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Cautionary Statement on Forwarc-Looking Statements.

The discussion in this Report on Form 10-Q, inalgdihe discussion in Item 2 of PART I, containsmMard{ooking statements that have b
made pursuant to the provisions of the Private @@&es Litigation Reform Act of 1995. Such forwalmlbking statements are based on cu
expectations, estimates and projections about tmp@ny’s business, based on managemertirent beliefs and assumptions mad
management. Words such as “expects”, “anticipat@stgnds”, believes”, “plans”, “seeks”, “estimatesnd similar expressions or variation:
these words are intended to identify such forwaaking statements. Additionally, statements thderréo the Companyg estimated «
anticipated future results, sales or marketingtegiias, new product development or performancetloeronon-historical facts are forward-
looking and reflect the Comparsyturrent perspective based on existing informafldrese statements are not guarantees of futuferpemc:
and are subject to certain risks, uncertainties asslimptions that are difficult to predict. Therefoactual results and outcomes may ¢
materially from what is expressed or forecaste@dngy such forwardeoking statements. Such risks and uncertaintiekide those set for
below in Item 1 as well as previous public filingith the Securities and Exchange Commission. Tkeudision of the Comparg/financia
condition and results of operations included imit2 of PART | should also be read in conjunctiothwhe financial statements and rel:
notes included in Item 1 of PART | of this quaryeréport. These quarterly financial statements dbimclude all disclosures provided in
annual financial statements and should be readnjunction with the “Risk Factorsind annual financial statements and notes themetode«
in the Company's Form 1R-for the year ended December 31, 2008 as fileth tiie Commission on May 18, 2009. The Company uakie:
no obligation to update publicly any forward-loofistatements, whether as a result of new informafidure events or otherwise.




PART I. FINANCIAL INFORMATION
Item 1. Financial Statements

CYBERLUX CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS

September 30, December 31,

2009 2008
(unaudited)
ASSETS

Current assets:
Cash & cash equivalents $ 1,02t $ 260
Accounts receivable, net of allowance for doub#fttounts of $7,760 2,648 249,92¢
Inventories, net of allowance of $43,333 36,582 53,202
Other current assets 127,23¢ 32,19¢
Total current assets 167,48¢ 335,58¢
Property, plant and equipment, net of accumulaggatetiation of $208,400 and $194,788,
respectively 35,37¢ 48,99(
Other assets
Deposits 25,511 25,511
Patents and development costs, net of accumulatediaation and write off of $3,183,440

and $3,043,756, respectively 791,53¢ 931,217
Total other assets 817,04¢ 956,72¢
Total Assets $ 1,019,90¢ $ 1,341,30:

LIABILITIES AND DEFICIENCY IN STOCKHOLDERS' EQUITY

Current liabilities:
Cash overdraft $ — % 41,11¢
Accounts payable 1,790,10° 1,239,14!
Accrued liabilities 3,621,78t¢ 3,425,88!
Short-term notes payable - related parties 1,186,27- 402,82:
Short-term notes payable — 192,86¢
Warrant payable 691,79¢ 935,00(
Short-term convertible notes payable 5,305,05¢ 4,645,20°
Total current liabilities 12,595,01! 10,882,03:!
Long-term liabilities:
Derivative liability relating to convertible debemes 14,518,24. 24,384,58(
Warrant liability relating to convertible debentsre 113,36¢ 255,04z
Total long-term liabilities 14,631,60! 24,639,62!
Total liabilities 27,226,62: 35,521,66!

Commitments and Contingencies
Redeemable Series A convertible preferred stock(0par value; 200 shares designated,

26.9806 issued and outstanding as of Septemb&089, and December 31, 2008; liquida

preference of $219,892 as of September 30, 200Dandmber 31, 2008 134,90( 134,90(
DEFICIENCY IN STOCKHOLDERS' EQUITY
Class B convertible preferred stock, $0.001 pane/a#,650,000 shares designated; 8,500,000

and 3,650,000 shares issued and outstanding aptérBber 30, 2009 and December 31,

2008, respectively; liquidation preference of $8,800 and $3,650,000 as of September 30,

2009 and December 31, 2008, respectively 8,50C 3,65C
Class C convertible preferred stock, $0.001 pare;al 00,000 shares designated; 150,000

shares issued and outstanding as of Septembef38,ahd December 31, 2008, liquidatic

preference of $4,122,108 and $3,992,333, as ok8dmr 30, 2009 and December 31, 20

respectively 150 150
Common stock, $0.001 par value, 5,000,000,000 starthorized; 1,574,511,088 and
814,426,120 shares issued and outstanding as t#rSlegr 30, 2009 and December 31, 2008,

respectively 1,574,51: 814,42¢
Additional paid-in capital 17,255,35! 17,277,223l
Accumulated deficit (45,180,121) (52,410,72()
Deficiency in stockholders' equity (26,341,61}) (34,315,26)
Total liabilities and (deficiency) in stockholdeesjuity $ 1019,90¢ $ 1,341,30:

The accompanying notes are an integral part oktobeadensed consolidated financial statements.
1




CYBERLUX CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
Three months ended Nine months ended
September 30, September 30,
2009 2008 2009 2008
REVENUE: $ 7,157 $ 69,25€ $ 53,254 $ 401,16
Cost of goods sold (2,247) (47,29E) (44,632) (267,81F5)
Gross margin 4,91C 21,961 8,622 133,341

OPERATING EXPENSES:
Depreciation 4,202 6,209 13,612 20,167
Research and development 21,66¢€ — 26,064 1,38€
General and administrative expenses 465,20¢ 1,351,63¢ 1,604,02¢ 2,890,87:
Total operating expenses 491,071 1,357,84: 1,643,70¢ 2,912,42¢
NET LOSS FROM OPERATIONS (486,161)  (1,335,887) (1,635,087) (2,779,079
Unrealized gain/(loss) relating to adjustment of

derivative and warrant liability to fair value of

underlying securities 4,676,30¢ 2,754,71¢ 10,008,02: (3,032,85¢)
Interest expense, net (367,54¢9) (517,557%) (1,137,48¢) (1,887,06¢)
Debt acquisition costs (2,000) 9,289 (4,800) (442,427)
Net income (loss) before provision for income te 3,820,59¢ 910,56¢ 7,230,65: (8,141,427
Income taxes) = — 60 515
INCOME (LOSS) AVAILABLE TO COMMON

