherwise. Any amount of principal or interest on this Note which is not paid when due shall bear interest at the rate of fifteen percent (15%) 
per annum from the due date thereof until the same is paid ("Default Interest"). Interest shall commence accruing on the Issue Date, shall be 
computed on the basis of a 365-day year and the actual number of days elapsed and shall be payable quarterly provided that no interest shall be 
due and payable for any month in which the Trading Price (as such term is defined below) is greater than $.0375 for each Trading Day (as such 
term is defined below) of the month. All payments due hereunder (to the extent not converted into common stock, $.001 par value per share 
(the "Common Stock") in accordance with the terms hereof) shall be made in lawful money of the United States of America. All payments shall 
be made at such address as the Holder shall hereafter give to the Borrower by written notice made in accordance with the provisions of this 
Note. Whenever any amount expressed to be due by the terms of this Note is due on any day which is not a business day, the same shall instead 
be due on the next succeeding day which is a business day and, in the case of any interest payment date which is not the date on which this 
Note is paid in full, the extension of the due date thereof shall not be taken into account for purposes of determining the amount of interest due 
on such date. As used in this Note, the term "business day" shall mean any day other than a Saturday, Sunday or a day on which commercial 
banks in the city of New York, New York are authorized or required by law or executive order to remain closed. Each capitalized term used 
herein, and not otherwise defined, shall have the meaning ascribed thereto in that certain Securities Purchase Agreement, dated October 24, 
2005, pursuant to which this Note was originally issued (the "Purchase Agreement").  



This Note is free from all taxes, liens, claims and encumbrances with respect to the issue thereof and shall not be subject to preemptive rights or 
other similar rights of shareholders of the Borrower and will not impose personal liability upon the holder thereof. The obligations of the 
Borrower under this Note shall be secured by that certain Security Agreement and Intellectual Property Security Agreement, each dated 
October 24, 2005 by and between the Borrower and the Holder.  

The following terms shall apply to this Note:  

ARTICLE I. CONVERSION RIGHTS  

1.1 Conversion Right. The Holder shall have the right from time to time, and at any time on or prior to the earlier of (i) the Maturity Date and  
(ii) the date of payment of the Default Amount (as defined in Article III) pursuant to Section 1.6(a) or Article III, the Optional Prepayment 
Amount (as defined in Section 5.1 or any payments pursuant to Section 1.7, each in respect of the remaining outstanding principal amount of 
this Note to convert all or any part of the outstanding and unpaid principal amount of this Note into fully paid and non-assessable shares of 
Common Stock, as such Common Stock exists on the Issue Date, or any shares of capital stock or other securities of the Borrower into which 
such Common Stock shall hereafter be changed or reclassified at the conversion price (the "Conversion Price") determined as provided herein 
(a "Conversion"); provided, however, that in no event shall the Holder be entitled to convert any portion of this Note in excess of that portion 
of this Note upon conversion of which the sum of (1) the number of shares of Common Stock beneficially owned by the Holder and its 
affiliates (other than shares of Common Stock which may be deemed beneficially owned through the ownership of the unconverted portion of 
the Notes or the unexercised or unconverted portion of any other security of the Borrower (including, without limitation, the warrants issued by 
the Borrower pursuant to the Purchase Agreement) subject to a limitation on conversion or exercise analogous to the limitations contained 
herein) and (2) the number of shares of Common Stock issuable upon the conversion of the portion of this Note with respect to which the 
determination of this proviso is being made, would result in beneficial ownership by the Holder and its affiliates of more than 4.99% of the 
outstanding shares of Common Stock and provided further that the Holder shall not be entitled to convert any portion of this Note during any 
month immediately succeeding a Determination Date on which the Borrower exercises its prepayment option pursuant to Section 5.2 of this 
Note. For purposes of the proviso to the immediately preceding sentence, beneficial ownership shall be determined in accordance with Section 
13(d) of the Securities Exchange Act of 1934, as amended, and Regulations 13D-G thereunder, except as otherwise provided in clause (1) of 
such proviso. The number of shares of Common Stock to be issued upon each conversion of this Note shall be determined by dividing the 
Conversion Amount (as defined below) by the applicable Conversion Price then in effect on the date specified in the notice of conversion, in 
the form attached hereto as Exhibit A (the "Notice of Conversion"), delivered to the Borrower by the Holder in accordance with Section 1.4 
below; provided that the Notice of Conversion is submitted by facsimile (or by other means resulting in, or reasonably expected to result in, 
notice) to the Borrower before 6:00 p.m., New York, New York time on such conversion date (the "Conversion Date"). The term "Conversion 
Amount" means, with respect to any conversion of this Note, the sum of (1) the principal amount of this Note to be converted in such 
conversion plus (2) accrued and unpaid interest, if any, on such principal amount at the interest rates provided in this Note to the Conversion 
Date plus (3) Default Interest, if any, on the amounts referred to in the immediately preceding clauses (1) and/or (2) plus (4) at the Holder's 
option, any amounts owed to the Holder pursuant to Sections 1.3 and 1.4(g) hereof or pursuant to Section 2(c) of that certain Registration 
Rights Agreement, dated as of October 24, 2005, executed in connection with the initial issuance of this Note and the other Notes issued on the 
Issue Date (the "Registration Rights Agreement"). The term "Determination Date" means the last business day of each month after the Issue 
Date.  
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1.2 Conversion Price.  

(a) Calculation of Conversion Price. The Conversion Price shall be the lesser of (i) the Variable Conversion Price (as defined herein) and  
(ii) the Fixed Conversion Price (as defined herein) (subject, in each case, to equitable adjustments for stock splits, stock dividends or rights 
offerings by the Borrower relating to the Borrower's securities or the securities of any subsidiary of the Borrower, combinations, 
recapitalization, reclassifications, extraordinary distributions and similar events). The "Variable Conversion Price" shall mean the Applicable 
Percentage (as defined herein) multiplied by the Market Price (as defined herein). "Market Price" means the average of the lowest three (3) 
Trading Prices (as defined below) for the Common Stock during the twenty (20) Trading Day period ending one Trading Day prior to the date 
the Conversion Notice is sent by the Holder to the Borrower via facsimile (the "Conversion Date"). "Trading Price" means, for any security as 
of any date, the intraday trading price on the Over-the-Counter Bulletin Board (the "OTCBB") as reported by a reliable reporting service 
mutually acceptable to and hereafter designated by Holders of a majority in interest of the Notes and the Borrower or, if the OTCBB is not the 
principal trading market for such security, the intraday trading price of such security on the principal securities exchange or trading market 
where such security is listed or traded or, if no intraday trading price of such security is available in any of the foregoing manners, the average 
of the intraday trading prices of any market makers for such security that are listed in the "pink sheets" by the National Quotation Bureau, Inc. 
If the Trading Price cannot be calculated for such security on such date in the manner provided above, the Trading Price shall be the fair market 
value as mutually determined by the Borrower and the holders of a majority in interest of the Notes being converted for which the calculation 
of the Trading Price is required in order to determine the Conversion Price of such Notes. "Trading Day" shall mean any day on which the 
Common Stock is traded for any period on the OTCBB, or on the principal securities exchange or other securities market on which the 
Common Stock is then being traded. "Applicable Percentage" shall mean 50.0%. The "Fixed Conversion Price" shall mean $.06.  

(b) Conversion Price During Major Announcements. Notwithstanding anything contained in Section 1.2(a) to the contrary, in the event the 
Borrower (i) makes a public announcement that it intends to consolidate or merge with any other corporation (other than a merger in which the 
Borrower is the surviving or continuing corporation and its capital stock is unchanged) or sell or transfer all or substantially all of the assets of 
the Borrower or (ii) any person, group or entity (including the Borrower) publicly announces a tender offer to purchase 50% or more of the 
Borrower's Common Stock (or any other takeover scheme) (the date of the announcement referred to in clause (i) or (ii) is hereinafter referred 
to as the "Announcement Date"), then the Conversion Price shall, effective upon the Announcement Date and continuing through the Adjusted 
Conversion Price Termination Date (as defined below), be equal to the lower of (x) the Conversion Price which would have been applicable for 
a Conversion occurring on the Announcement Date and (y) the Conversion Price that would otherwise be in effect. From and after the Adjusted 
Conversion Price Termination Date, the Conversion Price shall be determined as set forth in this  
Section 1.2(a). For purposes hereof, "Adjusted Conversion Price Termination Date" shall mean, with respect to any proposed transaction or 
tender offer (or takeover scheme) for which a public announcement as contemplated by this Section 1.2(b) has been made, the date upon which 
the Borrower (in the case of clause  
(i) above) or the person, group or entity (in the case of clause (ii) above) consummates or publicly announces the termination or abandonment 
of the proposed transaction or tender offer (or takeover scheme) which caused this Section 1.2(b) to become operative.  
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1.3 Authorized Shares. Subject to the Stockholder Approval (as defined in the Agreement), the Borrower covenants that during the period the 
conversion right exists, the Borrower will reserve from its authorized and unissued Common Stock a sufficient number of shares, free from 
preemptive rights, to provide for the issuance of Common Stock upon the full conversion of this Note and the other Notes issued pursuant to 
the Purchase Agreement. The Borrower is required at all times to have authorized and reserved two times the number of shares that is actually 
issuable upon full conversion of the Notes (based on the Conversion Price of the Notes or the Exercise Price of the Warrants in effect from time 
to time) (the "Reserved Amount"). The Reserved Amount shall be increased from time to time in accordance with the Borrower's obligations 
pursuant to Section 4(h) of the Purchase Agreement. The Borrower represents that upon issuance, such shares will be duly and validly issued, 
fully paid and non-assessable. In addition, if the Borrower shall issue any securities or make any change to its capital structure which would 
change the number of shares of Common Stock into which the Notes shall be convertible at the then current Conversion Price, the Borrower 
shall at the same time make proper provision so that thereafter there shall be a sufficient number of shares of Common Stock authorized and 
reserved, free from preemptive rights, for conversion of the outstanding Notes. The Borrower (i) acknowledges that it has irrevocably 
instructed its transfer agent to issue certificates for the Common Stock issuable upon conversion of this Note, and (ii) agrees that its issuance of 
this Note shall constitute full authority to its officers and agents who are charged with the duty of executing stock certificates to execute and 
issue the necessary certificates for shares of Common Stock in accordance with the terms and conditions of this Note.  

If, at any time a Holder of this Note submits a Notice of Conversion, and the Borrower does not have sufficient authorized but unissued shares 
of Common Stock available to effect such conversion in accordance with the provisions of this Article I (a "Conversion Default"), subject to 
Section 4.8, the Borrower shall issue to the Holder all of the shares of Common Stock which are then available to effect such conversion. The 
portion of this Note which the Holder included in its Conversion Notice and which exceeds the amount which is then convertible into available 
shares of Common Stock (the "Excess Amount") shall, notwithstanding anything to the contrary contained herein, not be convertible into 
Common Stock in accordance with the terms hereof until (and at the Holder's option at any time after) the date additional shares of Common 
Stock are authorized by the Borrower to permit such conversion, at which time the Conversion Price in respect thereof shall be the lesser of (i) 
the Conversion Price on the Conversion Default Date (as defined below) and (ii) the Conversion Price on the Conversion Date thereafter 
elected by the Holder in respect thereof. In addition, the Borrower shall pay to the Holder payments  
("Conversion Default Payments") for a Conversion Default in the amount of (x)  
the sum of (1) the then outstanding principal amount of this Note plus (2) accrued and unpaid interest on the unpaid principal amount of this 
Note through the Authorization Date (as defined below) plus (3) Default Interest, if any, on the amounts referred to in clauses (1) and/or (2), 
multiplied by (y) .24, multiplied by (z) (N/365), where N = the number of days from the day the holder submits a Notice of Conversion giving 
rise to a Conversion Default (the "Conversion Default Date") to the date (the "Authorization Date") that the Borrower authorizes a sufficient 
number of shares of Common Stock to effect conversion of the full outstanding principal balance of this Note. The Borrower shall use its best 
efforts to authorize a sufficient number of shares of Common Stock as soon as practicable following the earlier of (i) such time that the Holder 
notifies the Borrower or that the Borrower otherwise becomes aware that there are or likely will be insufficient authorized and unissued shares 
to allow full conversion thereof and (ii) a Conversion Default. The Borrower shall send notice to the Holder of the authorization of additional 
shares of Common Stock, the Authorization Date and the amount of Holder's accrued Conversion Default Payments. The accrued Conversion 
Default Payments for each calendar month shall be paid in cash or shall be convertible into Common Stock (at such time as there are sufficient 
authorized shares of Common Stock) at the applicable Conversion Price, at the Borrower's option, as follows:  
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(a) In the event Holder elects to take such payment in cash, cash payment shall be made to Holder by the fifth (5th) day of the month following 
the month in which it has accrued; and  

(b) In the event Holder elects to take such payment in Common Stock, the Holder may convert such payment amount into Common Stock at 
the Conversion Price (as in effect at the time of conversion) at any time after the fifth day of the month following the month in which it has 
accrued in accordance with the terms of this Article I (so long as there is then a sufficient number of authorized shares of Common Stock).  

The Holder's election shall be made in writing to the Borrower at any time prior to 6:00 p.m., New York, New York time, on the third day of 
the month following the month in which Conversion Default payments have accrued. If no election is made, the Holder shall be deemed to 
have elected to receive cash. Nothing herein shall limit the Holder's right to pursue actual damages (to the extent in excess of the Conversion 
Default Payments) for the Borrower's failure to maintain a sufficient number of authorized shares of Common Stock, and each holder shall 
have the right to pursue all remedies available at law or in equity (including degree of specific performance and/or injunctive relief).  
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1.4 Method of Conversion.  

(a) Mechanics of Conversion. Subject to Section 1.1, this Note may be converted by the Holder in whole or in part at any time from time to 
time after the Issue Date, by (A) submitting to the Borrower a Notice of Conversion (by facsimile or other reasonable means of communication 
dispatched on the Conversion Date prior to 6:00 p.m., New York, New York time) and (B) subject to Section 1.4(b), surrendering this Note at 
the principal office of the Borrower.  

(b) Surrender of Note Upon Conversion. Notwithstanding anything to the contrary set forth herein, upon conversion of this Note in accordance 
with the terms hereof, the Holder shall not be required to physically surrender this Note to the Borrower unless the entire unpaid principal 
amount of this Note is so converted. The Holder and the Borrower shall maintain records showing the principal amount so converted and the 
dates of such conversions or shall use such other method, reasonably satisfactory to the Holder and the Borrower, so as not to require physical 
surrender of this Note upon each such conversion. In the event of any dispute or discrepancy, such records of the Borrower shall be controlling 
and determinative in the absence of manifest error. Notwithstanding the foregoing, if any portion of this Note is converted as aforesaid, the 
Holder may not transfer this Note unless the Holder first physically surrenders this Note to the Borrower, whereupon the Borrower will 
forthwith issue and deliver upon the order of the Holder a new Note of like tenor, registered as the Holder (upon payment by the Holder of any 
applicable transfer taxes) may request, representing in the aggregate the remaining unpaid principal amount of this Note. The Holder and any 
assignee, by acceptance of this Note, acknowledge and agree that, by reason of the provisions of this paragraph, following conversion of a 
portion of this Note, the unpaid and unconverted principal amount of this Note represented by this Note may be less than the amount stated on 
the face hereof.  

(c) Payment of Taxes. The Borrower shall not be required to pay any tax which may be payable in respect of any transfer involved in the issue 
and delivery of shares of Common Stock or other securities or property on conversion of this Note in a name other than that of the Holder (or in 
street name), and the Borrower shall not be required to issue or deliver any such shares or other securities or property unless and until the 
person or persons (other than the Holder or the custodian in whose street name such shares are to be held for the Holder's account) requesting 
the issuance thereof shall have paid to the Borrower the amount of any such tax or shall have established to the satisfaction of the Borrower that 
such tax has been paid.  

(d) Delivery of Common Stock Upon Conversion. Upon receipt by the Borrower from the Holder of a facsimile transmission (or other 
reasonable means of communication) of a Notice of Conversion meeting the requirements for conversion as provided in this Section 1.4, the 
Borrower shall issue and deliver or cause to be issued and delivered to or upon the order of the Holder certificates for the Common Stock 
issuable upon such conversion within two (2) business days after such receipt (and, solely in the case of conversion of the entire unpaid 
principal amount hereof, surrender of this Note) (such second business day being hereinafter referred to as the "Deadline") in accordance with 
the terms hereof and the Purchase Agreement (including, without limitation, in accordance with the requirements of Section 2(g) of the 
Purchase Agreement that certificates for shares of Common Stock issued on or after the effective date of the Registration Statement upon 
conversion of this Note shall not bear any restrictive legend).  
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(e) Obligation of Borrower to Deliver Common Stock. Upon receipt by the Borrower of a Notice of Conversion, the Holder shall be deemed to 
be the holder of record of the Common Stock issuable upon such conversion, the outstanding principal amount and the amount of accrued and 
unpaid interest on this Note shall be reduced to reflect such conversion, and, unless the Borrower defaults on its obligations under this Article I, 
all rights with respect to the portion of this Note being so converted shall forthwith terminate except the right to receive the Common Stock or 
other securities, cash or other assets, as herein provided, on such conversion. If the Holder shall have given a Notice of Conversion as provided 
herein, the Borrower's obligation to issue and deliver the certificates for Common Stock shall be absolute and unconditional, irrespective of the 
absence of any action by the Holder to enforce the same, any waiver or consent with respect to any provision thereof, the recovery of any 
judgment against any person or any action to enforce the same, any failure or delay in the enforcement of any other obligation of the Borrower 
to the holder of record, or any setoff, counterclaim, recoupment, limitation or termination, or any breach or alleged breach by the Holder of any 
obligation to the Borrower, and irrespective of any other circumstance which might otherwise limit such obligation of the Borrower to the 
Holder in connection with such conversion. The Conversion Date specified in the Notice of Conversion shall be the Conversion Date so long as 
the Notice of Conversion is received by the Borrower before 6:00  
p.m., New York, New York time, on such date.  

(f) Delivery of Common Stock by Electronic Transfer. In lieu of delivering physical certificates representing the Common Stock issuable upon 
conversion, provided the Borrower's transfer agent is participating in the Depository Trust Company ("DTC") Fast Automated Securities 
Transfer ("FAST") program, upon request of the Holder and its compliance with the provisions contained in Section 1.1 and in this Section 1.4, 
the Borrower shall use its best efforts to cause its transfer agent to electronically transmit the Common Stock issuable upon conversion to the 
Holder by crediting the account of Holder's Prime Broker with DTC through its Deposit Withdrawal Agent Commission ("DWAC") system.  

(g) Failure to Deliver Common Stock Prior to Deadline. Without in any way limiting the Holder's right to pursue other remedies, including 
actual damages and/or equitable relief, the parties agree that if delivery of the Common Stock issuable upon conversion of this Note is more 
than two (2) days after the Deadline (other than a failure due to the circumstances described in Section 1.3 above, which failure shall be 
governed by such Section) the Borrower shall pay to the Holder $2,000 per day in cash, for each day beyond the Deadline that the Borrower 
fails to deliver such Common Stock. Such cash amount shall be paid to Holder by the fifth day of the month following the month in which it 
has accrued or, at the option of the Holder (by written notice to the Borrower by the first day of the month following the month in which it has 
accrued), shall be added to the principal amount of this Note, in which event interest shall accrue thereon in accordance with the terms of this 
Note and such additional principal amount shall be convertible into Common Stock in accordance with the terms of this Note.  
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1.5 Concerning the Shares. The shares of Common Stock issuable upon conversion of this Note may not be sold or transferred unless (i) such 
shares are sold pursuant to an effective registration statement under the Act or  
(ii) the Borrower or its transfer agent shall have been furnished with an opinion of counsel (which opinion shall be in form, substance and 
scope customary for opinions of counsel in comparable transactions) to the effect that the shares to be sold or transferred may be sold or 
transferred pursuant to an exemption from such registration or (iii) such shares are sold or transferred pursuant to Rule 144 under the Act (or a 
successor rule) ("Rule 144") or (iv) such shares are transferred to an "affiliate" (as defined in Rule 144) of the Borrower who agrees to sell or 
otherwise transfer the shares only in accordance with this Section 1.5 and who is an Accredited Investor (as defined in the Purchase 
Agreement). Except as otherwise provided in the Purchase Agreement (and subject to the removal provisions set forth below), until such time 
as the shares of Common Stock issuable upon conversion of this Note have been registered under the Act as contemplated by the Registration 
Rights Agreement or otherwise may be sold pursuant to Rule 144 without any restriction as to the number of securities as of a particular date 
that can then be immediately sold, each certificate for shares of Common Stock issuable upon conversion of this Note that has not been so 
included in an effective registration statement or that has not been sold pursuant to an effective registration statement or an exemption that 
permits removal of the legend, shall bear a legend substantially in the following form, as appropriate:  

"THE SECURITIES REPRESENTED BY THIS CERTIFICATE HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 
1933, AS AMENDED. THE SECURITIES MAY NOT BE SOLD, TRANSFERRED OR ASSIGNED IN THE ABSENCE OF AN 
EFFECTIVE REGISTRATION STATEMENT FOR THE SECURITIES UNDER SAID ACT, OR AN OPINION OF COUNSEL IN FORM, 
SUBSTANCE AND SCOPE CUSTOMARY FOR OPINIONS OF COUNSEL IN COMPARABLE TRANSACTIONS, THAT 
REGISTRATION IS NOT REQUIRED UNDER SAID ACT UNLESS SOLD PURSUANT TO RULE 144 OR REGULATION S UNDER 
SAID ACT."  

The legend set forth above shall be removed and the Borrower shall issue to the Holder a new certificate therefor free of any transfer legend if  
(i) the Borrower or its transfer agent shall have received an opinion of counsel, in form, substance and scope customary for opinions of counsel 
in comparable transactions, to the effect that a public sale or transfer of such Common Stock may be made without registration under the Act 
and the shares are so sold or transferred, (ii) such Holder provides the Borrower or its transfer agent with reasonable assurances that the 
Common Stock issuable upon conversion of this Note (to the extent such securities are deemed to have been acquired on the same date) can be 
sold pursuant to Rule 144 or (iii) in the case of the Common Stock issuable upon conversion of this Note, such security is registered for sale by 
the Holder under an effective registration statement filed under the Act or otherwise may be sold pursuant to Rule 144 without any restriction 
as to the number of securities as of a particular date that can then be immediately sold. Nothing in this Note shall (i) limit the Borrower's 
obligation under the Registration Rights Agreement or (ii) affect in any way the Holder's obligations to comply with applicable prospectus 
delivery requirements upon the resale of the securities referred to herein.  

1.6 Effect of Certain Events.  

(a) Effect of Merger, Consolidation, Etc. At the option of the Holder, the sale, conveyance or disposition of all or substantially all of the assets 
of the Borrower, the effectuation by the Borrower of a transaction or series of related transactions in which more than 50% of the voting power 
of the Borrower is disposed of, or the consolidation, merger or other business combination of the Borrower with or into any other Person (as 
defined below) or Persons when the Borrower is not the survivor shall either: (i) be deemed to be an Event of Default (as defined in Article III) 
pursuant to which the Borrower shall be required to pay to the Holder upon the consummation of and as a condition to such transaction an 
amount equal to the Default Amount (as defined in Article III) or (ii) be treated pursuant to Section 1.6(b) hereof. "Person" shall mean any 
individual, corporation, limited liability company, partnership, association, trust or other entity or organization.  
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(b) Adjustment Due to Merger, Consolidation, Etc. If, at any time when this Note is issued and outstanding and prior to conversion of all of the 
Notes, there shall be any merger, consolidation, exchange of shares, recapitalization, reorganization, or other similar event, as a result of which 
shares of Common Stock of the Borrower shall be changed into the same or a different number of shares of another class or classes of stock or 
securities of the Borrower or another entity, or in case of any sale or conveyance of all or substantially all of the assets of the Borrower other 
than in connection with a plan of complete liquidation of the Borrower, then the Holder of this Note shall thereafter have the right to receive 
upon conversion of this Note, upon the basis and upon the terms and conditions specified herein and in lieu of the shares of Common Stock 
immediately theretofore issuable upon conversion, such stock, securities or assets which the Holder would have been entitled to receive in such 
transaction had this Note been converted in full immediately prior to such transaction (without regard to any limitations on conversion set forth 
herein), and in any such case appropriate provisions shall be made with respect to the rights and interests of the Holder of this Note to the end 
that the provisions hereof (including, without limitation, provisions for adjustment of the Conversion Price and of the number of shares issuable 
upon conversion of the Note) shall thereafter be applicable, as nearly as may be practicable in relation to any securities or assets thereafter 
deliverable upon the conversion hereof. The Borrower shall not effect any transaction described in this Section 1.6(b) unless (a) it first gives, to 
the extent practicable, thirty (30) days prior written notice (but in any event at least fifteen (15) days prior written notice) of the record date of 
the special meeting of shareholders to approve, or if there is no such record date, the consummation of, such merger, consolidation, exchange 
of shares, recapitalization, reorganization or other similar event or sale of assets (during which time the Holder shall be entitled to convert this 
Note) and (b) the resulting successor or acquiring entity (if not the Borrower) assumes by written instrument the obligations of this Section  
1.6(b). The above provisions shall similarly apply to successive consolidations, mergers, sales, transfers or share exchanges.  

(c) Adjustment Due to Distribution. If the Borrower shall declare or make any distribution of its assets (or rights to acquire its assets) to holders 
of Common Stock as a dividend, stock repurchase, by way of return of capital or otherwise (including any dividend or distribution to the 
Borrower's shareholders in cash or shares (or rights to acquire shares) of capital stock of a subsidiary (i.e., a spin-off)) (a "Distribution"), then 
the Holder of this Note shall be entitled, upon any conversion of this Note after the date of record for determining shareholders entitled to such 
Distribution, to receive the amount of such assets which would have been payable to the Holder with respect to the shares of Common Stock 
issuable upon such conversion had such Holder been the holder of such shares of Common Stock on the record date for the determination of 
shareholders entitled to such Distribution.  
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(d) Adjustment Due to Dilutive Issuance. If, at any time when any Notes are issued and outstanding, the Borrower issues or sells, or in 
accordance with this Section 1.6(d) hereof is deemed to have issued or sold, any shares of Common Stock for no consideration or for a 
consideration per share (before deduction of reasonable expenses or commissions or underwriting discounts or allowances in connection 
therewith) less than the Fixed Conversion Price in effect on the date of such issuance (or deemed issuance) of such shares of Common Stock (a 
"Dilutive Issuance"), then immediately upon the Dilutive Issuance, the Fixed Conversion Price will be reduced to the amount of the 
consideration per share received by the Borrower in such Dilutive Issuance; provided that only one adjustment will be made for each Dilutive 
Issuance.  

The Borrower shall be deemed to have issued or sold shares of Common Stock if the Borrower in any manner issues or grants any warrants, 
rights or options (not including employee stock option plans), whether or not immediately exercisable, to subscribe for or to purchase Common 
Stock or other securities convertible into or exchangeable for Common Stock ("Convertible Securities") (such warrants, rights and options to 
purchase Common Stock or Convertible Securities are hereinafter referred to as "Options") and the price per share for which Common Stock is 
issuable upon the exercise of such Options is less than the Fixed Conversion Price then in effect, then the Fixed Conversion Price shall be equal 
to such price per share. For purposes of the preceding sentence, the "price per share for which Common Stock is issuable upon the exercise of 
such Options" is determined by dividing (i) the total amount, if any, received or receivable by the Borrower as consideration for the issuance or 
granting of all such Options, plus the minimum aggregate amount of additional consideration, if any, payable to the Borrower upon the exercise 
of all such Options, plus, in the case of Convertible Securities issuable upon the exercise of such Options, the minimum aggregate amount of 
additional consideration payable upon the conversion or exchange thereof at the time such Convertible Securities first become convertible or 
exchangeable, by (ii) the maximum total number of shares of Common Stock issuable upon the exercise of all such Options (assuming full 
conversion of Convertible Securities, if applicable). No further adjustment to the Conversion Price will be made upon the actual issuance of 
such Common Stock upon the exercise of such Options or upon the conversion or exchange of Convertible Securities issuable upon exercise of 
such Options.  

Additionally, the Borrower shall be deemed to have issued or sold shares of Common Stock if the Borrower in any manner issues or sells any 
Convertible Securities, whether or not immediately convertible (other than where the same are issuable upon the exercise of Options), and the 
price per share for which Common Stock is issuable upon such conversion or exchange is less than the Fixed Conversion Price then in effect, 
then the Fixed Conversion Price shall be equal to such price per share. For the purposes of the preceding sentence, the "price per share for 
which Common Stock is issuable upon such conversion or exchange" is determined by dividing (i) the total amount, if any, received or 
receivable by the Borrower as consideration for the issuance or sale of all such Convertible Securities, plus the minimum aggregate amount of 
additional consideration, if any, payable to the Borrower upon the conversion or exchange thereof at the time such Convertible Securities first 
become convertible or exchangeable, by (ii) the maximum total number of shares of Common Stock issuable upon the conversion or exchange 
of all such Convertible Securities. No further adjustment to the Fixed Conversion Price will be made upon the actual issuance of such Common 
Stock upon conversion or exchange of such Convertible Securities.  
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(e) Purchase Rights. If, at any time when any Notes are issued and outstanding, the Borrower issues any convertible securities or rights to 
purchase stock, warrants, securities or other property (the "Purchase Rights") pro rata to the record holders of any class of Common Stock, then 
the Holder of this Note will be entitled to acquire, upon the terms applicable to such Purchase Rights, the aggregate Purchase Rights which 
such Holder could have acquired if such Holder had held the number of shares of Common Stock acquirable upon complete conversion of this 
Note (without regard to any limitations on conversion contained herein) immediately before the date on which a record is taken for the grant, 
issuance or sale of such Purchase Rights or, if no such record is taken, the date as of which the record holders of Common Stock are to be 
determined for the grant, issue or sale of such Purchase Rights.  

(f) Notice of Adjustments. Upon the occurrence of each adjustment or readjustment of the Conversion Price as a result of the events described 
in this Section 1.6, the Borrower, at its expense, shall promptly compute such adjustment or readjustment and prepare and furnish to the Holder 
of a certificate setting forth such adjustment or readjustment and showing in detail the facts upon which such adjustment or readjustment is 
based. The Borrower shall, upon the written request at any time of the Holder, furnish to such Holder a like certificate setting forth (i) such 
adjustment or readjustment, (ii) the Conversion Price at the time in effect and (iii) the number of shares of Common Stock and the amount, if 
any, of other securities or property which at the time would be received upon conversion of the Note.  

1.7 Trading Market Limitations. Unless permitted by the applicable rules and regulations of the principal securities market on which the 
Common Stock is then listed or traded, in no event shall the Borrower issue upon conversion of or otherwise pursuant to this Note and the other 
Notes issued pursuant to the Purchase Agreement more than the maximum number of shares of Common Stock that the Borrower can issue 
pursuant to any rule of the principal United States securities market on which the Common Stock is then traded (the "Maximum Share 
Amount"), which shall be 19.99% of the total shares outstanding on the Closing Date (as defined in the Purchase Agreement), subject to 
equitable adjustment from time to time for stock splits, stock dividends, combinations, capital reorganizations and similar events relating to the 
Common Stock occurring after the date hereof. Once the Maximum Share Amount has been issued (the date of which is hereinafter referred to 
as the "Maximum Conversion Date"), if the Borrower fails to eliminate any prohibitions under applicable law or the rules or regulations of any 
stock exchange, interdealer quotation system or other self-regulatory organization with jurisdiction over the Borrower or any of its securities on 
the Borrower's ability to issue shares of Common Stock in excess of the Maximum Share Amount (a "Trading Market Prepayment Event"), in 
lieu of any further right to convert this Note, and in full satisfaction of the Borrower's obligations under this Note, the Borrower shall pay to the 
Holder, within fifteen (15) business days of the Maximum Conversion Date (the "Trading Market Prepayment Date"), an amount equal to 
130% times the sum of (a) the then outstanding principal amount of this Note immediately following the Maximum Conversion Date, plus (b) 
accrued and unpaid interest on the unpaid principal amount of this Note to the Trading Market Prepayment Date, plus (c) Default Interest, if 
any, on the amounts referred to in clause (a) and/or (b) above, plus (d) any optional amounts that may be added thereto at the Maximum 
Conversion Date by the Holder in accordance with the terms hereof (the then outstanding principal amount of this Note immediately following 
the Maximum Conversion Date, plus the amounts referred to in clauses (b), (c) and (d) above shall collectively be referred to as the "Remaining 
Convertible Amount"). With respect to each Holder of Notes, the Maximum Share Amount shall refer to such Holder's pro rata share thereof 
determined in accordance with Section 4.8 below. In the event that the sum of (x) the aggregate number of shares of Common Stock issued 
upon conversion of this Note and the other Notes issued pursuant to the Purchase Agreement plus (y) the aggregate number of shares of 
Common Stock that remain issuable upon conversion of this Note and the other Notes issued pursuant to the Purchase Agreement, represents at 
least one hundred percent (100%) of the Maximum Share Amount (the "Triggering Event"), the Borrower will use its best efforts to seek and 
obtain Shareholder Approval (or obtain such other relief as will allow conversions hereunder in excess of the Maximum Share Amount) as 
soon as practicable following the Triggering Event and before the Maximum Conversion Date. As used herein, "Shareholder Approval" means 
approval by the shareholders of the Borrower to authorize the issuance of the full number of shares of Common Stock which would be issuable 
upon full conversion of the then outstanding Notes but for the Maximum Share Amount.  
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1.8 Status as Shareholder. Upon submission of a Notice of Conversion by a Holder, (i) the shares covered thereby (other than the shares, if any, 
which cannot be issued because their issuance would exceed such Holder's allocated portion of the Reserved Amount or Maximum Share 
Amount) shall be deemed converted into shares of Common Stock and (ii) the Holder's rights as a Holder of such converted portion of this 
Note shall cease and terminate, excepting only the right to receive certificates for such shares of Common Stock and to any remedies provided 
herein or otherwise available at law or in equity to such Holder because of a failure by the Borrower to comply with the terms of this Note. 
Notwithstanding the foregoing, if a Holder has not received certificates for all shares of Common Stock prior to the tenth (10th) business day 
after the expiration of the Deadline with respect to a conversion of any portion of this Note for any reason, then (unless the Holder otherwise 
elects to retain its status as a holder of Common Stock by so notifying the Borrower) the Holder shall regain the rights of a Holder of this Note 
with respect to such unconverted portions of this Note and the Borrower shall, as soon as practicable, return such unconverted Note to the 
Holder or, if the Note has not been surrendered, adjust its records to reflect that such portion of this Note has not been converted. In all cases, 
the Holder shall retain all of its rights and remedies (including, without limitation, (i) the right to receive Conversion Default Payments 
pursuant to Section 1.3 to the extent required thereby for such Conversion Default and any subsequent Conversion Default and (ii) the right to 
have the Conversion Price with respect to subsequent conversions determined in accordance with Section 1.3) for the Borrower's failure to 
convert this Note.  

ARTICLE II. CERTAIN COVENANTS  

2.1 Distributions on Capital Stock. So long as the Borrower shall have any obligation under this Note, the Borrower shall not without the 
Holder's written consent (a) pay, declare or set apart for such payment, any dividend or other distribution (whether in cash, property or other 
securities) on shares of capital stock other than dividends on shares of Common Stock solely in the form of additional shares of Common Stock 
or (b) directly or indirectly or through any subsidiary make any other payment or distribution in respect of its capital stock except for 
distributions pursuant to any shareholders' rights plan which is approved by a majority of the Borrower's disinterested directors.  
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2.2 Restriction on Stock Repurchases. So long as the Borrower shall have any obligation under this Note, the Borrower shall not without the 
Holder's written consent redeem, repurchase or otherwise acquire (whether for cash or in exchange for property or other securities or otherwise) 
in any one transaction or series of related transactions any shares of capital stock of the Borrower or any warrants, rights or options to purchase 
or acquire any such shares.  

2.3 Borrowings. So long as the Borrower shall have any obligation under this Note, the Borrower shall not, without the Holder's written 
consent, create, incur, assume or suffer to exist any liability for borrowed money, except (a) borrowings in existence or committed on the date 
hereof and of which the Borrower has informed Holder in writing prior to the date hereof, (b) indebtedness to trade creditors or financial 
institutions incurred in the ordinary course of business or (c) borrowings, the proceeds of which shall be used to repay this Note.  

2.4 Sale of Assets. So long as the Borrower shall have any obligation under this Note, the Borrower shall not, without the Holder's written 
consent, sell, lease or otherwise dispose of any significant portion of its assets outside the ordinary course of business. Any consent to the 
disposition of any assets may be conditioned on a specified use of the proceeds of disposition.  

2.5 Advances and Loans. So long as the Borrower shall have any obligation under this Note, the Borrower shall not, without the Holder's 
written consent, lend money, give credit or make advances to any person, firm, joint venture or corporation, including, without limitation, 
officers, directors, employees, subsidiaries and affiliates of the Borrower, except loans, credits or advances (a) in existence or committed on the 
date hereof and which the Borrower has informed Holder in writing prior to the date hereof, (b) made in the ordinary course of business or (c) 
not in excess of $50,000.  

2.6 Contingent Liabilities. So long as the Borrower shall have any obligation under this Note, the Borrower shall not, without the Holder's 
written consent, which shall not be unreasonably withheld, assume, guarantee, endorse, contingently agree to purchase or otherwise become 
liable upon the obligation of any person, firm, partnership, joint venture or corporation, except by the endorsement of negotiable instruments 
for deposit or collection and except assumptions, guarantees, endorsements and contingencies (a) in existence or committed on the date hereof 
and which the Borrower has informed Holder in writing prior to the date hereof, and (b) similar transactions in the ordinary course of business.  

ARTICLE III. EVENTS OF DEFAULT  

If any of the following events of default (each, an "Event of Default") shall occur:  

3.1 Failure to Pay Principal or Interest. The Borrower fails to pay the principal hereof or interest thereon when due on this Note, whether at 
maturity, upon a Trading Market Prepayment Event pursuant to Section 1.7, upon acceleration or otherwise;  
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3.2 Conversion and the Shares. The Borrower fails to issue shares of Common Stock to the Holder (or announces or threatens that it will not 
honor its obligation to do so) upon exercise by the Holder of the conversion rights of the Holder in accordance with the terms of this Note (for a 
period of at least sixty (60) days, if such failure is solely as a result of the circumstances governed by Section 1.3 and the Borrower is using its 
best efforts to authorize a sufficient number of shares of Common Stock as soon as practicable), fails to transfer or cause its transfer agent to 
transfer (electronically or in certificated form) any certificate for shares of Common Stock issued to the Holder upon conversion of or 
otherwise pursuant to this Note as and when required by this Note or the Registration Rights Agreement, or fails to remove any restrictive 
legend (or to withdraw any stop transfer instructions in respect thereof) on any certificate for any shares of Common Stock issued to the Holder 
upon conversion of or otherwise pursuant to this Note as and when required by this Note or the Registration Rights Agreement (or makes any 
announcement, statement or threat that it does not intend to honor the obligations described in this paragraph) and any such failure shall 
continue uncured (or any announcement, statement or threat not to honor its obligations shall not be rescinded in writing) for ten (10) days after 
the Borrower shall have been notified thereof in writing by the Holder;  

3.3 Failure to Timely File Registration or Effect Registration. The Borrower fails to file the Registration Statement within sixty (60) days 
following the Closing Date (as defined in the Purchase Agreement) or obtain effectiveness with the Securities and Exchange Commission of 
the Registration Statement within one hundred thirty-five (135) days following the Closing Date (as defined in the Purchase Agreement) or 
such Registration Statement lapses in effect (or sales cannot otherwise be made thereunder effective, whether by reason of the Borrower's 
failure to amend or supplement the prospectus included therein in accordance with the Registration Rights Agreement or otherwise) for more 
than ten (10) consecutive days or twenty (20) days in any twelve month period after the Registration Statement becomes effective;  

3.4 Breach of Covenants. The Borrower breaches any material covenant or other material term or condition contained in Sections 1.3, 1.6 or 1.7 
of this Note, or Sections 4(c), 4(e), 4(h), 4(i), 4(j) or 5 of the Purchase Agreement and such breach continues for a period of ten (10) days after 
written notice thereof to the Borrower from the Holder;  

3.5 Breach of Representations and Warranties. Any representation or warranty of the Borrower made herein or in any agreement, statement or 
certificate given in writing pursuant hereto or in connection herewith (including, without limitation, the Purchase Agreement and the 
Registration Rights Agreement), shall be false or misleading in any material respect when made and the breach of which has (or with the 
passage of time will have) a material adverse effect on the rights of the Holder with respect to this Note, the Purchase Agreement or the 
Registration Rights Agreement;  

3.6 Receiver or Trustee. The Borrower or any subsidiary of the Borrower shall make an assignment for the benefit of creditors, or apply for or 
consent to the appointment of a receiver or trustee for it or for a substantial part of its property or business, or such a receiver or trustee shall 
otherwise be appointed;  
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3.7 Judgments. Any money judgment, writ or similar process shall be entered or filed against the Borrower or any subsidiary of the Borrower 
or any of its property or other assets for more than $50,000, and shall remain unvacated, unbonded or unstayed for a period of twenty (20) days 
unless otherwise consented to by the Holder, which consent will not be unreasonably withheld;  

3.8 Bankruptcy. Bankruptcy, insolvency, reorganization or liquidation proceedings or other proceedings for relief under any bankruptcy law or 
any law for the relief of debtors shall be instituted by or against the Borrower or any subsidiary of the Borrower;  

3.9 Delisting of Common Stock. The Borrower shall fail to maintain the listing of the Common Stock on at least one of the OTCBB or an 
equivalent replacement exchange, the Nasdaq National Market, the Nasdaq SmallCap Market, the New York Stock Exchange, or the American 
Stock Exchange; or  

3.10 Default Under Other Notes. An Event of Default has occurred and is continuing under any of the other Notes issued pursuant to the 
Purchase Agreement,  

then, upon the occurrence and during the continuation of any Event of Default specified in Section 3.1, 3.2, 3.3, 3.4, 3.5, 3.7, 3.9, or 3.10, at the 
option of the Holders of a majority of the aggregate principal amount of the outstanding Notes issued pursuant to the Purchase Agreement 
exercisable through the delivery of written notice to the Borrower by such Holders (the "Default Notice"), and upon the occurrence of an Event 
of Default specified in Section 3.6 or 3.8, the Notes shall become immediately due and payable and the Borrower shall pay to the Holder, in 
full satisfaction of its obligations hereunder, an amount equal to the greater of (i) 130% times the sum of (w) the then outstanding principal 
amount of this Note plus (x) accrued and unpaid interest on the unpaid principal amount of this Note to the date of payment (the "Mandatory 
Prepayment Date") plus (y) Default Interest, if any, on the amounts referred to in clauses (w) and/or (x) plus (z) any amounts owed to the 
Holder pursuant to Sections 1.3 and 1.4(g) hereof or pursuant to Section 2(c) of the Registration Rights Agreement (the then outstanding 
principal amount of this Note to the date of payment plus the amounts referred to in clauses (x), (y) and  
(z) shall collectively be known as the "Default Sum") or (ii) the "parity value" of the Default Sum to be prepaid, where parity value means (a) 
the highest number of shares of Common Stock issuable upon conversion of or otherwise pursuant to such Default Sum in accordance with 
Article I, treating the Trading Day immediately preceding the Mandatory Prepayment Date as the "Conversion Date" for purposes of 
determining the lowest applicable Conversion Price, unless the Default Event arises as a result of a breach in respect of a specific Conversion 
Date in which case such Conversion Date shall be the Conversion Date), multiplied by (b) the highest Closing Price for the Common Stock 
during the period beginning on the date of first occurrence of the Event of Default and ending one day prior to the Mandatory Prepayment Date 
(the "Default Amount") and all other amounts payable hereunder shall immediately become due and payable, all without demand, presentment 
or notice, all of which hereby are expressly waived, together with all costs, including, without limitation, legal fees and expenses, of collection, 
and the Holder shall be entitled to exercise all other rights and remedies available at law or in equity. If the Borrower fails to pay the Default 
Amount within five (5) business days of written notice that such amount is due and payable, then the Holder shall have the right at any time, so 
long as the Borrower remains in default (and so long and to the extent that there are sufficient authorized shares), to require the Borrower, upon 
written notice, to immediately issue, in lieu of the Default Amount, the number of shares of Common Stock of the Borrower equal to the 
Default Amount divided by the Conversion Price then in effect.  
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ARTICLE IV. MISCELLANEOUS  

4.1 Failure or Indulgence Not Waiver. No failure or delay on the part of the Holder in the exercise of any power, right or privilege hereunder 
shall operate as a waiver thereof, nor shall any single or partial exercise of any such power, right or privilege preclude other or further exercise 
thereof or of any other right, power or privileges. All rights and remedies existing hereunder are cumulative to, and not exclusive of, any rights 
or remedies otherwise available.  

4.2 Notices. Any notice herein required or permitted to be given shall be in writing and may be personally served or delivered by courier or 
sent by United States mail and shall be deemed to have been given upon receipt if personally served (which shall include telephone line 
facsimile transmission) or sent by courier or three (3) days after being deposited in the United States mail, certified, with postage pre-paid and 
properly addressed, if sent by mail. For the purposes hereof, the address of the Holder shall be as shown on the records of the Borrower; and 
the address of the Borrower shall be 4625 Creekstone Drive, Suite 100, Research Triangle Park, Durham, NC 27703, facsimile number: (919) 
474-9712. Both the Holder and the Borrower may change the address for service by service of written notice to the other as herein provided.  

4.3 Amendments. This Note and any provision hereof may only be amended by an instrument in writing signed by the Borrower and the 
Holder. The term "Note" and all reference thereto, as used throughout this instrument, shall mean this instrument (and the other Notes issued 
pursuant to the Purchase Agreement) as originally executed, or if later amended or supplemented, then as so amended or supplemented.  

4.4 Assignability. This Note shall be binding upon the Borrower and its successors and assigns, and shall inure to be the benefit of the Holder 
and its successors and assigns. Each transferee of this Note must be an "accredited investor" (as defined in Rule 501(a) of the 1933 Act). 
Notwithstanding anything in this Note to the contrary, this Note may be pledged as collateral in connection with a bona fide margin account or 
other lending arrangement.  

4.5 Cost of Collection. If default is made in the payment of this Note, the Borrower shall pay the Holder hereof costs of collection, including 
reasonable attorneys' fees.  

4.6 Governing Law. THIS NOTE SHALL BE ENFORCED, GOVERNED BY AND CONSTRUED IN ACCORDANCE WITH THE LAWS 
OF THE STATE OF NEW YORK APPLICABLE TO AGREEMENTS MADE AND TO BE PERFORMED ENTIRELY WITHIN SUCH 
STATE, WITHOUT REGARD TO THE PRINCIPLES OF CONFLICT OF LAWS. THE BORROWER HEREBY SUBMITS TO THE 
EXCLUSIVE JURISDICTION OF THE UNITED STATES FEDERAL COURTS LOCATED IN NEW YORK, NEW YORK WITH 
RESPECT TO ANY DISPUTE ARISING UNDER THIS NOTE, THE AGREEMENTS ENTERED INTO IN CONNECTION HEREWITH 
OR THE TRANSACTIONS CONTEMPLATED HEREBY OR THEREBY. BOTH PARTIES IRREVOCABLY WAIVE THE DEFENSE OF 
AN INCONVENIENT FORUM TO THE MAINTENANCE OF SUCH SUIT OR PROCEEDING. BOTH PARTIES FURTHER AGREE 
THAT SERVICE OF PROCESS UPON A PARTY MAILED BY FIRST CLASS MAIL SHALL BE DEEMED IN EVERY RESPECT 
EFFECTIVE SERVICE OF PROCESS UPON THE PARTY IN ANY SUCH SUIT OR PROCEEDING. NOTHING HEREIN SHALL 
AFFECT EITHER PARTY'S RIGHT TO SERVE PROCESS IN ANY OTHER MANNER PERMITTED BY LAW. BOTH PARTIES 
AGREE THAT A FINAL NON-APPEALABLE JUDGMENT IN ANY SUCH SUIT OR PROCEEDING SHALL BE CONCLUSIVE AND 
MAY BE ENFORCED IN OTHER JURISDICTIONS BY SUIT ON SUCH JUDGMENT OR IN ANY OTHER LAWFUL MANNER. THE 
PARTY WHICH DOES NOT PREVAIL IN ANY DISPUTE ARISING UNDER THIS NOTE SHALL BE RESPONSIBLE FOR ALL FEES 
AND EXPENSES, INCLUDING ATTORNEYS' FEES, INCURRED BY THE PREVAILING PARTY IN CONNECTION WITH SUCH 
DISPUTE.  
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4.7 Certain Amounts. Whenever pursuant to this Note the Borrower is required to pay an amount in excess of the outstanding principal amount 
(or the portion thereof required to be paid at that time) plus accrued and unpaid interest plus Default Interest on such interest, the Borrower and 
the Holder agree that the actual damages to the Holder from the receipt of cash payment on this Note may be difficult to determine and the 
amount to be so paid by the Borrower represents stipulated damages and not a penalty and is intended to compensate the Holder in part for loss 
of the opportunity to convert this Note and to earn a return from the sale of shares of Common Stock acquired upon conversion of this Note at a 
price in excess of the price paid for such shares pursuant to this Note. The Borrower and the Holder hereby agree that such amount of stipulated 
damages is not plainly disproportionate to the possible loss to the Holder from the receipt of a cash payment without the opportunity to convert 
this Note into shares of Common Stock.  

4.8 Allocations of Maximum Share Amount and Reserved Amount. The Maximum Share Amount and Reserved Amount shall be allocated pro 
rata among the Holders of Notes based on the principal amount of such Notes issued to each Holder. Each increase to the Maximum Share 
Amount and Reserved Amount shall be allocated pro rata among the Holders of Notes based on the principal amount of such Notes held by 
each Holder at the time of the increase in the Maximum Share Amount or Reserved Amount. In the event a Holder shall sell or otherwise 
transfer any of such Holder's Notes, each transferee shall be allocated a pro rata portion of such transferor's Maximum Share Amount and 
Reserved Amount. Any portion of the Maximum Share Amount or Reserved Amount which remains allocated to any person or entity which 
does not hold any Notes shall be allocated to the remaining Holders of Notes, pro rata based on the principal amount of such Notes then held by 
such Holders.  

4.9 Damages Shares. The shares of Common Stock that may be issuable to the Holder pursuant to Sections 1.3 and 1.4(g) hereof and pursuant 
to Section 2(c) of the Registration Rights Agreement ("Damages Shares") shall be treated as Common Stock issuable upon conversion of this 
Note for all purposes hereof and shall be subject to all of the limitations and afforded all of the rights of the other shares of Common Stock 
issuable hereunder, including without limitation, the right to be included in the Registration Statement filed pursuant to the Registration Rights 
Agreement. For purposes of calculating interest payable on the outstanding principal amount hereof, except as otherwise provided herein, 
amounts convertible into Damages Shares ("Damages Amounts") shall not bear interest but must be converted prior to the conversion of any 
outstanding principal amount hereof, until the outstanding Damages Amounts is zero.  
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4.10 Denominations. At the request of the Holder, upon surrender of this Note, the Borrower shall promptly issue new Notes in the aggregate 
outstanding principal amount hereof, in the form hereof, in such denominations of at least $50,000 as the Holder shall request.  

4.11 Purchase Agreement. By its acceptance of this Note, each Holder agrees to be bound by the applicable terms of the Purchase Agreement.  

4.12 Notice of Corporate Events. Except as otherwise provided below, the Holder of this Note shall have no rights as a Holder of Common 
Stock unless and only to the extent that it converts this Note into Common Stock. The Borrower shall provide the Holder with prior notification 
of any meeting of the Borrower's shareholders (and copies of proxy materials and other information sent to shareholders). In the event of any 
taking by the Borrower of a record of its shareholders for the purpose of determining shareholders who are entitled to receive payment of any 
dividend or other distribution, any right to subscribe for, purchase or otherwise acquire (including by way of merger, consolidation, 
reclassification or recapitalization) any share of any class or any other securities or property, or to receive any other right, or for the purpose of 
determining shareholders who are entitled to vote in connection with any proposed sale, lease or conveyance of all or substantially all of the 
assets of the Borrower or any proposed liquidation, dissolution or winding up of the Borrower, the Borrower shall mail a notice to the Holder, 
at least twenty (20) days prior to the record date specified therein (or thirty (30) days prior to the consummation of the transaction or event, 
whichever is earlier), of the date on which any such record is to be taken for the purpose of such dividend, distribution, right or other event, and 
a brief statement regarding the amount and character of such dividend, distribution, right or other event to the extent known at such time. The 
Borrower shall make a public announcement of any event requiring notification to the Holder hereunder substantially simultaneously with the 
notification to the Holder in accordance with the terms of this Section 4.12.  

4.13 Remedies. The Borrower acknowledges that a breach by it of its obligations hereunder will cause irreparable harm to the Holder, by 
vitiating the intent and purpose of the transaction contemplated hereby. Accordingly, the Borrower acknowledges that the remedy at law for a 
breach of its obligations under this Note will be inadequate and agrees, in the event of a breach or threatened breach by the Borrower of the 
provisions of this Note, that the Holder shall be entitled, in addition to all other available remedies at law or in equity, and in addition to the 
penalties assessable herein, to an injunction or injunctions restraining, preventing or curing any breach of this Note and to enforce specifically 
the terms and provisions thereof, without the necessity of showing economic loss and without any bond or other security being required.  
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ARTICLE V. CALL OPTION  

5.1 Call Option. Notwithstanding anything to the contrary contained in this Article V, so long as (i) no Event of Default or Trading Market 
Prepayment Event shall have occurred and be continuing, (ii) the Borrower has a sufficient number of authorized shares of Common Stock 
reserved for issuance upon full conversion of the Notes, then at any time after the Issue Date, and (iii) the Common Stock is trading at or below 
$.10 per share, the Borrower shall have the right, exercisable on not less than ten (10) Trading Days prior written notice to the Holders of the 
Notes (which notice may not be sent to the Holders of the Notes until the Borrower is permitted to prepay the Notes pursuant to this Section 
5.1), to prepay all of the outstanding Notes in accordance with this Section 5.1. Any notice of prepayment hereunder (an "Optional 
Prepayment") shall be delivered to the Holders of the Notes at their registered addresses appearing on the books and records of the Borrower 
and shall state (1) that the Borrower is exercising its right to prepay all of the Notes issued on the Issue Date and (2) the date of prepayment 
(the "Optional Prepayment Notice"). On the date fixed for prepayment (the "Optional Prepayment Date"), the Borrower shall make payment of 
the Optional Prepayment Amount (as defined below) to or upon the order of the Holders as specified by the Holders in writing to the Borrower 
at least one (1) business day prior to the Optional Prepayment Date. If the Borrower exercises its right to prepay the Notes, the Borrower shall 
make payment to the holders of an amount in cash (the "Optional Prepayment Amount") equal to either (i) 125% (for prepayments occurring 
within thirty (30) days of the Issue Date), (ii) 135% for prepayments occurring between thirty-one (31) and sixty (60) days of the Issue Date, or 
(iii) 145% (for prepayments occurring after the sixtieth (60th) day following the Issue Date), multiplied by the sum of (w) the then outstanding 
principal amount of this Note plus (x) accrued and unpaid interest on the unpaid principal amount of this Note to the Optional Prepayment Date 
plus (y) Default Interest, if any, on the amounts referred to in clauses (w) and (x) plus (z) any amounts owed to the Holder pursuant to Sections 
1.3 and 1.4(g) hereof or pursuant to Section 2(c) of the Registration Rights Agreement (the then outstanding principal amount of this Note to 
the date of payment plus the amounts referred to in clauses (x), (y) and  
(z) shall collectively be known as the "Optional Prepayment Sum"). Notwithstanding notice of an Optional Prepayment, the Holders shall at all 
times prior to the Optional Prepayment Date maintain the right to convert all or any portion of the Notes in accordance with Article I and any 
portion of Notes so converted after receipt of an Optional Prepayment Notice and prior to the Optional Prepayment Date set forth in such notice 
and payment of the aggregate Optional Prepayment Amount shall be deducted from the principal amount of Notes which are otherwise subject 
to prepayment pursuant to such notice. If the Borrower delivers an Optional Prepayment Notice and fails to pay the Optional Prepayment 
Amount due to the Holders of the Notes within two (2) business days following the Optional Prepayment Date, the Borrower shall forever 
forfeit its right to redeem the Notes pursuant to this Section 5.1.  

5.2 Partial Call Option. Notwithstanding anything to the contrary contained in this Article V, in the event that the Average Daily Price of the 
Common Stock, as reported by the Reporting Service, for each day of the month ending on any Determination Date is below the Initial Market 
Price, the Borrower may, at its option, prepay a portion of the outstanding principal amount of the Notes equal to the principal amount hereof 
divided by thirty-six (36) plus one month's interest. The term "Initial Market Price" means shall mean the volume weighted average price of the 
Common Stock for the five (5) Trading Days immediately preceding the Closing which is $.06. The term "Reporting Service" means a reliable 
reporting service mutually acceptable to and hereinafter designated by the Holder.  

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]  
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IN WITNESS WHEREOF, Borrower has caused this Note to be signed in its name by its duly authorized officer this 24th day of October, 
2005.  

CYBERLUX CORPORATION  

 

By: /s/ DONALD EVANS 
    ------------------------ 
    Donald Evans 
    Chief Executive Officer 



Exhibit 4.6  

THIS WARRANT AND THE SHARES ISSUABLE UPON THE EXERCISE OF THIS WARRANT HAVE NOT BEEN REGISTERED 
UNDER THE SECURITIES ACT OF 1933, AS AMENDED. EXCEPT AS OTHERWISE SET FORTH HEREIN OR IN A SECURITIES 
PURCHASE AGREEMENT DATED AS OF OCTOBER 24, 2005, NEITHER THIS WARRANT NOR ANY OF SUCH SHARES MAY BE 
SOLD, TRANSFERRED OR ASSIGNED IN THE ABSENCE OF AN EFFECTIVE REGISTRATION STATEMENT FOR SUCH 
SECURITIES UNDER SAID ACT OR, AN OPINION OF COUNSEL, IN FORM, SUBSTANCE AND SCOPE, CUSTOMARY FOR 
OPINIONS OF COUNSEL IN COMPARABLE TRANSACTIONS, THAT REGISTRATION IS NOT REQUIRED UNDER SUCH ACT OR 
UNLESS SOLD PURSUANT TO RULE 144 OR REGULATION S UNDER SUCH ACT.  

Right to Purchase 432,800 Shares of Common Stock, $.001 par value per share  

STOCK PURCHASE WARRANT  

THIS CERTIFIES THAT, for value received, AJW Offshore, Ltd. or its registered assigns, is entitled to purchase from Cyberlux Corporation, 
a Nevada corporation (the "Company"), at any time or from time to time during the period specified in Paragraph 2 hereof, 432,800 fully paid 
and nonassessable shares of the Company's Common Stock, $.001 par value per share (the "Common Stock"), at an exercise price per share 
equal to $.10 (the "Exercise Price"). The term "Warrant Shares," as used herein, refers to the shares of Common Stock purchasable hereunder. 
The Warrant Shares and the Exercise Price are subject to adjustment as provided in Paragraph 4 hereof. The term "Warrants" means this 
Warrant and the other warrants issued pursuant to that certain Securities Purchase Agreement, dated October 24, 2005, by and among the 
Company and the Buyers listed on the execution page thereof (the "Securities Purchase Agreement"), including any additional warrants 
issuable pursuant to Section 4(l) thereof.  

This Warrant is subject to the following terms, provisions, and conditions:  

1. Manner of Exercise; Issuance of Certificates; Payment for Shares. Subject to the provisions hereof, this Warrant may be exercised by the 
holder hereof, in whole or in part, by the surrender of this Warrant, together with a completed exercise agreement in the form attached hereto 
(the "Exercise Agreement"), to the Company during normal business hours on any business day at the Company's principal executive offices 
(or such other office or agency of the Company as it may designate by notice to the holder hereof), and upon (i) payment to the  



Company in cash, by certified or official bank check or by wire transfer for the account of the Company of the Exercise Price for the Warrant 
Shares specified in the Exercise Agreement or (ii) if the resale of the Warrant Shares by the holder is not then registered pursuant to an 
effective registration statement under the Securities Act of 1933, as amended (the "Securities Act"), delivery to the Company of a written 
notice of an election to effect a "Cashless Exercise" (as defined in Section 11(c) below) for the Warrant Shares specified in the Exercise 
Agreement. The Warrant Shares so purchased shall be deemed to be issued to the holder hereof or such holder's designee, as the record owner 
of such shares, as of the close of business on the date on which this Warrant shall have been surrendered, the completed Exercise Agreement 
shall have been delivered, and payment shall have been made for such shares as set forth above. Certificates for the Warrant Shares so 
purchased, representing the aggregate number of shares specified in the Exercise Agreement, shall be delivered to the holder hereof within a 
reasonable time, not exceeding three (3) business days, after this Warrant shall have been so exercised. The certificates so delivered shall be in 
such denominations as may be requested by the holder hereof and shall be registered in the name of such holder or such other name as shall be 
designated by such holder. If this Warrant shall have been exercised only in part, then, unless this Warrant has expired, the Company shall, at 
its expense, at the time of delivery of such certificates, deliver to the holder a new Warrant representing the number of shares with respect to 
which this Warrant shall not then have been exercised. In addition to all other available remedies at law or in equity, if the Company fails to 
deliver certificates for the Warrant Shares within three (3) business days after this Warrant is exercised, then the Company shall pay to the 
holder in cash a penalty (the "Penalty") equal to 2% of the number of Warrant Shares that the holder is entitled to multiplied by the Market 
Price (as hereinafter defined) for each day that the Company fails to deliver certificates for the Warrant Shares. For example, if the holder is 
entitled to 100,000 Warrant Shares and the Market Price is $2.00, then the Company shall pay to the holder $4,000 for each day that the 
Company fails to deliver certificates for the Warrant Shares. The Penalty shall be paid to the holder by the fifth day of the month following the 
month in which it has accrued.  

Notwithstanding anything in this Warrant to the contrary, in no event shall the holder of this Warrant be entitled to exercise a number of 
Warrants  
(or portions thereof) in excess of the number of Warrants (or portions thereof)  
upon exercise of which the sum of (i) the number of shares of Common Stock beneficially owned by the holder and its affiliates (other than 
shares of Common Stock which may be deemed beneficially owned through the ownership of the unexercised Warrants and the unexercised or 
unconverted portion of any other securities of the Company (including the Notes (as defined in the Securities Purchase Agreement)) subject to 
a limitation on conversion or exercise analogous to the limitation contained herein) and (ii) the number of shares of Common Stock issuable 
upon exercise of the Warrants (or portions thereof) with respect to which the determination described herein is being made, would result in 
beneficial ownership by the holder and its affiliates of more than 4.9% of the outstanding shares of Common Stock. For purposes of the 
immediately preceding sentence, beneficial ownership shall be determined in accordance with Section 13(d) of the Securities Exchange Act of 
1934, as amended, and Regulation 13D-G thereunder, except as otherwise provided in clause (i) of the preceding sentence. Notwithstanding 
anything to the contrary contained herein, the limitation on exercise of this Warrant set forth herein may not be amended without (i) the written 
consent of the holder hereof and the Company and (ii) the approval of a majority of shareholders of the Company.  
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2. Period of Exercise. This Warrant is exercisable at any time or from time to time on or after the date on which this Warrant is issued and 
delivered pursuant to the terms of the Securities Purchase Agreement and before 6:00 p.m., New York, New York time on the fifth (5th) 
anniversary of the date of issuance (the "Exercise Period").  

3. Certain Agreements of the Company. The Company hereby covenants and agrees as follows:  

(a) Shares to be Fully Paid. All Warrant Shares will, upon issuance in accordance with the terms of this Warrant, be validly issued, fully paid, 
and nonassessable and free from all taxes, liens, and charges with respect to the issue thereof.  

(b) Reservation of Shares. During the Exercise Period, the Company shall at all times have authorized, and reserved for the purpose of issuance 
upon exercise of this Warrant, a sufficient number of shares of Common Stock to provide for the exercise of this Warrant.  

(c) Listing. The Company shall promptly secure the listing of the shares of Common Stock issuable upon exercise of the Warrant upon each 
national securities exchange or automated quotation system, if any, upon which shares of Common Stock are then listed (subject to official 
notice of issuance upon exercise of this Warrant) and shall maintain, so long as any other shares of Common Stock shall be so listed, such 
listing of all shares of Common Stock from time to time issuable upon the exercise of this Warrant; and the Company shall so list on each 
national securities exchange or automated quotation system, as the case may be, and shall maintain such listing of, any other shares of capital 
stock of the Company issuable upon the exercise of this Warrant if and so long as any shares of the same class shall be listed on such national 
securities exchange or automated quotation system.  

(d) Certain Actions Prohibited. The Company will not, by amendment of its charter or through any reorganization, transfer of assets, 
consolidation, merger, dissolution, issue or sale of securities, or any other voluntary action, avoid or seek to avoid the observance or 
performance of any of the terms to be observed or performed by it hereunder, but will at all times in good faith assist in the carrying out of all 
the provisions of this Warrant and in the taking of all such action as may reasonably be requested by the holder of this Warrant in order to 
protect the exercise privilege of the holder of this Warrant against dilution or other impairment, consistent with the tenor and purpose of this 
Warrant. Without limiting the generality of the foregoing, the Company (i) will not increase the par value of any shares of Common Stock 
receivable upon the exercise of this Warrant above the Exercise Price then in effect, and (ii) will take all such actions as may be necessary or 
appropriate in order that the Company may validly and legally issue fully paid and nonassessable shares of Common Stock upon the exercise of 
this Warrant.  

(e) Successors and Assigns. This Warrant will be binding upon any entity succeeding to the Company by merger, consolidation, or acquisition 
of all or substantially all the Company's assets.  

4. Antidilution Provisions. During the Exercise Period, the Exercise Price and the number of Warrant Shares shall be subject to adjustment 
from time to time as provided in this Paragraph 4.  
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In the event that any adjustment of the Exercise Price as required herein results in a fraction of a cent, such Exercise Price shall be rounded up 
to the nearest cent.  

(a) Adjustment of Exercise Price and Number of Shares upon Issuance of Common Stock. Except as otherwise provided in Paragraphs 4(c) and 
4(e) hereof, if and whenever on or after the date of issuance of this Warrant, the Company issues or sells, or in accordance with Paragraph 4(b) 
hereof is deemed to have issued or sold, any shares of Common Stock for no consideration or for a consideration per share (before deduction of 
reasonable expenses or commissions or underwriting discounts or allowances in connection therewith) less than the Market Price on the date of 
issuance (a "Dilutive Issuance"), then immediately upon the Dilutive Issuance, the Exercise Price will be reduced to a price determined by 
multiplying the Exercise Price in effect immediately prior to the Dilutive Issuance by a fraction, (i) the numerator of which is an amount equal 
to the sum of (x) the number of shares of Common Stock actually outstanding immediately prior to the Dilutive Issuance, plus (y) the quotient 
of the aggregate consideration, calculated as set forth in Paragraph 4(b) hereof, received by the Company upon such Dilutive Issuance divided 
by the Market Price in effect immediately prior to the Dilutive Issuance, and (ii) the denominator of which is the total number of shares of 
Common Stock Deemed Outstanding (as defined below) immediately after the Dilutive Issuance.  

(b) Effect on Exercise Price of Certain Events. For purposes of determining the adjusted Exercise Price under Paragraph 4(a) hereof, the 
following will be applicable:  

(i) Issuance of Rights or Options. If the Company in any manner issues or grants any warrants, rights or options, whether or not immediately 
exercisable, to subscribe for or to purchase Common Stock or other securities convertible into or exchangeable for Common Stock 
("Convertible Securities") (such warrants, rights and options to purchase Common Stock or Convertible Securities are hereinafter referred to as 
"Options") and the price per share for which Common Stock is issuable upon the exercise of such Options is less than the Market Price on the 
date of issuance or grant of such Options, then the maximum total number of shares of Common Stock issuable upon the exercise of all such 
Options will, as of the date of the issuance or grant of such Options, be deemed to be outstanding and to have been issued and sold by the 
Company for such price per share. For purposes of the preceding sentence, the "price per share for which Common Stock is issuable upon the 
exercise of such Options" is determined by dividing (i) the total amount, if any, received or receivable by the Company as consideration for the 
issuance or granting of all such Options, plus the minimum aggregate amount of additional consideration, if any, payable to the Company upon 
the exercise of all such Options, plus, in the case of Convertible Securities issuable upon the exercise of such Options, the minimum aggregate 
amount of additional consideration payable upon the conversion or exchange thereof at the time such Convertible Securities first become 
convertible or exchangeable, by (ii) the maximum total number of shares of Common Stock issuable upon the exercise of all such Options 
(assuming full conversion of Convertible Securities, if applicable). No further adjustment to the Exercise Price will be made upon the actual 
issuance of such Common Stock upon the exercise of such Options or upon the conversion or exchange of Convertible Securities issuable upon 
exercise of such Options.  
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(ii) Issuance of Convertible Securities. If the Company in any manner issues or sells any Convertible Securities, whether or not immediately 
convertible (other than where the same are issuable upon the exercise of Options) and the price per share for which Common Stock is issuable 
upon such conversion or exchange is less than the Market Price on the date of issuance, then the maximum total number of shares of Common 
Stock issuable upon the conversion or exchange of all such Convertible Securities will, as of the date of the issuance of such Convertible 
Securities, be deemed to be outstanding and to have been issued and sold by the Company for such price per share. For the purposes of the 
preceding sentence, the "price per share for which Common Stock is issuable upon such conversion or exchange" is determined by dividing  
(i) the total amount, if any, received or receivable by the Company as consideration for the issuance or sale of all such Convertible Securities, 
plus the minimum aggregate amount of additional consideration, if any, payable to the Company upon the conversion or exchange thereof at 
the time such Convertible Securities first become convertible or exchangeable, by (ii) the maximum total number of shares of Common Stock 
issuable upon the conversion or exchange of all such Convertible Securities. No further adjustment to the Exercise Price will be made upon the 
actual issuance of such Common Stock upon conversion or exchange of such Convertible Securities.  

(iii) Change in Option Price or Conversion Rate. If there is a change at any time in (i) the amount of additional consideration payable to the 
Company upon the exercise of any Options; (ii) the amount of additional consideration, if any, payable to the Company upon the conversion or 
exchange of any Convertible Securities; or (iii) the rate at which any Convertible Securities are convertible into or exchangeable for Common 
Stock (other than under or by reason of provisions designed to protect against dilution), the Exercise Price in effect at the time of such change 
will be readjusted to the Exercise Price which would have been in effect at such time had such Options or Convertible Securities still 
outstanding provided for such changed additional consideration or changed conversion rate, as the case may be, at the time initially granted, 
issued or sold.  

(iv) Treatment of Expired Options and Unexercised Convertible Securities. If, in any case, the total number of shares of Common Stock 
issuable upon exercise of any Option or upon conversion or exchange of any Convertible Securities is not, in fact, issued and the rights to 
exercise such Option or to convert or exchange such Convertible Securities shall have expired or terminated, the Exercise Price then in effect 
will be readjusted to the Exercise Price which would have been in effect at the time of such expiration or termination had such Option or 
Convertible Securities, to the extent outstanding immediately prior to such expiration or termination (other than in respect of the actual number 
of shares of Common Stock issued upon exercise or conversion thereof), never been issued.  
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(v) Calculation of Consideration Received. If any Common Stock, Options or Convertible Securities are issued, granted or sold for cash, the 
consideration received therefor for purposes of this Warrant will be the amount received by the Company therefor, before deduction of 
reasonable commissions, underwriting discounts or allowances or other reasonable expenses paid or incurred by the Company in connection 
with such issuance, grant or sale. In case any Common Stock, Options or Convertible Securities are issued or sold for a consideration part or all 
of which shall be other than cash, the amount of the consideration other than cash received by the Company will be the fair value of such 
consideration, except where such consideration consists of securities, in which case the amount of consideration received by the Company will 
be the Market Price thereof as of the date of receipt. In case any Common Stock, Options or Convertible Securities are issued in connection 
with any acquisition, merger or consolidation in which the Company is the surviving corporation, the amount of consideration therefor will be 
deemed to be the fair value of such portion of the net assets and business of the non-surviving corporation as is attributable to such Common 
Stock, Options or Convertible Securities, as the case may be. The fair value of any consideration other than cash or securities will be 
determined in good faith by the Board of Directors of the Company.  

(vi) Exceptions to Adjustment of Exercise Price. No adjustment to the Exercise Price will be made (i) upon the exercise of any warrants, 
options or convertible securities granted, issued and outstanding on the date of issuance of this Warrant; (ii) upon the grant or exercise of any 
stock or options which may hereafter be granted or exercised under any employee benefit plan, stock option plan or restricted stock plan of the 
Company now existing or to be implemented in the future, so long as the issuance of such stock or options is approved by a majority of the 
independent members of the Board of Directors of the Company or a majority of the members of a committee of independent directors 
established for such purpose; or (iii) upon the exercise of the Warrants.  

(c) Subdivision or Combination of Common Stock. If the Company at any time subdivides (by any stock split, stock dividend, recapitalization, 
reorganization, reclassification or otherwise) the shares of Common Stock acquirable hereunder into a greater number of shares, then, after the 
date of record for effecting such subdivision, the Exercise Price in effect immediately prior to such subdivision will be proportionately reduced. 
If the Company at any time combines (by reverse stock split, recapitalization, reorganization, reclassification or otherwise) the shares of 
Common Stock acquirable hereunder into a smaller number of shares, then, after the date of record for effecting such combination, the Exercise 
Price in effect immediately prior to such combination will be proportionately increased.  

(d) Adjustment in Number of Shares. Upon each adjustment of the Exercise Price pursuant to the provisions of this Paragraph 4, the number of 
shares of Common Stock issuable upon exercise of this Warrant shall be adjusted by multiplying a number equal to the Exercise Price in effect 
immediately prior to such adjustment by the number of shares of Common Stock issuable upon exercise of this Warrant immediately prior to 
such adjustment and dividing the product so obtained by the adjusted Exercise Price.  

(e) Consolidation, Merger or Sale. In case of any consolidation of the Company with, or merger of the Company into any other corporation, or 
in case of any sale or conveyance of all or substantially all of the assets of the Company other than in connection with a plan of complete 
liquidation of the Company, then as a condition of such consolidation, merger or sale or conveyance, adequate provision will be made whereby 
the holder of this Warrant will have the right to acquire and receive upon exercise of this Warrant in lieu of the shares of Common Stock 
immediately theretofore acquirable upon the exercise of this Warrant, such shares of stock, securities or assets as may be issued or payable with 
respect to or in exchange for the number of shares of Common Stock immediately theretofore acquirable and receivable upon exercise of this 
Warrant had such consolidation, merger or sale or conveyance not taken place. In any such case, the Company will make appropriate provision 
to insure that the provisions of this Paragraph 4 hereof will thereafter be applicable as nearly as may be in relation to any shares of stock or 
securities thereafter deliverable upon the exercise of this Warrant. The Company will not effect any consolidation, merger or sale or 
conveyance unless prior to the consummation thereof, the successor corporation (if other than the Company) assumes by written instrument the 
obligations under this Paragraph 4 and the obligations to deliver to the holder of this Warrant such shares of stock, securities or assets as, in 
accordance with the foregoing provisions, the holder may be entitled to acquire.  
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(f) Distribution of Assets. In case the Company shall declare or make any distribution of its assets (including cash) to holders of Common 
Stock as a partial liquidating dividend, by way of return of capital or otherwise, then, after the date of record for determining shareholders 
entitled to such distribution, but prior to the date of distribution, the holder of this Warrant shall be entitled upon exercise of this Warrant for 
the purchase of any or all of the shares of Common Stock subject hereto, to receive the amount of such assets which would have been payable 
to the holder had such holder been the holder of such shares of Common Stock on the record date for the determination of shareholders entitled 
to such distribution.  

(g) Notice of Adjustment. Upon the occurrence of any event which requires any adjustment of the Exercise Price, then, and in each such case, 
the Company shall give notice thereof to the holder of this Warrant, which notice shall state the Exercise Price resulting from such adjustment 
and the increase or decrease in the number of Warrant Shares purchasable at such price upon exercise, setting forth in reasonable detail the 
method of calculation and the facts upon which such calculation is based. Such calculation shall be certified by the Chief Financial Officer of 
the Company.  

(h) Minimum Adjustment of Exercise Price. No adjustment of the Exercise Price shall be made in an amount of less than 1% of the Exercise 
Price in effect at the time such adjustment is otherwise required to be made, but any such lesser adjustment shall be carried forward and shall be 
made at the time and together with the next subsequent adjustment which, together with any adjustments so carried forward, shall amount to 
not less than 1% of such Exercise Price.  

(i) No Fractional Shares. No fractional shares of Common Stock are to be issued upon the exercise of this Warrant, but the Company shall pay 
a cash adjustment in respect of any fractional share which would otherwise be issuable in an amount equal to the same fraction of the Market 
Price of a share of Common Stock on the date of such exercise.  

(j) Other Notices. In case at any time:  

(i) the Company shall declare any dividend upon the Common Stock payable in shares of stock of any class or make any other distribution  
(including dividends or distributions payable in cash out of retained earnings) to the holders of the Common Stock;  

(ii) the Company shall offer for subscription pro rata to the holders of the Common Stock any additional shares of stock of any class or other 
rights;  

(iii) there shall be any capital reorganization of the Company, or reclassification of the Common Stock, or consolidation or merger of the 
Company with or into, or sale of all or substantially all its assets to, another corporation or entity; or  

(iv) there shall be a voluntary or involuntary dissolution, liquidation or winding up of the Company;  
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then, in each such case, the Company shall give to the holder of this Warrant  
(a) notice of the date on which the books of the Company shall close or a record shall be taken for determining the holders of Common Stock 
entitled to receive any such dividend, distribution, or subscription rights or for determining the holders of Common Stock entitled to vote in 
respect of any such reorganization, reclassification, consolidation, merger, sale, dissolution, liquidation or winding-up and (b) in the case of any 
such reorganization, reclassification, consolidation, merger, sale, dissolution, liquidation or winding-up, notice of the date (or, if not then 
known, a reasonable approximation thereof by the Company) when the same shall take place. Such notice shall also specify the date on which 
the holders of Common Stock shall be entitled to receive such dividend, distribution, or subscription rights or to exchange their Common Stock 
for stock or other securities or property deliverable upon such reorganization, reclassification, consolidation, merger, sale, dissolution, 
liquidation, or winding-up, as the case may be. Such notice shall be given at least 30 days prior to the record date or the date on which the 
Company's books are closed in respect thereto. Failure to give any such notice or any defect therein shall not affect the validity of the 
proceedings referred to in clauses (i), (ii), (iii) and (iv) above.  

(k) Certain Events. If any event occurs of the type contemplated by the adjustment provisions of this Paragraph 4 but not expressly provided for 
by such provisions, the Company will give notice of such event as provided in Paragraph 4(g) hereof, and the Company's Board of Directors 
will make an appropriate adjustment in the Exercise Price and the number of shares of Common Stock acquirable upon exercise of this Warrant 
so that the rights of the holder shall be neither enhanced nor diminished by such event.  