STOCKHOLDERS $ 3,820,59¢ $ 910,56¢ $  7,230,59: $ (8,141,94)
Weighted average number of common shares

outstanding-basic 1,314,192,24 667,942,48 1,082,118,69 602,506,20.
Weighted average number of common shares

outstanding-fully diluted Note A Note A Note A
Income (Loss) per share-basic $ 0.00 $ 0.00 $ 001 $ (0.01)
Loss per share-fully diluted Note A Note A Note A
Preferred dividend $ 24,00C $ 24,00C $ 72,00C $ 72,00C

The accompanying notes are an integral part oktheadensed consolidated financial statements.
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CYBERLUX CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOW

(Unaudited)
Nine months ended
September 30,
2009 2008
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss) available to common stockholders $ 7,230,59. $ (8,141,94))
Adjustments to reconcile net income (loss) to ass#d in operating activities
Depreciation 13,61: 20,167
Amortization 139,68: 394,417
Common stock issued in connection issuance of debt — 385,10¢
Common stock issued in connection for serviceseesdl 21,00 878,80(
Series B preferred stock issued for services rauer 52,65( —
Beneficial conversion feature relating to conveetibebenture — 184,73¢
Accretion of convertible notes payable 601,22/ 1,254,66"
Unrealized (gain) loss on adjustment of derivatine warrant liability to fair value
of underlying securities (20,008,02)) 3,032,85¢
(Increase) decrease in:
Accounts receivable 201,11¢ 23,88¢
Inventories 16,62( 103,12¢
Prepaid expenses and other assets (95,03¢) (7,500)
Increase (decrease) in:
Cash overdraft (41,117) (26,041)
Accounts payable 1,266,21: 372,75¢
Accrued liabilities 195,90 633,07¢
Net cash (used in) operating activities (405,55¢) (891,887)
CASH FLOWS FROM INVESTING ACTIVITIES: — —
CASH FLOWS FROM FINANCING ACTIVITIES:
Net proceeds from issuance of convertible debesture — 500,00(
Proceeds from sale of common stock 279,50( 526,05(
Net proceeds (payments) from borrowing on long tbasis 68,201 (156,267)
Net proceeds to notes payable, related parties 58,62 21,75¢
Net cash provided by financing activities: 406,32/ 891,54¢
Net increase (decrease) in cash and cash equivalent 765 (336)
Cash and cash equivalents at beginning of period 260 626
Cash and cash equivalents at end of period $ 1,028 $ 290
Supplemental disclosures:
Interest Paid $ — $ —
Income Taxes Paid $ 60 $ —
NON-CASH INVESTING AND FINANCING ACTIVITIES:
Unrealized (gain) loss in adjustment of derivatiwvel warrant liability to fair value
of underlying securities $ (10,008,02)) $ 3,032,85¢
Series B preferred stock issued for services remtler $ 52,65( $ —
Common stock issued for services rendered $ 21,000 $  878,80(

The accompanying notes are an integral part oktheadensed consolidated financial statements.
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CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2009
(Unaudited)

NOTE A-SUMMARY OF ACCOUNTING POLICIES
General

The accompanying unaudited condensed financiarstts have been prepared in accordance with aiiegyominciples generally acceptec
the United States of America for interim finandiaformation and the instructions to Form @0-Accordingly, they do not include all of
information and footnotes required by generallyegted accounting principles for complete finanstatements.

In the opinion of management, all adjustments (isbing of normal recurring accruals) consideredassary for a fair presentation have t
included. Accordingly, the results from operatidos the nine month period ended September 30, 28@9not necessarily indicative of
results that may be expected for the year endeérleer 31, 2009. The unaudited condensed finarnteigdeents should be read in conjunc
with the December 31, 2008 financial statementsfanthotes thereto included in the Company's FobAK Tor the year ended December
2008.

Business and Basis of Presentation

Cyberlux Corporation (the "Company") is incorpochtsn May 17, 2000 under the laws of the State ofada. Until December 31, 2004,
Company was a development stage enterprise asdafimder Accounting Standards Codification subt8iis-10 Development Stage Entiti
The Company develops, manufactures and marketstérng portable lighting products for commercial aindustrial users. While tl
Company has generated revenues from its sale afupte, the Company has incurred expenses, andirmgtibsses. Consequently,
operations are subject to all risks inherent in ¢lstablishment of a new business enterprise. ASeptember 30, 2009, the Company
accumulated losses of $45,180,128.

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

Revenue Recognition

Revenues are recognized in the period that proda@sprovided. For revenue from product sales, Goenpany recognizes revenue
accordance with Accounting Standards Codificatiohtepic 605-10, Revenue Recognition (“ASC 605-1&%C 60510 requires that fo
basic criteria must be met before revenue can dmgrezed: (1) persuasive evidence of an arrangemasits; (2) delivery has occurred; (3)
selling price is fixed and determinable; and (4)lexability is reasonably assured. Determinatidncateria (3) and (4) are based
management's judgments regarding the fixed natlitheoselling prices of the products delivered dhe collectability of those amour
Provisions for discounts and rebates to custonestimated returns and allowances, and other ad@mtgrare provided for in the same pe
the related sales are recorded. The Company dafgrsevenue for which the product has not beervel@d or is subject to refund until si
time that the Company and the customer jointly mheitee that the product has been delivered or nenefvill be required. At September
2009 and December 31, 2008, the Company did na aay deferred revenue.