(l) Certain Definitions.  

(i) "Common Stock Deemed Outstanding" shall mean the number of shares of Common Stock actually outstanding (not including shares of 
Common Stock held in the treasury of the Company), plus (x) pursuant to Paragraph 4(b)(i) hereof, the maximum total number of shares of 
Common Stock issuable upon the exercise of Options, as of the date of such issuance or grant of such Options, if any, and (y) pursuant to 
Paragraph 4(b)(ii) hereof, the maximum total number of shares of Common Stock issuable upon conversion or exchange of Convertible 
Securities, as of the date of issuance of such Convertible Securities, if any.  

(ii) "Market Price," as of any date, (i) means the average of the last reported sale prices for the shares of Common Stock on the OTCBB for the 
five (5) Trading Days immediately preceding such date as reported by Bloomberg, or (ii) if the OTCBB is not the principal trading market for 
the shares of Common Stock, the average of the last reported sale prices on the principal trading market for the Common Stock during the same 
period as reported by Bloomberg, or (iii) if market value cannot be calculated as of such date on any of the foregoing bases, the Market Price 
shall be the fair market value as reasonably determined in good faith by (a) the Board of Directors of the Company or, at the option of a 
majority-in-interest of the holders of the outstanding Warrants by (b) an independent investment bank of nationally recognized standing in the 
valuation of businesses similar to the business of the corporation. The manner of determining the Market Price of the Common Stock set forth 
in the foregoing definition shall apply with respect to any other security in respect of which a determination as to market value must be made 
hereunder.  
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(iii) "Common Stock," for purposes of this Paragraph 4, includes the Common Stock, par value $.001 per share, and any additional class of 
stock of the Company having no preference as to dividends or distributions on liquidation, provided that the shares purchasable pursuant to this 
Warrant shall include only shares of Common Stock, par value $.001 per share, in respect of which this Warrant is exercisable, or shares 
resulting from any subdivision or combination of such Common Stock, or in the case of any reorganization, reclassification, consolidation, 
merger, or sale of the character referred to in Paragraph 4(e) hereof, the stock or other securities or property provided for in such Paragraph.  

5. Issue Tax. The issuance of certificates for Warrant Shares upon the exercise of this Warrant shall be made without charge to the holder of 
this Warrant or such shares for any issuance tax or other costs in respect thereof, provided that the Company shall not be required to pay any 
tax which may be payable in respect of any transfer involved in the issuance and delivery of any certificate in a name other than the holder of 
this Warrant.  

6. No Rights or Liabilities as a Shareholder. This Warrant shall not entitle the holder hereof to any voting rights or other rights as a shareholder 
of the Company. No provision of this Warrant, in the absence of affirmative action by the holder hereof to purchase Warrant Shares, and no 
mere enumeration herein of the rights or privileges of the holder hereof, shall give rise to any liability of such holder for the Exercise Price or 
as a shareholder of the Company, whether such liability is asserted by the Company or by creditors of the Company.  

7. Transfer, Exchange, and Replacement of Warrant.  

(a) Restriction on Transfer. This Warrant and the rights granted to the holder hereof are transferable, in whole or in part, upon surrender of this 
Warrant, together with a properly executed assignment in the form attached hereto, at the office or agency of the Company referred to in 
Paragraph 7(e) below, provided, however, that any transfer or assignment shall be subject to the conditions set forth in Paragraph 7(f) hereof 
and to the applicable provisions of the Securities Purchase Agreement. Until due presentment for registration of transfer on the books of the 
Company, the Company may treat the registered holder hereof as the owner and holder hereof for all purposes, and the Company shall not be 
affected by any notice to the contrary. Notwithstanding anything to the contrary contained herein, the registration rights described in Paragraph 
8 are assignable only in accordance with the provisions of that certain Registration Rights Agreement, dated October 24, 2005, by and among 
the Company and the other signatories thereto (the "Registration Rights Agreement").  

(b) Warrant Exchangeable for Different Denominations. This Warrant is exchangeable, upon the surrender hereof by the holder hereof at the 
office or agency of the Company referred to in Paragraph 7(e) below, for new Warrants of like tenor representing in the aggregate the right to 
purchase the number of shares of Common Stock which may be purchased hereunder, each of such new Warrants to represent the right to 
purchase such number of shares as shall be designated by the holder hereof at the time of such surrender.  

(c) Replacement of Warrant. Upon receipt of evidence reasonably satisfactory to the Company of the loss, theft, destruction, or mutilation of 
this Warrant and, in the case of any such loss, theft, or destruction, upon delivery of an indemnity agreement reasonably satisfactory in form 
and amount to the Company, or, in the case of any such mutilation, upon surrender and cancellation of this Warrant, the Company, at its 
expense, will execute and deliver, in lieu thereof, a new Warrant of like tenor.  
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(d) Cancellation; Payment of Expenses. Upon the surrender of this Warrant in connection with any transfer, exchange, or replacement as 
provided in this Paragraph 7, this Warrant shall be promptly canceled by the Company. The Company shall pay all taxes (other than securities 
transfer taxes) and all other expenses (other than legal expenses, if any, incurred by the holder or transferees) and charges payable in 
connection with the preparation, execution, and delivery of Warrants pursuant to this Paragraph 7.  

(e) Register. The Company shall maintain, at its principal executive offices (or such other office or agency of the Company as it may designate 
by notice to the holder hereof), a register for this Warrant, in which the Company shall record the name and address of the person in whose 
name this Warrant has been issued, as well as the name and address of each transferee and each prior owner of this Warrant.  

(f) Exercise or Transfer Without Registration. If, at the time of the surrender of this Warrant in connection with any exercise, transfer, or 
exchange of this Warrant, this Warrant (or, in the case of any exercise, the Warrant Shares issuable hereunder), shall not be registered under the 
Securities Act of 1933, as amended (the "Securities Act") and under applicable state securities or blue sky laws, the Company may require, as a 
condition of allowing such exercise, transfer, or exchange, (i) that the holder or transferee of this Warrant, as the case may be, furnish to the 
Company a written opinion of counsel, which opinion and counsel are acceptable to the Company, to the effect that such exercise, transfer, or 
exchange may be made without registration under said Act and under applicable state securities or blue sky laws, (ii) that the holder or 
transferee execute and deliver to the Company an investment letter in form and substance acceptable to the Company and (iii) that the 
transferee be an "accredited investor" as defined in Rule 501(a) promulgated under the Securities Act; provided that no such opinion, letter or 
status as an "accredited investor" shall be required in connection with a transfer pursuant to Rule 144 under the Securities Act. The first holder 
of this Warrant, by taking and holding the same, represents to the Company that such holder is acquiring this Warrant for investment and not 
with a view to the distribution thereof.  

8. Registration Rights. The initial holder of this Warrant (and certain assignees thereof) is entitled to the benefit of such registration rights in 
respect of the Warrant Shares as are set forth in Section 2 of the Registration Rights Agreement.  

9. Notices. All notices, requests, and other communications required or permitted to be given or delivered hereunder to the holder of this 
Warrant shall be in writing, and shall be personally delivered, or shall be sent by certified or registered mail or by recognized overnight mail 
courier, postage prepaid and addressed, to such holder at the address shown for such holder on the books of the Company, or at such other 
address as shall have been furnished to the Company by notice from such holder. All notices, requests, and other communications required or 
permitted to be given or delivered hereunder to the Company shall be in writing, and shall be personally delivered, or shall be sent by certified 
or registered mail or by recognized overnight mail courier, postage prepaid and addressed, to the office of the Company at 4625 Creekstone 
Drive, Suite 100, Research Triangle Park, Durham, North Carolina 27703, Attention:  
Chief Executive Officer, or at such other address as shall have been furnished to the holder of this Warrant by notice from the Company. Any 
such notice, request, or other communication may be sent by facsimile, but shall in such case be subsequently confirmed by a writing 
personally delivered or sent by certified or registered mail or by recognized overnight mail courier as provided above. All notices, requests, and 
other communications shall be deemed to have been given either at the time of the receipt thereof by the person entitled to receive such notice 
at the address of such person for purposes of this Paragraph 9, or, if mailed by registered or certified mail or with a recognized overnight mail 
courier upon deposit with the United States Post Office or such overnight mail courier, if postage is prepaid and the mailing is properly 
addressed, as the case may be.  
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10. Governing Law. THIS WARRANT SHALL BE ENFORCED, GOVERNED BY AND CONSTRUED IN ACCORDANCE WITH THE 
LAWS OF THE STATE OF NEW YORK APPLICABLE TO AGREEMENTS MADE AND TO BE PERFORMED ENTIRELY WITHIN 
SUCH STATE, WITHOUT REGARD TO THE PRINCIPLES OF CONFLICT OF LAWS. THE PARTIES HERETO HEREBY SUBMIT TO 
THE EXCLUSIVE JURISDICTION OF THE UNITED STATES FEDERAL COURTS LOCATED IN NEW YORK, NEW YORK WITH 
RESPECT TO ANY DISPUTE ARISING UNDER THIS WARRANT, THE AGREEMENTS ENTERED INTO IN CONNECTION 
HEREWITH OR THE TRANSACTIONS CONTEMPLATED HEREBY OR THEREBY. BOTH PARTIES IRREVOCABLY WAIVE THE 
DEFENSE OF AN INCONVENIENT FORUM TO THE MAINTENANCE OF SUCH SUIT OR PROCEEDING. BOTH PARTIES 
FURTHER AGREE THAT SERVICE OF PROCESS UPON A PARTY MAILED BY FIRST CLASS MAIL SHALL BE DEEMED IN 
EVERY RESPECT EFFECTIVE SERVICE OF PROCESS UPON THE PARTY IN ANY SUCH SUIT OR PROCEEDING. NOTHING 
HEREIN SHALL AFFECT EITHER PARTY'S RIGHT TO SERVE PROCESS IN ANY OTHER MANNER PERMITTED BY LAW. BOTH 
PARTIES AGREE THAT A FINAL NON-APPEALABLE JUDGMENT IN ANY SUCH SUIT OR PROCEEDING SHALL BE 
CONCLUSIVE AND MAY BE ENFORCED IN OTHER JURISDICTIONS BY SUIT ON SUCH JUDGMENT OR IN ANY OTHER 
LAWFUL MANNER. THE PARTY WHICH DOES NOT PREVAIL IN ANY DISPUTE ARISING UNDER THIS WARRANT SHALL BE 
RESPONSIBLE FOR ALL FEES AND EXPENSES, INCLUDING ATTORNEYS' FEES, INCURRED BY THE PREVAILING PARTY IN 
CONNECTION WITH SUCH DISPUTE.  

11. Miscellaneous.  

(a) Amendments. This Warrant and any provision hereof may only be amended by an instrument in writing signed by the Company and the 
holder hereof.  

(b) Descriptive Headings. The descriptive headings of the several paragraphs of this Warrant are inserted for purposes of reference only, and 
shall not affect the meaning or construction of any of the provisions hereof.  

(c) Cashless Exercise. Notwithstanding anything to the contrary contained in this Warrant, if the resale of the Warrant Shares by the holder is 
not then registered pursuant to an effective registration statement under the Securities Act, this Warrant may be exercised by presentation and 
surrender of this Warrant to the Company at its principal executive offices with a written notice of the holder's intention to effect a cashless 
exercise, including a calculation of the number of shares of Common Stock to be issued upon such exercise in accordance with the terms hereof 
(a "Cashless Exercise"). In the event of a Cashless Exercise, in lieu of paying the Exercise Price in cash, the holder shall surrender this Warrant 
for that number of shares of Common Stock determined by multiplying the number of Warrant Shares to which it would otherwise be entitled 
by a fraction, the numerator of which shall be the difference between the then current Market Price per share of the Common Stock and the 
Exercise Price, and the denominator of which shall be the then current Market Price per share of Common Stock. For example, if the holder is 
exercising 100,000 Warrants with a per Warrant exercise price of $0.75 per share through a cashless exercise when the Common Stock's 
current Market Price per share is $2.00 per share, then upon such Cashless Exercise the holder will receive 62,500 shares of Common Stock.  
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(d) Remedies. The Company acknowledges that a breach by it of its obligations hereunder will cause irreparable harm to the holder, by 
vitiating the intent and purpose of the transaction contemplated hereby. Accordingly, the Company acknowledges that the remedy at law for a 
breach of its obligations under this Warrant will be inadequate and agrees, in the event of a breach or threatened breach by the Company of the 
provisions of this Warrant, that the holder shall be entitled, in addition to all other available remedies at law or in equity, and in addition to the 
penalties assessable herein, to an injunction or injunctions restraining, preventing or curing any breach of this Warrant and to enforce 
specifically the terms and provisions thereof, without the necessity of showing economic loss and without any bond or other security being 
required.  

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]  
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IN WITNESS WHEREOF, the Company has caused this Warrant to be signed by its duly authorized officer.  

CYBERLUX CORPORATION  

 

Dated as of October 24, 2005  

By: /s/ DONALD F. EVANS 
    --------------------------- 
      Donald F. Evans 
      Chief Executive Officer 



Exhibit 4.7  

THIS WARRANT AND THE SHARES ISSUABLE UPON THE EXERCISE OF THIS WARRANT HAVE NOT BEEN REGISTERED 
UNDER THE SECURITIES ACT OF 1933, AS AMENDED. EXCEPT AS OTHERWISE SET FORTH HEREIN OR IN A SECURITIES 
PURCHASE AGREEMENT DATED AS OF OCTOBER 24, 2005, NEITHER THIS WARRANT NOR ANY OF SUCH SHARES MAY BE 
SOLD, TRANSFERRED OR ASSIGNED IN THE ABSENCE OF AN EFFECTIVE REGISTRATION STATEMENT FOR SUCH 
SECURITIES UNDER SAID ACT OR, AN OPINION OF COUNSEL, IN FORM, SUBSTANCE AND SCOPE, CUSTOMARY FOR 
OPINIONS OF COUNSEL IN COMPARABLE TRANSACTIONS, THAT REGISTRATION IS NOT REQUIRED UNDER SUCH ACT OR 
UNLESS SOLD PURSUANT TO RULE 144 OR REGULATION S UNDER SUCH ACT.  

Right to Purchase 257,600 Shares of Common Stock, $.001 par value per share  

STOCK PURCHASE WARRANT  

THIS CERTIFIES THAT, for value received, AJW Qualified Partners, LLC or its registered assigns, is entitled to purchase from Cyberlux 
Corporation, a Nevada corporation (the "Company"), at any time or from time to time during the period specified in Paragraph 2 hereof, 
257,600 fully paid and nonassessable shares of the Company's Common Stock, $.001 par value per share (the "Common Stock"), at an exercise 
price per share equal to $.10 (the "Exercise Price"). The term "Warrant Shares," as used herein, refers to the shares of Common Stock 
purchasable hereunder. The Warrant Shares and the Exercise Price are subject to adjustment as provided in Paragraph 4 hereof. The term 
"Warrants" means this Warrant and the other warrants issued pursuant to that certain Securities Purchase Agreement, dated October 24, 2005, 
by and among the Company and the Buyers listed on the execution page thereof (the "Securities Purchase Agreement"), including any 
additional warrants issuable pursuant to Section 4(l) thereof.  

This Warrant is subject to the following terms, provisions, and conditions:  

1. Manner of Exercise; Issuance of Certificates; Payment for Shares. Subject to the provisions hereof, this Warrant may be exercised by the 
holder hereof, in whole or in part, by the surrender of this Warrant, together with a completed exercise agreement in the form attached hereto 
(the "Exercise Agreement"), to the Company during normal business hours on any business day at the Company's principal executive offices 
(or such other office or agency of the Company as it may designate by notice to the holder hereof), and upon (i) payment to the  



Company in cash, by certified or official bank check or by wire transfer for the account of the Company of the Exercise Price for the Warrant 
Shares specified in the Exercise Agreement or (ii) if the resale of the Warrant Shares by the holder is not then registered pursuant to an 
effective registration statement under the Securities Act of 1933, as amended (the "Securities Act"), delivery to the Company of a written 
notice of an election to effect a "Cashless Exercise" (as defined in Section 11(c) below) for the Warrant Shares specified in the Exercise 
Agreement. The Warrant Shares so purchased shall be deemed to be issued to the holder hereof or such holder's designee, as the record owner 
of such shares, as of the close of business on the date on which this Warrant shall have been surrendered, the completed Exercise Agreement 
shall have been delivered, and payment shall have been made for such shares as set forth above. Certificates for the Warrant Shares so 
purchased, representing the aggregate number of shares specified in the Exercise Agreement, shall be delivered to the holder hereof within a 
reasonable time, not exceeding three (3) business days, after this Warrant shall have been so exercised. The certificates so delivered shall be in 
such denominations as may be requested by the holder hereof and shall be registered in the name of such holder or such other name as shall be 
designated by such holder. If this Warrant shall have been exercised only in part, then, unless this Warrant has expired, the Company shall, at 
its expense, at the time of delivery of such certificates, deliver to the holder a new Warrant representing the number of shares with respect to 
which this Warrant shall not then have been exercised. In addition to all other available remedies at law or in equity, if the Company fails to 
deliver certificates for the Warrant Shares within three (3) business days after this Warrant is exercised, then the Company shall pay to the 
holder in cash a penalty (the "Penalty") equal to 2% of the number of Warrant Shares that the holder is entitled to multiplied by the Market 
Price (as hereinafter defined) for each day that the Company fails to deliver certificates for the Warrant Shares. For example, if the holder is 
entitled to 100,000 Warrant Shares and the Market Price is $2.00, then the Company shall pay to the holder $4,000 for each day that the 
Company fails to deliver certificates for the Warrant Shares. The Penalty shall be paid to the holder by the fifth day of the month following the 
month in which it has accrued.  

Notwithstanding anything in this Warrant to the contrary, in no event shall the holder of this Warrant be entitled to exercise a number of 
Warrants  
(or portions thereof) in excess of the number of Warrants (or portions thereof)  
upon exercise of which the sum of (i) the number of shares of Common Stock beneficially owned by the holder and its affiliates (other than 
shares of Common Stock which may be deemed beneficially owned through the ownership of the unexercised Warrants and the unexercised or 
unconverted portion of any other securities of the Company (including the Notes (as defined in the Securities Purchase Agreement)) subject to 
a limitation on conversion or exercise analogous to the limitation contained herein) and (ii) the number of shares of Common Stock issuable 
upon exercise of the Warrants (or portions thereof) with respect to which the determination described herein is being made, would result in 
beneficial ownership by the holder and its affiliates of more than 4.9% of the outstanding shares of Common Stock. For purposes of the 
immediately preceding sentence, beneficial ownership shall be determined in accordance with Section 13(d) of the Securities Exchange Act of 
1934, as amended, and Regulation 13D-G thereunder, except as otherwise provided in clause (i) of the preceding sentence. Notwithstanding 
anything to the contrary contained herein, the limitation on exercise of this Warrant set forth herein may not be amended without (i) the written 
consent of the holder hereof and the Company and (ii) the approval of a majority of shareholders of the Company.  
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2. Period of Exercise. This Warrant is exercisable at any time or from time to time on or after the date on which this Warrant is issued and 
delivered pursuant to the terms of the Securities Purchase Agreement and before 6:00 p.m., New York, New York time on the fifth (5th) 
anniversary of the date of issuance (the "Exercise Period").  

3. Certain Agreements of the Company. The Company hereby covenants and agrees as follows:  

(a) Shares to be Fully Paid. All Warrant Shares will, upon issuance in accordance with the terms of this Warrant, be validly issued, fully paid, 
and nonassessable and free from all taxes, liens, and charges with respect to the issue thereof.  

(b) Reservation of Shares. During the Exercise Period, the Company shall at all times have authorized, and reserved for the purpose of issuance 
upon exercise of this Warrant, a sufficient number of shares of Common Stock to provide for the exercise of this Warrant.  

(c) Listing. The Company shall promptly secure the listing of the shares of Common Stock issuable upon exercise of the Warrant upon each 
national securities exchange or automated quotation system, if any, upon which shares of Common Stock are then listed (subject to official 
notice of issuance upon exercise of this Warrant) and shall maintain, so long as any other shares of Common Stock shall be so listed, such 
listing of all shares of Common Stock from time to time issuable upon the exercise of this Warrant; and the Company shall so list on each 
national securities exchange or automated quotation system, as the case may be, and shall maintain such listing of, any other shares of capital 
stock of the Company issuable upon the exercise of this Warrant if and so long as any shares of the same class shall be listed on such national 
securities exchange or automated quotation system.  

(d) Certain Actions Prohibited. The Company will not, by amendment of its charter or through any reorganization, transfer of assets, 
consolidation, merger, dissolution, issue or sale of securities, or any other voluntary action, avoid or seek to avoid the observance or 
performance of any of the terms to be observed or performed by it hereunder, but will at all times in good faith assist in the carrying out of all 
the provisions of this Warrant and in the taking of all such action as may reasonably be requested by the holder of this Warrant in order to 
protect the exercise privilege of the holder of this Warrant against dilution or other impairment, consistent with the tenor and purpose of this 
Warrant. Without limiting the generality of the foregoing, the Company (i) will not increase the par value of any shares of Common Stock 
receivable upon the exercise of this Warrant above the Exercise Price then in effect, and (ii) will take all such actions as may be necessary or 
appropriate in order that the Company may validly and legally issue fully paid and nonassessable shares of Common Stock upon the exercise of 
this Warrant.  

(e) Successors and Assigns. This Warrant will be binding upon any entity succeeding to the Company by merger, consolidation, or acquisition 
of all or substantially all the Company's assets.  

4. Antidilution Provisions. During the Exercise Period, the Exercise Price and the number of Warrant Shares shall be subject to adjustment 
from time to time as provided in this Paragraph 4.  
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In the event that any adjustment of the Exercise Price as required herein results in a fraction of a cent, such Exercise Price shall be rounded up 
to the nearest cent.  

(a) Adjustment of Exercise Price and Number of Shares upon Issuance of Common Stock. Except as otherwise provided in Paragraphs 4(c) and 
4(e) hereof, if and whenever on or after the date of issuance of this Warrant, the Company issues or sells, or in accordance with Paragraph 4(b) 
hereof is deemed to have issued or sold, any shares of Common Stock for no consideration or for a consideration per share (before deduction of 
reasonable expenses or commissions or underwriting discounts or allowances in connection therewith) less than the Market Price on the date of 
issuance (a "Dilutive Issuance"), then immediately upon the Dilutive Issuance, the Exercise Price will be reduced to a price determined by 
multiplying the Exercise Price in effect immediately prior to the Dilutive Issuance by a fraction, (i) the numerator of which is an amount equal 
to the sum of (x) the number of shares of Common Stock actually outstanding immediately prior to the Dilutive Issuance, plus (y) the quotient 
of the aggregate consideration, calculated as set forth in Paragraph 4(b) hereof, received by the Company upon such Dilutive Issuance divided 
by the Market Price in effect immediately prior to the Dilutive Issuance, and (ii) the denominator of which is the total number of shares of 
Common Stock Deemed Outstanding (as defined below) immediately after the Dilutive Issuance.  

(b) Effect on Exercise Price of Certain Events. For purposes of determining the adjusted Exercise Price under Paragraph 4(a) hereof, the 
following will be applicable:  

(i) Issuance of Rights or Options. If the Company in any manner issues or grants any warrants, rights or options, whether or not immediately 
exercisable, to subscribe for or to purchase Common Stock or other securities convertible into or exchangeable for Common Stock 
("Convertible Securities") (such warrants, rights and options to purchase Common Stock or Convertible Securities are hereinafter referred to as 
"Options") and the price per share for which Common Stock is issuable upon the exercise of such Options is less than the Market Price on the 
date of issuance or grant of such Options, then the maximum total number of shares of Common Stock issuable upon the exercise of all such 
Options will, as of the date of the issuance or grant of such Options, be deemed to be outstanding and to have been issued and sold by the 
Company for such price per share. For purposes of the preceding sentence, the "price per share for which Common Stock is issuable upon the 
exercise of such Options" is determined by dividing (i) the total amount, if any, received or receivable by the Company as consideration for the 
issuance or granting of all such Options, plus the minimum aggregate amount of additional consideration, if any, payable to the Company upon 
the exercise of all such Options, plus, in the case of Convertible Securities issuable upon the exercise of such Options, the minimum aggregate 
amount of additional consideration payable upon the conversion or exchange thereof at the time such Convertible Securities first become 
convertible or exchangeable, by (ii) the maximum total number of shares of Common Stock issuable upon the exercise of all such Options 
(assuming full conversion of Convertible Securities, if applicable). No further adjustment to the Exercise Price will be made upon the actual 
issuance of such Common Stock upon the exercise of such Options or upon the conversion or exchange of Convertible Securities issuable upon 
exercise of such Options.  
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(ii) Issuance of Convertible Securities. If the Company in any manner issues or sells any Convertible Securities, whether or not immediately 
convertible (other than where the same are issuable upon the exercise of Options) and the price per share for which Common Stock is issuable 
upon such conversion or exchange is less than the Market Price on the date of issuance, then the maximum total number of shares of Common 
Stock issuable upon the conversion or exchange of all such Convertible Securities will, as of the date of the issuance of such Convertible 
Securities, be deemed to be outstanding and to have been issued and sold by the Company for such price per share. For the purposes of the 
preceding sentence, the "price per share for which Common Stock is issuable upon such conversion or exchange" is determined by dividing  
(i) the total amount, if any, received or receivable by the Company as consideration for the issuance or sale of all such Convertible Securities, 
plus the minimum aggregate amount of additional consideration, if any, payable to the Company upon the conversion or exchange thereof at 
the time such Convertible Securities first become convertible or exchangeable, by (ii) the maximum total number of shares of Common Stock 
issuable upon the conversion or exchange of all such Convertible Securities. No further adjustment to the Exercise Price will be made upon the 
actual issuance of such Common Stock upon conversion or exchange of such Convertible Securities.  

(iii) Change in Option Price or Conversion Rate. If there is a change at any time in (i) the amount of additional consideration payable to the 
Company upon the exercise of any Options; (ii) the amount of additional consideration, if any, payable to the Company upon the conversion or 
exchange of any Convertible Securities; or (iii) the rate at which any Convertible Securities are convertible into or exchangeable for Common 
Stock (other than under or by reason of provisions designed to protect against dilution), the Exercise Price in effect at the time of such change 
will be readjusted to the Exercise Price which would have been in effect at such time had such Options or Convertible Securities still 
outstanding provided for such changed additional consideration or changed conversion rate, as the case may be, at the time initially granted, 
issued or sold.  

(iv) Treatment of Expired Options and Unexercised Convertible Securities. If, in any case, the total number of shares of Common Stock 
issuable upon exercise of any Option or upon conversion or exchange of any Convertible Securities is not, in fact, issued and the rights to 
exercise such Option or to convert or exchange such Convertible Securities shall have expired or terminated, the Exercise Price then in effect 
will be readjusted to the Exercise Price which would have been in effect at the time of such expiration or termination had such Option or 
Convertible Securities, to the extent outstanding immediately prior to such expiration or termination (other than in respect of the actual number 
of shares of Common Stock issued upon exercise or conversion thereof), never been issued.  

(v) Calculation of Consideration Received. If any Common Stock, Options or Convertible Securities are issued, granted or sold for cash, the 
consideration received therefor for purposes of this Warrant will be the amount received by the Company therefor, before deduction of 
reasonable commissions, underwriting discounts or allowances or other reasonable expenses paid or incurred by the Company in connection 
with such issuance, grant or sale. In case any Common Stock, Options or Convertible Securities are issued or sold for a consideration part or all 
of which shall be other than cash, the amount of the consideration other than cash received by the Company will be the fair value of such 
consideration, except where such consideration consists of securities, in which case the amount of consideration received by the Company will 
be the Market Price thereof as of the date of receipt. In case any Common Stock, Options or Convertible Securities are issued in connection 
with any acquisition, merger or consolidation in which the Company is the surviving corporation, the amount of consideration therefor will be 
deemed to be the fair value of such portion of the net assets and business of the non-surviving corporation as is attributable to such Common 
Stock, Options or Convertible Securities, as the case may be. The fair value of any consideration other than cash or securities will be 
determined in good faith by the Board of Directors of the Company.  
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(vi) Exceptions to Adjustment of Exercise Price. No adjustment to the Exercise Price will be made (i) upon the exercise of any warrants, 
options or convertible securities granted, issued and outstanding on the date of issuance of this Warrant; (ii) upon the grant or exercise of any 
stock or options which may hereafter be granted or exercised under any employee benefit plan, stock option plan or restricted stock plan of the 
Company now existing or to be implemented in the future, so long as the issuance of such stock or options is approved by a majority of the 
independent members of the Board of Directors of the Company or a majority of the members of a committee of independent directors 
established for such purpose; or (iii) upon the exercise of the Warrants.  

(c) Subdivision or Combination of Common Stock. If the Company at any time subdivides (by any stock split, stock dividend, recapitalization, 
reorganization, reclassification or otherwise) the shares of Common Stock acquirable hereunder into a greater number of shares, then, after the 
date of record for effecting such subdivision, the Exercise Price in effect immediately prior to such subdivision will be proportionately reduced. 
If the Company at any time combines (by reverse stock split, recapitalization, reorganization, reclassification or otherwise) the shares of 
Common Stock acquirable hereunder into a smaller number of shares, then, after the date of record for effecting such combination, the Exercise 
Price in effect immediately prior to such combination will be proportionately increased.  

(d) Adjustment in Number of Shares. Upon each adjustment of the Exercise Price pursuant to the provisions of this Paragraph 4, the number of 
shares of Common Stock issuable upon exercise of this Warrant shall be adjusted by multiplying a number equal to the Exercise Price in effect 
immediately prior to such adjustment by the number of shares of Common Stock issuable upon exercise of this Warrant immediately prior to 
such adjustment and dividing the product so obtained by the adjusted Exercise Price.  

(e) Consolidation, Merger or Sale. In case of any consolidation of the Company with, or merger of the Company into any other corporation, or 
in case of any sale or conveyance of all or substantially all of the assets of the Company other than in connection with a plan of complete 
liquidation of the Company, then as a condition of such consolidation, merger or sale or conveyance, adequate provision will be made whereby 
the holder of this Warrant will have the right to acquire and receive upon exercise of this Warrant in lieu of the shares of Common Stock 
immediately theretofore acquirable upon the exercise of this Warrant, such shares of stock, securities or assets as may be issued or payable with 
respect to or in exchange for the number of shares of Common Stock immediately theretofore acquirable and receivable upon exercise of this 
Warrant had such consolidation, merger or sale or conveyance not taken place. In any such case, the Company will make appropriate provision 
to insure that the provisions of this Paragraph 4 hereof will thereafter be applicable as nearly as may be in relation to any shares of stock or 
securities thereafter deliverable upon the exercise of this Warrant. The Company will not effect any consolidation, merger or sale or 
conveyance unless prior to the consummation thereof, the successor corporation (if other than the Company) assumes by written instrument the 
obligations under this Paragraph 4 and the obligations to deliver to the holder of this Warrant such shares of stock, securities or assets as, in 
accordance with the foregoing provisions, the holder may be entitled to acquire.  
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(f) Distribution of Assets. In case the Company shall declare or make any distribution of its assets (including cash) to holders of Common 
Stock as a partial liquidating dividend, by way of return of capital or otherwise, then, after the date of record for determining shareholders 
entitled to such distribution, but prior to the date of distribution, the holder of this Warrant shall be entitled upon exercise of this Warrant for 
the purchase of any or all of the shares of Common Stock subject hereto, to receive the amount of such assets which would have been payable 
to the holder had such holder been the holder of such shares of Common Stock on the record date for the determination of shareholders entitled 
to such distribution.  

(g) Notice of Adjustment. Upon the occurrence of any event which requires any adjustment of the Exercise Price, then, and in each such case, 
the Company shall give notice thereof to the holder of this Warrant, which notice shall state the Exercise Price resulting from such adjustment 
and the increase or decrease in the number of Warrant Shares purchasable at such price upon exercise, setting forth in reasonable detail the 
method of calculation and the facts upon which such calculation is based. Such calculation shall be certified by the Chief Financial Officer of 
the Company.  

(h) Minimum Adjustment of Exercise Price. No adjustment of the Exercise Price shall be made in an amount of less than 1% of the Exercise 
Price in effect at the time such adjustment is otherwise required to be made, but any such lesser adjustment shall be carried forward and shall be 
made at the time and together with the next subsequent adjustment which, together with any adjustments so carried forward, shall amount to 
not less than 1% of such Exercise Price.  

(i) No Fractional Shares. No fractional shares of Common Stock are to be issued upon the exercise of this Warrant, but the Company shall pay 
a cash adjustment in respect of any fractional share which would otherwise be issuable in an amount equal to the same fraction of the Market 
Price of a share of Common Stock on the date of such exercise.  

(j) Other Notices. In case at any time:  

(i) the Company shall declare any dividend upon the Common Stock payable in shares of stock of any class or make any other distribution 
(including dividends or distributions payable in cash out of retained earnings) to the holders of the Common Stock;  

(ii) the Company shall offer for subscription pro rata to the holders of the Common Stock any additional shares of stock of any class or other 
rights;  

(iii) there shall be any capital reorganization of the Company, or reclassification of the Common Stock, or consolidation or merger of the 
Company with or into, or sale of all or substantially all its assets to, another corporation or entity; or  

(iv) there shall be a voluntary or involuntary dissolution, liquidation or winding up of the Company;  

-7-  



then, in each such case, the Company shall give to the holder of this Warrant  
(a) notice of the date on which the books of the Company shall close or a record shall be taken for determining the holders of Common Stock 
entitled to receive any such dividend, distribution, or subscription rights or for determining the holders of Common Stock entitled to vote in 
respect of any such reorganization, reclassification, consolidation, merger, sale, dissolution, liquidation or winding-up and (b) in the case of any 
such reorganization, reclassification, consolidation, merger, sale, dissolution, liquidation or winding-up, notice of the date (or, if not then 
known, a reasonable approximation thereof by the Company) when the same shall take place. Such notice shall also specify the date on which 
the holders of Common Stock shall be entitled to receive such dividend, distribution, or subscription rights or to exchange their Common Stock 
for stock or other securities or property deliverable upon such reorganization, reclassification, consolidation, merger, sale, dissolution, 
liquidation, or winding-up, as the case may be. Such notice shall be given at least 30 days prior to the record date or the date on which the 
Company's books are closed in respect thereto. Failure to give any such notice or any defect therein shall not affect the validity of the 
proceedings referred to in clauses (i), (ii), (iii) and (iv) above.  

(k) Certain Events. If any event occurs of the type contemplated by the adjustment provisions of this Paragraph 4 but not expressly provided for 
by such provisions, the Company will give notice of such event as provided in Paragraph 4(g) hereof, and the Company's Board of Directors 
will make an appropriate adjustment in the Exercise Price and the number of shares of Common Stock acquirable upon exercise of this Warrant 
so that the rights of the holder shall be neither enhanced nor diminished by such event.  

(l) Certain Definitions.  

(i) "Common Stock Deemed Outstanding" shall mean the number of shares of Common Stock actually outstanding (not including shares of 
Common Stock held in the treasury of the Company), plus (x) pursuant to Paragraph 4(b)(i) hereof, the maximum total number of shares of 
Common Stock issuable upon the exercise of Options, as of the date of such issuance or grant of such Options, if any, and (y) pursuant to 
Paragraph 4(b)(ii) hereof, the maximum total number of shares of Common Stock issuable upon conversion or exchange of Convertible 
Securities, as of the date of issuance of such Convertible Securities, if any.  

(ii) "Market Price," as of any date, (i) means the average of the last reported sale prices for the shares of Common Stock on the OTCBB for the 
five (5) Trading Days immediately preceding such date as reported by Bloomberg, or (ii) if the OTCBB is not the principal trading market for 
the shares of Common Stock, the average of the last reported sale prices on the principal trading market for the Common Stock during the same 
period as reported by Bloomberg, or (iii) if market value cannot be calculated as of such date on any of the foregoing bases, the Market Price 
shall be the fair market value as reasonably determined in good faith by (a) the Board of Directors of the Company or, at the option of a 
majority-in-interest of the holders of the outstanding Warrants by (b) an independent investment bank of nationally recognized standing in the 
valuation of businesses similar to the business of the corporation. The manner of determining the Market Price of the Common Stock set forth 
in the foregoing definition shall apply with respect to any other security in respect of which a determination as to market value must be made 
hereunder.  
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(iii) "Common Stock," for purposes of this Paragraph 4, includes the Common Stock, par value $.001 per share, and any additional class of 
stock of the Company having no preference as to dividends or distributions on liquidation, provided that the shares purchasable pursuant to this 
Warrant shall include only shares of Common Stock, par value $.001 per share, in respect of which this Warrant is exercisable, or shares 
resulting from any subdivision or combination of such Common Stock, or in the case of any reorganization, reclassification, consolidation, 
merger, or sale of the character referred to in Paragraph 4(e) hereof, the stock or other securities or property provided for in such Paragraph.  

5. Issue Tax. The issuance of certificates for Warrant Shares upon the exercise of this Warrant shall be made without charge to the holder of 
this Warrant or such shares for any issuance tax or other costs in respect thereof, provided that the Company shall not be required to pay any 
tax which may be payable in respect of any transfer involved in the issuance and delivery of any certificate in a name other than the holder of 
this Warrant.  

6. No Rights or Liabilities as a Shareholder. This Warrant shall not entitle the holder hereof to any voting rights or other rights as a shareholder 
of the Company. No provision of this Warrant, in the absence of affirmative action by the holder hereof to purchase Warrant Shares, and no 
mere enumeration herein of the rights or privileges of the holder hereof, shall give rise to any liability of such holder for the Exercise Price or 
as a shareholder of the Company, whether such liability is asserted by the Company or by creditors of the Company.  

7. Transfer, Exchange, and Replacement of Warrant.  

(a) Restriction on Transfer. This Warrant and the rights granted to the holder hereof are transferable, in whole or in part, upon surrender of this 
Warrant, together with a properly executed assignment in the form attached hereto, at the office or agency of the Company referred to in 
Paragraph 7(e) below, provided, however, that any transfer or assignment shall be subject to the conditions set forth in Paragraph 7(f) hereof 
and to the applicable provisions of the Securities Purchase Agreement. Until due presentment for registration of transfer on the books of the 
Company, the Company may treat the registered holder hereof as the owner and holder hereof for all purposes, and the Company shall not be 
affected by any notice to the contrary. Notwithstanding anything to the contrary contained herein, the registration rights described in Paragraph 
8 are assignable only in accordance with the provisions of that certain Registration Rights Agreement, dated October 24, 2005, by and among 
the Company and the other signatories thereto (the "Registration Rights Agreement").  

(b) Warrant Exchangeable for Different Denominations. This Warrant is exchangeable, upon the surrender hereof by the holder hereof at the 
office or agency of the Company referred to in Paragraph 7(e) below, for new Warrants of like tenor representing in the aggregate the right to 
purchase the number of shares of Common Stock which may be purchased hereunder, each of such new Warrants to represent the right to 
purchase such number of shares as shall be designated by the holder hereof at the time of such surrender.  

(c) Replacement of Warrant. Upon receipt of evidence reasonably satisfactory to the Company of the loss, theft, destruction, or mutilation of 
this Warrant and, in the case of any such loss, theft, or destruction, upon delivery of an indemnity agreement reasonably satisfactory in form 
and amount to the Company, or, in the case of any such mutilation, upon surrender and cancellation of this Warrant, the Company, at its 
expense, will execute and deliver, in lieu thereof, a new Warrant of like tenor.  
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(d) Cancellation; Payment of Expenses. Upon the surrender of this Warrant in connection with any transfer, exchange, or replacement as 
provided in this Paragraph 7, this Warrant shall be promptly canceled by the Company. The Company shall pay all taxes (other than securities 
transfer taxes) and all other expenses (other than legal expenses, if any, incurred by the holder or transferees) and charges payable in 
connection with the preparation, execution, and delivery of Warrants pursuant to this Paragraph 7.  

(e) Register. The Company shall maintain, at its principal executive offices (or such other office or agency of the Company as it may designate 
by notice to the holder hereof), a register for this Warrant, in which the Company shall record the name and address of the person in whose 
name this Warrant has been issued, as well as the name and address of each transferee and each prior owner of this Warrant.  

(f) Exercise or Transfer Without Registration. If, at the time of the surrender of this Warrant in connection with any exercise, transfer, or 
exchange of this Warrant, this Warrant (or, in the case of any exercise, the Warrant Shares issuable hereunder), shall not be registered under the 
Securities Act of 1933, as amended (the "Securities Act") and under applicable state securities or blue sky laws, the Company may require, as a 
condition of allowing such exercise, transfer, or exchange, (i) that the holder or transferee of this Warrant, as the case may be, furnish to the 
Company a written opinion of counsel, which opinion and counsel are acceptable to the Company, to the effect that such exercise, transfer, or 
exchange may be made without registration under said Act and under applicable state securities or blue sky laws, (ii) that the holder or 
transferee execute and deliver to the Company an investment letter in form and substance acceptable to the Company and (iii) that the 
transferee be an "accredited investor" as defined in Rule 501(a) promulgated under the Securities Act; provided that no such opinion, letter or 
status as an "accredited investor" shall be required in connection with a transfer pursuant to Rule 144 under the Securities Act. The first holder 
of this Warrant, by taking and holding the same, represents to the Company that such holder is acquiring this Warrant for investment and not 
with a view to the distribution thereof.  

8. Registration Rights. The initial holder of this Warrant (and certain assignees thereof) is entitled to the benefit of such registration rights in 
respect of the Warrant Shares as are set forth in Section 2 of the Registration Rights Agreement.  

9. Notices. All notices, requests, and other communications required or permitted to be given or delivered hereunder to the holder of this 
Warrant shall be in writing, and shall be personally delivered, or shall be sent by certified or registered mail or by recognized overnight mail 
courier, postage prepaid and addressed, to such holder at the address shown for such holder on the books of the Company, or at such other 
address as shall have been furnished to the Company by notice from such holder. All notices, requests, and other communications required or 
permitted to be given or delivered hereunder to the Company shall be in writing, and shall be personally delivered, or shall be sent by certified 
or registered mail or by recognized overnight mail courier, postage prepaid and addressed, to the office of the Company at 4625 Creekstone 
Drive, Suite 100, Research Triangle Park, Durham, North Carolina 27703, Attention:  
Chief Executive Officer, or at such other address as shall have been furnished to the holder of this Warrant by notice from the Company. Any 
such notice, request, or other communication may be sent by facsimile, but shall in such case be subsequently confirmed by a writing 
personally delivered or sent by certified or registered mail or by recognized overnight mail courier as provided above. All notices, requests, and 
other communications shall be deemed to have been given either at the time of the receipt thereof by the person entitled to receive such notice 
at the address of such person for purposes of this Paragraph 9, or, if mailed by registered or certified mail or with a recognized overnight mail 
courier upon deposit with the United States Post Office or such overnight mail courier, if postage is prepaid and the mailing is properly 
addressed, as the case may be.  
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10. Governing Law. THIS WARRANT SHALL BE ENFORCED, GOVERNED BY AND CONSTRUED IN ACCORDANCE WITH THE 
LAWS OF THE STATE OF NEW YORK APPLICABLE TO AGREEMENTS MADE AND TO BE PERFORMED ENTIRELY WITHIN 
SUCH STATE, WITHOUT REGARD TO THE PRINCIPLES OF CONFLICT OF LAWS. THE PARTIES HERETO HEREBY SUBMIT TO 
THE EXCLUSIVE JURISDICTION OF THE UNITED STATES FEDERAL COURTS LOCATED IN NEW YORK, NEW YORK WITH 
RESPECT TO ANY DISPUTE ARISING UNDER THIS WARRANT, THE AGREEMENTS ENTERED INTO IN CONNECTION 
HEREWITH OR THE TRANSACTIONS CONTEMPLATED HEREBY OR THEREBY. BOTH PARTIES IRREVOCABLY WAIVE THE 
DEFENSE OF AN INCONVENIENT FORUM TO THE MAINTENANCE OF SUCH SUIT OR PROCEEDING. BOTH PARTIES 
FURTHER AGREE THAT SERVICE OF PROCESS UPON A PARTY MAILED BY FIRST CLASS MAIL SHALL BE DEEMED IN 
EVERY RESPECT EFFECTIVE SERVICE OF PROCESS UPON THE PARTY IN ANY SUCH SUIT OR PROCEEDING. NOTHING 
HEREIN SHALL AFFECT EITHER PARTY'S RIGHT TO SERVE PROCESS IN ANY OTHER MANNER PERMITTED BY LAW. BOTH 
PARTIES AGREE THAT A FINAL NON-APPEALABLE JUDGMENT IN ANY SUCH SUIT OR PROCEEDING SHALL BE 
CONCLUSIVE AND MAY BE ENFORCED IN OTHER JURISDICTIONS BY SUIT ON SUCH JUDGMENT OR IN ANY OTHER 
LAWFUL MANNER. THE PARTY WHICH DOES NOT PREVAIL IN ANY DISPUTE ARISING UNDER THIS WARRANT SHALL BE 
RESPONSIBLE FOR ALL FEES AND EXPENSES, INCLUDING ATTORNEYS' FEES, INCURRED BY THE PREVAILING PARTY IN 
CONNECTION WITH SUCH DISPUTE.  

11. Miscellaneous.  

(a) Amendments. This Warrant and any provision hereof may only be amended by an instrument in writing signed by the Company and the 
holder hereof.  

(b) Descriptive Headings. The descriptive headings of the several paragraphs of this Warrant are inserted for purposes of reference only, and 
shall not affect the meaning or construction of any of the provisions hereof.  

(c) Cashless Exercise. Notwithstanding anything to the contrary contained in this Warrant, if the resale of the Warrant Shares by the holder is 
not then registered pursuant to an effective registration statement under the Securities Act, this Warrant may be exercised by presentation and 
surrender of this Warrant to the Company at its principal executive offices with a written notice of the holder's intention to effect a cashless 
exercise, including a calculation of the number of shares of Common Stock to be issued upon such exercise in accordance with the terms hereof 
(a "Cashless Exercise"). In the event of a Cashless Exercise, in lieu of paying the Exercise Price in cash, the holder shall surrender this Warrant 
for that number of shares of Common Stock determined by multiplying the number of Warrant Shares to which it would otherwise be entitled 
by a fraction, the numerator of which shall be the difference between the then current Market Price per share of the Common Stock and the 
Exercise Price, and the denominator of which shall be the then current Market Price per share of Common Stock. For example, if the holder is 
exercising 100,000 Warrants with a per Warrant exercise price of $0.75 per share through a cashless exercise when the Common Stock's 
current Market Price per share is $2.00 per share, then upon such Cashless Exercise the holder will receive 62,500 shares of Common Stock.  
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(d) Remedies. The Company acknowledges that a breach by it of its obligations hereunder will cause irreparable harm to the holder, by 
vitiating the intent and purpose of the transaction contemplated hereby. Accordingly, the Company acknowledges that the remedy at law for a 
breach of its obligations under this Warrant will be inadequate and agrees, in the event of a breach or threatened breach by the Company of the 
provisions of this Warrant, that the holder shall be entitled, in addition to all other available remedies at law or in equity, and in addition to the 
penalties assessable herein, to an injunction or injunctions restraining, preventing or curing any breach of this Warrant and to enforce 
specifically the terms and provisions thereof, without the necessity of showing economic loss and without any bond or other security being 
required.  

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]  



IN WITNESS WHEREOF, the Company has caused this Warrant to be signed by its duly authorized officer.  

CYBERLUX CORPORATION  

 

Dated as of October 24, 2005  

By: /s/ DONALD F. EVANS 
    --------------------------- 
    Donald F. Evans 
    Chief Executive Officer 



Exhibit 4.8  

THIS WARRANT AND THE SHARES ISSUABLE UPON THE EXERCISE OF THIS WARRANT HAVE NOT BEEN REGISTERED 
UNDER THE SECURITIES ACT OF 1933, AS AMENDED. EXCEPT AS OTHERWISE SET FORTH HEREIN OR IN A SECURITIES 
PURCHASE AGREEMENT DATED AS OF OCTOBER 24, 2005, NEITHER THIS WARRANT NOR ANY OF SUCH SHARES MAY BE 
SOLD, TRANSFERRED OR ASSIGNED IN THE ABSENCE OF AN EFFECTIVE REGISTRATION STATEMENT FOR SUCH 
SECURITIES UNDER SAID ACT OR, AN OPINION OF COUNSEL, IN FORM, SUBSTANCE AND SCOPE, CUSTOMARY FOR 
OPINIONS OF COUNSEL IN COMPARABLE TRANSACTIONS, THAT REGISTRATION IS NOT REQUIRED UNDER SUCH ACT OR 
UNLESS SOLD PURSUANT TO RULE 144 OR REGULATION S UNDER SUCH ACT.  

Right to Purchase 97,600 Shares of Common Stock, $.001 par value per share  

STOCK PURCHASE WARRANT  

THIS CERTIFIES THAT, for value received, AJW Partners, LLC or its registered assigns, is entitled to purchase from Cyberlux Corporation, a 
Nevada corporation (the "Company"), at any time or from time to time during the period specified in Paragraph 2 hereof, 97,600 fully paid and 
nonassessable shares of the Company's Common Stock, $.001 par value per share (the "Common Stock"), at an exercise price per share equal 
to $.10 (the "Exercise Price"). The term "Warrant Shares," as used herein, refers to the shares of Common Stock purchasable hereunder. The 
Warrant Shares and the Exercise Price are subject to adjustment as provided in Paragraph 4 hereof. The term "Warrants" means this Warrant 
and the other warrants issued pursuant to that certain Securities Purchase Agreement, dated October 24, 2005, by and among the Company and 
the Buyers listed on the execution page thereof (the "Securities Purchase Agreement"), including any additional warrants issuable pursuant to 
Section 4(l) thereof.  

This Warrant is subject to the following terms, provisions, and conditions:  

1. Manner of Exercise; Issuance of Certificates; Payment for Shares. Subject to the provisions hereof, this Warrant may be exercised by the 
holder hereof, in whole or in part, by the surrender of this Warrant, together with a completed exercise agreement in the form attached hereto 
(the "Exercise Agreement"), to the Company during normal business hours on any business day at the Company's principal executive offices 
(or such other office or agency of the Company as it may designate by notice to the holder hereof), and upon (i) payment to the  



Company in cash, by certified or official bank check or by wire transfer for the account of the Company of the Exercise Price for the Warrant 
Shares specified in the Exercise Agreement or (ii) if the resale of the Warrant Shares by the holder is not then registered pursuant to an 
effective registration statement under the Securities Act of 1933, as amended (the "Securities Act"), delivery to the Company of a written 
notice of an election to effect a "Cashless Exercise" (as defined in Section 11(c) below) for the Warrant Shares specified in the Exercise 
Agreement. The Warrant Shares so purchased shall be deemed to be issued to the holder hereof or such holder's designee, as the record owner 
of such shares, as of the close of business on the date on which this Warrant shall have been surrendered, the completed Exercise Agreement 
shall have been delivered, and payment shall have been made for such shares as set forth above. Certificates for the Warrant Shares so 
purchased, representing the aggregate number of shares specified in the Exercise Agreement, shall be delivered to the holder hereof within a 
reasonable time, not exceeding three (3) business days, after this Warrant shall have been so exercised. The certificates so delivered shall be in 
such denominations as may be requested by the holder hereof and shall be registered in the name of such holder or such other name as shall be 
designated by such holder. If this Warrant shall have been exercised only in part, then, unless this Warrant has expired, the Company shall, at 
its expense, at the time of delivery of such certificates, deliver to the holder a new Warrant representing the number of shares with respect to 
which this Warrant shall not then have been exercised. In addition to all other available remedies at law or in equity, if the Company fails to 
deliver certificates for the Warrant Shares within three (3) business days after this Warrant is exercised, then the Company shall pay to the 
holder in cash a penalty (the "Penalty") equal to 2% of the number of Warrant Shares that the holder is entitled to multiplied by the Market 
Price (as hereinafter defined) for each day that the Company fails to deliver certificates for the Warrant Shares. For example, if the holder is 
entitled to 100,000 Warrant Shares and the Market Price is $2.00, then the Company shall pay to the holder $4,000 for each day that the 
Company fails to deliver certificates for the Warrant Shares. The Penalty shall be paid to the holder by the fifth day of the month following the 
month in which it has accrued.  

Notwithstanding anything in this Warrant to the contrary, in no event shall the holder of this Warrant be entitled to exercise a number of 
Warrants  
(or portions thereof) in excess of the number of Warrants (or portions thereof)  
upon exercise of which the sum of (i) the number of shares of Common Stock beneficially owned by the holder and its affiliates (other than 
shares of Common Stock which may be deemed beneficially owned through the ownership of the unexercised Warrants and the unexercised or 
unconverted portion of any other securities of the Company (including the Notes (as defined in the Securities Purchase Agreement)) subject to 
a limitation on conversion or exercise analogous to the limitation contained herein) and (ii) the number of shares of Common Stock issuable 
upon exercise of the Warrants (or portions thereof) with respect to which the determination described herein is being made, would result in 
beneficial ownership by the holder and its affiliates of more than 4.9% of the outstanding shares of Common Stock. For purposes of the 
immediately preceding sentence, beneficial ownership shall be determined in accordance with Section 13(d) of the Securities Exchange Act of 
1934, as amended, and Regulation 13D-G thereunder, except as otherwise provided in clause (i) of the preceding sentence. Notwithstanding 
anything to the contrary contained herein, the limitation on exercise of this Warrant set forth herein may not be amended without (i) the written 
consent of the holder hereof and the Company and (ii) the approval of a majority of shareholders of the Company.  

-2-  



2. Period of Exercise. This Warrant is exercisable at any time or from time to time on or after the date on which this Warrant is issued and 
delivered pursuant to the terms of the Securities Purchase Agreement and before 6:00 p.m., New York, New York time on the fifth (5th) 
anniversary of the date of issuance (the "Exercise Period").  

3. Certain Agreements of the Company. The Company hereby covenants and agrees as follows:  

(a) Shares to be Fully Paid. All Warrant Shares will, upon issuance in accordance with the terms of this Warrant, be validly issued, fully paid, 
and nonassessable and free from all taxes, liens, and charges with respect to the issue thereof.  

(b) Reservation of Shares. During the Exercise Period, the Company shall at all times have authorized, and reserved for the purpose of issuance 
upon exercise of this Warrant, a sufficient number of shares of Common Stock to provide for the exercise of this Warrant.  

(c) Listing. The Company shall promptly secure the listing of the shares of Common Stock issuable upon exercise of the Warrant upon each 
national securities exchange or automated quotation system, if any, upon which shares of Common Stock are then listed (subject to official 
notice of issuance upon exercise of this Warrant) and shall maintain, so long as any other shares of Common Stock shall be so listed, such 
listing of all shares of Common Stock from time to time issuable upon the exercise of this Warrant; and the Company shall so list on each 
national securities exchange or automated quotation system, as the case may be, and shall maintain such listing of, any other shares of capital 
stock of the Company issuable upon the exercise of this Warrant if and so long as any shares of the same class shall be listed on such national 
securities exchange or automated quotation system.  

(d) Certain Actions Prohibited. The Company will not, by amendment of its charter or through any reorganization, transfer of assets, 
consolidation, merger, dissolution, issue or sale of securities, or any other voluntary action, avoid or seek to avoid the observance or 
performance of any of the terms to be observed or performed by it hereunder, but will at all times in good faith assist in the carrying out of all 
the provisions of this Warrant and in the taking of all such action as may reasonably be requested by the holder of this Warrant in order to 
protect the exercise privilege of the holder of this Warrant against dilution or other impairment, consistent with the tenor and purpose of this 
Warrant. Without limiting the generality of the foregoing, the Company (i) will not increase the par value of any shares of Common Stock 
receivable upon the exercise of this Warrant above the Exercise Price then in effect, and (ii) will take all such actions as may be necessary or 
appropriate in order that the Company may validly and legally issue fully paid and nonassessable shares of Common Stock upon the exercise of 
this Warrant.  

(e) Successors and Assigns. This Warrant will be binding upon any entity succeeding to the Company by merger, consolidation, or acquisition 
of all or substantially all the Company's assets.  

4. Antidilution Provisions. During the Exercise Period, the Exercise Price and the number of Warrant Shares shall be subject to adjustment 
from time to time as provided in this Paragraph 4.  
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In the event that any adjustment of the Exercise Price as required herein results in a fraction of a cent, such Exercise Price shall be rounded up 
to the nearest cent.  

(a) Adjustment of Exercise Price and Number of Shares upon Issuance of Common Stock. Except as otherwise provided in Paragraphs 4(c) and 
4(e) hereof, if and whenever on or after the date of issuance of this Warrant, the Company issues or sells, or in accordance with Paragraph 4(b) 
hereof is deemed to have issued or sold, any shares of Common Stock for no consideration or for a consideration per share (before deduction of 
reasonable expenses or commissions or underwriting discounts or allowances in connection therewith) less than the Market Price on the date of 
issuance (a "Dilutive Issuance"), then immediately upon the Dilutive Issuance, the Exercise Price will be reduced to a price determined by 
multiplying the Exercise Price in effect immediately prior to the Dilutive Issuance by a fraction, (i) the numerator of which is an amount equal 
to the sum of (x) the number of shares of Common Stock actually outstanding immediately prior to the Dilutive Issuance, plus (y) the quotient 
of the aggregate consideration, calculated as set forth in Paragraph 4(b) hereof, received by the Company upon such Dilutive Issuance divided 
by the Market Price in effect immediately prior to the Dilutive Issuance, and (ii) the denominator of which is the total number of shares of 
Common Stock Deemed Outstanding (as defined below) immediately after the Dilutive Issuance.  

(b) Effect on Exercise Price of Certain Events. For purposes of determining the adjusted Exercise Price under Paragraph 4(a) hereof, the 
following will be applicable:  

(i) Issuance of Rights or Options. If the Company in any manner issues or grants any warrants, rights or options, whether or not immediately 
exercisable, to subscribe for or to purchase Common Stock or other securities convertible into or exchangeable for Common Stock 
("Convertible Securities") (such warrants, rights and options to purchase Common Stock or Convertible Securities are hereinafter referred to as 
"Options") and the price per share for which Common Stock is issuable upon the exercise of such Options is less than the Market Price on the 
date of issuance or grant of such Options, then the maximum total number of shares of Common Stock issuable upon the exercise of all such 
Options will, as of the date of the issuance or grant of such Options, be deemed to be outstanding and to have been issued and sold by the 
Company for such price per share. For purposes of the preceding sentence, the "price per share for which Common Stock is issuable upon the 
exercise of such Options" is determined by dividing (i) the total amount, if any, received or receivable by the Company as consideration for the 
issuance or granting of all such Options, plus the minimum aggregate amount of additional consideration, if any, payable to the Company upon 
the exercise of all such Options, plus, in the case of Convertible Securities issuable upon the exercise of such Options, the minimum aggregate 
amount of additional consideration payable upon the conversion or exchange thereof at the time such Convertible Securities first become 
convertible or exchangeable, by (ii) the maximum total number of shares of Common Stock issuable upon the exercise of all such Options 
(assuming full conversion of Convertible Securities, if applicable). No further adjustment to the Exercise Price will be made upon the actual 
issuance of such Common Stock upon the exercise of such Options or upon the conversion or exchange of Convertible Securities issuable upon 
exercise of such Options.  
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(ii) Issuance of Convertible Securities. If the Company in any manner issues or sells any Convertible Securities, whether or not immediately 
convertible (other than where the same are issuable upon the exercise of Options) and the price per share for which Common Stock is issuable 
upon such conversion or exchange is less than the Market Price on the date of issuance, then the maximum total number of shares of Common 
Stock issuable upon the conversion or exchange of all such Convertible Securities will, as of the date of the issuance of such Convertible 
Securities, be deemed to be outstanding and to have been issued and sold by the Company for such price per share. For the purposes of the 
preceding sentence, the "price per share for which Common Stock is issuable upon such conversion or exchange" is determined by dividing  
(i) the total amount, if any, received or receivable by the Company as consideration for the issuance or sale of all such Convertible Securities, 
plus the minimum aggregate amount of additional consideration, if any, payable to the Company upon the conversion or exchange thereof at 
the time such Convertible Securities first become convertible or exchangeable, by (ii) the maximum total number of shares of Common Stock 
issuable upon the conversion or exchange of all such Convertible Securities. No further adjustment to the Exercise Price will be made upon the 
actual issuance of such Common Stock upon conversion or exchange of such Convertible Securities.  

(iii) Change in Option Price or Conversion Rate. If there is a change at any time in (i) the amount of additional consideration payable to the 
Company upon the exercise of any Options; (ii) the amount of additional consideration, if any, payable to the Company upon the conversion or 
exchange of any Convertible Securities; or (iii) the rate at which any Convertible Securities are convertible into or exchangeable for Common 
Stock (other than under or by reason of provisions designed to protect against dilution), the Exercise Price in effect at the time of such change 
will be readjusted to the Exercise Price which would have been in effect at such time had such Options or Convertible Securities still 
outstanding provided for such changed additional consideration or changed conversion rate, as the case may be, at the time initially granted, 
issued or sold.  

(iv) Treatment of Expired Options and Unexercised Convertible Securities. If, in any case, the total number of shares of Common Stock 
issuable upon exercise of any Option or upon conversion or exchange of any Convertible Securities is not, in fact, issued and the rights to 
exercise such Option or to convert or exchange such Convertible Securities shall have expired or terminated, the Exercise Price then in effect 
will be readjusted to the Exercise Price which would have been in effect at the time of such expiration or termination had such Option or 
Convertible Securities, to the extent outstanding immediately prior to such expiration or termination (other than in respect of the actual number 
of shares of Common Stock issued upon exercise or conversion thereof), never been issued.  

(v) Calculation of Consideration Received. If any Common Stock, Options or Convertible Securities are issued, granted or sold for cash, the 
consideration received therefor for purposes of this Warrant will be the amount received by the Company therefor, before deduction of 
reasonable commissions, underwriting discounts or allowances or other reasonable expenses paid or incurred by the Company in connection 
with such issuance, grant or sale. In case any Common Stock, Options or Convertible Securities are issued or sold for a consideration part or all 
of which shall be other than cash, the amount of the consideration other than cash received by the Company will be the fair value of such 
consideration, except where such consideration consists of securities, in which case the amount of consideration received by the Company will 
be the Market Price thereof as of the date of receipt. In case any Common Stock, Options or Convertible Securities are issued in connection 
with any acquisition, merger or consolidation in which the Company is the surviving corporation, the amount of consideration therefor will be 
deemed to be the fair value of such portion of the net assets and business of the non-surviving corporation as is attributable to such Common 
Stock, Options or Convertible Securities, as the case may be. The fair value of any consideration other than cash or securities will be 
determined in good faith by the Board of Directors of the Company.  
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(vi) Exceptions to Adjustment of Exercise Price. No adjustment to the Exercise Price will be made (i) upon the exercise of any warrants, 
options or convertible securities granted, issued and outstanding on the date of issuance of this Warrant; (ii) upon the grant or exercise of any 
stock or options which may hereafter be granted or exercised under any employee benefit plan, stock option plan or restricted stock plan of the 
Company now existing or to be implemented in the future, so long as the issuance of such stock or options is approved by a majority of the 
independent members of the Board of Directors of the Company or a majority of the members of a committee of independent directors 
established for such purpose; or (iii) upon the exercise of the Warrants.  

(c) Subdivision or Combination of Common Stock. If the Company at any time subdivides (by any stock split, stock dividend, recapitalization, 
reorganization, reclassification or otherwise) the shares of Common Stock acquirable hereunder into a greater number of shares, then, after the 
date of record for effecting such subdivision, the Exercise Price in effect immediately prior to such subdivision will be proportionately reduced. 
If the Company at any time combines (by reverse stock split, recapitalization, reorganization, reclassification or otherwise) the shares of 
Common Stock acquirable hereunder into a smaller number of shares, then, after the date of record for effecting such combination, the Exercise 
Price in effect immediately prior to such combination will be proportionately increased.  

(d) Adjustment in Number of Shares. Upon each adjustment of the Exercise Price pursuant to the provisions of this Paragraph 4, the number of 
shares of Common Stock issuable upon exercise of this Warrant shall be adjusted by multiplying a number equal to the Exercise Price in effect 
immediately prior to such adjustment by the number of shares of Common Stock issuable upon exercise of this Warrant immediately prior to 
such adjustment and dividing the product so obtained by the adjusted Exercise Price.  

(e) Consolidation, Merger or Sale. In case of any consolidation of the Company with, or merger of the Company into any other corporation, or 
in case of any sale or conveyance of all or substantially all of the assets of the Company other than in connection with a plan of complete 
liquidation of the Company, then as a condition of such consolidation, merger or sale or conveyance, adequate provision will be made whereby 
the holder of this Warrant will have the right to acquire and receive upon exercise of this Warrant in lieu of the shares of Common Stock 
immediately theretofore acquirable upon the exercise of this Warrant, such shares of stock, securities or assets as may be issued or payable with 
respect to or in exchange for the number of shares of Common Stock immediately theretofore acquirable and receivable upon exercise of this 
Warrant had such consolidation, merger or sale or conveyance not taken place. In any such case, the Company will make appropriate provision 
to insure that the provisions of this Paragraph 4 hereof will thereafter be applicable as nearly as may be in relation to any shares of stock or 
securities thereafter deliverable upon the exercise of this Warrant. The Company will not effect any consolidation, merger or sale or 
conveyance unless prior to the consummation thereof, the successor corporation (if other than the Company) assumes by written instrument the 
obligations under this Paragraph 4 and the obligations to deliver to the holder of this Warrant such shares of stock, securities or assets as, in 
accordance with the foregoing provisions, the holder may be entitled to acquire.  
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(f) Distribution of Assets. In case the Company shall declare or make any distribution of its assets (including cash) to holders of Common 
Stock as a partial liquidating dividend, by way of return of capital or otherwise, then, after the date of record for determining shareholders 
entitled to such distribution, but prior to the date of distribution, the holder of this Warrant shall be entitled upon exercise of this Warrant for 
the purchase of any or all of the shares of Common Stock subject hereto, to receive the amount of such assets which would have been payable 
to the holder had such holder been the holder of such shares of Common Stock on the record date for the determination of shareholders entitled 
to such distribution.  

(g) Notice of Adjustment. Upon the occurrence of any event which requires any adjustment of the Exercise Price, then, and in each such case, 
the Company shall give notice thereof to the holder of this Warrant, which notice shall state the Exercise Price resulting from such adjustment 
and the increase or decrease in the number of Warrant Shares purchasable at such price upon exercise, setting forth in reasonable detail the 
method of calculation and the facts upon which such calculation is based. Such calculation shall be certified by the Chief Financial Officer of 
the Company.  

(h) Minimum Adjustment of Exercise Price. No adjustment of the Exercise Price shall be made in an amount of less than 1% of the Exercise 
Price in effect at the time such adjustment is otherwise required to be made, but any such lesser adjustment shall be carried forward and shall be 
made at the time and together with the next subsequent adjustment which, together with any adjustments so carried forward, shall amount to 
not less than 1% of such Exercise Price.  

(i) No Fractional Shares. No fractional shares of Common Stock are to be issued upon the exercise of this Warrant, but the Company shall pay 
a cash adjustment in respect of any fractional share which would otherwise be issuable in an amount equal to the same fraction of the Market 
Price of a share of Common Stock on the date of such exercise.  

(j) Other Notices. In case at any time:  

(i) the Company shall declare any dividend upon the Common Stock payable in shares of stock of any class or make any other distribution 
(including dividends or distributions payable in cash out of retained earnings) to the holders of the Common Stock;  

(ii) the Company shall offer for subscription pro rata to the holders of the Common Stock any additional shares of stock of any class or other 
rights;  

(iii) there shall be any capital reorganization of the Company, or reclassification of the Common Stock, or consolidation or merger of the 
Company with or into, or sale of all or substantially all its assets to, another corporation or entity; or  

(iv) there shall be a voluntary or involuntary dissolution, liquidation or winding up of the Company;  

-7-  



then, in each such case, the Company shall give to the holder of this Warrant  
(a) notice of the date on which the books of the Company shall close or a record shall be taken for determining the holders of Common Stock 
entitled to receive any such dividend, distribution, or subscription rights or for determining the holders of Common Stock entitled to vote in 
respect of any such reorganization, reclassification, consolidation, merger, sale, dissolution, liquidation or winding-up and (b) in the case of any 
such reorganization, reclassification, consolidation, merger, sale, dissolution, liquidation or winding-up, notice of the date (or, if not then 
known, a reasonable approximation thereof by the Company) when the same shall take place. Such notice shall also specify the date on which 
the holders of Common Stock shall be entitled to receive such dividend, distribution, or subscription rights or to exchange their Common Stock 
for stock or other securities or property deliverable upon such reorganization, reclassification, consolidation, merger, sale, dissolution, 
liquidation, or winding-up, as the case may be. Such notice shall be given at least 30 days prior to the record date or the date on which the 
Company's books are closed in respect thereto. Failure to give any such notice or any defect therein shall not affect the validity of the 
proceedings referred to in clauses (i), (ii), (iii) and (iv) above.  

(k) Certain Events. If any event occurs of the type contemplated by the adjustment provisions of this Paragraph 4 but not expressly provided for 
by such provisions, the Company will give notice of such event as provided in Paragraph 4(g) hereof, and the Company's Board of Directors 
will make an appropriate adjustment in the Exercise Price and the number of shares of Common Stock acquirable upon exercise of this Warrant 
so that the rights of the holder shall be neither enhanced nor diminished by such event.  

(l) Certain Definitions.  

(i) "Common Stock Deemed Outstanding" shall mean the number of shares of Common Stock actually outstanding (not including shares of 
Common Stock held in the treasury of the Company), plus (x) pursuant to Paragraph 4(b)(i) hereof, the maximum total number of shares of 
Common Stock issuable upon the exercise of Options, as of the date of such issuance or grant of such Options, if any, and (y) pursuant to 
Paragraph 4(b)(ii) hereof, the maximum total number of shares of Common Stock issuable upon conversion or exchange of Convertible 
Securities, as of the date of issuance of such Convertible Securities, if any.  

(ii) "Market Price," as of any date, (i) means the average of the last reported sale prices for the shares of Common Stock on the OTCBB for the 
five (5) Trading Days immediately preceding such date as reported by Bloomberg, or (ii) if the OTCBB is not the principal trading market for 
the shares of Common Stock, the average of the last reported sale prices on the principal trading market for the Common Stock during the same 
period as reported by Bloomberg, or (iii) if market value cannot be calculated as of such date on any of the foregoing bases, the Market Price 
shall be the fair market value as reasonably determined in good faith by  
(a) the Board of Directors of the Company or, at the option of a majority-in-interest of the holders of the outstanding Warrants by (b) an 
independent investment bank of nationally recognized standing in the valuation of businesses similar to the business of the corporation. The 
manner of determining the Market Price of the Common Stock set forth in the foregoing definition shall apply with respect to any other 
security in respect of which a determination as to market value must be made hereunder.  
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(iii) "Common Stock," for purposes of this Paragraph 4, includes the Common Stock, par value $.001 per share, and any additional class of 
stock of the Company having no preference as to dividends or distributions on liquidation, provided that the shares purchasable pursuant to this 
Warrant shall include only shares of Common Stock, par value $.001 per share, in respect of which this Warrant is exercisable, or shares 
resulting from any subdivision or combination of such Common Stock, or in the case of any reorganization, reclassification, consolidation, 
merger, or sale of the character referred to in Paragraph 4(e) hereof, the stock or other securities or property provided for in such Paragraph.  

5. Issue Tax. The issuance of certificates for Warrant Shares upon the exercise of this Warrant shall be made without charge to the holder of 
this Warrant or such shares for any issuance tax or other costs in respect thereof, provided that the Company shall not be required to pay any 
tax which may be payable in respect of any transfer involved in the issuance and delivery of any certificate in a name other than the holder of 
this Warrant.  

6. No Rights or Liabilities as a Shareholder. This Warrant shall not entitle the holder hereof to any voting rights or other rights as a shareholder 
of the Company. No provision of this Warrant, in the absence of affirmative action by the holder hereof to purchase Warrant Shares, and no 
mere enumeration herein of the rights or privileges of the holder hereof, shall give rise to any liability of such holder for the Exercise Price or 
as a shareholder of the Company, whether such liability is asserted by the Company or by creditors of the Company.  

7. Transfer, Exchange, and Replacement of Warrant.  

(a) Restriction on Transfer. This Warrant and the rights granted to the holder hereof are transferable, in whole or in part, upon surrender of this 
Warrant, together with a properly executed assignment in the form attached hereto, at the office or agency of the Company referred to in 
Paragraph 7(e) below, provided, however, that any transfer or assignment shall be subject to the conditions set forth in Paragraph 7(f) hereof 
and to the applicable provisions of the Securities Purchase Agreement. Until due presentment for registration of transfer on the books of the 
Company, the Company may treat the registered holder hereof as the owner and holder hereof for all purposes, and the Company shall not be 
affected by any notice to the contrary. Notwithstanding anything to the contrary contained herein, the registration rights described in Paragraph 
8 are assignable only in accordance with the provisions of that certain Registration Rights Agreement, dated October 24, 2005, by and among 
the Company and the other signatories thereto (the "Registration Rights Agreement").  

(b) Warrant Exchangeable for Different Denominations. This Warrant is exchangeable, upon the surrender hereof by the holder hereof at the 
office or agency of the Company referred to in Paragraph 7(e) below, for new Warrants of like tenor representing in the aggregate the right to 
purchase the number of shares of Common Stock which may be purchased hereunder, each of such new Warrants to represent the right to 
purchase such number of shares as shall be designated by the holder hereof at the time of such surrender.  

(c) Replacement of Warrant. Upon receipt of evidence reasonably satisfactory to the Company of the loss, theft, destruction, or mutilation of 
this Warrant and, in the case of any such loss, theft, or destruction, upon delivery of an indemnity agreement reasonably satisfactory in form 
and amount to the Company, or, in the case of any such mutilation, upon surrender and cancellation of this Warrant, the Company, at its 
expense, will execute and deliver, in lieu thereof, a new Warrant of like tenor.  
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(d) Cancellation; Payment of Expenses. Upon the surrender of this Warrant in connection with any transfer, exchange, or replacement as 
provided in this Paragraph 7, this Warrant shall be promptly canceled by the Company. The Company shall pay all taxes (other than securities 
transfer taxes) and all other expenses (other than legal expenses, if any, incurred by the holder or transferees) and charges payable in 
connection with the preparation, execution, and delivery of Warrants pursuant to this Paragraph 7.  

(e) Register. The Company shall maintain, at its principal executive offices (or such other office or agency of the Company as it may designate 
by notice to the holder hereof), a register for this Warrant, in which the Company shall record the name and address of the person in whose 
name this Warrant has been issued, as well as the name and address of each transferee and each prior owner of this Warrant.  

(f) Exercise or Transfer Without Registration. If, at the time of the surrender of this Warrant in connection with any exercise, transfer, or 
exchange of this Warrant, this Warrant (or, in the case of any exercise, the Warrant Shares issuable hereunder), shall not be registered under the 
Securities Act of 1933, as amended (the "Securities Act") and under applicable state securities or blue sky laws, the Company may require, as a 
condition of allowing such exercise, transfer, or exchange, (i) that the holder or transferee of this Warrant, as the case may be, furnish to the 
Company a written opinion of counsel, which opinion and counsel are acceptable to the Company, to the effect that such exercise, transfer, or 
exchange may be made without registration under said Act and under applicable state securities or blue sky laws, (ii) that the holder or 
transferee execute and deliver to the Company an investment letter in form and substance acceptable to the Company and (iii) that the 
transferee be an "accredited investor" as defined in Rule 501(a) promulgated under the Securities Act; provided that no such opinion, letter or 
status as an "accredited investor" shall be required in connection with a transfer pursuant to Rule 144 under the Securities Act. The first holder 
of this Warrant, by taking and holding the same, represents to the Company that such holder is acquiring this Warrant for investment and not 
with a view to the distribution thereof.  

8. Registration Rights. The initial holder of this Warrant (and certain assignees thereof) is entitled to the benefit of such registration rights in 
respect of the Warrant Shares as are set forth in Section 2 of the Registration Rights Agreement.  

9. Notices. All notices, requests, and other communications required or permitted to be given or delivered hereunder to the holder of this 
Warrant shall be in writing, and shall be personally delivered, or shall be sent by certified or registered mail or by recognized overnight mail 
courier, postage prepaid and addressed, to such holder at the address shown for such holder on the books of the Company, or at such other 
address as shall have been furnished to the Company by notice from such holder. All notices, requests, and other communications required or 
permitted to be given or delivered hereunder to the Company shall be in writing, and shall be personally delivered, or shall be sent by certified 
or registered mail or by recognized overnight mail courier, postage prepaid and addressed, to the office of the Company at 4625 Creekstone 
Drive, Suite 100, Research Triangle Park, Durham, North Carolina 27703, Attention:  
Chief Executive Officer, or at such other address as shall have been furnished to the holder of this Warrant by notice from the Company. Any 
such notice, request, or other communication may be sent by facsimile, but shall in such case be subsequently confirmed by a writing 
personally delivered or sent by certified or registered mail or by recognized overnight mail courier as provided above. All notices, requests, and 
other communications shall be deemed to have been given either at the time of the receipt thereof by the person entitled to receive such notice 
at the address of such person for purposes of this Paragraph 9, or, if mailed by registered or certified mail or with a recognized overnight mail 
courier upon deposit with the United States Post Office or such overnight mail courier, if postage is prepaid and the mailing is properly 
addressed, as the case may be.  
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10. Governing Law. THIS WARRANT SHALL BE ENFORCED, GOVERNED BY AND CONSTRUED IN ACCORDANCE WITH THE 
LAWS OF THE STATE OF NEW YORK APPLICABLE TO AGREEMENTS MADE AND TO BE PERFORMED ENTIRELY WITHIN 
SUCH STATE, WITHOUT REGARD TO THE PRINCIPLES OF CONFLICT OF LAWS. THE PARTIES HERETO HEREBY SUBMIT TO 
THE EXCLUSIVE JURISDICTION OF THE UNITED STATES FEDERAL COURTS LOCATED IN NEW YORK, NEW YORK WITH 
RESPECT TO ANY DISPUTE ARISING UNDER THIS WARRANT, THE AGREEMENTS ENTERED INTO IN CONNECTION 
HEREWITH OR THE TRANSACTIONS CONTEMPLATED HEREBY OR THEREBY. BOTH PARTIES IRREVOCABLY WAIVE THE 
DEFENSE OF AN INCONVENIENT FORUM TO THE MAINTENANCE OF SUCH SUIT OR PROCEEDING. BOTH PARTIES 
FURTHER AGREE THAT SERVICE OF PROCESS UPON A PARTY MAILED BY FIRST CLASS MAIL SHALL BE DEEMED IN 
EVERY RESPECT EFFECTIVE SERVICE OF PROCESS UPON THE PARTY IN ANY SUCH SUIT OR PROCEEDING. NOTHING 
HEREIN SHALL AFFECT EITHER PARTY'S RIGHT TO SERVE PROCESS IN ANY OTHER MANNER PERMITTED BY LAW. BOTH 
PARTIES AGREE THAT A FINAL NON-APPEALABLE JUDGMENT IN ANY SUCH SUIT OR PROCEEDING SHALL BE 
CONCLUSIVE AND MAY BE ENFORCED IN OTHER JURISDICTIONS BY SUIT ON SUCH JUDGMENT OR IN ANY OTHER 
LAWFUL MANNER. THE PARTY WHICH DOES NOT PREVAIL IN ANY DISPUTE ARISING UNDER THIS WARRANT SHALL BE 
RESPONSIBLE FOR ALL FEES AND EXPENSES, INCLUDING ATTORNEYS' FEES, INCURRED BY THE PREVAILING PARTY IN 
CONNECTION WITH SUCH DISPUTE.  