ASC 605-10 incorporates Accounting Standards Ceatifbn subtopic 605-25, Multiple-Element ArraignnefASC 605-25"). ASC 6025
addresses accounting for arrangements that mayitioe delivery or performance of multiple prodjciervices and/or rights to use as
The effect of implementing ASC 605-25 on the Conypmfinancial position and results of operationsswat significant.




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

NOTE A-SUMMARY OF ACCOUNTING POLICIES (continued )
Reclassification
Certain reclassifications have been made in prar’g financial statements to conform to classifiees used in the current year.

Concentrations of Credit Risk

Financial instruments and related items which pidéy subject the Company to concentrations ofdireisk consist primarily of cash, ce
equivalents and trade receivables. The Companeglis cash and temporary cash investments witfitaqaality institutions. At times, su
investments may be in excess of the FDIC insurdéinde The Company periodically reviews its tradeeivables in determining its allowal
for doubtful accounts. At September 30, 2009 andeber 31, 2008, allowance for doubtful receivatds $7,760 and $1,803, respectively.

Stock based compensation

Effective January 1, 2006, the beginning of the @any’s first fiscal quarter of 2006, the Company adopteel fair value recognitic
provisions of Accounting Standards Codification tepliic 718-10, Compensation (*“ASC 718-10") using thedifiedprospective transitic
method. Under this transition method, stdidsed compensation expense was recognized inrtiecfal statements for granted, modifiec
settled stock options. Compensation expense repegnincluded the estimated expense for stock optgmanted on and subsequen
January 1, 2006, based on the grant date fair \etimated in accordance with the provisions of A38-10, and the estimated expense fo
portion vesting in the period for options grantetipto, but not vested as of January 1, 2006, dasethe grant date fair value estimate
accordance with the original provisions of ASC 7IB-Results for prior periods have not been redtae provided for under the modified-
prospective method.

ASC 718410 requires forfeitures to be estimated at the tifhgrant and revised, if necessary, in subseqgpenbds if actual forfeitures diff
from those estimates. In the Company’s pro fornfarination required under ASC 71® for the periods prior to fiscal 2006, the Cony
accounted for forfeitures as they occurred.

Upon adoption of ASC 718-10, the Company is usirggBlack-Scholes option-pricing model as its metbbdaluation for sharbased awar:
granted beginning in fiscal 2006, which was alsevjpusly used for the Company’s pro forma informatrequired under ASC 718). The
Company’s determination of fair value of share-lblapayment awards on the date of grant using ammpticing model is affected by t
Companys stock price as well as assumptions regardingngeu of highly complex and subjective variablese3évariables include, but
not limited to the Compang’expected stock price volatility over the ternthe# awards, and certain other market variables asdhe risk fre
interest rate.

As more fully described in Note H, the Company ¢gednstock options over the years to employees ®fGbmpany under a naqualifiec
employee stock option plan. As of September 309260,432,307 stock options were outstanding aedcésable.

Net Income (loss) Per Common Sh

The Company computes earnings per share under Atingustandards Codification subtopic 260-10, BageiPer Share (“ASC 260-10Nel
earnings (losses) per common share is computedviirdy net income (loss) by the weighted averagmber of shares of common stock
dilutive common stock equivalents outstanding dyitime period. Dilutive common stock equivalentssisinof shares issuable upon conver
of convertible preferred shares and the exercisth@fCompany's stock options and warrants (caledlassing the treasury stock meth
During the nine months ended September 30, 2008w stock equivalents are not considered in theuledion of the weighted avere
number of common shares outstanding because thelgwe anti-dilutive, thereby decreasing the nsslper common share.

The following reconciliation of net income and shamounts used in the computation of income (Ipssshare for the three and nine mo
ended September 30, 2009 and three months endésh8egy 30, 2009:




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

NOTE A-SUMMARY OF ACCOUNTING POLICIES (continued )
Net Income (loss) Per Common Share (contini

Three Months Three Months Nine Months
Ended Ended Ended
September 30, September 30, September 30,
2009 2008 2009

Net income used in computing basic net income pares $ 3,820,59¢ $ 910,56¢ $ 7,230,59:
Impact of assumed assumptions:

Accretion of convertible debenture charged to egeexpenst 169,00¢ 374,57¢ 601,22¢
Impact of equity classified as liability:

Gain on derivative and warrant liability markedadr value (4,676,30Y) (2,754,71.) (10,008,02))
Net loss in computing diluted net loss per share: $ (686,70¢) $ (1,469,57) $ (2,176,20)

The weighted average shares outstanding used irbdls& net income per share computations for thleettand nine months enc
September 30, 2009 was 1,314,192,247 and 1,08B418respectively and 669,942,486 for the threethwended September 30, 200¢
determining the number of shares used in computiluged loss per share, the Company did not addoppately 28,635,273,897 potentic
dilutive securities for the three and nine monthdesl September 30, 2009 and 5,340,576,417 fotiee tmhonths ended September 30, :
because the effect would be adibtive. The potentially dilutive securities addedere mostly attributable to the warrants, opti@m
convertible debentures outstanding. As a resudt,dituted loss per share for the three and ninethsoended September 30, 2009 and -
months ended September 30, 2008 was $0.00.

Patents

The Company acquired in December 2006, for $2,200,&nd January 2007, for $1,387,000, patents mjuoction with the acquisitions
SPE Technologies, Inc and Hybrid Lighting Techn@sglinc, respectively. The patents have an estichaseful life of 7 years. According
the Company recorded an amortization charge toentirperiod earnings of $46,561 and $131,473 for three month periods enc
September 30, 2009 and 2008, respectively and 683%nd $394,417 for the nine months ended SepteBdh@009 and 2008, respectiv:
Patents are comprised of the following:

Accumulated Net carrying
amortization value at
Description Cost and impairments September 30, 2009
Development $ 293,75( $ 293,75( $ -0-
costs
Patents 2,294,22: 1,502,69( 791,53¢
Patents 1,387,00( 1,387,00( -0-
Total $ 397497 $ 3,183,44( $ 791,53«

During the year ended December 31, 2008, the Coynpemagement preformed an evaluation of its intalegassets (Patents) for purpose
determining the implied fair value of the asseta@juisition date(s). The tests indicated thatrdm®rded remaining book value of its pat
exceeded their fair value, as determined by disemlicash flows and accordingly recorded an impaitnobarge of $1,698,229 to curr
operations. Considerable management judgment isssacy to estimate the fair value. Accordinglyuakttesults could vary significantly frc
management’s estimates.