11. Miscellaneous.  

(a) Amendments. This Warrant and any provision hereof may only be amended by an instrument in writing signed by the Company and the 
holder hereof.  

(b) Descriptive Headings. The descriptive headings of the several paragraphs of this Warrant are inserted for purposes of reference only, and 
shall not affect the meaning or construction of any of the provisions hereof.  

(c) Cashless Exercise. Notwithstanding anything to the contrary contained in this Warrant, if the resale of the Warrant Shares by the holder is 
not then registered pursuant to an effective registration statement under the Securities Act, this Warrant may be exercised by presentation and 
surrender of this Warrant to the Company at its principal executive offices with a written notice of the holder's intention to effect a cashless 
exercise, including a calculation of the number of shares of Common Stock to be issued upon such exercise in accordance with the terms hereof 
(a "Cashless Exercise"). In the event of a Cashless Exercise, in lieu of paying the Exercise Price in cash, the holder shall surrender this Warrant 
for that number of shares of Common Stock determined by multiplying the number of Warrant Shares to which it would otherwise be entitled 
by a fraction, the numerator of which shall be the difference between the then current Market Price per share of the Common Stock and the 
Exercise Price, and the denominator of which shall be the then current Market Price per share of Common Stock. For example, if the holder is 
exercising 100,000 Warrants with a per Warrant exercise price of $0.75 per share through a cashless exercise when the Common Stock's 
current Market Price per share is $2.00 per share, then upon such Cashless Exercise the holder will receive 62,500 shares of Common Stock.  
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(d) Remedies. The Company acknowledges that a breach by it of its obligations hereunder will cause irreparable harm to the holder, by 
vitiating the intent and purpose of the transaction contemplated hereby. Accordingly, the Company acknowledges that the remedy at law for a 
breach of its obligations under this Warrant will be inadequate and agrees, in the event of a breach or threatened breach by the Company of the 
provisions of this Warrant, that the holder shall be entitled, in addition to all other available remedies at law or in equity, and in addition to the 
penalties assessable herein, to an injunction or injunctions restraining, preventing or curing any breach of this Warrant and to enforce 
specifically the terms and provisions thereof, without the necessity of showing economic loss and without any bond or other security being 
required.  

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]  
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IN WITNESS WHEREOF, the Company has caused this Warrant to be signed by its duly authorized officer.  

CYBERLUX CORPORATION  

 

Dated as of October 24, 2005  

By: /s/ DONALD F. EVANS 
    -------------------------- 
      Donald F. Evans 
      Chief Executive Officer 



Exhibit 4.9  

THIS WARRANT AND THE SHARES ISSUABLE UPON THE EXERCISE OF THIS WARRANT HAVE NOT BEEN REGISTERED 
UNDER THE SECURITIES ACT OF 1933, AS AMENDED. EXCEPT AS OTHERWISE SET FORTH HEREIN OR IN A SECURITIES 
PURCHASE AGREEMENT DATED AS OF OCTOBER 24, 2005, NEITHER THIS WARRANT NOR ANY OF SUCH SHARES MAY BE 
SOLD, TRANSFERRED OR ASSIGNED IN THE ABSENCE OF AN EFFECTIVE REGISTRATION STATEMENT FOR SUCH 
SECURITIES UNDER SAID ACT OR, AN OPINION OF COUNSEL, IN FORM, SUBSTANCE AND SCOPE, CUSTOMARY FOR 
OPINIONS OF COUNSEL IN COMPARABLE TRANSACTIONS, THAT REGISTRATION IS NOT REQUIRED UNDER SUCH ACT OR 
UNLESS SOLD PURSUANT TO RULE 144 OR REGULATION S UNDER SUCH ACT.  

Right to Purchase 12,000 Shares of Common Stock, $.001 par value per share  

STOCK PURCHASE WARRANT  

THIS CERTIFIES THAT, for value received, New Millennium Capital Partners II, LLC or its registered assigns, is entitled to purchase from 
Cyberlux Corporation, a Nevada corporation (the "Company"), at any time or from time to time during the period specified in Paragraph 2 
hereof, 12,000 fully paid and nonassessable shares of the Company's Common Stock, $.001 par value per share (the "Common Stock"), at an 
exercise price per share equal to $.10 (the "Exercise Price"). The term "Warrant Shares," as used herein, refers to the shares of Common Stock 
purchasable hereunder. The Warrant Shares and the Exercise Price are subject to adjustment as provided in Paragraph 4 hereof. The term 
"Warrants" means this Warrant and the other warrants issued pursuant to that certain Securities Purchase Agreement, dated October 24, 2005, 
by and among the Company and the Buyers listed on the execution page thereof (the "Securities Purchase Agreement"), including any 
additional warrants issuable pursuant to  
Section 4(l) thereof.  

This Warrant is subject to the following terms, provisions, and conditions:  

1. Manner of Exercise; Issuance of Certificates; Payment for Shares. Subject to the provisions hereof, this Warrant may be exercised by the 
holder hereof, in whole or in part, by the surrender of this Warrant, together with a completed exercise agreement in the form attached hereto 
(the "Exercise Agreement"), to the Company during normal business hours on any business day at the Company's principal executive offices 
(or such other office or agency of the Company as it may designate by notice to the holder hereof), and upon (i) payment to the Company in 
cash, by certified or official bank check or by wire transfer for the account of the  



Company of the Exercise Price for the Warrant Shares specified in the Exercise Agreement or (ii) if the resale of the Warrant Shares by the 
holder is not then registered pursuant to an effective registration statement under the Securities Act of 1933, as amended (the "Securities Act"), 
delivery to the Company of a written notice of an election to effect a "Cashless Exercise" (as defined in  
Section 11(c) below) for the Warrant Shares specified in the Exercise Agreement. The Warrant Shares so purchased shall be deemed to be 
issued to the holder hereof or such holder's designee, as the record owner of such shares, as of the close of business on the date on which this 
Warrant shall have been surrendered, the completed Exercise Agreement shall have been delivered, and payment shall have been made for such 
shares as set forth above. Certificates for the Warrant Shares so purchased, representing the aggregate number of shares specified in the 
Exercise Agreement, shall be delivered to the holder hereof within a reasonable time, not exceeding three (3) business days, after this Warrant 
shall have been so exercised. The certificates so delivered shall be in such denominations as may be requested by the holder hereof and shall be 
registered in the name of such holder or such other name as shall be designated by such holder. If this Warrant shall have been exercised only 
in part, then, unless this Warrant has expired, the Company shall, at its expense, at the time of delivery of such certificates, deliver to the holder 
a new Warrant representing the number of shares with respect to which this Warrant shall not then have been exercised. In addition to all other 
available remedies at law or in equity, if the Company fails to deliver certificates for the Warrant Shares within three  
(3) business days after this Warrant is exercised, then the Company shall pay to the holder in cash a penalty (the "Penalty") equal to 2% of the 
number of Warrant Shares that the holder is entitled to multiplied by the Market Price (as hereinafter defined) for each day that the Company 
fails to deliver certificates for the Warrant Shares. For example, if the holder is entitled to 100,000 Warrant Shares and the Market Price is 
$2.00, then the Company shall pay to the holder $4,000 for each day that the Company fails to deliver certificates for the Warrant Shares. The 
Penalty shall be paid to the holder by the fifth day of the month following the month in which it has accrued.  

Notwithstanding anything in this Warrant to the contrary, in no event shall the holder of this Warrant be entitled to exercise a number of 
Warrants  
(or portions thereof) in excess of the number of Warrants (or portions thereof)  
upon exercise of which the sum of (i) the number of shares of Common Stock beneficially owned by the holder and its affiliates (other than 
shares of Common Stock which may be deemed beneficially owned through the ownership of the unexercised Warrants and the unexercised or 
unconverted portion of any other securities of the Company (including the Notes (as defined in the Securities Purchase Agreement)) subject to 
a limitation on conversion or exercise analogous to the limitation contained herein) and (ii) the number of shares of Common Stock issuable 
upon exercise of the Warrants (or portions thereof) with respect to which the determination described herein is being made, would result in 
beneficial ownership by the holder and its affiliates of more than 4.9% of the outstanding shares of Common Stock. For purposes of the 
immediately preceding sentence, beneficial ownership shall be determined in accordance with Section 13(d) of the Securities Exchange Act of 
1934, as amended, and Regulation 13D-G thereunder, except as otherwise provided in clause (i) of the preceding sentence. Notwithstanding 
anything to the contrary contained herein, the limitation on exercise of this Warrant set forth herein may not be amended without (i) the written 
consent of the holder hereof and the Company and (ii) the approval of a majority of shareholders of the Company.  
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2. Period of Exercise. This Warrant is exercisable at any time or from time to time on or after the date on which this Warrant is issued and 
delivered pursuant to the terms of the Securities Purchase Agreement and before 6:00 p.m., New York, New York time on the fifth (5th) 
anniversary of the date of issuance (the "Exercise Period").  

3. Certain Agreements of the Company. The Company hereby covenants and agrees as follows:  

(a) Shares to be Fully Paid. All Warrant Shares will, upon issuance in accordance with the terms of this Warrant, be validly issued, fully paid, 
and nonassessable and free from all taxes, liens, and charges with respect to the issue thereof.  

(b) Reservation of Shares. During the Exercise Period, the Company shall at all times have authorized, and reserved for the purpose of issuance 
upon exercise of this Warrant, a sufficient number of shares of Common Stock to provide for the exercise of this Warrant.  

(c) Listing. The Company shall promptly secure the listing of the shares of Common Stock issuable upon exercise of the Warrant upon each 
national securities exchange or automated quotation system, if any, upon which shares of Common Stock are then listed (subject to official 
notice of issuance upon exercise of this Warrant) and shall maintain, so long as any other shares of Common Stock shall be so listed, such 
listing of all shares of Common Stock from time to time issuable upon the exercise of this Warrant; and the Company shall so list on each 
national securities exchange or automated quotation system, as the case may be, and shall maintain such listing of, any other shares of capital 
stock of the Company issuable upon the exercise of this Warrant if and so long as any shares of the same class shall be listed on such national 
securities exchange or automated quotation system.  

(d) Certain Actions Prohibited. The Company will not, by amendment of its charter or through any reorganization, transfer of assets, 
consolidation, merger, dissolution, issue or sale of securities, or any other voluntary action, avoid or seek to avoid the observance or 
performance of any of the terms to be observed or performed by it hereunder, but will at all times in good faith assist in the carrying out of all 
the provisions of this Warrant and in the taking of all such action as may reasonably be requested by the holder of this Warrant in order to 
protect the exercise privilege of the holder of this Warrant against dilution or other impairment, consistent with the tenor and purpose of this 
Warrant. Without limiting the generality of the foregoing, the Company (i) will not increase the par value of any shares of Common Stock 
receivable upon the exercise of this Warrant above the Exercise Price then in effect, and (ii) will take all such actions as may be necessary or 
appropriate in order that the Company may validly and legally issue fully paid and nonassessable shares of Common Stock upon the exercise of 
this Warrant.  

(e) Successors and Assigns. This Warrant will be binding upon any entity succeeding to the Company by merger, consolidation, or acquisition 
of all or substantially all the Company's assets.  

4. Antidilution Provisions. During the Exercise Period, the Exercise Price and the number of Warrant Shares shall be subject to adjustment 
from time to time as provided in this Paragraph 4.  

In the event that any adjustment of the Exercise Price as required herein results in a fraction of a cent, such Exercise Price shall be rounded up 
to the nearest cent.  
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(a) Adjustment of Exercise Price and Number of Shares upon Issuance of Common Stock. Except as otherwise provided in Paragraphs 4(c) and 
4(e) hereof, if and whenever on or after the date of issuance of this Warrant, the Company issues or sells, or in accordance with Paragraph 4(b) 
hereof is deemed to have issued or sold, any shares of Common Stock for no consideration or for a consideration per share (before deduction of 
reasonable expenses or commissions or underwriting discounts or allowances in connection therewith) less than the Market Price on the date of 
issuance (a "Dilutive Issuance"), then immediately upon the Dilutive Issuance, the Exercise Price will be reduced to a price determined by 
multiplying the Exercise Price in effect immediately prior to the Dilutive Issuance by a fraction, (i) the numerator of which is an amount equal 
to the sum of (x) the number of shares of Common Stock actually outstanding immediately prior to the Dilutive Issuance, plus (y) the quotient 
of the aggregate consideration, calculated as set forth in Paragraph 4(b) hereof, received by the Company upon such Dilutive Issuance divided 
by the Market Price in effect immediately prior to the Dilutive Issuance, and (ii) the denominator of which is the total number of shares of 
Common Stock Deemed Outstanding (as defined below) immediately after the Dilutive Issuance.  

(b) Effect on Exercise Price of Certain Events. For purposes of determining the adjusted Exercise Price under Paragraph 4(a) hereof, the 
following will be applicable:  

(i) Issuance of Rights or Options. If the Company in any manner issues or grants any warrants, rights or options, whether or not immediately 
exercisable, to subscribe for or to purchase Common Stock or other securities convertible into or exchangeable for Common Stock 
("Convertible Securities") (such warrants, rights and options to purchase Common Stock or Convertible Securities are hereinafter referred to as 
"Options") and the price per share for which Common Stock is issuable upon the exercise of such Options is less than the Market Price on the 
date of issuance or grant of such Options, then the maximum total number of shares of Common Stock issuable upon the exercise of all such 
Options will, as of the date of the issuance or grant of such Options, be deemed to be outstanding and to have been issued and sold by the 
Company for such price per share. For purposes of the preceding sentence, the "price per share for which Common Stock is issuable upon the 
exercise of such Options" is determined by dividing (i) the total amount, if any, received or receivable by the Company as consideration for the 
issuance or granting of all such Options, plus the minimum aggregate amount of additional consideration, if any, payable to the Company upon 
the exercise of all such Options, plus, in the case of Convertible Securities issuable upon the exercise of such Options, the minimum aggregate 
amount of additional consideration payable upon the conversion or exchange thereof at the time such Convertible Securities first become 
convertible or exchangeable, by (ii) the maximum total number of shares of Common Stock issuable upon the exercise of all such Options 
(assuming full conversion of Convertible Securities, if applicable). No further adjustment to the Exercise Price will be made upon the actual 
issuance of such Common Stock upon the exercise of such Options or upon the conversion or exchange of Convertible Securities issuable upon 
exercise of such Options.  

(ii) Issuance of Convertible Securities. If the Company in any manner issues or sells any Convertible Securities, whether or not immediately 
convertible (other than where the same are issuable upon the exercise of Options) and the price per share for which Common Stock is issuable 
upon such conversion or exchange is less than the Market Price on the date of issuance, then the maximum total number of shares of Common 
Stock issuable upon the conversion or exchange of all such Convertible Securities will, as of the date of the issuance of such Convertible 
Securities, be deemed to be outstanding and to have been issued and sold by the Company for such price per share. For the purposes of the 
preceding sentence, the "price per share for which Common Stock is issuable upon such conversion or exchange" is determined by dividing  
(i) the total amount, if any, received or receivable by the Company as consideration for the issuance or sale of all such Convertible Securities, 
plus the minimum aggregate amount of additional consideration, if any, payable to the Company upon the conversion or exchange thereof at 
the time such Convertible Securities first become convertible or exchangeable, by (ii) the maximum total number of shares of Common Stock 
issuable upon the conversion or exchange of all such Convertible Securities. No further adjustment to the Exercise Price will be made upon the 
actual issuance of such Common Stock upon conversion or exchange of such Convertible Securities.  
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(iii) Change in Option Price or Conversion Rate. If there is a change at any time in (i) the amount of additional consideration payable to the 
Company upon the exercise of any Options; (ii) the amount of additional consideration, if any, payable to the Company upon the conversion or 
exchange of any Convertible Securities; or (iii) the rate at which any Convertible Securities are convertible into or exchangeable for Common 
Stock (other than under or by reason of provisions designed to protect against dilution), the Exercise Price in effect at the time of such change 
will be readjusted to the Exercise Price which would have been in effect at such time had such Options or Convertible Securities still 
outstanding provided for such changed additional consideration or changed conversion rate, as the case may be, at the time initially granted, 
issued or sold.  

(iv) Treatment of Expired Options and Unexercised Convertible Securities. If, in any case, the total number of shares of Common Stock 
issuable upon exercise of any Option or upon conversion or exchange of any Convertible Securities is not, in fact, issued and the rights to 
exercise such Option or to convert or exchange such Convertible Securities shall have expired or terminated, the Exercise Price then in effect 
will be readjusted to the Exercise Price which would have been in effect at the time of such expiration or termination had such Option or 
Convertible Securities, to the extent outstanding immediately prior to such expiration or termination (other than in respect of the actual number 
of shares of Common Stock issued upon exercise or conversion thereof), never been issued.  

(v) Calculation of Consideration Received. If any Common Stock, Options or Convertible Securities are issued, granted or sold for cash, the 
consideration received therefor for purposes of this Warrant will be the amount received by the Company therefor, before deduction of 
reasonable commissions, underwriting discounts or allowances or other reasonable expenses paid or incurred by the Company in connection 
with such issuance, grant or sale. In case any Common Stock, Options or Convertible Securities are issued or sold for a consideration part or all 
of which shall be other than cash, the amount of the consideration other than cash received by the Company will be the fair value of such 
consideration, except where such consideration consists of securities, in which case the amount of consideration received by the Company will 
be the Market Price thereof as of the date of receipt. In case any Common Stock, Options or Convertible Securities are issued in connection 
with any acquisition, merger or consolidation in which the Company is the surviving corporation, the amount of consideration therefor will be 
deemed to be the fair value of such portion of the net assets and business of the non-surviving corporation as is attributable to such Common 
Stock, Options or Convertible Securities, as the case may be. The fair value of any consideration other than cash or securities will be 
determined in good faith by the Board of Directors of the Company.  
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(vi) Exceptions to Adjustment of Exercise Price. No adjustment to the Exercise Price will be made (i) upon the exercise of any warrants, 
options or convertible securities granted, issued and outstanding on the date of issuance of this Warrant; (ii) upon the grant or exercise of any 
stock or options which may hereafter be granted or exercised under any employee benefit plan, stock option plan or restricted stock plan of the 
Company now existing or to be implemented in the future, so long as the issuance of such stock or options is approved by a majority of the 
independent members of the Board of Directors of the Company or a majority of the members of a committee of independent directors 
established for such purpose; or (iii) upon the exercise of the Warrants.  

(c) Subdivision or Combination of Common Stock. If the Company at any time subdivides (by any stock split, stock dividend, recapitalization, 
reorganization, reclassification or otherwise) the shares of Common Stock acquirable hereunder into a greater number of shares, then, after the 
date of record for effecting such subdivision, the Exercise Price in effect immediately prior to such subdivision will be proportionately reduced. 
If the Company at any time combines (by reverse stock split, recapitalization, reorganization, reclassification or otherwise) the shares of 
Common Stock acquirable hereunder into a smaller number of shares, then, after the date of record for effecting such combination, the Exercise 
Price in effect immediately prior to such combination will be proportionately increased.  

(d) Adjustment in Number of Shares. Upon each adjustment of the Exercise Price pursuant to the provisions of this Paragraph 4, the number of 
shares of Common Stock issuable upon exercise of this Warrant shall be adjusted by multiplying a number equal to the Exercise Price in effect 
immediately prior to such adjustment by the number of shares of Common Stock issuable upon exercise of this Warrant immediately prior to 
such adjustment and dividing the product so obtained by the adjusted Exercise Price.  

(e) Consolidation, Merger or Sale. In case of any consolidation of the Company with, or merger of the Company into any other corporation, or 
in case of any sale or conveyance of all or substantially all of the assets of the Company other than in connection with a plan of complete 
liquidation of the Company, then as a condition of such consolidation, merger or sale or conveyance, adequate provision will be made whereby 
the holder of this Warrant will have the right to acquire and receive upon exercise of this Warrant in lieu of the shares of Common Stock 
immediately theretofore acquirable upon the exercise of this Warrant, such shares of stock, securities or assets as may be issued or payable with 
respect to or in exchange for the number of shares of Common Stock immediately theretofore acquirable and receivable upon exercise of this 
Warrant had such consolidation, merger or sale or conveyance not taken place. In any such case, the Company will make appropriate provision 
to insure that the provisions of this Paragraph 4 hereof will thereafter be applicable as nearly as may be in relation to any shares of stock or 
securities thereafter deliverable upon the exercise of this Warrant. The Company will not effect any consolidation, merger or sale or 
conveyance unless prior to the consummation thereof, the successor corporation (if other than the Company) assumes by written instrument the 
obligations under this Paragraph 4 and the obligations to deliver to the holder of this Warrant such shares of stock, securities or assets as, in 
accordance with the foregoing provisions, the holder may be entitled to acquire.  
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(f) Distribution of Assets. In case the Company shall declare or make any distribution of its assets (including cash) to holders of Common 
Stock as a partial liquidating dividend, by way of return of capital or otherwise, then, after the date of record for determining shareholders 
entitled to such distribution, but prior to the date of distribution, the holder of this Warrant shall be entitled upon exercise of this Warrant for 
the purchase of any or all of the shares of Common Stock subject hereto, to receive the amount of such assets which would have been payable 
to the holder had such holder been the holder of such shares of Common Stock on the record date for the determination of shareholders entitled 
to such distribution.  

(g) Notice of Adjustment. Upon the occurrence of any event which requires any adjustment of the Exercise Price, then, and in each such case, 
the Company shall give notice thereof to the holder of this Warrant, which notice shall state the Exercise Price resulting from such adjustment 
and the increase or decrease in the number of Warrant Shares purchasable at such price upon exercise, setting forth in reasonable detail the 
method of calculation and the facts upon which such calculation is based. Such calculation shall be certified by the Chief Financial Officer of 
the Company.  

(h) Minimum Adjustment of Exercise Price. No adjustment of the Exercise Price shall be made in an amount of less than 1% of the Exercise 
Price in effect at the time such adjustment is otherwise required to be made, but any such lesser adjustment shall be carried forward and shall be 
made at the time and together with the next subsequent adjustment which, together with any adjustments so carried forward, shall amount to 
not less than 1% of such Exercise Price.  

(i) No Fractional Shares. No fractional shares of Common Stock are to be issued upon the exercise of this Warrant, but the Company shall pay 
a cash adjustment in respect of any fractional share which would otherwise be issuable in an amount equal to the same fraction of the Market 
Price of a share of Common Stock on the date of such exercise.  

(j) Other Notices. In case at any time:  

(i) the Company shall declare any dividend upon the Common Stock payable in shares of stock of any class or make any other distribution  
(including dividends or distributions payable in cash out of retained earnings) to the holders of the Common Stock;  

(ii) the Company shall offer for subscription pro rata to the holders of the Common Stock any additional shares of stock of any class or other 
rights;  

(iii) there shall be any capital reorganization of the Company, or reclassification of the Common Stock, or consolidation or merger of the 
Company with or into, or sale of all or substantially all its assets to, another corporation or entity; or  

(iv) there shall be a voluntary or involuntary dissolution, liquidation or winding up of the Company;  
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then, in each such case, the Company shall give to the holder of this Warrant  
(a) notice of the date on which the books of the Company shall close or a record shall be taken for determining the holders of Common Stock 
entitled to receive any such dividend, distribution, or subscription rights or for determining the holders of Common Stock entitled to vote in 
respect of any such reorganization, reclassification, consolidation, merger, sale, dissolution, liquidation or winding-up and (b) in the case of any 
such reorganization, reclassification, consolidation, merger, sale, dissolution, liquidation or winding-up, notice of the date (or, if not then 
known, a reasonable approximation thereof by the Company) when the same shall take place. Such notice shall also specify the date on which 
the holders of Common Stock shall be entitled to receive such dividend, distribution, or subscription rights or to exchange their Common Stock 
for stock or other securities or property deliverable upon such reorganization, reclassification, consolidation, merger, sale, dissolution, 
liquidation, or winding-up, as the case may be. Such notice shall be given at least 30 days prior to the record date or the date on which the 
Company's books are closed in respect thereto. Failure to give any such notice or any defect therein shall not affect the validity of the 
proceedings referred to in clauses (i), (ii), (iii) and (iv) above.  

(k) Certain Events. If any event occurs of the type contemplated by the adjustment provisions of this Paragraph 4 but not expressly provided for 
by such provisions, the Company will give notice of such event as provided in Paragraph 4(g) hereof, and the Company's Board of Directors 
will make an appropriate adjustment in the Exercise Price and the number of shares of Common Stock acquirable upon exercise of this Warrant 
so that the rights of the holder shall be neither enhanced nor diminished by such event.  

(l) Certain Definitions.  

(i) "Common Stock Deemed Outstanding" shall mean the number of shares of Common Stock actually outstanding (not including shares of 
Common Stock held in the treasury of the Company), plus (x) pursuant to Paragraph 4(b)(i) hereof, the maximum total number of shares of 
Common Stock issuable upon the exercise of Options, as of the date of such issuance or grant of such Options, if any, and (y) pursuant to 
Paragraph 4(b)(ii) hereof, the maximum total number of shares of Common Stock issuable upon conversion or exchange of Convertible 
Securities, as of the date of issuance of such Convertible Securities, if any.  

(ii) "Market Price," as of any date, (i) means the average of the last reported sale prices for the shares of Common Stock on the OTCBB for the 
five (5) Trading Days immediately preceding such date as reported by Bloomberg, or (ii) if the OTCBB is not the principal trading market for 
the shares of Common Stock, the average of the last reported sale prices on the principal trading market for the Common Stock during the same 
period as reported by Bloomberg, or (iii) if market value cannot be calculated as of such date on any of the foregoing bases, the Market Price 
shall be the fair market value as reasonably determined in good faith by (a) the Board of Directors of the Company or, at the option of a 
majority-in-interest of the holders of the outstanding Warrants by (b) an independent investment bank of nationally recognized standing in the 
valuation of businesses similar to the business of the corporation. The manner of determining the Market Price of the Common Stock set forth 
in the foregoing definition shall apply with respect to any other security in respect of which a determination as to market value must be made 
hereunder.  

(iii) "Common Stock," for purposes of this Paragraph 4, includes the Common Stock, par value $.001 per share, and any additional class of 
stock of the Company having no preference as to dividends or distributions on liquidation, provided that the shares purchasable pursuant to this 
Warrant shall include only shares of Common Stock, par value $.001 per share, in respect of which this Warrant is exercisable, or shares 
resulting from any subdivision or combination of such Common Stock, or in the case of any reorganization, reclassification, consolidation, 
merger, or sale of the character referred to in Paragraph 4(e) hereof, the stock or other securities or property provided for in such Paragraph.  
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5. Issue Tax. The issuance of certificates for Warrant Shares upon the exercise of this Warrant shall be made without charge to the holder of 
this Warrant or such shares for any issuance tax or other costs in respect thereof, provided that the Company shall not be required to pay any 
tax which may be payable in respect of any transfer involved in the issuance and delivery of any certificate in a name other than the holder of 
this Warrant.  

6. No Rights or Liabilities as a Shareholder. This Warrant shall not entitle the holder hereof to any voting rights or other rights as a shareholder 
of the Company. No provision of this Warrant, in the absence of affirmative action by the holder hereof to purchase Warrant Shares, and no 
mere enumeration herein of the rights or privileges of the holder hereof, shall give rise to any liability of such holder for the Exercise Price or 
as a shareholder of the Company, whether such liability is asserted by the Company or by creditors of the Company.  

7. Transfer, Exchange, and Replacement of Warrant.  

(a) Restriction on Transfer. This Warrant and the rights granted to the holder hereof are transferable, in whole or in part, upon surrender of this 
Warrant, together with a properly executed assignment in the form attached hereto, at the office or agency of the Company referred to in 
Paragraph 7(e) below, provided, however, that any transfer or assignment shall be subject to the conditions set forth in Paragraph 7(f) hereof 
and to the applicable provisions of the Securities Purchase Agreement. Until due presentment for registration of transfer on the books of the 
Company, the Company may treat the registered holder hereof as the owner and holder hereof for all purposes, and the Company shall not be 
affected by any notice to the contrary. Notwithstanding anything to the contrary contained herein, the registration rights described in Paragraph 
8 are assignable only in accordance with the provisions of that certain Registration Rights Agreement, dated October 24, 2005, by and among 
the Company and the other signatories thereto (the "Registration Rights Agreement").  

(b) Warrant Exchangeable for Different Denominations. This Warrant is exchangeable, upon the surrender hereof by the holder hereof at the 
office or agency of the Company referred to in Paragraph 7(e) below, for new Warrants of like tenor representing in the aggregate the right to 
purchase the number of shares of Common Stock which may be purchased hereunder, each of such new Warrants to represent the right to 
purchase such number of shares as shall be designated by the holder hereof at the time of such surrender.  

(c) Replacement of Warrant. Upon receipt of evidence reasonably satisfactory to the Company of the loss, theft, destruction, or mutilation of 
this Warrant and, in the case of any such loss, theft, or destruction, upon delivery of an indemnity agreement reasonably satisfactory in form 
and amount to the Company, or, in the case of any such mutilation, upon surrender and cancellation of this Warrant, the Company, at its 
expense, will execute and deliver, in lieu thereof, a new Warrant of like tenor.  

(d) Cancellation; Payment of Expenses. Upon the surrender of this Warrant in connection with any transfer, exchange, or replacement as 
provided in this Paragraph 7, this Warrant shall be promptly canceled by the Company. The Company shall pay all taxes (other than securities 
transfer taxes) and all other expenses (other than legal expenses, if any, incurred by the holder or transferees) and charges payable in 
connection with the preparation, execution, and delivery of Warrants pursuant to this Paragraph 7.  

-9-  



(e) Register. The Company shall maintain, at its principal executive offices (or such other office or agency of the Company as it may designate 
by notice to the holder hereof), a register for this Warrant, in which the Company shall record the name and address of the person in whose 
name this Warrant has been issued, as well as the name and address of each transferee and each prior owner of this Warrant.  

(f) Exercise or Transfer Without Registration. If, at the time of the surrender of this Warrant in connection with any exercise, transfer, or 
exchange of this Warrant, this Warrant (or, in the case of any exercise, the Warrant Shares issuable hereunder), shall not be registered under the 
Securities Act of 1933, as amended (the "Securities Act") and under applicable state securities or blue sky laws, the Company may require, as a 
condition of allowing such exercise, transfer, or exchange, (i) that the holder or transferee of this Warrant, as the case may be, furnish to the 
Company a written opinion of counsel, which opinion and counsel are acceptable to the Company, to the effect that such exercise, transfer, or 
exchange may be made without registration under said Act and under applicable state securities or blue sky laws, (ii) that the holder or 
transferee execute and deliver to the Company an investment letter in form and substance acceptable to the Company and (iii) that the 
transferee be an "accredited investor" as defined in Rule 501(a) promulgated under the Securities Act; provided that no such opinion, letter or 
status as an "accredited investor" shall be required in connection with a transfer pursuant to Rule 144 under the Securities Act. The first holder 
of this Warrant, by taking and holding the same, represents to the Company that such holder is acquiring this Warrant for investment and not 
with a view to the distribution thereof.  

8. Registration Rights. The initial holder of this Warrant (and certain assignees thereof) is entitled to the benefit of such registration rights in 
respect of the Warrant Shares as are set forth in Section 2 of the Registration Rights Agreement.  

9. Notices. All notices, requests, and other communications required or permitted to be given or delivered hereunder to the holder of this 
Warrant shall be in writing, and shall be personally delivered, or shall be sent by certified or registered mail or by recognized overnight mail 
courier, postage prepaid and addressed, to such holder at the address shown for such holder on the books of the Company, or at such other 
address as shall have been furnished to the Company by notice from such holder. All notices, requests, and other communications required or 
permitted to be given or delivered hereunder to the Company shall be in writing, and shall be personally delivered, or shall be sent by certified 
or registered mail or by recognized overnight mail courier, postage prepaid and addressed, to the office of the Company at 4625 Creekstone 
Drive, Suite 100, Research Triangle Park, Durham, North Carolina 27703, Attention:  
Chief Executive Officer, or at such other address as shall have been furnished to the holder of this Warrant by notice from the Company. Any 
such notice, request, or other communication may be sent by facsimile, but shall in such case be subsequently confirmed by a writing 
personally delivered or sent by certified or registered mail or by recognized overnight mail courier as provided above. All notices, requests, and 
other communications shall be deemed to have been given either at the time of the receipt thereof by the person entitled to receive such notice 
at the address of such person for purposes of this Paragraph 9, or, if mailed by registered or certified mail or with a recognized overnight mail 
courier upon deposit with the United States Post Office or such overnight mail courier, if postage is prepaid and the mailing is properly 
addressed, as the case may be.  
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10. Governing Law. THIS WARRANT SHALL BE ENFORCED, GOVERNED BY AND CONSTRUED IN ACCORDANCE WITH THE 
LAWS OF THE STATE OF NEW YORK APPLICABLE TO AGREEMENTS MADE AND TO BE PERFORMED ENTIRELY WITHIN 
SUCH STATE, WITHOUT REGARD TO THE PRINCIPLES OF CONFLICT OF LAWS. THE PARTIES HERETO HEREBY SUBMIT TO 
THE EXCLUSIVE JURISDICTION OF THE UNITED STATES FEDERAL COURTS LOCATED IN NEW YORK, NEW YORK WITH 
RESPECT TO ANY DISPUTE ARISING UNDER THIS WARRANT, THE AGREEMENTS ENTERED INTO IN CONNECTION 
HEREWITH OR THE TRANSACTIONS CONTEMPLATED HEREBY OR THEREBY. BOTH PARTIES IRREVOCABLY WAIVE THE 
DEFENSE OF AN INCONVENIENT FORUM TO THE MAINTENANCE OF SUCH SUIT OR PROCEEDING. BOTH PARTIES 
FURTHER AGREE THAT SERVICE OF PROCESS UPON A PARTY MAILED BY FIRST CLASS MAIL SHALL BE DEEMED IN 
EVERY RESPECT EFFECTIVE SERVICE OF PROCESS UPON THE PARTY IN ANY SUCH SUIT OR PROCEEDING. NOTHING 
HEREIN SHALL AFFECT EITHER PARTY'S RIGHT TO SERVE PROCESS IN ANY OTHER MANNER PERMITTED BY LAW. BOTH 
PARTIES AGREE THAT A FINAL NON-APPEALABLE JUDGMENT IN ANY SUCH SUIT OR PROCEEDING SHALL BE 
CONCLUSIVE AND MAY BE ENFORCED IN OTHER JURISDICTIONS BY SUIT ON SUCH JUDGMENT OR IN ANY OTHER 
LAWFUL MANNER. THE PARTY WHICH DOES NOT PREVAIL IN ANY DISPUTE ARISING UNDER THIS WARRANT SHALL BE 
RESPONSIBLE FOR ALL FEES AND EXPENSES, INCLUDING ATTORNEYS' FEES, INCURRED BY THE PREVAILING PARTY IN 
CONNECTION WITH SUCH DISPUTE.  

11. Miscellaneous.  

(a) Amendments. This Warrant and any provision hereof may only be amended by an instrument in writing signed by the Company and the 
holder hereof.  

(b) Descriptive Headings. The descriptive headings of the several paragraphs of this Warrant are inserted for purposes of reference only, and 
shall not affect the meaning or construction of any of the provisions hereof.  

(c) Cashless Exercise. Notwithstanding anything to the contrary contained in this Warrant, if the resale of the Warrant Shares by the holder is 
not then registered pursuant to an effective registration statement under the Securities Act, this Warrant may be exercised by presentation and 
surrender of this Warrant to the Company at its principal executive offices with a written notice of the holder's intention to effect a cashless 
exercise, including a calculation of the number of shares of Common Stock to be issued upon such exercise in accordance with the terms hereof 
(a "Cashless Exercise"). In the event of a Cashless Exercise, in lieu of paying the Exercise Price in cash, the holder shall surrender this Warrant 
for that number of shares of Common Stock determined by multiplying the number of Warrant Shares to which it would otherwise be entitled 
by a fraction, the numerator of which shall be the difference between the then current Market Price per share of the Common Stock and the 
Exercise Price, and the denominator of which shall be the then current Market Price per share of Common Stock. For example, if the holder is 
exercising 100,000 Warrants with a per Warrant exercise price of $0.75 per share through a cashless exercise when the Common Stock's 
current Market Price per share is $2.00 per share, then upon such Cashless Exercise the holder will receive 62,500 shares of Common Stock.  
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(d) Remedies. The Company acknowledges that a breach by it of its obligations hereunder will cause irreparable harm to the holder, by 
vitiating the intent and purpose of the transaction contemplated hereby. Accordingly, the Company acknowledges that the remedy at law for a 
breach of its obligations under this Warrant will be inadequate and agrees, in the event of a breach or threatened breach by the Company of the 
provisions of this Warrant, that the holder shall be entitled, in addition to all other available remedies at law or in equity, and in addition to the 
penalties assessable herein, to an injunction or injunctions restraining, preventing or curing any breach of this Warrant and to enforce 
specifically the terms and provisions thereof, without the necessity of showing economic loss and without any bond or other security being 
required.  

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]  
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IN WITNESS WHEREOF, the Company has caused this Warrant to be signed by its duly authorized officer.  

CYBERLUX CORPORATION  

 

Dated as of October 24, 2005  

By: /s/ DONALD F. EVANS 
    -------------------------- 
      Donald F. Evans 
      Chief Executive Officer 



Exhibit 4.10  

REGISTRATION RIGHTS AGREEMENT  

REGISTRATION RIGHTS AGREEMENT (this "Agreement"), dated as of October 24, 2005, by and among Cyberlux Corporation, a Nevada 
corporation with its headquarters located at 4625 Creekstone Drive, Suite 100, Research Triangle Park, Durham, North Carolina 27703 (the 
"Company"), and each of the undersigned (together with their respective affiliates and any assignee or transferee of all of their respective rights 
hereunder, the "Initial Investors").  

WHEREAS:  

A. In connection with the Securities Purchase Agreement by and among the parties hereto of even date herewith (the "Securities Purchase 
Agreement"), the Company has agreed, upon the terms and subject to the conditions contained therein, to issue and sell to the Initial Investors 
(i) secured convertible notes in the aggregate principal amount of up to Eight Hundred Thousand Dollars ($800,000) (the "Notes") that are 
convertible into shares of the Company's common stock (the "Common Stock"), upon the terms and subject to the limitations and conditions 
set forth in such Notes and (ii) warrants (the "Warrants") to acquire an aggregate of 800,000 shares of Common Stock, upon the terms and 
conditions and subject to the limitations and conditions set forth in the Warrants; and  

B. To induce the Initial Investors to execute and deliver the Securities Purchase Agreement, the Company has agreed to provide certain 
registration rights under the Securities Act of 1933, as amended, and the rules and regulations thereunder, or any similar successor statute 
(collectively, the "1933 Act"), and applicable state securities laws;  

NOW, THEREFORE, in consideration of the premises and the mutual covenants contained herein and other good and valuable consideration, 
the receipt and sufficiency of which are hereby acknowledged, the Company and each of the Initial Investors hereby agree as follows:  

1. DEFINITIONS.  

a. As used in this Agreement, the following terms shall have the following meanings:  

(i) "Investors" means the Initial Investors and any transferee or assignee who agrees to become bound by the provisions of this Agreement in 
accordance with Section 9 hereof.  