Derivative Financial Instruments

The Company's derivative financial instruments &insf embedded derivatives related to the 10% @ekcConvertible Debentures (see P
B). These embedded derivatives include certain emion features, variable interest features, cptioas and default provisions. 1
accounting treatment of derivative financial ingtients requires that the Company record the devestind related warrants at their fair va
as of the inception date of the Note Agreementani@ir value as of each subsequent balance shéet ld addition, under the provisions
Accounting Standards Codification subtopic 8158rivatives and Hedging; Contracts in Entity’s ORquity




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

NOTE A-SUMMARY OF ACCOUNTING POLICIES (continued )

Derivative Financial Instruments (continued)

(“ASC 815-40") as a result of entering into the dgtthe Company is required to classify all ott@r-@mployee stock options and warrant
derivative liabilities and mark them to market aclke reporting date. Any change in fair value inicdle@sof modifications of terms will t
recorded as non-operating, noaish income or expense at each reporting dateelfair value of the derivatives is higher at toéssquet
balance sheet date, the Company will record a pamating, noreash charge. If the fair value of the derivativedower at the subsequ
balance sheet date, the Company will record nomadipg, non-cash income. Conversialated derivatives were valued using the intri
method and the warrants using the Black Scholem@gtricing Model with the following assumptionsvidend yield of 0%; annual volatili
of 217%; and risk free interest rate from 0.1892.@8%. The derivatives are classified as long-téabilities.

Registration rights

In with raising capital through the issuance of @ible Notes, the Company has issued convertieleentures and warrants in that t
registration rights with liqguidated damages for timelerlying shares. As the contract must be seltyethe delivery of registered shares anc
delivery of the registered shares is not controbgdhe Company, pursuant to ASC 843-the net value of the of the underlying embe
derivative and warrants at the date of issuancere@sded as liabilities on the balance sheet.ilaped damages are estimated and accrt
a liability at each reporting date. The Company dasued an estimated $816,586 in liquidation dasag

Comprehensive Income (LosS)

The Company adopted Accounting Standards Codifinagubtopic 220-10, Comprehensive Income (“ASC 2@0- which establishe
standards for the reporting and displaying of cahpnsive income and its components. Comprehensoanie is defined as the chang
equity of a business during a period from transastiand other events and circumstances fromomarers sources. It includes all change
equity during a period except those resulting fiomestments by owners and distributions to own&&C 22040 requires other comprehens
income (loss) to include foreign currency translatadjustments and unrealized gains and lossegadlalale for sale securities.

Fair Value of Financial Instruments

Accounting Standards Codification subtopic 825-Ehancial Instruments (“ASC 825-10fequires disclosure of the fair value of cer
financial instruments. The carrying value of casld aash equivalents, accounts payable and acciakdtities, and shorterm borrowings, ¢
reflected in the consolidated balance sheets, appate fair value because of the shiaitm maturity of these instruments. All other sfigpaint
financial assets, financial liabilities and equistruments of the Company are either recognizedistlosed in the consolidated finan
statements together with other information relevfantmaking a reasonable assessment of future ftask, interest rate risk and credit ri
Where practicable the fair values of financial éssend financial liabilities have been determined aisclosed; otherwise only availa
information pertinent to fair value has been diselth

Effective January 1, 2008, the company adopted iating Standards Codification subtopic 820-Fair Value Measurements and Disclos
(*ASC 820-10") and Accounting Standards Codificatisubtopic 825-10, Financial Instruments (“ASC 8B}, which permits entities
choose to measure many financial instruments artdisether items at fair value. Neither of thetgemments had an impact on the Company’
financial position, results of operations or cdshvg.




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

NOTE A-SUMMARY OF ACCOUNTING POLICIES (continued )
Property, plant and equipment

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

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

Furniture and fixtures 7 years
Office equipment 3to 5 years
Leasehold improvements 5 years
lanufacturing equipme! 3 years

We evaluate the carrying value of items of propeplgnt and equipment to be held and used wherexeamts or changes in circumstar
indicate that the carrying amount may not be rerble. The carrying value of an item of propertanp and equipment is considered impa
when the projected undiscounted future cash flosiated to the asset are less than its carryingevalle measure impairment based or
amount by which the carrying value of the respectigset exceeds its fair value. Fair value is deterd primarily using the projected fut
cash flows discounted at a rate commensurate héthisk involved.

Liquidity
As shown in the accompanying consolidated finansfatements, the Company incurred net loss frommatipas of $1,635,083 for the n
month period ended September 30, 2009. The Conmpeauyrent liabilities exceeded its current assgi$1®,427,533 as of September 30, 2

Recent Accounting Pronouncements

With the exception of those stated below, thereehld@en no recent accounting pronouncements or elRangaccounting pronounceme
during the nine months ended September 30, 2008prapared to the recent accounting pronouncemessribed in the Annual Report t
are of material significance, or have potentialenat significance, to the Company.

Effective July 1, 2009, the Company adopted theufdmal Accounting Standards Board (“FASB”) AccougtiStandards Codification (“AS¢”
105-10, Generally Accepted Accounting Principles — Ovel@SC 105-10"). ASC 105-10 establishes tRASB Accounting Standal
Cadification(the “Codification”)as the source of authoritative accounting prinsipéecognized by the FASB to be applied by nongawerrta
entities in the preparation of financial statementsonformity with U.S. GAAP. Rules and interpketireleases of the SEC under authorit
federal securities laws are also sources of autttive U.S. GAAP for SEC registrants. All guidarmntained in the Codification carries
equal level of authority. The Codification supesgdll existing non-SEC accounting and reportirangards. All other nograndfathere:
non-SEC accounting literature not included in thedi@ication is nonauthoritative. The FASB will not issue new standaid the form ¢
Statements, FASB Staff Positions or Emerging IsJueesk Force Abstracts. Instead, it will issue Aatting Standards Updates (“ASUsThe
FASB will not consider ASUs as authoritative in ithewn right. ASUs will serve only to update the difecation, provide backgrout
information about the guidance and provide the $éseconclusions on the change(s) in the CodificatReferences made to FASB guide
throughout this document have been updated fo€thdification.

In August 2009, the FASB issued ASU No. 2009-0fasuring Liabilities at Fair Valug which provides additional guidance on |
companies should measure liabilities at fair valnder ASC 820. The ASU clarifies that the quoteidepfor an identical liability should |
used. However, if such information is not availatdesntity may use, the quoted price of an idehtiahility when traded as an asset, qut
prices for similar liabilities or similar liabiligis traded as assets, or another valuation techfégué as the market or income approach).
ASU also indicates that the fair value of a liailis not adjusted to reflect the impact of contwat restrictions that prevent its transfer
indicates circumstances in which quoted pricesaforidentical liability or quoted price for an ideal liability traded as an asset may
considered level 1 fair value measurements. Thib ASSeffective October 1, 2009. The Company is enily evaluating the impact of tl
standard, but would not expect it to have a mdtenipact on the Company’s consolidated resultspefrations or financial condition.




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

NOTE A-SUMMARY OF ACCOUNTING POLICIES (continued )
Recent Accounting Pronouncements (continued)

In September 2009, the FASB issued ASU No. 20092 stments in Certain Entities That Calculate Meset Value per Share (or
Equivalent), that amends ASC 820 to provide guidance on maggtine fair value of certain alternative investisesuch as hedge fun
private equity funds and venture capital funds. A$J indicates that, under certain circumstance,fdfir value of such investments may
determined using net asset value (NAV) as a pralotikpedient, unless it is probable the investmeélte sold at something other than N/
In those situations, the practical expedient cateatised and disclosure of the remaining actionessary to complete the sale is required.
ASU also requires additional disclosures of thehattes of all investments within the scope of tieev guidance, regardless of whether an €
used the practical expedient to measure the fdirevaf any of its investments. This ASU is effeeti@ctober 1, 2009. The Compan
currently evaluating the impact of this standangt Wwould not expect it to have a material impacttib@a Companys consolidated results
operations or financial condition.

In October 2009, the FASB issued ASU No. 2009Ma@ltiple-Deliverable Revenue Arrangements-censensus of the FASB Emerging s
Task Force, that provides amendments to the criteria for s#pay consideration in multipldeliverable arrangements. As a result of t
amendments, multipldeliverable revenue arrangements will be separatedore circumstances than under existing U.S. GARRe ASL
does this by establishing a selling price hierarfirydetermining the selling price of a deliverabléhe selling price used for each deliver:
will be based on vendor-specific objective evideiicavailable, third-party evidence if vendspecific objective evidence is not available
estimated selling price if neither vendor-speaifizjective evidence nor thirgarty evidence is available. A vendor will be reqdito determir
its best estimate of selling price in a manner thabnsistent with that used to determine theepticsell the deliverable on a standalone &
This ASU also eliminates the residual method dfcation and will require that arrangement consiti@nabe allocated at the inception of
arrangement to all deliverables using the relagigiing price method, which allocates any discdnrthe overall arrangement proportionall
each deliverable based on its relative sellingepriexpanded disclosures of qualitative and quaivianformation regarding application of -
multiple-deliverable revenue arrangement guidance are algoired under the ASU. The ASU does not apply targements for whic
industry specific allocation and measurement guidasaxists, such as lorigrm construction contracts and software transasticASL
No. 200¢-13 is effective beginning January 1, 2011. The Camygs currently evaluating the impact of this i@l on its consolidated resi
of operations and financial condition.

In October 2009, the FASB issued ASU No. 2009-Cédrtain Revenue Arrangements That Include SoftiEeenents-a consensus of t
FASB Emerging Issues Task Fol, that reduces the types of transactions thatwahin the current scope of software revenue redagn
guidance. Existing software revenue recognitiordgnce requires that its provisions be applied tertire arrangement when the sale of
products or services containing or utilizing softevavhen the software is considered more than imtéd¢o the product or service. As a re
of the amendments included in ASU No. 2008-many tangible products and services that ralpaftware will be accounted for under
multiple-element arrangements revenue recognition guidaatbemrthan under the software revenue recognitiodegice. Under the ASU, t
following components would be excluded from the p@f software revenue recognition guidance: theyitde element of the produ
software products bundled with tangible productemtthe software components and software components function together to delive
product’s essential functionality, and undelivecednponents that relate to software that is esddntttie tangible produdt’functionality. Th
ASU also provides guidance on how to allocate @atisn consideration when an arrangement contaotis deliverables within the scope
software revenue guidance (software deliverables) deliverables not within the scope of that gua@afnonsoftware deliverables). AS
No. 200¢-14 is effective beginning January 1, 2011. The Camyds currently evaluating the impact of this st@ml on its consolidated resi
of operations and financial condition.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2009
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES
Notes payable at September 30, 2009 and Decemb20G&:

September 30, 2009 December 31, 2008
Gross Less: Gross Less:
Principal Unamortized Principal Unamortized
Amount Discount Net Amount Discount Net