(ii) "register," "registered," and "registration" refer to a registration effected by preparing and filing a Registration Statement or Statements in 
compliance with the 1933 Act and pursuant to Rule 415 under the 1933 Act or any successor rule providing for offering securities on a 
continuous basis ("Rule 415"), and the declaration or ordering of effectiveness of such Registration Statement by the United States Securities 
and Exchange Commission (the "SEC").  



(iii) "Registrable Securities" means the Conversion Shares issued or issuable upon conversion or otherwise pursuant to the Notes including, 
without limitation, Damages Shares (as defined in the Notes) issued or issuable pursuant to the Notes, shares of Common Stock issued or 
issuable in payment of the Standard Liquidated Damages Amount (as defined in the Securities Purchase Agreement), shares issued or issuable 
in respect of interest or in redemption of the Notes in accordance with the terms thereof) and Warrant Shares issuable, upon exercise or 
otherwise pursuant to the Warrants, and any shares of capital stock issued or issuable as a dividend on or in exchange for or otherwise with 
respect to any of the foregoing.  

(iv) "Registration Statement" means a registration statement of the Company under the 1933 Act.  

b. Capitalized terms used herein and not otherwise defined herein shall have the respective meanings set forth in the Securities Purchase 
Agreement or the Convertible Note.  

2. REGISTRATION.  

a. Mandatory Registration. The Company shall prepare, and, on or prior to forty-five (45) days from the date of Closing (as defined in the 
Securities Purchase Agreement) (the "Filing Date"), file with the SEC a Registration Statement on Form S-3 (or, if Form S-3 is not then 
available, on such form of Registration Statement as is then available to effect a registration of the Registrable Securities, subject to the consent 
of the Initial Investors, which consent will not be unreasonably withheld) covering the resale of the Registrable Securities underlying the Notes 
and Warrants issued or issuable pursuant to the Securities Purchase Agreement, which Registration Statement, to the extent allowable under the 
1933 Act and the rules and regulations promulgated thereunder (including Rule 416), shall state that such Registration Statement also covers 
such indeterminate number of additional shares of Common Stock as may become issuable upon conversion of or otherwise pursuant to the 
Notes and exercise of the Warrants to prevent dilution resulting from stock splits, stock dividends or similar transactions. The number of shares 
of Common Stock initially included in such Registration Statement shall be no less than an amount equal to two (2) times the sum of the 
number of Conversion Shares that are then issuable upon conversion of the Notes and Additional Notes (based on the Variable Conversion 
Price as would then be in effect and assuming the Variable Conversion Price is the Conversion Price at such time), and the number of Warrant 
Shares that are then issuable upon exercise of the Warrants, without regard to any limitation on the Investor's ability to convert the Notes or 
exercise the Warrants. The Company acknowledges that the number of shares initially included in the Registration Statement represents a good 
faith estimate of the maximum number of shares issuable upon conversion of the Notes and upon exercise of the Warrants.  

b. Underwritten Offering. If any offering pursuant to a Registration Statement pursuant to Section 2(a) hereof involves an underwritten 
offering, the Investors who hold a majority in interest of the Registrable Securities subject to such underwritten offering, with the consent of a 
majority-in-interest of the Initial Investors, shall have the right to select one legal counsel and an investment banker or bankers and manager or 
managers to administer the offering, which investment banker or bankers or manager or managers shall be reasonably satisfactory to the 
Company.  
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c. Payments by the Company. The Company shall use its best efforts to obtain effectiveness of the Registration Statement as soon as 
practicable. If (i) the Registration Statement(s) covering the Registrable Securities required to be filed by the Company pursuant to Section 2(a) 
hereof is not filed by the Filing Date or declared effective by the SEC on or prior to ninety (90) days from the date of Closing (as defined in the 
Securities Purchase Agreement), or (ii) after the Registration Statement has been declared effective by the SEC, sales of all of the Registrable 
Securities cannot be made pursuant to the Registration Statement, or (iii) the Common Stock is not listed or included for quotation on the 
Nasdaq National Market ("Nasdaq"), the Nasdaq SmallCap Market ("Nasdaq SmallCap"), the New York Stock Exchange (the "NYSE") or the 
American Stock Exchange (the "AMEX") after being so listed or included for quotation, or (iv) the Common Stock ceases to be traded on the 
Over-the-Counter Bulletin Board (the "OTCBB") or any equivalent replacement exchange prior to being listed or included for quotation on one 
of the aforementioned markets, then the Company will make payments to the Investors in such amounts and at such times as shall be 
determined pursuant to this Section 2(c) as partial relief for the damages to the Investors by reason of any such delay in or reduction of their 
ability to sell the Registrable Securities (which remedy shall not be exclusive of any other remedies available at law or in equity). The 
Company shall pay to each holder of the Notes or Registrable Securities an amount equal to the then outstanding principal amount of the Notes 
(and, in the case of holders of Registrable Securities, the principal amount of Notes from which such Registrable Securities were converted) 
("Outstanding Principal Amount"), multiplied by the Applicable Percentage (as defined below) times the sum of: (i) the number of months 
(prorated for partial months) after the Filing Date or the end of the aforementioned ninety (90) day period and prior to the date the Registration 
Statement is declared effective by the SEC, provided, however, that there shall be excluded from such period any delays which are solely 
attributable to changes required by the Investors in the Registration Statement with respect to information relating to the Investors, including, 
without limitation, changes to the plan of distribution, or to the failure of the Investors to conduct their review of the Registration Statement 
pursuant to  
Section 3(h) below in a reasonably prompt manner; (ii) the number of months (prorated for partial months) that sales of all of the Registrable 
Securities cannot be made pursuant to the Registration Statement after the Registration Statement has been declared effective (including, 
without limitation, when sales cannot be made by reason of the Company's failure to properly supplement or amend the prospectus included 
therein in accordance with the terms of this Agreement, but excluding any days during an Allowed Delay (as defined in Section  
3(f)); and (iii) the number of months (prorated for partial months) that the Common Stock is not listed or included for quotation on the 
OTCBB, Nasdaq, Nasdaq SmallCap, NYSE or AMEX or that trading thereon is halted after the Registration Statement has been declared 
effective. The term "Applicable Percentage" means two hundredths (.02). (For example, if the Registration Statement becomes effective one (1) 
month after the end of such ninety (90) day period, the Company would pay $5,000 for each $250,000 of Outstanding Principal Amount. If 
thereafter, sales could not be made pursuant to the Registration Statement for an additional period of one (1) month, the Company would pay 
an additional $5,000 for each $250,000 of Outstanding Principal Amount.) Such amounts shall be paid in cash or, at the Company's option, in 
shares of Common Stock priced at the Conversion Price (as defined in the Notes) on such payment date.  
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d. Piggy-Back Registrations. Subject to the last sentence of this Section 2(d), if at any time prior to the expiration of the Registration Period (as 
hereinafter defined) the Company shall determine to file with the SEC a Registration Statement relating to an offering for its own account or 
the account of others under the 1933 Act of any of its equity securities (other than on Form S-4 or Form S-8 or their then equivalents relating to 
equity securities to be issued solely in connection with any acquisition of any entity or business or equity securities issuable in connection with 
stock option or other bona fide, employee benefit plans), the Company shall send to each Investor who is entitled to registration rights under 
this Section 2(d) written notice of such determination and, if within fifteen (15) days after the effective date of such notice, such Investor shall 
so request in writing, the Company shall include in such Registration Statement all or any part of the Registrable Securities such Investor 
requests to be registered, except that if, in connection with any underwritten public offering for the account of the Company the managing 
underwriter(s) thereof shall impose a limitation on the number of shares of Common Stock which may be included in the Registration 
Statement because, in such underwriter(s)' judgment, marketing or other factors dictate such limitation is necessary to facilitate public 
distribution, then the Company shall be obligated to include in such Registration Statement only such limited portion of the Registrable 
Securities with respect to which such Investor has requested inclusion hereunder as the underwriter shall permit. Any exclusion of Registrable 
Securities shall be made pro rata among the Investors seeking to include Registrable Securities in proportion to the number of Registrable 
Securities sought to be included by such Investors; provided, however, that the Company shall not exclude any Registrable Securities unless 
the Company has first excluded all outstanding securities, the holders of which are not entitled to inclusion of such securities in such 
Registration Statement or are not entitled to pro rata inclusion with the Registrable Securities; and provided, further, however, that, after giving 
effect to the immediately preceding proviso, any exclusion of Registrable Securities shall be made pro rata with holders of other securities 
having the right to include such securities in the Registration Statement other than holders of securities entitled to inclusion of their securities in 
such Registration Statement by reason of demand registration rights. No right to registration of Registrable Securities under this Section 2(d) 
shall be construed to limit any registration required under Section 2(a) hereof. If an offering in connection with which an Investor is entitled to 
registration under this Section 2(d) is an underwritten offering, then each Investor whose Registrable Securities are included in such 
Registration Statement shall, unless otherwise agreed by the Company, offer and sell such Registrable Securities in an underwritten offering 
using the same underwriter or underwriters and, subject to the provisions of this Agreement, on the same terms and conditions as other shares 
of Common Stock included in such underwritten offering. Notwithstanding anything to the contrary set forth herein, the registration rights of 
the Investors pursuant to this Section 2(d) shall only be available in the event the Company fails to timely file, obtain effectiveness or maintain 
effectiveness of any Registration Statement to be filed pursuant to  
Section 2(a) in accordance with the terms of this Agreement.  

e. Eligibility for Form S-3, SB-2 or S-1; Conversion to Form S-3. The Company represents and warrants that it meets the requirements for the 
use of Form S-3, SB-2 or S-1 for registration of the sale by the Initial Investors and any other Investors of the Registrable Securities. The 
Company agrees to file all reports required to be filed by the Company with the SEC in a timely manner so as to remain eligible or become 
eligible, as the case may be, and thereafter to maintain its eligibility, for the use of Form S-3. If the Company is not currently eligible to use 
Form S-3, not later than five (5) business days after the Company first meets the registration eligibility and transaction requirements for the use 
of Form S-3 (or any successor form) for registration of the offer and sale by the Initial Investors and any other Investors of Registrable 
Securities, the Company shall file a Registration Statement on Form S-3 (or such successor form) with respect to the Registrable Securities 
covered by the Registration Statement on Form SB-2 or Form S-1, whichever is applicable, filed pursuant to Section 2(a) (and include in such 
Registration Statement on Form S-3 the information required by Rule 429 under the 1933 Act) or convert the Registration Statement on Form 
SB-2 or Form S-1, whichever is applicable, filed pursuant to Section 2(a) to a Form S-3 pursuant to Rule 429 under the 1933 Act and cause 
such Registration Statement (or such amendment) to be declared effective no later than forty-five (45) days after filing. In the event of a breach 
by the Company of the provisions of this  
Section 2(e), the Company will be required to make payments pursuant to Section 2(c) hereof.  

4  



3. OBLIGATIONS OF THE COMPANY.  

In connection with the registration of the Registrable Securities, the Company shall have the following obligations:  

a. The Company shall prepare promptly, and file with the SEC not later than the Filing Date, a Registration Statement with respect to the 
number of Registrable Securities provided in Section 2(a), and thereafter use its best efforts to cause such Registration Statement relating to 
Registrable Securities to become effective as soon as possible after such filing but in no event later than ninety (90) days from the date of 
Closing), and keep the Registration Statement effective pursuant to Rule 415 at all times until such date as is the earlier of (i) the date on which 
all of the Registrable Securities have been sold and (ii) the date on which the Registrable Securities (in the opinion of counsel to the Initial 
Investors) may be immediately sold to the public without registration or restriction (including, without limitation, as to volume by each holder 
thereof) under the 1933 Act (the "Registration Period"), which Registration Statement (including any amendments or supplements thereto and 
prospectuses contained therein) shall not contain any untrue statement of a material fact or omit to state a material fact required to be stated 
therein, or necessary to make the statements therein not misleading.  

b. The Company shall prepare and file with the SEC such amendments (including post-effective amendments) and supplements to the 
Registration Statements and the prospectus used in connection with the Registration Statements as may be necessary to keep the Registration 
Statements effective at all times during the Registration Period, and, during such period, comply with the provisions of the 1933 Act with 
respect to the disposition of all Registrable Securities of the Company covered by the Registration Statements until such time as all of such 
Registrable Securities have been disposed of in accordance with the intended methods of disposition by the seller or sellers thereof as set forth 
in the Registration Statements. In the event the number of shares available under a Registration Statement filed pursuant to this Agreement is 
insufficient to cover all of the Registrable Securities issued or issuable upon conversion of the Notes and exercise of the Warrants, the 
Company shall amend the Registration Statement, or file a new Registration Statement (on the short form available therefor, if applicable), or 
both, so as to cover all of the Registrable Securities, in each case, as soon as practicable, but in any event within fifteen (15) days after the 
necessity therefor arises (based on the market price of the Common Stock and other relevant factors on which the Company reasonably elects 
to rely). The Company shall use its best efforts to cause such amendment and/or new Registration Statement to become effective as soon as 
practicable following the filing thereof, but in any event within thirty (30) days after the date on which the Company reasonably first 
determines (or reasonably should have determined) the need therefor. The provisions of Section 2(c) above shall be applicable with respect to 
such obligation, with the ninety  
(90) days running from the day the Company reasonably first determines (or reasonably should have determined) the need therefor.  
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c. The Company shall furnish to each Investor whose Registrable Securities are included in a Registration Statement and its legal counsel (i) 
promptly (but in no event more than two (2) business days) after the same is prepared and publicly distributed, filed with the SEC, or received 
by the Company, one copy of each Registration Statement and any amendment thereto, each preliminary prospectus and prospectus and each 
amendment or supplement thereto, and, in the case of the Registration Statement referred to in Section  
2(a), each letter written by or on behalf of the Company to the SEC or the staff of the SEC, and each item of correspondence from the SEC or 
the staff of the SEC, in each case relating to such Registration Statement (other than any portion of any thereof which contains information for 
which the Company has sought confidential treatment), and (ii) promptly (but in no event more than two  
(2) business days) after the Registration Statement is declared effective by the SEC, such number of copies of a prospectus, including a 
preliminary prospectus, and all amendments and supplements thereto and such other documents as such Investor may reasonably request in 
order to facilitate the disposition of the Registrable Securities owned by such Investor. The Company will immediately notify each Investor by 
facsimile of the effectiveness of each Registration Statement or any post-effective amendment. The Company will promptly (but in no event 
more than five (5) business days) respond to any and all comments received from the SEC (which comments shall promptly be made available 
to the Investors upon request), with a view towards causing each Registration Statement or any amendment thereto to be declared effective by 
the SEC as soon as practicable, shall promptly file an acceleration request as soon as practicable (but in no event more than two (2) business 
days) following the resolution or clearance of all SEC comments or, if applicable, following notification by the SEC that any such Registration 
Statement or any amendment thereto will not be subject to review and shall promptly file with the SEC a final prospectus as soon as practicable 
(but in no event more than two (2) business days) following receipt by the Company from the SEC of an order declaring the Registration 
Statement effective. In the event of a breach by the Company of the provisions of this  
Section 3(c), the Company will be required to make payments pursuant to Section 2(c) hereof.  

d. The Company shall use reasonable efforts to (i) register and qualify the Registrable Securities covered by the Registration Statements under 
such other securities or "blue sky" laws of such jurisdictions in the United States as the Investors who hold a majority in interest of the 
Registrable Securities being offered reasonably request, (ii) prepare and file in those jurisdictions such amendments (including post-effective 
amendments) and supplements to such registrations and qualifications as may be necessary to maintain the effectiveness thereof during the 
Registration Period, (iii) take such other actions as may be necessary to maintain such registrations and qualifications in effect at all times 
during the Registration Period, and (iv) take all other actions reasonably necessary or advisable to qualify the Registrable Securities for sale in 
such jurisdictions; provided, however, that the Company shall not be required in connection therewith or as a condition thereto to (a) qualify to 
do business in any jurisdiction where it would not otherwise be required to qualify but for this Section 3(d), (b) subject itself to general taxation 
in any such jurisdiction, (c) file a general consent to service of process in any such jurisdiction, (d) provide any undertakings that cause the 
Company undue expense or burden, or (e) make any change in its charter or bylaws, which in each case the Board of Directors of the Company 
determines to be contrary to the best interests of the Company and its shareholders.  
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e. In the event Investors who hold a majority-in-interest of the Registrable Securities being offered in the offering (with the approval of a 
majority-in-interest of the Initial Investors) select underwriters for the offering, the Company shall enter into and perform its obligations under 
an underwriting agreement, in usual and customary form, including, without limitation, customary indemnification and contribution 
obligations, with the underwriters of such offering.  

f. As promptly as practicable after becoming aware of such event, the Company shall notify each Investor of the happening of any event, of 
which the Company has knowledge, as a result of which the prospectus included in any Registration Statement, as then in effect, includes an 
untrue statement of a material fact or omission to state a material fact required to be stated therein or necessary to make the statements therein 
not misleading, and use its best efforts promptly to prepare a supplement or amendment to any Registration Statement to correct such untrue 
statement or omission, and deliver such number of copies of such supplement or amendment to each Investor as such Investor may reasonably 
request; provided that, for not more than ten (10) consecutive trading days (or a total of not more than twenty (20) trading days in any twelve  
(12) month period), the Company may delay the disclosure of material non-public information concerning the Company (as well as prospectus 
or Registration Statement updating) the disclosure of which at the time is not, in the good faith opinion of the Company, in the best interests of 
the Company (an "Allowed Delay"); provided, further, that the Company shall promptly (i) notify the Investors in writing of the existence of 
(but in no event, without the prior written consent of an Investor, shall the Company disclose to such investor any of the facts or circumstances 
regarding) material non-public information giving rise to an Allowed Delay and (ii) advise the Investors in writing to cease all sales under such 
Registration Statement until the end of the Allowed Delay. Upon expiration of the Allowed Delay, the Company shall again be bound by the 
first sentence of this Section 3(f) with respect to the information giving rise thereto.  

g. The Company shall use its best efforts to prevent the issuance of any stop order or other suspension of effectiveness of any Registration 
Statement, and, if such an order is issued, to obtain the withdrawal of such order at the earliest possible moment and to notify each Investor 
who holds Registrable Securities being sold (or, in the event of an underwritten offering, the managing underwriters) of the issuance of such 
order and the resolution thereof.  

h. The Company shall permit a single firm of counsel designated by the Initial Investors to review such Registration Statement and all 
amendments and supplements thereto (as well as all requests for acceleration or effectiveness thereof) a reasonable period of time prior to their 
filing with the SEC, and not file any document in a form to which such counsel reasonably objects and will not request acceleration of such 
Registration Statement without prior notice to such counsel. The sections of such Registration Statement covering information with respect to 
the Investors, the Investor's beneficial ownership of securities of the Company or the Investors intended method of disposition of Registrable 
Securities shall conform to the information provided to the Company by each of the Investors.  
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i. The Company shall make generally available to its security holders as soon as practicable, but not later than ninety (90) days after the close 
of the period covered thereby, an earnings statement (in form complying with the provisions of Rule 158 under the 1933 Act) covering a 
twelve-month period beginning not later than the first day of the Company's fiscal quarter next following the effective date of the Registration 
Statement.  

j. At the request of any Investor, the Company shall furnish, on the date that Registrable Securities are delivered to an underwriter, if any, for 
sale in connection with any Registration Statement or, if such securities are not being sold by an underwriter, on the date of effectiveness 
thereof (i) an opinion, dated as of such date, from counsel representing the Company for purposes of such Registration Statement, in form, 
scope and substance as is customarily given in an underwritten public offering, addressed to the underwriters, if any, and the Investors and (ii) 
a letter, dated such date, from the Company's independent certified public accountants in form and substance as is customarily given by 
independent certified public accountants to underwriters in an underwritten public offering, addressed to the underwriters, if any, and the 
Investors.  

k. The Company shall make available for inspection by (i) any Investor, (ii) any underwriter participating in any disposition pursuant to a 
Registration Statement, (iii) one firm of attorneys and one firm of accountants or other agents retained by the Initial Investors, (iv) one firm of 
attorneys and one firm of accountants or other agents retained by all other Investors, and (v) one firm of attorneys retained by all such 
underwriters (collectively, the "Inspectors") all pertinent financial and other records, and pertinent corporate documents and properties of the 
Company, including without limitation, records of conversions by other holders of convertible securities issued by the Company and the 
issuance of stock to such holders pursuant to the conversions (collectively, the "Records"), as shall be reasonably deemed necessary by each 
Inspector to enable each Inspector to exercise its due diligence responsibility, and cause the Company's officers, directors and employees to 
supply all information which any Inspector may reasonably request for purposes of such due diligence; provided, however, that each Inspector 
shall hold in confidence and shall not make any disclosure (except to an Investor) of any Record or other information which the Company 
determines in good faith to be confidential, and of which determination the Inspectors are so notified, unless  
(a) the disclosure of such Records is necessary to avoid or correct a misstatement or omission in any Registration Statement, (b) the release of 
such Records is ordered pursuant to a subpoena or other order from a court or government body of competent jurisdiction, or (c) the 
information in such Records has been made generally available to the public other than by disclosure in violation of this or any other 
agreement. The Company shall not be required to disclose any confidential information in such Records to any Inspector until and unless such 
Inspector shall have entered into confidentiality agreements (in form and substance satisfactory to the Company) with the Company with 
respect thereto, substantially in the form of this Section 3(k). Each Investor agrees that it shall, upon learning that disclosure of such Records is 
sought in or by a court or governmental body of competent jurisdiction or through other means, give prompt notice to the Company and allow 
the Company, at its expense, to undertake appropriate action to prevent disclosure of, or to obtain a protective order for, the Records deemed 
confidential. Nothing herein (or in any other confidentiality agreement between the Company and any Investor) shall be deemed to limit the 
Investor's ability to sell Registrable Securities in a manner which is otherwise consistent with applicable laws and regulations.  
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l. The Company shall hold in confidence and not make any disclosure of information concerning an Investor provided to the Company unless  
(i) disclosure of such information is necessary to comply with federal or state securities laws, (ii) the disclosure of such information is 
necessary to avoid or correct a misstatement or omission in any Registration Statement, (iii) the release of such information is ordered pursuant 
to a subpoena or other order from a court or governmental body of competent jurisdiction, or (iv) such information has been made generally 
available to the public other than by disclosure in violation of this or any other agreement. The Company agrees that it shall, upon learning that 
disclosure of such information concerning an Investor is sought in or by a court or governmental body of competent jurisdiction or through 
other means, give prompt notice to such Investor prior to making such disclosure, and allow the Investor, at its expense, to undertake 
appropriate action to prevent disclosure of, or to obtain a protective order for, such information.  

m. The Company shall (i) cause all the Registrable Securities covered by the Registration Statement to be listed on each national securities 
exchange on which securities of the same class or series issued by the Company are then listed, if any, if the listing of such Registrable 
Securities is then permitted under the rules of such exchange, or (ii) to the extent the securities of the same class or series are not then listed on 
a national securities exchange, secure the designation and quotation, of all the Registrable Securities covered by the Registration Statement on 
Nasdaq or, if not eligible for Nasdaq, on Nasdaq SmallCap or, if not eligible for Nasdaq or Nasdaq SmallCap, on the OTCBB and, without 
limiting the generality of the foregoing, to arrange for at least two market makers to register with the National Association of Securities 
Dealers, Inc. ("NASD") as such with respect to such Registrable Securities.  

n. The Company shall provide a transfer agent and registrar, which may be a single entity, for the Registrable Securities not later than the 
effective date of the Registration Statement.  

o. The Company shall cooperate with the Investors who hold Registrable Securities being offered and the managing underwriter or 
underwriters, if any, to facilitate the timely preparation and delivery of certificates (not bearing any restrictive legends) representing Registrable 
Securities to be offered pursuant to a Registration Statement and enable such certificates to be in such denominations or amounts, as the case 
may be, as the managing underwriter or underwriters, if any, or the Investors may reasonably request and registered in such names as the 
managing underwriter or underwriters, if any, or the Investors may request, and, within three (3) business days after a Registration Statement 
which includes Registrable Securities is ordered effective by the SEC, the Company shall deliver, and shall cause legal counsel selected by the 
Company to deliver, to the transfer agent for the Registrable Securities (with copies to the Investors whose Registrable Securities are included 
in such Registration Statement) an instruction in the form attached hereto as Exhibit 1 and an opinion of such counsel in the form attached 
hereto as Exhibit 2.  
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p. At the request of the holders of a majority-in-interest of the Registrable Securities, the Company shall prepare and file with the SEC such 
amendments (including post-effective amendments) and supplements to a Registration Statement and any prospectus used in connection with 
the Registration Statement as may be necessary in order to change the plan of distribution set forth in such Registration Statement.  

q. From and after the date of this Agreement, the Company shall not, and shall not agree to, allow the holders of any securities of the Company 
to include any of their securities in any Registration Statement under  
Section 2(a) hereof or any amendment or supplement thereto under Section 3(b) hereof without the consent of the holders of a majority-in-
interest of the Registrable Securities.  

r. The Company shall take all other reasonable actions necessary to expedite and facilitate disposition by the Investors of Registrable Securities 
pursuant to a Registration Statement.  

4. OBLIGATIONS OF THE INVESTORS.  

In connection with the registration of the Registrable Securities, the Investors shall have the following obligations:  

a. It shall be a condition precedent to the obligations of the Company to complete the registration pursuant to this Agreement with respect to the 
Registrable Securities of a particular Investor that such Investor shall furnish to the Company such information regarding itself, the Registrable 
Securities held by it and the intended method of disposition of the Registrable Securities held by it as shall be reasonably required to effect the 
registration of such Registrable Securities and shall execute such documents in connection with such registration as the Company may 
reasonably request. At least three (3) business days prior to the first anticipated filing date of the Registration Statement, the Company shall 
notify each Investor of the information the Company requires from each such Investor.  

b. Each Investor, by such Investor's acceptance of the Registrable Securities, agrees to cooperate with the Company as reasonably requested by 
the Company in connection with the preparation and filing of the Registration Statements hereunder, unless such Investor has notified the 
Company in writing of such Investor's election to exclude all of such Investor's Registrable Securities from the Registration Statements.  

c. In the event Investors holding a majority-in-interest of the Registrable Securities being registered (with the approval of the Initial Investors) 
determine to engage the services of an underwriter, each Investor agrees to enter into and perform such Investor's obligations under an 
underwriting agreement, in usual and customary form, including, without limitation, customary indemnification and contribution obligations, 
with the managing underwriter of such offering and take such other actions as are reasonably required in order to expedite or facilitate the 
disposition of the Registrable Securities, unless such Investor has notified the Company in writing of such Investor's election to exclude all of 
such Investor's Registrable Securities from such Registration Statement.  
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d. Each Investor agrees that, upon receipt of any notice from the Company of the happening of any event of the kind described in Section 3(f) 
or 3(g), such Investor will immediately discontinue disposition of Registrable Securities pursuant to the Registration Statement covering such 
Registrable Securities until such Investor's receipt of the copies of the supplemented or amended prospectus contemplated by Section 3(f) or 3
(g) and, if so directed by the Company, such Investor shall deliver to the Company (at the expense of the Company) or destroy (and deliver to 
the Company a certificate of destruction) all copies in such Investor's possession, of the prospectus covering such Registrable Securities current 
at the time of receipt of such notice.  

e. No Investor may participate in any underwritten registration hereunder unless such Investor (i) agrees to sell such Investor's Registrable 
Securities on the basis provided in any underwriting arrangements in usual and customary form entered into by the Company, (ii) completes 
and executes all questionnaires, powers of attorney, indemnities, underwriting agreements and other documents reasonably required under the 
terms of such underwriting arrangements, and (iii) agrees to pay its pro rata share of all underwriting discounts and commissions and any 
expenses in excess of those payable by the Company pursuant to Section 5 below.  

5. EXPENSES OF REGISTRATION.  

All reasonable expenses, other than underwriting discounts and commissions, incurred in connection with registrations, filings or qualifications 
pursuant to Sections 2 and 3, including, without limitation, all registration, listing and qualification fees, printers and accounting fees, the fees 
and disbursements of counsel for the Company, and the reasonable fees and disbursements of one counsel selected by the Initial Investors 
pursuant to Sections 2(b) and 3(h) hereof shall be borne by the Company.  

6. INDEMNIFICATION.  

In the event any Registrable Securities are included in a Registration Statement under this Agreement:  

a. To the extent permitted by law, the Company will indemnify, hold harmless and defend (i) each Investor who holds such Registrable 
Securities, (ii) the directors, officers, partners, employees, agents and each person who controls any Investor within the meaning of the 1933 
Act or the Securities Exchange Act of 1934, as amended (the "1934 Act"), if any, (iii) any underwriter (as defined in the 1933 Act) for the 
Investors, and (iv) the directors, officers, partners, employees and each person who controls any such underwriter within the meaning of the 
1933 Act or the 1934 Act, if any (each, an "Indemnified Person"), against any joint or several losses, claims, damages, liabilities or expenses 
(collectively, together with actions, proceedings or inquiries by any regulatory or self-regulatory organization, whether commenced or 
threatened, in respect thereof, "Claims") to which any of them may become subject insofar as such Claims arise out of or are based upon: (i) 
any untrue statement or alleged untrue statement of a material fact in a Registration Statement or the omission or alleged omission to state 
therein a material fact required to be stated or necessary to make the statements therein not misleading; (ii) any untrue statement or alleged 
untrue statement of a material fact  
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contained in any preliminary prospectus if used prior to the effective date of such Registration Statement, or contained in the final prospectus 
(as amended or supplemented, if the Company files any amendment thereof or supplement thereto with the SEC) or the omission or alleged 
omission to state therein any material fact necessary to make the statements made therein, in light of the circumstances under which the 
statements therein were made, not misleading; or  
(iii) any violation or alleged violation by the Company of the 1933 Act, the 1934 Act, any other law, including, without limitation, any state 
securities law, or any rule or regulation thereunder relating to the offer or sale of the Registrable Securities (the matters in the foregoing clauses 
(i) through (iii) being, collectively, "Violations"). Subject to the restrictions set forth in  
Section 6(c) with respect to the number of legal counsel, the Company shall reimburse the Indemnified Person, promptly as such expenses are 
incurred and are due and payable, for any reasonable legal fees or other reasonable expenses incurred by them in connection with investigating 
or defending any such Claim. Notwithstanding anything to the contrary contained herein, the indemnification agreement contained in this 
Section 6(a): (i) shall not apply to a Claim arising out of or based upon a Violation which occurs in reliance upon and in conformity with 
information furnished in writing to the Company by any Indemnified Person or underwriter for such Indemnified Person expressly for use in 
connection with the preparation of such Registration Statement or any such amendment thereof or supplement thereto, if such prospectus was 
timely made available by the Company pursuant to Section 3(c) hereof; (ii) shall not apply to amounts paid in settlement of any Claim if such 
settlement is effected without the prior written consent of the Company, which consent shall not be unreasonably withheld; and  
(iii) with respect to any preliminary prospectus, shall not inure to the benefit of any Indemnified Person if the untrue statement or omission of 
material fact contained in the preliminary prospectus was corrected on a timely basis in the prospectus, as then amended or supplemented, such 
corrected prospectus was timely made available by the Company pursuant to Section 3(c) hereof, and the Indemnified Person was promptly 
advised in writing not to use the incorrect prospectus prior to the use giving rise to a Violation and such Indemnified Person, notwithstanding 
such advice, used it. Such indemnity shall remain in full force and effect regardless of any investigation made by or on behalf of the 
Indemnified Person and shall survive the transfer of the Registrable Securities by the Investors pursuant to Section 9.  

b. In connection with any Registration Statement in which an Investor is participating, each such Investor agrees severally and not jointly to 
indemnify, hold harmless and defend, to the same extent and in the same manner set forth in Section 6(a), the Company, each of its directors, 
each of its officers who signs the Registration Statement, each person, if any, who controls the Company within the meaning of the 1933 Act or 
the 1934 Act, any underwriter and any other shareholder selling securities pursuant to the Registration Statement or any of its directors or 
officers or any person who controls such shareholder or underwriter within the meaning of the 1933 Act or the 1934 Act (collectively and 
together with an Indemnified Person, an "Indemnified Party"), against any Claim to which any of them may become subject, under the 1933 
Act, the 1934 Act or otherwise, insofar as such Claim arises out of or is based upon any Violation by such Investor, in each case to the extent 
(and only to the extent) that such Violation occurs in reliance upon and in conformity with written information furnished to the Company by 
such Investor expressly for use in connection with such Registration Statement; and subject to  
Section 6(c) such Investor will reimburse any legal or other expenses (promptly as such expenses are incurred and are due and payable) 
reasonably incurred by them in connection with investigating or defending any such Claim; provided,  
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however, that the indemnity agreement contained in this Section 6(b) shall not apply to amounts paid in settlement of any Claim if such 
settlement is effected without the prior written consent of such Investor, which consent shall not be unreasonably withheld; provided, further, 
however, that the Investor shall be liable under this Agreement (including this Section 6(b) and Section 7) for only that amount as does not 
exceed the net proceeds to such Investor as a result of the sale of Registrable Securities pursuant to such Registration Statement. Such 
indemnity shall remain in full force and effect regardless of any investigation made by or on behalf of such Indemnified Party and shall survive 
the transfer of the Registrable Securities by the Investors pursuant to Section 9. Notwithstanding anything to the contrary contained herein, the 
indemnification agreement contained in this Section 6(b) with respect to any preliminary prospectus shall not inure to the benefit of any 
Indemnified Party if the untrue statement or omission of material fact contained in the preliminary prospectus was corrected on a timely basis 
in the prospectus, as then amended or supplemented.  

c. Promptly after receipt by an Indemnified Person or Indemnified Party under this Section 6 of notice of the commencement of any action 
(including any governmental action), such Indemnified Person or Indemnified Party shall, if a Claim in respect thereof is to be made against 
any indemnifying party under this Section 6, deliver to the indemnifying party a written notice of the commencement thereof, and the 
indemnifying party shall have the right to participate in, and, to the extent the indemnifying party so desires, jointly with any other 
indemnifying party similarly noticed, to assume control of the defense thereof with counsel mutually satisfactory to the indemnifying party and 
the Indemnified Person or the Indemnified Party, as the case may be; provided, however, that an Indemnified Person or Indemnified Party shall 
have the right to retain its own counsel with the fees and expenses to be paid by the indemnifying party, if, in the reasonable opinion of counsel 
retained by the indemnifying party, the representation by such counsel of the Indemnified Person or Indemnified Party and the indemnifying 
party would be inappropriate due to actual or potential differing interests between such Indemnified Person or Indemnified Party and any other 
party represented by such counsel in such proceeding. The indemnifying party shall pay for only one separate legal counsel for the Indemnified 
Persons or the Indemnified Parties, as applicable, and such legal counsel shall be selected by Investors holding a majority-in-interest of the 
Registrable Securities included in the Registration Statement to which the Claim relates (with the approval of a majority-in-interest of the 
Initial Investors), if the Investors are entitled to indemnification hereunder, or the Company, if the Company is entitled to indemnification 
hereunder, as applicable. The failure to deliver written notice to the indemnifying party within a reasonable time of the commencement of any 
such action shall not relieve such indemnifying party of any liability to the Indemnified Person or Indemnified Party under this Section 6, 
except to the extent that the indemnifying party is actually prejudiced in its ability to defend such action. The indemnification required by this 
Section 6 shall be made by periodic payments of the amount thereof during the course of the investigation or defense, as such expense, loss, 
damage or liability is incurred and is due and payable.  

7. CONTRIBUTION.  

To the extent any indemnification by an indemnifying party is prohibited or limited by law, the indemnifying party agrees to make the 
maximum contribution with respect to any amounts for which it would otherwise be liable under Section 6 to the fullest extent permitted by 
law; provided, however, that  
(i) no contribution shall be made under circumstances where the maker would not have been liable for indemnification under the fault standards 
set forth in  
Section 6, (ii) no seller of Registrable Securities guilty of fraudulent misrepresentation (within the meaning of Section 11(f) of the 1933 Act) 
shall be entitled to contribution from any seller of Registrable Securities who was not guilty of such fraudulent misrepresentation, and (iii)
contribution (together with any indemnification or other obligations under this Agreement) by any seller of Registrable Securities shall be 
limited in amount to the net amount of proceeds received by such seller from the sale of such Registrable Securities.  

13  



8. REPORTS UNDER THE 1934 ACT.  

With a view to making available to the Investors the benefits of Rule 144 promulgated under the 1933 Act or any other similar rule or 
regulation of the SEC that may at any time permit the investors to sell securities of the Company to the public without registration ("Rule 
144"), the Company agrees to:  

a. make and keep public information available, as those terms are understood and defined in Rule 144;  

b. file with the SEC in a timely manner all reports and other documents required of the Company under the 1933 Act and the 1934 Act so long 
as the Company remains subject to such requirements (it being understood that nothing herein shall limit the Company's obligations under 
Section 4(c) of the Securities Purchase Agreement) and the filing of such reports and other documents is required for the applicable provisions 
of Rule 144; and  

c. furnish to each Investor so long as such Investor owns Registrable Securities, promptly upon request, (i) a written statement by the Company 
that it has complied with the reporting requirements of Rule 144, the 1933 Act and the 1934 Act, (ii) a copy of the most recent annual or 
quarterly report of the Company and such other reports and documents so filed by the Company, and (iii) such other information as may be 
reasonably requested to permit the Investors to sell such securities pursuant to Rule 144 without registration.  

9. ASSIGNMENT OF REGISTRATION RIGHTS.  

The rights under this Agreement shall be automatically assignable by the Investors to any transferee of all or any portion of Registrable 
Securities if:  
(i) the Investor agrees in writing with the transferee or assignee to assign such rights, and a copy of such agreement is furnished to the 
Company within a reasonable time after such assignment, (ii) the Company is, within a reasonable time after such transfer or assignment, 
furnished with written notice of (a) the name and address of such transferee or assignee, and (b) the securities with respect to which such 
registration rights are being transferred or assigned,  
(iii) following such transfer or assignment, the further disposition of such securities by the transferee or assignee is restricted under the 1933 
Act and applicable state securities laws, (iv) at or before the time the Company receives the written notice contemplated by clause (ii) of this 
sentence, the transferee or assignee agrees in writing with the Company to be bound by all of the provisions contained herein, (v) such transfer 
shall have been made in accordance with the applicable requirements of the Securities Purchase Agreement, and (vi) such transferee shall be an 
"accredited investor" as that term defined in Rule 501 of Regulation D promulgated under the 1933 Act.  
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10. AMENDMENT OF REGISTRATION RIGHTS.  

Provisions of this Agreement may be amended and the observance thereof may be waived (either generally or in a particular instance and either 
retroactively or prospectively), only with written consent of the Company, each of the Initial Investors (to the extent such Initial Investor still 
owns Registrable Securities) and Investors who hold a majority interest of the Registrable Securities. Any amendment or waiver effected in 
accordance with this Section 10 shall be binding upon each Investor and the Company.  

11. MISCELLANEOUS.  

a. A person or entity is deemed to be a holder of Registrable Securities whenever such person or entity owns of record such Registrable 
Securities. If the Company receives conflicting instructions, notices or elections from two or more persons or entities with respect to the same 
Registrable Securities, the Company shall act upon the basis of instructions, notice or election received from the registered owner of such 
Registrable Securities.  

b. Any notices required or permitted to be given under the terms hereof shall be sent by certified or registered mail (return receipt requested) or 
delivered personally or by courier (including a recognized overnight delivery service) or by facsimile and shall be effective five days after 
being placed in the mail, if mailed by regular United States mail, or upon receipt, if delivered personally or by courier (including a recognized 
overnight delivery service) or by facsimile, in each case addressed to a party. The addresses for such communications shall be:  

If to the Company:  

Cyberlux Corporation  
4625 Creekstone Drive, Suite 100  

Research Triangle Park  
Durham, North Carolina 27703  

Attention: Chief Executive Officer  
Telephone: 919-474-9700  
Facsimile: 919-474-9712  

With a copy to:  

Cyberlux Corporation  
241 Lamplighter Lane  

Marietta, Georgia 30067  
Attention: John W. Ringo, Esq.  