L0% convertible note payab

unsecured and due September, 200:

accrued and unpaid interest due at

maturity; Note holder has the option

convert note principal together with

accrued and unpaid interest to the

Company’s common stock at a rate «

$0.50 per share. The Company is in

violation of the loan covenants $ 2,50C — 3 2,50C $ 2,50C — $ 2,50C

L0% convertible note payab

unsecured and due September, 200:

accrued and unpaid interest due at

maturity; Note holder has the option

convert note principal together with

accrued and unpaid interest to the

Company’s common stock at a rate «

$0.50 per share. The Company is in

violation of the loan covenants 25,00( — 25,00( 25,00( — 25,00(

L0% convertible debenture, due th
years from date of the note with inter
payable quarterly during the life of th
note. The note is convertible into the
Company’s common stock at the low
of a) $0.03 or b) 25% of the average
the three lowest intraday trading pric
for the common stock on a principal
market for twenty days before, but n
including, conversion date. The
Company granted the note holder a
security interest in substantially all of
the Company’s assets and intellectu
property and registration rights. The
Company is in violation of the loan
covenants (see below) $ 1,094,09: — $1,094,09: $ 1,094,090 $ — $1,094,09:
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CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2009
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

September 30, 2009 December 31, 2008

Gross Less: Gross Less:
Principal Unamortized Principal Unamortized
Amount Discount Net Amount Discount Net

L0% convertible debenture, due three y:
from date of the note with interest payat
quarterly during the life of the note. The
note is convertible into the Company’s
common stock at the lower of a) $0.6 or
25% of the average of the three lowest
intraday trading prices for the common
stock on a principal market for twenty d:
before, but not including, conversion da
The Company granted the note holder ¢
security interest in substantially all of the
Company’s assets and intellectual propt
and registration rights. The Company is
violation of the loan covenants (see belc $ 800,000 $ — $ 800,00 $ 800,00 $ — $ 800,00(

3% convertible debenture, due three yi
from date of the note with interest payat
quarterly during the life of the note. The
note is convertible into the Company’s
common stock at the lower of a) $0.10 ¢
b) 25% of the average of the three lowe
intraday trading prices for the common
stock on a principal market for twenty d:
before, but not including, conversion dai
The Company granted the note holder ¢
security interest in substantially all of the
Company’s assets and intellectual prop
and registration rights (see below) 700,00( — 700,00( 700,00( — 700,00(

3% convertible debenture, due March 2
with interest payable quarterly during th
life of the note. The note is convertible i
the Company’s common stock at the lov
of @)$0.10 or b) 25% of the average of tl
three lowest intraday trading prices for t
common stock on a principal market for
twenty days before, but not including,
conversion date. The Company granted
note holder a security interest in
substantially all of the Company’s asset
and intellectual property and registratior
rights. (See below) $ 500,00C $ — $ 500,00C $ 500,00C $ 38,81t $ 461,18
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CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2009
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

September 30, 2009 December 31, 2008

Less: Gross Less:
Gross Principal Unamortized Principal Unamortized
Amount Discount Net Amount Discount

Net

5 % convertible debenture, due July 2!
with interest payable quarterly during tr
life of the note. The note is convertible
into the Company’s common stock at tf
lower of a)$0.10 or b) 25% of the avera
of the three lowest intraday trading pric
for the common stock on a principal
market for twenty days before, but not
including, conversion date. The Compa
granted the note holder a security inter:
in substantially all of the Company’s
assets and intellectual property and
registration rights. (See below) $ 500,00C $ — $ 500,00 $ 500,00C $ 94,971

3% convertible debenture, d

September 2009 with interest payable
quarterly during the life of the note. The
note is convertible into the Company’s
common stock at the lower of a)$0.10 ¢
b) 25% of the average of the three lowe
intraday trading prices for the common
stock on a principal market for twenty
days before, but not including, conversi
date. The Company granted the note
holder a security interest in substantiall
all of the Company’s assets and
intellectual property and registration
rights. (See below) 280,000 $ — $ 280,000 $ 280,00C $ 68,53(

¥ convertible debenture, d

December 2009 with interest payable
quarterly during the life of the note. The
note is convertible into the Company’s
common stock at the lower of a)$0.10 ¢
b) 25% of the average of the three lowe
intraday trading prices for the common
stock on a principal market for twenty
days before, but not including, conversi
date. The Company granted the note
holder a security interest in substantiall
all of the Company'’s assets and
intellectual property and registration
rights. (See below) $ 600,00C $ 43,83¢ $ 556,16« $ 600,000 $ 19342t

12
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CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2009
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

September 30, 2009 December 31, 2008
Less: Gross Less:
Gross Principal Unamortized Principal Unamortized
Amount Discount Net Amount Discount Net

3% convertible debenture, due April 2C
with interest payable quarterly during t
life of the note. The note is convertible
into the Company’s common stock at t
lower of @)$0.10 or b) 25% of the aver:
of the three lowest intraday trading pric
for the common stock on a principal
market for twenty days before, but not
including, conversion date. The Comp:
granted the note holder a security intet
in substantially all of the Company’s
assets and intellectual property and
registration rights. (See below) $ 400,00C $ 72,69¢ $ 327,30¢ $ 400,00 $ 172,42( $ 227,58(

3% convertible debenture, due May 2(
with interest payable quarterly during t
life of the note. The note is convertible
into the Company’s common stock at t
lower of @)$0.10 or b) 25% of the aver:
of the three lowest intraday trading pric
for the common stock on a principal
market for twenty days before, but not
including, conversion date. The Comp:
granted the note holder a security intet
in substantially all of the Company'’s
assets and intellectual property and
registration rights. (See below) 150,00( 29,041 120,95¢ 150,00( 66,42¢ 83,562

3% convertible debenture, due June 2
with interest payable quarterly during t
life of the note. The note is convertible
into the Company’s common stock at t
lower of @)$0.10 or b) 25% of the aver:
of the three lowest intraday trading pric
for the common stock on a principal
market for twenty days before, but not
including, conversion date. The Comp:
granted the note holder a security intet
in substantially all of the Company’s
assets and intellectual property and
registration rights. (See below) 150,00( 33,28¢ 116,71z 150,00(¢ 70,68t 79,31t
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CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2009
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

September 30, 2009 December 31, 2008
Less: Gross Less:
Gross Principal Unamortized Principal Unamortized
Amount Discount Net Amount Discount Net

3% convertible debenture, due June 2
with interest payable quarterly during the
life of the note. The note is convertible in
the Company’s common stock at the low
of @)$0.10 or b) 25% of the average of th
three lowest intraday trading prices for tt
common stock on a principal market for
twenty days before, but not including,
conversion date. The Company granted
note holder a security interest in
substantially all of the Company’s assets
and intellectual property and registration
rights. (See below) $ 150,00( 37,26C $ 112,74C $ 150,00C $ 74,65¢ $ 75,34

3% convertible debenture, due July 2
with interest payable quarterly during the
life of the note. The note is convertible in
the Company’s common stock at the low
of @)$0.10 or b) 25% of the average of th
three lowest intraday trading prices for tt
common stock on a principal market for
twenty days before, but not including,
conversion date. The Company granted
note holder a security interest in
substantially all of the Company’s assets
and intellectual property and registration
rights. (See below) 150,00( 39,041 110,95¢ 150,00( 76,43¢ 73,562

10% convertible notes payable, unsecurt

and due 2010; accrued and unpaid intert

due at maturity; Note holder has the opti

to convert note principal together with

accrued and unpaid interest to the

Companys common stock at a rate of $0

per share. The Company is in violation o

the loan covenants 58,62: — 58,62¢

Total 5,560,21- 255,16( 5,560,21: 5,501,59: 856,38/  4,645,20°
Less: current maturities: 5,560,211+ 255,16( 5,560,21: 5,501,59: 856,38/ 4,645,20°
Long term portion $ 0- $ 0- $ 0- $ 0- 8 0- $ -0-
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CYBERLUX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2009
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

The Company entered into a Securities Purchaseefigeat with four accredited investors on April 2802 for the issuance of an aggrega
$1,500,000 of convertible notes (“Convertible N8tesnd attached to the Convertible Notes was wartanpsirchase 25,000,000 shares o
Companys common stock. The Convertible Notes accrue iatere10% per annum, payable quarterly, and ardldee years from the date
the note. The note holder has the option to coresgytunpaid note principal to the Compangbmmon stock at a rate of the lower of a) $
or b) 25% of the average of the three lowest irstyailading prices for the common stock on a priakciparket for the 20 trading days befi
but not including, conversion date. The effectivieiest rate at the date of inception was 270.48&apnum.

As of September 30, 2009, the Company issued &shovs of the Convertible Notes a total amountlgb0,000 in exchange for total proce
of $1,352,067. The proceeds that the Company redeiere net of prepaid interest of $72,933 reptaggithe first eight montls interest ar
related fees and costs of $75,000.

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

The Securities Purchase Agreement contains thewolh covenants:

« Requirement to pay principal and interest when
« Provide shares of the Company’s common stock taitilder(s) upon exercise by the Holder(s)
« Timely file a registration statement with the SE@ @btain effectiveness and maintain effectivel

« Maintain sufficient number of authorized sharedjsct to Stockholder approval for full conversiohamy remaining Securi
Purchase Agreement

« Change of contrc
o Trading market limitations

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

As of September 30, 2009 and December 31, 2008Ctrapany has not maintained an effective registnastatement and therefore it
default of the Security Purchase agreement. As,saclhe option of the Holders of a majority of thggregate principal amount of
outstanding Notes issued pursuant to the Purchgseefent and through the delivery of written notmeéhe Company by such Holders |
"DEFAULT NOTICE"); the Notes shall become immedigtdue and payable and the Company shall pay tiltiider an amount equal to-
greater of (i) 130% times the sum of (w) the thetstanding principal amount of this Note plus (gfred and unpaid interest on the un
principal amount of this Note to the date of payigns (y) Default Interest (at 15% per annum)arify, plus (z) any amounts owed to
Holder pursuant to the Registration Rights Agreem&he then outstanding principal amount of theeNtt the date of payment plus
amounts referred to in clauses (x), (y) and (z)l sldlectively be known as the "DEFAULT SUM")ori)ithe "parity value" of the Default St
to be prepaid, where parity value means (a) thedsgnumber of shares of Common Stock issuable cpoversion of or otherwise
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2009
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

pursuant to such Default Sum, treating the Traddag immediately preceding the Mandatory Prepayniate as the "Conversion Date"
purposes of determining the lowest applicable Cmiga Price, unless the Default Event arises assaltrof a breach in respect of a spe
Conversion Date in which case such Conversion Blaadl be the Conversion Date), multiplied by (kg thighest Closing Price for the Comn
Stock during the period beginning on the date st fhccurrence of the Event of Default and ending day prior to the Mandatory Prepayn
Date (the "DEFAULT AMOUNT") and all other amountay@able hereunder shall immediately become due agdhpe, together with all co:
including legal fees and expenses of collectionhéf Borrower fails to pay the Default Amount witHive (5) business days of written no
that such amount is due and payable, then the Helul have the right at any time, so long asBberower remains in default (and so It
and to the extent that there are sufficient auttearishares), to require the Borrower, upon writietice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStfd¢he Borrower equal to the Default Amount dieitlby the Conversion Price thel
effect.

For the nine month periods ended September 30, 2002008, the Company amortized the debt discandhtcharged to interest expense $-0-
and $155,665, respectively.