Telephone: 770-952-1904  
Facsimile: 770-952-0894  

15  



If to an Investor: to the address set forth immediately below such Investor's name on the signature pages to the Securities Purchase Agreement.  

With a copy to:  

Ballard Spahr Andrews & Ingersoll, LLP 1735 Market Street 51st Floor  
Philadelphia, Pennsylvania 19103 Attention: Gerald J. Guarcini, Esq.  

Telephone: 215-865-8625  
Facsimile: 215-864-8999  

Email: guarcini@ballardspahr.com  

c. Failure of any party to exercise any right or remedy under this Agreement or otherwise, or delay by a party in exercising such right or 
remedy, shall not operate as a waiver thereof.  

d. THIS AGREEMENT SHALL BE ENFORCED, GOVERNED BY AND CONSTRUED IN ACCORDANCE WITH THE LAWS OF THE 
STATE OF NEW YORK APPLICABLE TO AGREEMENTS MADE AND TO BE PERFORMED ENTIRELY WITHIN SUCH STATE, 
WITHOUT REGARD TO THE PRINCIPLES OF CONFLICT OF LAWS. THE PARTIES HERETO HEREBY SUBMIT TO THE 
EXCLUSIVE JURISDICTION OF THE UNITED STATES FEDERAL COURTS LOCATED NEW YORK, NEW YORK WITH RESPECT 
TO ANY DISPUTE ARISING UNDER THIS AGREEMENT, THE AGREEMENTS ENTERED INTO IN CONNECTION HEREWITH OR 
THE TRANSACTIONS CONTEMPLATED HEREBY OR THEREBY. BOTH PARTIES IRREVOCABLY WAIVE THE DEFENSE OF AN 
INCONVENIENT FORUM TO THE MAINTENANCE OF SUCH SUIT OR PROCEEDING. BOTH PARTIES FURTHER AGREE THAT 
SERVICE OF PROCESS UPON A PARTY MAILED BY FIRST CLASS MAIL SHALL BE DEEMED IN EVERY RESPECT EFFECTIVE 
SERVICE OF PROCESS UPON THE PARTY IN ANY SUCH SUIT OR PROCEEDING. NOTHING HEREIN SHALL AFFECT EITHER 
PARTY'S RIGHT TO SERVE PROCESS IN ANY OTHER MANNER PERMITTED BY LAW. BOTH PARTIES AGREE THAT A FINAL 
NON-APPEALABLE JUDGMENT IN ANY SUCH SUIT OR PROCEEDING SHALL BE CONCLUSIVE AND MAY BE ENFORCED IN 
OTHER JURISDICTIONS BY SUIT ON SUCH JUDGMENT OR IN ANY OTHER LAWFUL MANNER. THE PARTY WHICH DOES 
NOT PREVAIL IN ANY DISPUTE ARISING UNDER THIS AGREEMENT SHALL BE RESPONSIBLE FOR ALL FEES AND 
EXPENSES, INCLUDING ATTORNEYS' FEES, INCURRED BY THE PREVAILING PARTY IN CONNECTION WITH SUCH 
DISPUTE.  

e. In the event that any provision of this Agreement is invalid or unenforceable under any applicable statute or rule of law, then such provision 
shall be deemed inoperative to the extent that it may conflict therewith and shall be deemed modified to conform with such statute or rule of 
law. Any provision hereof which may prove invalid or unenforceable under any law shall not affect the validity or enforceability of any other 
provision hereof.  
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f. This Agreement, the Notes, the Warrants and the Securities Purchase Agreement (including all schedules and exhibits thereto) constitute the 
entire agreement among the parties hereto with respect to the subject matter hereof and thereof. There are no restrictions, promises, warranties 
or undertakings, other than those set forth or referred to herein and therein. This Agreement and the Securities Purchase Agreement supersede 
all prior agreements and understandings among the parties hereto with respect to the subject matter hereof and thereof.  

g. Subject to the requirements of Section 9 hereof, this Agreement shall be binding upon and inure to the benefit of the parties and their 
successors and assigns.  

h. The headings in this Agreement are for convenience of reference only and shall not form part of, or affect the interpretation of, this 
Agreement.  

i. This Agreement may be executed in two or more counterparts, each of which shall be deemed an original but all of which shall constitute one 
and the same agreement and shall become effective when counterparts have been signed by each party and delivered to the other party. This 
Agreement, once executed by a party, may be delivered to the other party hereto by facsimile transmission of a copy of this Agreement bearing 
the signature of the party so delivering this Agreement.  

j. Each party shall do and perform, or cause to be done and performed, all such further acts and things, and shall execute and deliver all such 
other agreements, certificates, instruments and documents, as the other party may reasonably request in order to carry out the intent and 
accomplish the purposes of this Agreement and the consummation of the transactions contemplated hereby.  

k. Except as otherwise provided herein, all consents and other determinations to be made by the Investors pursuant to this Agreement shall be 
made by Investors holding a majority of the Registrable Securities, determined as if the all of the Notes then outstanding have been converted 
into for Registrable Securities.  

l. The Company acknowledges that a breach by it of its obligations hereunder will cause irreparable harm to each Investor by vitiating the 
intent and purpose of the transactions contemplated hereby. Accordingly, the Company acknowledges that the remedy at law for breach of its 
obligations under this Agreement will be inadequate and agrees, in the event of a breach or threatened breach by the Company of any of the 
provisions under this Agreement, that each Investor shall be entitled, in addition to all other available remedies in law or in equity, and in 
addition to the penalties assessable herein, to an injunction or injunctions restraining, preventing or curing any breach of this Agreement and to 
enforce specifically the terms and provisions hereof, without the necessity of showing economic loss and without any bond or other security 
being required.  

m. The language used in this Agreement will be deemed to be the language chosen by the parties to express their mutual intent, and no rules of 
strict construction will be applied against any party.  

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]  
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IN WITNESS WHEREOF, the Company and the undersigned Initial Investors have caused this Agreement to be duly executed as of the date 
first above written.  

CYBERLUX CORPORATION  

 

AJW PARTNERS, LLC  
By: SMS Group, LLC  

 

AJW OFFSHORE, LTD.  
By: First Street Manager II, LLC  

 

AJW QUALIFIED PARTNERS, LLC  
By: AJW Manager, LLC  

 

NEW MILLENNIUM CAPITAL PARTNERS, II, LLC  
By: First Street Manager II, LLC  

 

/s/ DONALD F. EVANS 
----------------------------------- 
Donald F. Evans 
Chief Executive Officer 

/s/ COREY S. RIBOTSKY 
----------------------------------- 
Corey S. Ribotsky 
Manager 

/s/ COREY S. RIBOTSKY 
----------------------------------- 
Corey S. Ribotsky 
Manager 

/s/ COREY S. RIBOTSKY 
----------------------------------- 
Corey S. Ribotsky 
Manager 

/s/ COREY S. RIBOTSKY 
----------------------------------- 
Corey S. Ribotsky 
Manager 



Exhibit 4.11  

SECURITY AGREEMENT  

SECURITY AGREEMENT (this "Agreement"), dated as of October 24, 2004, by and among Cyberlux Corporation, a Nevada corporation 
("Company"), and the secured parties signatory hereto and their respective endorsees, transferees and assigns (collectively, the "Secured 
Party").  

W I T N E S S E T H:  

WHEREAS, pursuant to a Securities Purchase Agreement, dated the date hereof, between Company and the Secured Party (the "Purchase 
Agreement"), Company has agreed to issue to the Secured Party and the Secured Party has agreed to purchase from Company certain of 
Company's 10% Secured Convertible Notes, due two years from the date of issue (the "Notes"), which are convertible into shares of Company's 
Common Stock, par value $.001 per share (the "Common Stock"). In connection therewith, Company shall issue the Secured Party certain 
Common Stock purchase warrants (the "Warrants"); and  

WHEREAS, in order to induce the Secured Party to purchase the Notes, Company has agreed to execute and deliver to the Secured Party this 
Agreement for the benefit of the Secured Party and to grant to it a first priority security interest in certain property of Company to secure the 
prompt payment, performance and discharge in full of all of Company's obligations under the Notes and exercise and discharge in full of 
Company's obligations under the Warrants.  

NOW, THEREFORE, in consideration of the agreements herein contained and for other good and valuable consideration, the receipt and 
sufficiency of which is hereby acknowledged, the parties hereto hereby agree as follows:  

1. Certain Definitions. As used in this Agreement, the following terms shall have the meanings set forth in this Section 1. Terms used but not 
otherwise defined in this Agreement that are defined in Article 9 of the UCC (such as "general intangibles" and "proceeds") shall have the 
respective meanings given such terms in Article 9 of the UCC.  

(a) "Collateral" means the collateral in which the Secured Party is granted a security interest by this Agreement and which shall include the 
following, whether presently owned or existing or hereafter acquired or coming into existence, and all additions and accessions thereto and all 
substitutions and replacements thereof, and all proceeds, products and accounts thereof, including, without limitation, all proceeds from the sale 
or transfer of the Collateral and of insurance covering the same and of any tort claims in connection therewith:  

(i) All Goods of the Company, including, without limitations, all machinery, equipment, computers, motor vehicles, trucks, tanks, boats, ships, 
appliances, furniture, special and general tools, fixtures, test and quality control devices and other equipment of every kind and nature and 
wherever situated, together with all documents of title and documents representing the same, all additions and accessions thereto, replacements 
therefor, all parts therefor, and all substitutes for any of the foregoing and all other items used and useful in connection with the Company's 
businesses and all improvements thereto (collectively, the "Equipment");  

and  



(ii) All Inventory of the Company; and  

(iii) All of the Company's contract rights and general intangibles, including, without limitation, all partnership interests, stock or other 
securities, licenses, distribution and other agreements, computer software development rights, leases, franchises, customer lists, quality control 
procedures, grants and rights, goodwill, trademarks, service marks, trade styles, trade names, patents, patent applications, copyrights, deposit 
accounts, and income tax refunds (collectively, the "General Intangibles"); and  

(iv) All Receivables of the Company including all insurance proceeds, and rights to refunds or indemnification whatsoever owing, together 
with all instruments, all documents of title representing any of the foregoing, all rights in any merchandising, goods, equipment, motor vehicles 
and trucks which any of the same may represent, and all right, title, security and guaranties with respect to each Receivable, including any right 
of stoppage in transit; and  

(v) All of the Company's documents, instruments and chattel paper, files, records, books of account, business papers, computer programs and 
the products and proceeds of all of the foregoing Collateral set forth in clauses  
(i)-(iv) above.  

(b) "Company" shall mean, collectively, Company and all of the subsidiaries of Company, a list of which is contained in Schedule A, attached 
hereto.  

(c) "Obligations" means all of the Company's obligations under this Agreement and the Notes, in each case, whether now or hereafter existing, 
voluntary or involuntary, direct or indirect, absolute or contingent, liquidated or unliquidated, whether or not jointly owed with others, and 
whether or not from time to time decreased or extinguished and later decreased, created or incurred, and all or any portion of such obligations 
or liabilities that are paid, to the extent all or any part of such payment is avoided or recovered directly or indirectly from the Secured Party as a 
preference, fraudulent transfer or otherwise as such obligations may be amended, supplemented, converted, extended or modified from time to 
time.  

(d) "UCC" means the Uniform Commercial Code, as currently in effect in the State of New York.  

2. Grant of Security Interest. As an inducement for the Secured Party to purchase the Notes and to secure the complete and timely payment, 
performance and discharge in full, as the case may be, of all of the Obligations, the Company hereby, unconditionally and irrevocably, pledges, 
grants and hypothecates to the Secured Party, a continuing security interest in, a continuing first lien upon, an unqualified right to possession 
and disposition of and a right of set-off against, in each case to the fullest extent permitted by law, all of the Company's right, title and interest 
of whatsoever kind and nature in and to the Collateral (the "Security Interest").  
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3. Representations, Warranties, Covenants and Agreements of the Company. The Company represents and warrants to, and covenants and 
agrees with, the Secured Party as follows:  

(a) The Company has the requisite corporate power and authority to enter into this Agreement and otherwise to carry out its obligations 
thereunder. The execution, delivery and performance by the Company of this Agreement and the filings contemplated therein have been duly 
authorized by all necessary action on the part of the Company and no further action is required by the Company. This Agreement constitutes a 
legal, valid and binding obligation of the Company enforceable in accordance with its terms, except as enforceability may be limited by 
bankruptcy, insolvency, reorganization, moratorium or similar laws affecting the enforcement of creditor's rights generally.  

(b) The Company represents and warrants that it has no place of business or offices where its respective books of account and records are kept 
(other than temporarily at the offices of its attorneys or accountants) or places where Collateral is stored or located, except as set forth on 
Schedule A attached hereto;  

(c) The Company is the sole owner of the Collateral (except for non-exclusive licenses granted by the Company in the ordinary course of 
business), free and clear of any liens, security interests, encumbrances, rights or claims, and is fully authorized to grant the Security Interest in 
and to pledge the Collateral. There is not on file in any governmental or regulatory authority, agency or recording office an effective financing 
statement, security agreement, license or transfer or any notice of any of the foregoing (other than those that have been filed in favor of the 
Secured Party pursuant to this Agreement) covering or affecting any of the Collateral. So long as this Agreement shall be in effect, the 
Company shall not execute and shall not knowingly permit to be on file in any such office or agency any such financing statement or other 
document or instrument (except to the extent filed or recorded in favor of the Secured Party pursuant to the terms of this Agreement).  

(d) No part of the Collateral has been judged invalid or unenforceable. No written claim has been received that any Collateral or the Company's 
use of any Collateral violates the rights of any third party. There has been no adverse decision to the Company's claim of ownership rights in or 
exclusive rights to use the Collateral in any jurisdiction or to the Company's right to keep and maintain such Collateral in full force and effect, 
and there is no proceeding involving said rights pending or, to the best knowledge of the Company, threatened before any court, judicial body, 
administrative or regulatory agency, arbitrator or other governmental authority.  

(e) The Company shall at all times maintain its books of account and records relating to the Collateral at its principal place of business and its 
Collateral at the locations set forth on Schedule A attached hereto and may not relocate such books of account and records or tangible 
Collateral unless it delivers to the Secured Party at least 30 days prior to such relocation (i) written notice of such relocation and the new 
location thereof (which must be within the United States) and (ii) evidence that appropriate financing statements and other necessary 
documents have been filed and recorded and other steps have been taken to perfect the Security Interest to create in favor of the Secured Party 
valid, perfected and continuing first priority liens in the Collateral.  
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(f) This Agreement creates in favor of the Secured Party a valid security interest in the Collateral securing the payment and performance of the 
Obligations and, upon making the filings described in the immediately following sentence, a perfected first priority security interest in such 
Collateral. Except for the filing of financing statements on Form-1 under the UCC with the jurisdictions indicated on Schedule B, attached 
hereto, no authorization or approval of or filing with or notice to any governmental authority or regulatory body is required either (i) for the 
grant by the Company of, or the effectiveness of, the Security Interest granted hereby or for the execution, delivery and performance of this 
Agreement by the Company or (ii) for the perfection of or exercise by the Secured Party of its rights and remedies hereunder.  

(g) On the date of execution of this Agreement, the Company will deliver to the Secured Party one or more executed UCC financing statements 
on Form-1 with respect to the Security Interest for filing with the jurisdictions indicated on Schedule B, attached hereto and in such other 
jurisdictions as may be requested by the Secured Party.  

(h) The execution, delivery and performance of this Agreement does not conflict with or cause a breach or default, or an event that with or 
without the passage of time or notice, shall constitute a breach or default, under any agreement to which the Company is a party or by which 
the Company is bound. No consent (including, without limitation, from stock holders or creditors of the Company) is required for the Company 
to enter into and perform its obligations hereunder.  

(i) The Company shall at all times maintain the liens and Security Interest provided for hereunder as valid and perfected first priority liens and 
security interests in the Collateral in favor of the Secured Party until this Agreement and the Security Interest hereunder shall terminate 
pursuant to  
Section 11. The Company hereby agrees to defend the same against any and all persons. The Company shall safeguard and protect all 
Collateral for the account of the Secured Party. At the request of the Secured Party, the Company will sign and deliver to the Secured Party at 
any time or from time to time one or more financing statements pursuant to the UCC (or any other applicable statute) in form reasonably 
satisfactory to the Secured Party and will pay the cost of filing the same in all public offices wherever filing is, or is deemed by the Secured 
Party to be, necessary or desirable to effect the rights and obligations provided for herein. Without limiting the generality of the foregoing, the 
Company shall pay all fees, taxes and other amounts necessary to maintain the Collateral and the Security Interest hereunder, and the Company 
shall obtain and furnish to the Secured Party from time to time, upon demand, such releases and/or subordinations of claims and liens which 
may be required to maintain the priority of the Security Interest hereunder.  

(j) The Company will not transfer, pledge, hypothecate, encumber, license (except for non-exclusive licenses granted by the Company in the 
ordinary course of business), sell or otherwise dispose of any of the Collateral without the prior written consent of the Secured Party.  
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(k) The Company shall keep and preserve its Equipment, Inventory and other tangible Collateral in good condition, repair and order and shall 
not operate or locate any such Collateral (or cause to be operated or located) in any area excluded from insurance coverage.  

(l) The Company shall, within ten (10) days of obtaining knowledge thereof, advise the Secured Party promptly, in sufficient detail, of any 
substantial change in the Collateral, and of the occurrence of any event which would have a material adverse effect on the value of the 
Collateral or on the Secured Party's security interest therein.  

(m) The Company shall promptly execute and deliver to the Secured Party such further deeds, mortgages, assignments, security agreements, 
financing statements or other instruments, documents, certificates and assurances and take such further action as the Secured Party may from 
time to time request and may in its sole discretion deem necessary to perfect, protect or enforce its security interest in the Collateral including, 
without limitation, the execution and delivery of a separate security agreement with respect to the Company's intellectual property ("Intellectual 
Property Security Agreement") in which the Secured Party has been granted a security interest hereunder, substantially in a form acceptable to 
the Secured Party, which Intellectual Property Security Agreement, other than as stated therein, shall be subject to all of the terms and 
conditions hereof.  

(n) The Company shall permit the Secured Party and its representatives and agents to inspect the Collateral at any time, and to make copies of 
records pertaining to the Collateral as may be requested by the Secured Party from time to time.  

(o) The Company will take all steps reasonably necessary to diligently pursue and seek to preserve, enforce and collect any rights, claims, 
causes of action and accounts receivable in respect of the Collateral.  

(p) The Company shall promptly notify the Secured Party in sufficient detail upon becoming aware of any attachment, garnishment, execution 
or other legal process levied against any Collateral and of any other information received by the Company that may materially affect the value 
of the Collateral, the Security Interest or the rights and remedies of the Secured Party hereunder.  

(q) All information heretofore, herein or hereafter supplied to the Secured Party by or on behalf of the Company with respect to the Collateral 
is accurate and complete in all material respects as of the date furnished.  

(r) Schedule A attached hereto contains a list of all of the subsidiaries of Company.  

4. Defaults. The following events shall be "Events of Default":  

(a) The occurrence of an Event of Default (as defined in the Notes) under the Notes;  
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(b) Any representation or warranty of the Company in this Agreement or in the Intellectual Property Security Agreement shall prove to have 
been incorrect in any material respect when made;  

(c) The failure by the Company to observe or perform any of its obligations hereunder or in the Intellectual Property Security Agreement for 
ten  
(10) days after receipt by the Company of notice of such failure from the Secured Party; and  

(d) Any breach of, or default under, the Warrants.  

5. Duty To Hold In Trust. Upon the occurrence of any Event of Default and at any time thereafter, the Company shall, upon receipt by it of any 
revenue, income or other sums subject to the Security Interest, whether payable pursuant to the Notes or otherwise, or of any check, draft, note, 
trade acceptance or other instrument evidencing an obligation to pay any such sum, hold the same in trust for the Secured Party and shall 
forthwith endorse and transfer any such sums or instruments, or both, to the Secured Party for application to the satisfaction of the Obligations.  

6. Rights and Remedies Upon Default. Upon occurrence of any Event of Default and at any time thereafter, the Secured Party shall have the 
right to exercise all of the remedies conferred hereunder and under the Notes, and the Secured Party shall have all the rights and remedies of a 
secured party under the UCC and/or any other applicable law (including the Uniform Commercial Code of any jurisdiction in which any 
Collateral is then located). Without limitation, the Secured Party shall have the following rights and powers:  

(a) The Secured Party shall have the right to take possession of the Collateral and, for that purpose, enter, with the aid and assistance of any 
person, any premises where the Collateral, or any part thereof, is or may be placed and remove the same, and the Company shall assemble the 
Collateral and make it available to the Secured Party at places which the Secured Party shall reasonably select, whether at the Company's 
premises or elsewhere, and make available to the Secured Party, without rent, all of the Company's respective premises and facilities for the 
purpose of the Secured Party taking possession of, removing or putting the Collateral in saleable or disposable form.  

(b) The Secured Party shall have the right to operate the business of the Company using the Collateral and shall have the right to assign, sell, 
lease or otherwise dispose of and deliver all or any part of the Collateral, at public or private sale or otherwise, either with or without special 
conditions or stipulations, for cash or on credit or for future delivery, in such parcel or parcels and at such time or times and at such place or 
places, and upon such terms and conditions as the Secured Party may deem commercially reasonable, all without (except as shall be required 
by applicable statute and cannot be waived) advertisement or demand upon or notice to the Company or right of redemption of the Company, 
which are hereby expressly waived. Upon each such sale, lease, assignment or other transfer of Collateral, the Secured Party may, unless 
prohibited by applicable law which cannot be waived, purchase all or any part of the Collateral being sold, free from and discharged of all 
trusts, claims, right of redemption and equities of the Company, which are hereby waived and released.  
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7. Applications of Proceeds. The proceeds of any such sale, lease or other disposition of the Collateral hereunder shall be applied first, to the 
expenses of retaking, holding, storing, processing and preparing for sale, selling, and the like (including, without limitation, any taxes, fees and 
other costs incurred in connection therewith) of the Collateral, to the reasonable attorneys' fees and expenses incurred by the Secured Party in 
enforcing its rights hereunder and in connection with collecting, storing and disposing of the Collateral, and then to satisfaction of the 
Obligations, and to the payment of any other amounts required by applicable law, after which the Secured Party shall pay to the Company any 
surplus proceeds. If, upon the sale, license or other disposition of the Collateral, the proceeds thereof are insufficient to pay all amounts to 
which the Secured Party is legally entitled, the Company will be liable for the deficiency, together with interest thereon, at the rate of 15% per 
annum (the "Default Rate"), and the reasonable fees of any attorneys employed by the Secured Party to collect such deficiency. To the extent 
permitted by applicable law, the Company waives all claims, damages and demands against the Secured Party arising out of the repossession, 
removal, retention or sale of the Collateral, unless due to the gross negligence or willful misconduct of the Secured Party.  

8. Costs and Expenses. The Company agrees to pay all out-of-pocket fees, costs and expenses incurred in connection with any filing required 
hereunder, including without limitation, any financing statements, continuation statements, partial releases and/or termination statements 
related thereto or any expenses of any searches reasonably required by the Secured Party. The Company shall also pay all other claims and 
charges which in the reasonable opinion of the Secured Party might prejudice, imperil or otherwise affect the Collateral or the Security Interest 
therein. The Company will also, upon demand, pay to the Secured Party the amount of any and all reasonable expenses, including the 
reasonable fees and expenses of its counsel and of any experts and agents, which the Secured Party may incur in connection with (i) the 
enforcement of this Agreement, (ii) the custody or preservation of, or the sale of, collection from, or other realization upon, any of the 
Collateral, or (iii) the exercise or enforcement of any of the rights of the Secured Party under the Notes. Until so paid, any fees payable 
hereunder shall be added to the principal amount of the Notes and shall bear interest at the Default Rate.  

9. Responsibility for Collateral. The Company assumes all liabilities and responsibility in connection with all Collateral, and the obligations of 
the Company hereunder or under the Notes and the Warrants shall in no way be affected or diminished by reason of the loss, destruction, 
damage or theft of any of the Collateral or its unavailability for any reason.  

10. Security Interest Absolute. All rights of the Secured Party and all Obligations of the Company hereunder, shall be absolute and 
unconditional, irrespective of: (a) any lack of validity or enforceability of this Agreement, the Notes, the Warrants or any agreement entered 
into in connection with the foregoing, or any portion hereof or thereof; (b) any change in the time, manner or place of payment or performance 
of, or in any other term of, all or any of the Obligations, or any other amendment or waiver of or any consent to any departure from the Notes, 
the Warrants or any other agreement entered into in connection with the foregoing; (c) any exchange, release or nonperfection of any of the 
Collateral, or any release or amendment or waiver of or consent to departure from any other collateral for, or any guaranty, or any other 
security, for all or any of the Obligations; (d) any action by the Secured Party to obtain, adjust, settle and cancel in its sole discretion any 
insurance claims or matters made or arising in connection with the Collateral; or (e) any other circumstance which might otherwise constitute 
any legal or equitable defense available to the Company, or a discharge of all or any part of the Security Interest granted hereby. Until the 
Obligations shall have been paid and performed in full, the rights of the Secured Party shall continue even if the Obligations are barred for any 
reason, including, without limitation, the running of the statute of limitations or bankruptcy. The Company expressly waives presentment, 
protest, notice of protest, demand, notice of nonpayment and demand for performance. In the event that at any time any transfer of any 
Collateral or any payment received by the Secured Party hereunder shall be deemed by final order of a court of competent jurisdiction to have 
been a voidable preference or fraudulent conveyance under the bankruptcy or insolvency laws of the United States, or shall be deemed to be 
otherwise due to any party other than the Secured Party, then, in any such event, the Company's obligations hereunder shall survive 
cancellation of this Agreement, and shall not be discharged or satisfied by any prior payment thereof and/or cancellation of this Agreement, but 
shall remain a valid and binding obligation enforceable in accordance with the terms and provisions hereof. The Company waives all right to 
require the Secured Party to proceed against any other person or to apply any Collateral which the Secured Party may hold at any time, or to 
marshal assets, or to pursue any other remedy. The Company waives any defense arising by reason of the application of the statute of 
limitations to any obligation secured hereby.  
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11. Term of Agreement. This Agreement and the Security Interest shall terminate on the date on which all payments under the Notes have been 
made in full and all other Obligations have been paid or discharged. Upon such termination, the Secured Party, at the request and at the expense 
of the Company, will join in executing any termination statement with respect to any financing statement executed and filed pursuant to this 
Agreement.  

12. Power of Attorney; Further Assurances.  

(a) The Company authorizes the Secured Party, and does hereby make, constitute and appoint it, and its respective officers, agents, successors 
or assigns with full power of substitution, as the Company's true and lawful attorney-in-fact, with power, in its own name or in the name of the 
Company, to, after the occurrence and during the continuance of an Event of Default, (i) endorse any notes, checks, drafts, money orders, or 
other instruments of payment (including payments payable under or in respect of any policy of insurance) in respect of the Collateral that may 
come into possession of the Secured Party;  
(ii) to sign and endorse any UCC financing statement or any invoice, freight or express bill, bill of lading, storage or warehouse receipts, drafts 
against debtors, assignments, verifications and notices in connection with accounts, and other documents relating to the Collateral; (iii) to pay 
or discharge taxes, liens, security interests or other encumbrances at any time levied or placed on or threatened against the Collateral; (iv) to 
demand, collect, receipt for, compromise, settle and sue for monies due in respect of the Collateral; and (v) generally, to do, at the option of the 
Secured Party, and at the Company's expense, at any time, or from time to time, all acts and things which the Secured Party deems necessary to 
protect, preserve and realize upon the Collateral and the Security Interest granted therein in order to effect the intent of this Agreement, the 
Notes and the Warrants, all as fully and effectually as the Company might or could do; and the Company hereby ratifies all that said attorney 
shall lawfully do or cause to be done by virtue hereof. This power of attorney is coupled with an interest and shall be irrevocable for the term of 
this Agreement and thereafter as long as any of the Obligations shall be outstanding.  
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(b) On a continuing basis, the Company will make, execute, acknowledge, deliver, file and record, as the case may be, in the proper filing and 
recording places in any jurisdiction, including, without limitation, the jurisdictions indicated on Schedule B, attached hereto, all such 
instruments, and take all such action as may reasonably be deemed necessary or advisable, or as reasonably requested by the Secured Party, to 
perfect the Security Interest granted hereunder and otherwise to carry out the intent and purposes of this Agreement, or for assuring and 
confirming to the Secured Party the grant or perfection of a security interest in all the Collateral.  

(c) The Company hereby irrevocably appoints the Secured Party as the Company's attorney-in-fact, with full authority in the place and stead of 
the Company and in the name of the Company, from time to time in the Secured Party's discretion, to take any action and to execute any 
instrument which the Secured Party may deem necessary or advisable to accomplish the purposes of this Agreement, including the filing, in its 
sole discretion, of one or more financing or continuation statements and amendments thereto, relative to any of the Collateral without the 
signature of the Company where permitted by law.  

13. Notices. All notices, requests, demands and other communications hereunder shall be in writing, with copies to all the other parties hereto, 
and shall be deemed to have been duly given when (i) if delivered by hand, upon receipt, (ii) if sent by facsimile, upon receipt of proof of 
sending thereof,  
(iii) if sent by nationally recognized overnight delivery service (receipt requested), the next business day or (iv) if mailed by first-class 
registered or certified mail, return receipt requested, postage prepaid, four days after posting in the U.S. mails, in each case if delivered to the 
following addresses:  

 

Facsimile: 770-952-0894  
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If to the Company:                 Cyberlux Corpora tion 
                                   4625 Creekstone Drive, Suite 100 
                                   Research Triangl e Park 
                                   Durham, North Ca rolina 27703 
                                   Attention:  Chie f Executive Officer  
                                   Telephone:  919- 474-9700 
                                   Facsimile:   919 -474-9712 
 
With a copy to:                    Cyberlux Corpora tion 
                                   241 Lamplighter Lane 
                                   Marietta, Georgi a  30067 
                                   Attention:  John  W. Ringo, Esq. 
                                   Telephone:  770- 952-1904 



 

14. Other Security. To the extent that the Obligations are now or hereafter secured by property other than the Collateral or by the guarantee, 
endorsement or property of any other person, firm, corporation or other entity, then the Secured Party shall have the right, in its sole discretion, 
to pursue, relinquish, subordinate, modify or take any other action with respect thereto, without in any way modifying or affecting any of the 
Secured Party's rights and remedies hereunder.  

15. Miscellaneous.  

(a) No course of dealing between the Company and the Secured Party, nor any failure to exercise, nor any delay in exercising, on the part of the 
Secured Party, any right, power or privilege hereunder or under the Notes shall operate as a waiver thereof; nor shall any single or partial 
exercise of any right, power or privilege hereunder or thereunder preclude any other or further exercise thereof or the exercise of any other 
right, power or privilege.  

(b) All of the rights and remedies of the Secured Party with respect to the Collateral, whether established hereby or by the Notes or by any 
other agreements, instruments or documents or by law shall be cumulative and may be exercised singly or concurrently.  

(c) This Agreement constitutes the entire agreement of the parties with respect to the subject matter hereof and is intended to supersede all prior 
negotiations, understandings and agreements with respect thereto. Except as specifically set forth in this Agreement, no provision of this 
Agreement may be modified or amended except by a written agreement specifically referring to this Agreement and signed by the parties 
hereto.  

(d) In the event that any provision of this Agreement is held to be invalid, prohibited or unenforceable in any jurisdiction for any reason, unless 
such provision is narrowed by judicial construction, this Agreement shall, as to such jurisdiction, be construed as if such invalid, prohibited or 
unenforceable provision had been more narrowly drawn so as not to be invalid, prohibited or unenforceable. If, notwithstanding the foregoing, 
any provision of this Agreement is held to be invalid, prohibited or unenforceable in any jurisdiction, such provision, as to such jurisdiction, 
shall be ineffective to the extent of such invalidity, prohibition or unenforceability without invalidating the remaining portion of such provision 
or the other provisions of this Agreement and without affecting the validity or enforceability of such provision or the other provisions of this 
Agreement in any other jurisdiction.  
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If to the Secured Party:           AJW Partners, LL C 
                                   AJW Offshore, Lt d. 
                                   AJW Qualified Pa rtners, LLC 
                                   New Millennium C apital Partners II, LLC  
                                   1044 Northern Bo ulevard 
                                   Suite 302 
                                   Roslyn, New York   11576 
                                   Attention:  Core y Ribotsky 
                                   Facsimile:  516- 739-7115 
 
With a copy to:                    Ballard Spahr An drews & Ingersoll, LLP 
                                   1735 Market Stre et, 51st Floor 
                                   Philadelphia, Pe nnsylvania  19103 
                                   Attention:  Gera ld J. Guarcini, Esq. 
                                   Facsimile:  215- 864-8999 



(e) No waiver of any breach or default or any right under this Agreement shall be considered valid unless in writing and signed by the party 
giving such waiver, and no such waiver shall be deemed a waiver of any subsequent breach or default or right, whether of the same or similar 
nature or otherwise.  

(f) This Agreement shall be binding upon and inure to the benefit of each party hereto and its successors and assigns.  

(g) Each party shall take such further action and execute and deliver such further documents as may be necessary or appropriate in order to 
carry out the provisions and purposes of this Agreement.  

(h) This Agreement shall be construed in accordance with the laws of the State of New York, except to the extent the validity, perfection or 
enforcement of a security interest hereunder in respect of any particular Collateral which are governed by a jurisdiction other than the State of 
New York in which case such law shall govern. Each of the parties hereto irrevocably submit to the exclusive jurisdiction of any New York 
State or United States Federal court sitting in Manhattan county over any action or proceeding arising out of or relating to this Agreement, and 
the parties hereto hereby irrevocably agree that all claims in respect of such action or proceeding may be heard and determined in such New 
York State or Federal court. The parties hereto agree that a final judgment in any such action or proceeding shall be conclusive and may be 
enforced in other jurisdictions by suit on the judgment or in any other manner provided by law. The parties hereto further waive any objection 
to venue in the State of New York and any objection to an action or proceeding in the State of New York on the basis of forum non conveniens. 

(i) EACH PARTY HERETO HEREBY AGREES TO WAIVE ITS RESPECTIVE RIGHTS TO A JURY TRIAL OF ANY CLAIM OR 
CAUSE OF ACTION BASED UPON OR ARISING OUT OF THIS AGREEMENT. THE SCOPE OF THIS WAIVER IS INTENDED TO 
BE ALL ENCOMPASSING OF ANY DISPUTES THAT MAY BE FILED IN ANY COURT AND THAT RELATE TO THE SUBJECT 
MATER OF THIS AGREEMENT, INCLUDING WITHOUT LIMITATION CONTRACT CLAIMS, TORT CLAIMS, BREACH OF DUTY 
CLAIMS AND ALL OTHER COMMON LAW AND STATUTORY CLAIMS. EACH PARTY HERETO ACKNOWLEDGES THAT THIS 
WAIVER IS A MATERIAL INDUCEMENT FOR EACH PARTY TO ENTER INTO A BUSINESS RELATIONSHIP, THAT EACH 
PARTY HAS ALREADY RELIED ON THIS WAIVER IN ENTERING INTO THIS AGREEMENT AND THAT EACH PARTY WILL 
CONTINUE TO RELY ON THIS WAIVER IN THEIR RELATED FUTURE DEALINGS. EACH PARTY FURTHER WARRANTS AND 
REPRESENTS THAT IT HAS REVIEWED THIS WAIVER WITH ITS LEGAL COUNSEL, AND THAT SUCH PARTY HAS 
KNOWINGLY AND VOLUNTARILY WAIVES ITS RIGHTS TO A JURY TRIAL FOLLOWING SUCH CONSULTATION. THIS 
WAIVER IS IRREVOCABLE, MEANING THAT, NOTWITHSTANDING ANYTHING HEREIN TO THE CONTRARY, IT MAY NOT 
BE MODIFIED EITHER ORALLY OR IN WRITING, AND THIS WAIVER SHALL APPLY TO ANY SUBSEQUENT AMENDMENTS, 
RENEWALS AND SUPPLEMENTS OR MODIFICATIONS TO THIS AGREEMENT. IN THE EVENT OF A LITIGATION, THIS 
AGREEMENT MAY BE FILED AS A WRITTEN CONSENT TO A TRIAL BY THE COURT.  
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(j) This Agreement may be executed in any number of counterparts, each of which when so executed shall be deemed to be an original and, all 
of which taken together shall constitute one and the same Agreement. In the event that any signature is delivered by facsimile transmission, 
such signature shall create a valid binding obligation of the party executing (or on whose behalf such signature is executed) the same with the 
same force and effect as if such facsimile signature were the original thereof.  

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]  

12  



IN WITNESS WHEREOF, the parties hereto have caused this Security Agreement to be duly executed on the day and year first above written.  

CYBERLUX CORPORATION  

 

AJW PARTNERS, LLC  
By: SMS Group, LLC  

 

AJW OFFSHORE, LTD.  
By: First Street Manager II, LLC  

 

AJW QUALIFIED PARTNERS, LLC  
By: AJW Manager, LLC  

 

NEW MILLENNIUM CAPITAL PARTNERS II, LLC.  
By: First Street Manager II, LLC  

 

By:  /s/ DONALD F. EVANS 
     -------------------------- 
      Donald F. Evans 
      Chief Executive Officer 

By:  /s/ COREY S. RIBOTSKY 
     -------------------------- 
      Corey S. Ribotsky 
      Manager 

By:  /s/ COREY S. RIBOTSKY 
     -------------------------- 
      Corey S. Ribotsky 
      Manager 

By:  /s/ COREY S. RIBOTSKY 
     -------------------------- 
      Corey S. Ribotsky 
      Manager 

By:  /s/ COREY S. RIBOTSKY 
     -------------------------- 
      Corey S. Ribotsky 
      Manager 



Exhibit 4.12  

INTELLECTUAL PROPERTY SECURITY AGREEMENT  

INTELLECTUAL PROPERTY SECURITY AGREEMENT (this "Agreement" dated as of October 24, 2005, by and among Cyberlux 
Corporation, a Nevada corporation (the "Company"), and the secured parties signatory hereto and their respective endorsees, transferees and 
assigns (collectively, the "Secured Party").  

W I T N E S S E T H :  

WHEREAS, pursuant to a Securities Purchase Agreement, dated the date hereof, between Company and the Secured Party (the "Purchase 
Agreement"), Company has agreed to issue to the Secured Party and the Secured Party has agreed to purchase from Company certain of 
Company's 10% Secured Convertible Notes, due three years from the date of issue (the "Notes"), which are convertible into shares of 
Company's Common Stock, par value $.001 per share (the "Common Stock"). In connection therewith, Company shall issue the Secured Party 
certain Common Stock purchase warrants (the "Warrants"); and  

WHEREAS, in order to induce the Secured Party to purchase the Notes, Company has agreed to execute and deliver to the Secured Party this 
Agreement for the benefit of the Secured Party and to grant to it a first priority security interest in certain Intellectual Property (defined below) 
of Company to secure the prompt payment, performance and discharge in full of all of Company's obligations under the Notes and exercise and 
discharge in full of Company's obligations under the Warrants; and  

NOW, THEREFORE, in consideration of the agreements herein contained and for other good and valuable consideration, the receipt and 
sufficiency of which is hereby acknowledged, the parties hereto hereby agree as follows:  

1. Defined Terms. Unless otherwise defined herein, terms which are defined in the Purchase Agreement and used herein are so used as so 
defined; and the following terms shall have the following meanings:  

"Software Intellectual Property" shall mean:  

(a) all software programs (including all source code, object code and all related applications and data files), whether now owned, upgraded, 
enhanced, licensed or leased or hereafter acquired by the Company, above;  

(b) all computers and electronic data processing hardware and firmware associated therewith;  

(c) all documentation (including flow charts, logic diagrams, manuals, guides and specifications) with respect to such software, hardware and 
firmware described in the preceding clauses (a) and (b); and  



(d) all rights with respect to all of the foregoing, including, without limitation, any and all upgrades, modifications, copyrights, licenses, 
options, warranties, service contracts, program services, test rights, maintenance rights, support rights, improvement rights, renewal rights and 
indemnifications and substitutions, replacements, additions, or model conversions of any of the foregoing.  

"Copyrights" shall mean (a) all copyrights, registrations and applications for registration, issued or filed, including any reissues, extensions or 
renewals thereof, by or with the United States Copyright Office or any similar office or agency of the United States, any state thereof, or any 
other country or political subdivision thereof, or otherwise, including, all rights in and to the material constituting the subject matter thereof, 
including, without limitation, any referred to in Schedule B hereto, and (b) any rights in any material which is copyrightable or which is 
protected by common law, United States copyright laws or similar laws or any law of any State, including, without limitation, any thereof 
referred to in Schedule B hereto.  

"Copyright License" shall mean any agreement, written or oral, providing for a grant by the Company of any right in any Copyright, including, 
without limitation, any thereof referred to in Schedule B hereto.  

"Intellectual Property" shall means, collectively, the Software Intellectual Property, Copyrights, Copyright Licenses, Patents, Patent Licenses, 
Trademarks, Trademark Licenses and Trade Secrets.  

"Obligations" means all of the Company's obligations under this Agreement and the Notes, in each case, whether now or hereafter existing, 
voluntary or involuntary, direct or indirect, absolute or contingent, liquidated or unliquidated, whether or not jointly owed with others, and 
whether or not from time to time decreased or extinguished and later decreased, created or incurred, and all or any portion of such obligations 
or liabilities that are paid, to the extent all or any part of such payment is avoided or recovered directly or indirectly from the Secured Party as a 
preference, fraudulent transfer or otherwise as such obligations may be amended, supplemented, converted, extended or modified from time to 
time.  

"Patents" shall mean (a) all letters patent of the United States or any other country or any political subdivision thereof, and all reissues and 
extensions thereof, including, without limitation, any thereof referred to in Schedule B hereto, and (b) all applications for letters patent of the 
United States and all divisions, continuations and continuations-in-part thereof or any other country or any political subdivision, including, 
without limitation, any thereof referred to in Schedule B hereto.  

"Patent License" shall mean all agreements, whether written or oral, providing for the grant by the Company of any right to manufacture, use or 
sell any invention covered by a Patent, including, without limitation, any thereof referred to in Schedule B hereto.  

"Security Agreement" shall mean the Security Agreement, dated the date hereof between Company and the Secured Party.  
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"Trademarks" shall mean (a) all trademarks, trade names, corporate names, company names, business names, fictitious business names, trade 
styles, service marks, logos and other source or business identifiers, and the goodwill associated therewith, now existing or hereafter adopted or 
acquired, all registrations and recordings thereof, and all applications in connection therewith, whether in the United States Patent and 
Trademark Office or in any similar office or agency of the United States, any state thereof or any other country or any political subdivision 
thereof, or otherwise, including, without limitation, any thereof referred to in Schedule B hereto, and (b) all reissues, extensions or renewals 
thereof.  

"Trademark License" shall mean any agreement, written or oral, providing for the grant by the Company of any right to use any Trademark, 
including, without limitation, any thereof referred to in Schedule B hereto.  

"Trade Secrets" shall mean common law and statutory trade secrets and all other confidential or proprietary or useful information and all know-
how obtained by or used in or contemplated at any time for use in the business of the Company (all of the foregoing being collectively called a 
"Trade Secret"), whether or not such Trade Secret has been reduced to a writing or other tangible form, including all documents and things 
embodying, incorporating or referring in any way to such Trade Secret, all Trade Secret licenses, including each Trade Secret license referred 
to in Schedule B hereto, and including the right to sue for and to enjoin and to collect damages for the actual or threatened misappropriation of 
any Trade Secret and for the breach or enforcement of any such Trade Secret license.  

2. Grant of Security Interest. In accordance with Section 3(m) of the Security Agreement, to secure the complete and timely payment, 
performance and discharge in full, as the case may be, of all of the Obligations, the Company hereby, unconditionally and irrevocably, pledges, 
grants and hypothecates to the Secured Party, a continuing security interest in, a continuing first lien upon, an unqualified right to possession 
and disposition of and a right of set-off against, in each case to the fullest extent permitted by law, all of the Company's right, title and interest 
of whatsoever kind and nature in and to the Intellectual Property (the "Security Interest").  

3. Representations and Warranties. The Company hereby represents and warrants, and covenants and agrees with, the Secured Party as follows: 

(a) The Company has the requisite corporate power and authority to enter into this Agreement and otherwise to carry out its obligations 
thereunder. The execution, delivery and performance by the Company of this Agreement and the filings contemplated therein have been duly 
authorized by all necessary action on the part of the Company and no further action is required by the Company. This Agreement constitutes a 
legal, valid and binding obligation of the Company enforceable in accordance with its terms, except as enforceability may be limited by 
bankruptcy, insolvency, reorganization, moratorium or similar laws affecting the enforcement of creditor's rights generally.  

(b) The Company represents and warrants that it has no place of business or offices where its respective books of account and records are kept 
(other than temporarily at the offices of its attorneys or accountants) or places where the Intellectual Property is stored or located, except as set 
forth on Schedule A attached hereto;  
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(c) The Company is the sole owner of the Intellectual Property (except for non-exclusive licenses granted by the Company in the ordinary 
course of business), free and clear of any liens, security interests, encumbrances, rights or claims, and is fully authorized to grant the Security 
Interest in and to pledge the Intellectual Property. There is not on file in any governmental or regulatory authority, agency or recording office 
an effective financing statement, security agreement, license or transfer or any notice of any of the foregoing (other than those that have been 
filed in favor of the Secured Party pursuant to this Agreement) covering or affecting any of the Intellectual Property. So long as this Agreement 
shall be in effect, the Company shall not execute and shall not knowingly permit to be on file in any such office or agency any such financing 
statement or other document or instrument (except to the extent filed or recorded in favor of the Secured Party pursuant to the terms of this 
Agreement), except for a financing statement covering assets acquired by the Company after the date hereof, provided that the value of the 
Intellectual Property covered by this Agreement along with the Collateral (as defined in the Security Agreement) is equal to at least 150% of 
the Obligations.  

(d) The Company shall at all times maintain its books of account and records relating to the Intellectual Property at its principal place of 
business and its Intellectual Property at the locations set forth on Schedule A attached hereto and may not relocate such books of account and 
records unless it delivers to the Secured Party at least 30 days prior to such relocation (i) written notice of such relocation and the new location 
thereof (which must be within the United States) and (ii) evidence that the necessary documents have been filed and recorded and other steps 
have been taken to perfect the Security Interest to create in favor of the Secured Party valid, perfected and continuing first priority liens in the 
Intellectual Property to the extent they can be perfected through such filings.  

(e) This Agreement creates in favor of the Secured Party a valid security interest in the Intellectual Property securing the payment and 
performance of the Obligations and, upon making the filings required hereunder, a perfected first priority security interest in such Intellectual 
Property to the extent that it can be perfected through such filings.  

(f) Upon request of the Secured Party, the Company shall execute and deliver any and all agreements, instruments, documents, and papers as 
the Secured Party may request to evidence the Secured Party's security interest in the Intellectual Property and the goodwill and general 
intangibles of the Company relating thereto or represented thereby, and the Company hereby appoints the Secured Party its attorney-in-fact to 
execute and file all such writings for the foregoing purposes, all acts of such attorney being hereby ratified and confirmed; such power being 
coupled with an interest is irrevocable until the Obligations have been fully satisfied and are paid in full.  

(g) The execution, delivery and performance of this Agreement does not conflict with or cause a breach or default, or an event that with or 
without the passage of time or notice, shall constitute a breach or default, under any agreement to which the Company is a party or by which 
the Company is bound. No consent (including, without limitation, from stock holders or creditors of the Company) is required for the Company 
to enter into and perform its obligations hereunder.  
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(h) The Company shall at all times maintain the liens and Security Interest provided for hereunder as valid and perfected first priority liens and 
security interests in the Intellectual Property to the extent they can be perfected by filing in favor of the Secured Party until this Agreement and 
the Security Interest hereunder shall terminate pursuant to Section 11. The Company hereby agrees to defend the same against any and all 
persons. The Company shall safeguard and protect all Intellectual Property for the account of the Secured Party. Without limiting the generality 
of the foregoing, the Company shall pay all fees, taxes and other amounts necessary to maintain the Intellectual Property and the Security 
Interest hereunder, and the Company shall obtain and furnish to the Secured Party from time to time, upon demand, such releases and/or 
subordinations of claims and liens which may be required to maintain the priority of the Security Interest hereunder.  

(i) The Company will not transfer, pledge, hypothecate, encumber, license (except for non-exclusive licenses granted by the Company in the 
ordinary course of business), sell or otherwise dispose of any of the Intellectual Property without the prior written consent of the Secured Party. 

(j) The Company shall, within ten (10) days of obtaining knowledge thereof, advise the Secured Party promptly, in sufficient detail, of any 
substantial change in the Intellectual Property, and of the occurrence of any event which would have a material adverse effect on the value of 
the Intellectual Property or on the Secured Party's security interest therein.  

(k) The Company shall permit the Secured Party and its representatives and agents to inspect the Intellectual Property at any time, and to make 
copies of records pertaining to the Intellectual Property as may be requested by the Secured Party from time to time.  

(l) The Company will take all steps reasonably necessary to diligently pursue and seek to preserve, enforce and collect any rights, claims, 
causes of action and accounts receivable in respect of the Intellectual Property.  

(m) The Company shall promptly notify the Secured Party in sufficient detail upon becoming aware of any attachment, garnishment, execution 
or other legal process levied against any Intellectual Property and of any other information received by the Company that may materially affect 
the value of the Intellectual Property, the Security Interest or the rights and remedies of the Secured Party hereunder.  

(n) All information heretofore, herein or hereafter supplied to the Secured Party by or on behalf of the Company with respect to the Intellectual 
Property is accurate and complete in all material respects as of the date furnished.  

(o) Schedule A attached hereto contains a list of all of the subsidiaries of Company.  
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(p) Schedule B attached hereto includes all Licenses, and all Patents and Patent Licenses, if any, owned by the Company in its own name as of 
the date hereof. Schedule B hereto includes all Trademarks and Trademark Licenses, if any, owned by the Company in its own name as of the 
date hereof. Schedule B hereto includes all Copyrights and Copyright Licenses, if any, owned by the Company in its own name as of the date 
hereof. Schedule B hereto includes all Trade Secrets and Trade Secret Licenses, if any, owned by the Company as of the date hereof. To the 
best of the Company's knowledge, each License, Patent, Trademark, Copyright and Trade Secret is valid, subsisting, unexpired, enforceable 
and has not been abandoned. Except as set forth in Schedule B, none of such Licenses, Patents, Trademarks, Copyrights and Trade Secrets is 
the subject of any licensing or franchise agreement. To the best of the Company's knowledge, no holding, decision or judgment has been 
rendered by any Governmental Body which would limit, cancel or question the validity of any License, Patent, Trademark, Copyright and 
Trade Secrets . No action or proceeding is pending (i) seeking to limit, cancel or question the validity of any License, Patent, Trademark, 
Copyright or Trade Secret, or (ii) which, if adversely determined, would have a material adverse effect on the value of any License, Patent, 
Trademark, Copyright or Trade Secret. The Company has used and will continue to use for the duration of this Agreement, proper statutory 
notice in connection with its use of the Patents, Trademarks and Copyrights and consistent standards of quality in products leased or sold under 
the Patents, Trademarks and Copyrights.  

(q) With respect to any Intellectual Property:  

(i) such Intellectual Property is subsisting and has not been adjudged invalid or unenforceable, in whole or in part;  

(ii) such Intellectual Property is valid and enforceable;  

(iii) the Company has made all necessary filings and recordations to protect its interest in such Intellectual Property, including, without 
limitation, recordations of all of its interests in the Patents, Patent Licenses, Trademarks and Trademark Licenses in the United States Patent 
and Trademark Office and in corresponding offices throughout the world and its claims to the Copyrights and Copyright Licenses in the United 
States Copyright Office and in corresponding offices throughout the world;  

(iv) other than as set forth in Schedule B, the Company is the exclusive owner of the entire and unencumbered right, title and interest in and to 
such Intellectual Property and no claim has been made that the use of such Intellectual Property infringes on the asserted rights of any third 
party; and  

(v) the Company has performed and will continue to perform all acts and has paid all required fees and taxes to maintain each and every item of 
Intellectual Property in full force and effect throughout the world, as applicable.  
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(r) Except with respect to any Trademark or Copyright that the Company shall reasonably determine is of negligible economic value to the 
Company, the Company shall:  

(i) maintain each Trademark and Copyright in full force free from any claim of abandonment for non-use, maintain as in the past the quality of 
products and services offered under such Trademark or Copyright; employ such Trademark or Copyright with the appropriate notice of 
registration; not adopt or use any mark which is confusingly similar or a colorable imitation of such Trademark or Copyright unless the 
Secured Party shall obtain a perfected security interest in such mark pursuant to this Agreement; and not (and not permit any licensee or 
sublicensee thereof to) do any act or knowingly omit to do any act whereby any Trademark or Copyright may become invalidated;  

(ii) not, except with respect to any Patent that it shall reasonably determine is of negligible economic value to it, do any act, or omit to do any 
act, whereby any Patent may become abandoned or dedicated; and  

(iii) notify the Secured Party immediately if it knows, or has reason to know, that any application or registration relating to any Patent, 
Trademark or Copyright may become abandoned or dedicated, or of any adverse determination or development (including, without limitation, 
the institution of, or any such determination or development in, any proceeding in the United States Patent and Trademark Office, United States 
Copyright Office or any court or tribunal in any country) regarding its ownership of any Patent, Trademark or Copyright or its right to register 
the same or to keep and maintain the same.  

(s) Whenever the Company, either by itself or through any agent, employee, licensee or designee, shall file an application for the registration of 
any Patent, Trademark or Copyright with the United States Patent and Trademark Office, United States Copyright Office or any similar office 
or agency in any other country or any political subdivision thereof or acquire rights to any new Patent, Trademark or Copyright whether or not 
registered, report such filing to the Secured Party within five business days after the last day of the fiscal quarter in which such filing occurs.  

(t) The Company shall take all reasonable and necessary steps, including, without limitation, in any proceeding before the United States Patent 
and Trademark Office, United States Copyright Office or any similar office or agency in any other country or any political subdivision thereof, 
to maintain and pursue each application (and to obtain the relevant registration) and to maintain each registration of the Patents, Trademarks 
and Copyrights, including, without limitation, filing of applications for renewal, affidavits of use and affidavits of incontestability.  
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(u) In the event that any Patent, Trademark or Copyright included in the Intellectual Property is infringed, misappropriated or diluted by a third 
party, promptly notify the Secured Party after it learns thereof and shall, unless it shall reasonably determine that such Patent, Trademark or 
Copyright is of negligible economic value to it, which determination it shall promptly report to the Secured Party, promptly sue for 
infringement, misappropriation or dilution, to seek injunctive relief where appropriate and to recover any and all damages for such 
infringement, misappropriation or dilution, or take such other actions as it shall reasonably deem appropriate under the circumstances to protect 
such Patent, Trademark or Copyright. If the Company lacks the financial resources to comply with this Section 3(t), the Company shall so 
notify the Secured Party and shall cooperate fully with any enforcement action undertaken by the Secured Party on behalf of the Company.  

4. Defaults. The following events shall be "Events of Default":  

(a) The occurrence of an Event of Default (as defined in the Notes) under the Notes;  

(b) Any representation or warranty of the Company in this Agreement or in the Security Agreement shall prove to have been incorrect in any 
material respect when made;  

(c) The failure by the Company to observe or perform any of its obligations hereunder or in the Security Agreement for ten (10) days after 
receipt by the Company of notice of such failure from the Secured Party; and  

(d) Any breach of, or default under, the Warrants.  

5. Duty To Hold In Trust. Upon the occurrence of any Event of Default and at any time thereafter, the Company shall, upon receipt by it of any 
revenue, income or other sums subject to the Security Interest, whether payable pursuant to the Notes or otherwise, or of any check, draft, note, 
trade acceptance or other instrument evidencing an obligation to pay any such sum, hold the same in trust for the Secured Party and shall 
forthwith endorse and transfer any such sums or instruments, or both, to the Secured Party for application to the satisfaction of the Obligations.  

6. Rights and Remedies Upon Default. Upon occurrence of any Event of Default and at any time thereafter, the Secured Party shall have the 
right to exercise all of the remedies conferred hereunder and under the Notes, and the Secured Party shall have all the rights and remedies of a 
secured party under the UCC and/or any other applicable law (including the Uniform Commercial Code of any jurisdiction in which any 
Intellectual Property is then located). Without limitation, the Secured Party shall have the following rights and powers:  

(a) The Secured Party shall have the right to take possession of the Intellectual Property and, for that purpose, enter, with the aid and assistance 
of any person, any premises where the Intellectual Property, or any part thereof, is or may be placed and remove the same, and the Company 
shall assemble the Intellectual Property and make it available to the Secured Party at places which the Secured Party shall reasonably select, 
whether at the Company's premises or elsewhere, and make available to the Secured Party, without rent, all of the Company's respective 
premises and facilities for the purpose of the Secured Party taking possession of, removing or putting the Intellectual Property in saleable or 
disposable form.  
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(b) The Secured Party shall have the right to operate the business of the Company using the Intellectual Property and shall have the right to 
assign, sell, lease or otherwise dispose of and deliver all or any part of the Intellectual Property, at public or private sale or otherwise, either 
with or without special conditions or stipulations, for cash or on credit or for future delivery, in such parcel or parcels and at such time or times 
and at such place or places, and upon such terms and conditions as the Secured Party may deem commercially reasonable, all without (except 
as shall be required by applicable statute and cannot be waived) advertisement or demand upon or notice to the Company or right of 
redemption of the Company, which are hereby expressly waived. Upon each such sale, lease, assignment or other transfer of Intellectual 
Property, the Secured Party may, unless prohibited by applicable law which cannot be waived, purchase all or any part of the Intellectual 
Property being sold, free from and discharged of all trusts, claims, right of redemption and equities of the Company, which are hereby waived 
and released.  

7. Applications of Proceeds. The proceeds of any such sale, lease or other disposition of the Intellectual Property hereunder shall be applied 
first, to the expenses of retaking, holding, storing, processing and preparing for sale, selling, and the like (including, without limitation, any 
taxes, fees and other costs incurred in connection therewith) of the Intellectual Property, to the reasonable attorneys' fees and expenses incurred 
by the Secured Party in enforcing its rights hereunder and in connection with collecting, storing and disposing of the Intellectual Property, and 
then to satisfaction of the Obligations, and to the payment of any other amounts required by applicable law, after which the Secured Party shall 
pay to the Company any surplus proceeds. If, upon the sale, license or other disposition of the Intellectual Property, the proceeds thereof are 
insufficient to pay all amounts to which the Secured Party is legally entitled, the Company will be liable for the deficiency, together with 
interest thereon, at the rate of 15% per annum (the "Default Rate"), and the reasonable fees of any attorneys employed by the Secured Party to 
collect such deficiency. To the extent permitted by applicable law, the Company waives all claims, damages and demands against the Secured 
Party arising out of the repossession, removal, retention or sale of the Intellectual Property, unless due to the gross negligence or willful 
misconduct of the Secured Party.  

8. Costs and Expenses. The Company agrees to pay all out-of-pocket fees, costs and expenses incurred in connection with any filing required 
hereunder, including without limitation, any financing statements, continuation statements, partial releases and/or termination statements 
related thereto or any expenses of any searches reasonably required by the Secured Party. The Company shall also pay all other claims and 
charges which in the reasonable opinion of the Secured Party might prejudice, imperil or otherwise affect the Intellectual Property or the 
Security Interest therein. The Company will also, upon demand, pay to the Secured Party the amount of any and all reasonable expenses, 
including the reasonable fees and expenses of its counsel and of any experts and agents, which the Secured Party may incur in connection with 
(i) the enforcement of this Agreement, (ii) the custody or preservation of, or the sale of, collection from, or other realization upon, any of the 
Intellectual Property, or (iii) the exercise or enforcement of any of the rights of the Secured Party under the Notes. Until so paid, any fees 
payable hereunder shall be added to the principal amount of the Notes and shall bear interest at the Default Rate.  
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9. Responsibility for Intellectual Property. The Company assumes all liabilities and responsibility in connection with all Intellectual Property, 
and the obligations of the Company hereunder or under the Notes and the Warrants shall in no way be affected or diminished by reason of the 
loss, destruction, damage or theft of any of the Intellectual Property or its unavailability for any reason.  

10. Security Interest Absolute. All rights of the Secured Party and all Obligations of the Company hereunder, shall be absolute and 
unconditional, irrespective of: (a) any lack of validity or enforceability of this Agreement, the Notes, the Warrants or any agreement entered 
into in connection with the foregoing, or any portion hereof or thereof; (b) any change in the time, manner or place of payment or performance 
of, or in any other term of, all or any of the Obligations, or any other amendment or waiver of or any consent to any departure from the Notes, 
the Warrants or any other agreement entered into in connection with the foregoing; (c) any exchange, release or nonperfection of any of the 
Intellectual Property, or any release or amendment or waiver of or consent to departure from any other Intellectual Property for, or any 
guaranty, or any other security, for all or any of the Obligations; (d) any action by the Secured Party to obtain, adjust, settle and cancel in its 
sole discretion any insurance claims or matters made or arising in connection with the Intellectual Property; or (e) any other circumstance 
which might otherwise constitute any legal or equitable defense available to the Company, or a discharge of all or any part of the Security 
Interest granted hereby. Until the Obligations shall have been paid and performed in full, the rights of the Secured Party shall continue even if 
the Obligations are barred for any reason, including, without limitation, the running of the statute of limitations or bankruptcy. The Company 
expressly waives presentment, protest, notice of protest, demand, notice of nonpayment and demand for performance. In the event that at any 
time any transfer of any Intellectual Property or any payment received by the Secured Party hereunder shall be deemed by final order of a court 
of competent jurisdiction to have been a voidable preference or fraudulent conveyance under the bankruptcy or insolvency laws of the United 
States, or shall be deemed to be otherwise due to any party other than the Secured Party, then, in any such event, the Company's obligations 
hereunder shall survive cancellation of this Agreement, and shall not be discharged or satisfied by any prior payment thereof and/or 
cancellation of this Agreement, but shall remain a valid and binding obligation enforceable in accordance with the terms and provisions hereof. 
The Company waives all right to require the Secured Party to proceed against any other person or to apply any Intellectual Property which the 
Secured Party may hold at any time, or to marshal assets, or to pursue any other remedy. The Company waives any defense arising by reason of 
the application of the statute of limitations to any obligation secured hereby.  

11. Term of Agreement. This Agreement and the Security Interest shall terminate on the date on which all payments under the Notes have been 
made in full and all other Obligations have been paid or discharged. Upon such termination, the Secured Party, at the request and at the expense 
of the Company, will join in executing any termination statement with respect to any financing statement executed and filed pursuant to this 
Agreement.  
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12. Power of Attorney; Further Assurances.  

(a) The Company authorizes the Secured Party, and does hereby make, constitute and appoint it, and its respective officers, agents, successors 
or assigns with full power of substitution, as the Company's true and lawful attorney-in-fact, with power, in its own name or in the name of the 
Company, to, after the occurrence and during the continuance of an Event of Default, (i) endorse any notes, checks, drafts, money orders, or 
other instruments of payment (including payments payable under or in respect of any policy of insurance) in respect of the Intellectual Property 
that may come into possession of the Secured Party; (ii) to sign and endorse any UCC financing statement or any invoice, freight or express 
bill, bill of lading, storage or warehouse receipts, drafts against debtors, assignments, verifications and notices in connection with accounts, and 
other documents relating to the Intellectual Property; (iii) to pay or discharge taxes, liens, security interests or other encumbrances at any time 
levied or placed on or threatened against the Intellectual Property; (iv) to demand, collect, receipt for, compromise, settle and sue for monies 
due in respect of the Intellectual Property; and (v) generally, to do, at the option of the Secured Party, and at the Company's expense, at any 
time, or from time to time, all acts and things which the Secured Party deems necessary to protect, preserve and realize upon the Intellectual 
Property and the Security Interest granted therein in order to effect the intent of this Agreement, the Notes and the Warrants, all as fully and 
effectually as the Company might or could do; and the Company hereby ratifies all that said attorney shall lawfully do or cause to be done by 
virtue hereof. This power of attorney is coupled with an interest and shall be irrevocable for the term of this Agreement and thereafter as long 
as any of the Obligations shall be outstanding.  

(b) On a continuing basis, the Company will make, execute, acknowledge, deliver, file and record, as the case may be, in the proper filing and 
recording places in any jurisdiction, including, without limitation, the jurisdictions indicated on Schedule C, attached hereto, all such 
instruments, and take all such action as may reasonably be deemed necessary or advisable, or as reasonably requested by the Secured Party, to 
perfect the Security Interest granted hereunder and otherwise to carry out the intent and purposes of this Agreement, or for assuring and 
confirming to the Secured Party the grant or perfection of a security interest in all the Intellectual Property.  

(c) The Company hereby irrevocably appoints the Secured Party as the Company's attorney-in-fact, with full authority in the place and stead of 
the Company and in the name of the Company, from time to time in the Secured Party's discretion, to take any action and to execute any 
instrument which the Secured Party may deem necessary or advisable to accomplish the purposes of this Agreement, including the filing, in its 
sole discretion, of one or more financing or continuation statements and amendments thereto, relative to any of the Intellectual Property without 
the signature of the Company where permitted by law.  
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13. Notices. All notices, requests, demands and other communications hereunder shall be in writing, with copies to all the other parties hereto, 
and shall be deemed to have been duly given when (i) if delivered by hand, upon receipt, (ii) if sent by facsimile, upon receipt of proof of 
sending thereof, (iii) if sent by nationally recognized overnight delivery service (receipt requested), the next business day or (iv) if mailed by 
first-class registered or certified mail, return receipt requested, postage prepaid, four days after posting in the U.S. mails, in each case if 
delivered to the following addresses:  

 

14. Other Security. To the extent that the Obligations are now or hereafter secured by property other than the Intellectual Property or by the 
guarantee, endorsement or property of any other person, firm, corporation or other entity, then the Secured Party shall have the right, in its sole 
discretion, to pursue, relinquish, subordinate, modify or take any other action with respect thereto, without in any way modifying or affecting 
any of the Secured Party's rights and remedies hereunder.  
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If to the Company:        Cyberlux Corporation 
                          4625 Creekstone Drive, Su ite 100 
                          Research Triangle Park 
                          Durham, North Carolina 27 703 
                          Attention:  Chief Executi ve Officer 
                          Telephone:  919-474-9700 
                          Facsimile:   919-474-9712  
 
With copies to:           Cyberlux Corporation 
                          241 Lamplighter Lane 
                          Marietta, Georgia  30067 
                          Attention:  John W. Ringo , Esq. 
                          Telephone:  770-952-1904 
                          Facsimile:   770-952-0894  
 
If to the Secured Party:  AJW Partners, LLC 
                          AJW Offshore, Ltd. 
                          AJW Qualified Partners, L LC 
                          New Millennium Capital Pa rtners II, LLC  
                          1044 Northern Boulevard 
                          Suite 302 
                          Roslyn, New York  11576 
                          Attention:  Corey Ribotsk y 
                          Facsimile:  516-739-7115 
 
With copies to:           Ballard Spahr Andrews & I ngersoll, LLP 
                          1735 Market Street, 51st Floor 
                          Philadelphia, Pennsylvani a  19103 
                          Attention:  Gerald J. Gua rcini, Esquire  
                          Facsimile: 215-864-8999 



15. Miscellaneous.  

(a) No course of dealing between the Company and the Secured Party, nor any failure to exercise, nor any delay in exercising, on the part of the 
Secured Party, any right, power or privilege hereunder or under the Notes shall operate as a waiver thereof; nor shall any single or partial 
exercise of any right, power or privilege hereunder or thereunder preclude any other or further exercise thereof or the exercise of any other 
right, power or privilege.  

(b) All of the rights and remedies of the Secured Party with respect to the Intellectual Property, whether established hereby or by the Notes or 
by any other agreements, instruments or documents or by law shall be cumulative and may be exercised singly or concurrently.  

(c) This Agreement and the Security Agreement constitute the entire agreement of the parties with respect to the subject matter hereof and is 
intended to supersede all prior negotiations, understandings and agreements with respect thereto. Except as specifically set forth in this 
Agreement, no provision of this Agreement may be modified or amended except by a written agreement specifically referring to this 
Agreement and signed by the parties hereto.  

(d) In the event that any provision of this Agreement is held to be invalid, prohibited or unenforceable in any jurisdiction for any reason, unless 
such provision is narrowed by judicial construction, this Agreement shall, as to such jurisdiction, be construed as if such invalid, prohibited or 
unenforceable provision had been more narrowly drawn so as not to be invalid, prohibited or unenforceable. If, notwithstanding the foregoing, 
any provision of this Agreement is held to be invalid, prohibited or unenforceable in any jurisdiction, such provision, as to such jurisdiction, 
shall be ineffective to the extent of such invalidity, prohibition or unenforceability without invalidating the remaining portion of such provision 
or the other provisions of this Agreement and without affecting the validity or enforceability of such provision or the other provisions of this 
Agreement in any other jurisdiction.  

(e) No waiver of any breach or default or any right under this Agreement shall be considered valid unless in writing and signed by the party 
giving such waiver, and no such waiver shall be deemed a waiver of any subsequent breach or default or right, whether of the same or similar 
nature or otherwise.  

(f) This Agreement shall be binding upon and inure to the benefit of each party hereto and its successors and assigns.  

(g) Each party shall take such further action and execute and deliver such further documents as may be necessary or appropriate in order to 
carry out the provisions and purposes of this Agreement.  

(h) This Agreement shall be construed in accordance with the laws of the State of New York, except to the extent the validity, perfection or 
enforcement of a security interest hereunder in respect of any particular Intellectual Property which are governed by a jurisdiction other than 
the State of New York in which case such law shall govern. Each of the parties hereto irrevocably submit to the exclusive jurisdiction of any 
New York State or United States Federal court sitting in Manhattan county over any action or proceeding arising out of or relating to this 
Agreement, and the parties hereto hereby irrevocably agree that all claims in respect of such action or proceeding may be heard and determined 
in such New York State or Federal court. The parties hereto agree that a final judgment in any such action or proceeding shall be conclusive 
and may be enforced in other jurisdictions by suit on the judgment or in any other manner provided by law. The parties hereto further waive 
any objection to venue in the State of New York and any objection to an action or proceeding in the State of New York on the basis of forum 
non conveniens.  
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(i) EACH PARTY HERETO HEREBY AGREES TO WAIVE ITS RESPECTIVE RIGHTS TO A JURY TRIAL OF ANY CLAIM OR 
CAUSE OF ACTION BASED UPON OR ARISING OUT OF THIS AGREEMENT. THE SCOPE OF THIS WAIVER IS INTENDED TO 
BE ALL ENCOMPASSING OF ANY DISPUTES THAT MAY BE FILED IN ANY COURT AND THAT RELATE TO THE SUBJECT 
MATER OF THIS AGREEMENT, INCLUDING WITHOUT LIMITATION CONTRACT CLAIMS, TORT CLAIMS, BREACH OF DUTY 
CLAIMS AND ALL OTHER COMMON LAW AND STATUTORY CLAIMS. EACH PARTY HERETO ACKNOWLEDGES THAT THIS 
WAIVER IS A MATERIAL INDUCEMENT FOR EACH PARTY TO ENTER INTO A BUSINESS RELATIONSHIP, THAT EACH 
PARTY HAS ALREADY RELIED ON THIS WAIVER IN ENTERING INTO THIS AGREEMENT AND THAT EACH PARTY WILL 
CONTINUE TO RELY ON THIS WAIVER IN THEIR RELATED FUTURE DEALINGS. EACH PARTY FURTHER WARRANTS AND 
REPRESENTS THAT IT HAS REVIEWED THIS WAIVER WITH ITS LEGAL COUNSEL, AND THAT SUCH PARTY HAS 
KNOWINGLY AND VOLUNTARILY WAIVES ITS RIGHTS TO A JURY TRIAL FOLLOWING SUCH CONSULTATION. THIS 
WAIVER IS IRREVOCABLE, MEANING THAT, NOTWITHSTANDING ANYTHING HEREIN TO THE CONTRARY, IT MAY NOT 
BE MODIFIED EITHER ORALLY OR IN WRITING, AND THIS WAIVER SHALL APPLY TO ANY SUBSEQUENT AMENDMENTS, 
RENEWALS AND SUPPLEMENTS OR MODIFICATIONS TO THIS AGREEMENT. IN THE EVENT OF A LITIGATION, THIS 
AGREEMENT MAY BE FILED AS A WRITTEN CONSENT TO A TRIAL BY THE COURT.  

(j) This Agreement may be executed in any number of counterparts, each of which when so executed shall be deemed to be an original and, all 
of which taken together shall constitute one and the same Agreement. In the event that any signature is delivered by facsimile transmission, 
such signature shall create a valid binding obligation of the party executing (or on whose behalf such signature is executed) the same with the 
same force and effect as if such facsimile signature were the original thereof.  

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]  
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IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be duly executed on the day and year first above written.  

CYBERLUX CORPORATION  

 

AJW PARTNERS, LLC  
By: SMS Group, LLC  

 

AJW OFFSHORE, LTD.  
By: First Street Manager II, LLC  

 

AJW QUALIFIED PARTNERS, LLC  
By: AJW Manager, LLC  

 

NEW MILLENNIUM CAPITAL  
PARTNERS II, LLC  

By: First Street Manager II, LLC  
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By: /s/ DONALD F. EVANS 
    ----------------------------- 
         Donald F. Evans 
         Chief Executive Officer 

By:  /s/ COREY S. RIBOTSKY 
    ----------------------------- 
         Corey S. Ribotsky 
         Manager 

By:  /s/ COREY S. RIBOTSKY 
    ----------------------------- 
         Corey S. Ribotsky 
         Manager 

By:  /s/ COREY S. RIBOTSKY 
    ----------------------------- 
         Corey S. Ribotsky 
         Manager 

By:  /s/ COREY S. RIBOTSKY 
    ----------------------------- 
         Corey S. Ribotsky 
         Manager 



EXHIBIT 31.1  

CYBERLUX CORPORATION  

OFFICER'S CERTIFICATE PURSUANT TO SECTION 302  

I, Donald F. Evans, the Chief Executive Officer of Cyberlux Corporation, certify that:  

1. I have reviewed this quarterly report on Form 10-QSB of Cyberlux Corporation;  

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to 
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period 
covered by this report;  

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the small business issuer as of, and for, the periods presented in this 
report;  

4. The small business issuer's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange 
Act Rules 13a-15(f) and 15d-15(f)) for the small business issuer and have:  

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, 
to ensure that material information relating to the small business issuer, including its consolidated subsidiaries, is made known to us by others 
within those entities, particularly during the period in which this report is being prepared;  

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

(c) Evaluated the effectiveness of the small business issuer's disclosure controls and procedures and presented in this report our conclusions 
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; 
and  

(d) Disclosed in this report any change in the small business issuer's internal control over financial reporting that occurred during the small 
business issuer's most recent fiscal quarter (the small business issuer's fourth fiscal quarter in the case of an annual report) that has materially 
affected, or is reasonably likely to materially affect, the small business issuer's internal control over financial reporting; and  

5. The small business issuer's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over 
financial reporting, to the small business issuer's auditors and the audit committee of the small business issuer's board of directors (or persons 
performing the equivalent functions):  

(a)Allsignificant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect the small business issuer's ability to record, process, summarize and report financial information; and  

(b)Anyfraud, whether or not material, that involves management or other employees who have a significant role in the small business issuer's 
internal control over financial reporting.  

 

Date: November 16, 2005 
 
/s/ DONALD F. EVANS 
------------------- 
 
Donald F. Evans 
Chief Executive Officer 



EXHIBIT 31.2  

CYBERLUX CORPORATION  

OFFICER'S CERTIFICATE PURSUANT TO SECTION 302  

I, David D. Downing, the Chief Financial Officer of Cyberlux Corporation, certify that:  

1. I have reviewed this quarterly report on Form 10-QSB of Cyberlux Corporation;  

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to 
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period 
covered by this report;  

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the small business issuer as of, and for, the periods presented in this 
report;  

4. The small business issuer's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange 
Act Rules 13a-15(f) and 15d-15(f)) for the small business issuer and have:  

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, 
to ensure that material information relating to the small business issuer, including its consolidated subsidiaries, is made known to us by others 
within those entities, particularly during the period in which this report is being prepared;  

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

(c) Evaluated the effectiveness of the small business issuer's disclosure controls and procedures and presented in this report our conclusions 
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; 
and  

(d) Disclosed in this report any change in the small business issuer's internal control over financial reporting that occurred during the small 
business issuer's most recent fiscal quarter (the small business issuer's fourth fiscal quarter in the case of an annual report) that has materially 
affected, or is reasonably likely to materially affect, the small business issuer's internal control over financial reporting; and  

5. The small business issuer's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over 
financial reporting, to the small business issuer's auditors and the audit committee of the small business issuer's board of directors (or persons 
performing the equivalent functions):  

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect the small business issuer's ability to record, process, summarize and report financial information; and  

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the small business issuer's 
internal control over financial reporting.  

 

Date: November 16, 2005 
 
/s/ David D. Downing 
-------------------- 
 
David D. Downing 
Chief Financial Officer 



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 Quarterly report of Cyberlux Corporation (the "Company") on Form 10-QSB for the period ending September 30, 2005 
as filed with the Securities and Exchange Commission on the date hereof (the "Report"), I, Donald F. Evans, Chief Executive Officer of the 
Company, certify, pursuant to 18 U.S.C. section 906 of the Sarbanes-Oxley Act of 2002, that:  

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

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and result of operations of the 
Company.  

A signed original of this written statement required by Section 906 has been provided to Cyberlux Corporation and will be retained by 
Cyberlux Corporation and furnished to the Securities and Exchange Commission or its staff upon request.  

 

Date:  November 16, 2005                   By: /s/ DONALD F. EVANS 
                                              -------------------- 
                                               Donald F. Evans 
                                               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 Quarterly report of Cyberlux Corporation (the "Company") on Form 10-QSB for the period ending September 30, 2005 
as filed with the Securities and Exchange Commission on the date hereof (the "Report"), I, David D. Downing, Acting Chief Financial Officer 
of the Company, certify, pursuant to 18 U.S.C. section 906 of the Sarbanes-Oxley Act of 2002, that:  

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

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and result of operations of the 
Company.  

A signed original of this written statement required by Section 906 has been provided to Cyberlux Corporation and will be retained by 
Cyberlux Corporation and furnished to the Securities and Exchange Commission or its staff upon request.  

 
 

End of Filing  

  

© 2005 | EDGAR Online, Inc.  

Date:  November 16, 2005                By: /s/ DAVID D. DOWNING 
                                           --------------------- 
                                           David D. Downing 
                                           Chief Financial Officer 