The Company entered into a Securities Purchaseefiggat with four accredited investors on October25 for the issuance of $800,00!
convertible notes (“Convertible Notes”) and attathe the Convertible Notes was warrants to purct&®000 shares of the Company’
common stock. The Convertible Note accrues inteaae40% per annum, payable quarterly, and are lthe® tyears from the date of the n
The note holder has the option to convert any uhpate principal to the Comparsycommon stock at a rate of the lower of a) $0108) 5%
of the average of the three lowest intraday tragtiriges for the common stock on a principal marketthe 20 trading days before, but
including, conversion date. The effective interas¢ at the date of inception was 142.28% per annum

As of September 30, 2009, the Company issued testovs of the Convertible Notes a total amount8§fG$000 in exchange for total proce
of $775,000. The proceeds that the Company recewezd net of related fees and costs of $25,000.

The Company's identified embedded derivatives edlab the Securities Purchase Agreement entered dnt October 24, 2005. The
embedded derivatives included certain conversi@iufes, variable interest features, call optiond dafault provisions. The account
treatment of derivative financial instruments regsithat the Company allocate the relative faiuealof the derivatives and related warran
of the inception date of the Securities Purchaseedment up to the proceeds amount and to fair \esugf each subsequent balance sheet
At the inception of the Securities Purchase Agregnmibe Company allocated $743,770 and $56,230dcembedded derivatives and rel;
warrants, respectively.

The Securities Purchase Agreement contains thealh covenants:

« Requirement to pay principal and interest when
« Provide shares of the Company’s common stock taitilder(s) upon exercise by the Holder(s)
« Timely file a registration statement with the SE@ @btain effectiveness and maintain effectivel

« Maintain sufficient number of authorized sharedjsct to Stockholder approval for full conversidraoy remaining Security
Purchase Agreement

« Change of contrc
« Trading market limitations
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2009
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

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

As of September 30, 2009 and December 31, 2008Ctmpany has not maintained an effective registnasitatement and therefore is
default of the Security Purchase agreement. As,sacithe option of the Holders of a majority of thggregate principal amount of
outstanding Notes issued pursuant to the Purchgseefent and through the delivery of written notw¢he Company by such Holders |
"DEFAULT NOTICE"); the Notes shall become immedIgtdue and payable and the Company shall pay téitiider an amount equal to-
greater of (i) 130% times the sum of (w) the thetstanding principal amount of this Note plus (gfraed and unpaid interest on the un
principal amount of this Note to the date of payimgns (y) Default Interest (at 15% per annum)airify, plus (z) any amounts owed to
Holder pursuant to the Registration Rights Agreeim@&he then outstanding principal amount of theeNm the date of payment plus
amounts referred to in clauses (x), (y) and (z)l sldlectively be known as the "DEFAULT SUM")ori)ithe "parity value" of the Default St
to be prepaid, where parity value means (a) thedsgnumber of shares of Common Stock issuable opaversion of or otherwise pursuar
such Default Sum, treating the Trading Day immedyapreceding the Mandatory Prepayment Date asGobaversion Date" for purposes
determining the lowest applicable Conversion Pricdess the Default Event arises as a result akadh in respect of a specific Conver:
Date in which case such Conversion Date shall beQbnversion Date), multiplied by (b) the higheststhg Price for the Common Stc
during the period beginning on the date of firstuoecence of the Event of Default and ending one mtayr to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payabhereunder shall immediately become due and pay#tdether with all cos
including legal fees and expenses of collectionhéf Borrower fails to pay the Default Amount witHive (5) business days of written no
that such amount is due and payable, then the Helu#l have the right at any time, so long asBberower remains in default (and so I
and to the extent that there are sufficient auttearishares), to require the Borrower, upon writietice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStda¢he Borrower equal to the Default Amount diedtby the Conversion Price thet
effect.

For the nine month periods ended September 30, 2002008, the Company amortized the debt discanchicharged to interest expense $-0-
and $200,183, respectively.

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

of convertible notes (“Convertible Notes”) and altad to the Convertible Notes were warrants to lpase 700,000 shares of the Company’
common stock. The Convertible Note accrues intexe8% per annum, payable quarterly, and are dee tyears from the date of the note.
note holder has the option to convert any unpaté pancipal to the Company’common stock at a rate of the lower of a) $0118)®5% o
the average of the three lowest intraday tradirigeprfor the common stock on a principal markettfer 20 trading days before, but
including, conversion date. The effective interasé at the date of inception was 158.81% per annum

As of September 30, 2009, the Company issued tstovs of the Convertible Notes a total amount@f$000 in exchange for total proce
of $675,000. The proceeds that the Company recewezd net of related fees and costs of $25,000.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SEPTEMBER 30, 2009
(Unaudited)

NOTE B-CONVERTIBLE DEBENTURES (continued)

The Company's identified embedded derivatives edlab the Securities Purchase Agreement enteredontDecember 28, 2005. Th
embedded derivatives included certain conversi@iufes, variable interest features, call optiond dafault provisions. The account
treatment of derivative financial instruments regsithat the Company allocate the relative faiuealof the derivatives and related warran
of the inception date of the Securities Purchasedément up to the proceeds amount and to fair \eduef each subsequent balance sheet
At the inception of the Securities Purchase Agregnthe Company allocated $655,921 and $44,078dembedded derivatives and rel;
warrants, respectively.

The Securities Purchase Agreement contains thealh covenants:
« Requirement to pay principal and interest when due
« Provide shares of the Compi's common stock to the Holder(s) upon exercise byHblder(s
« Timely file a registration statement with the SE@ @btain effectiveness and maintain effectivel

« Maintain sufficient number of authorized sharedjsct to Stockholder approval for full conversidraoy remaining Security
Purchase Agreement

« Change of contrc
« Trading market limitations

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

As of September 30, 2009 and December 31, 2008Ctrapany has not maintained an effective registnastatement and therefore it
default of the Security Purchase agreement. As,saclhe option of the Holders of a majority of thggregate principal amount of
outstanding Notes issued pursuant to the Purchgseefent and through the delivery of written notmeéhe Company by such Holders |
"DEFAULT NOTICE"); the Notes shall become immedigtdue and payable and the Company shall pay tditiider an amount equal to-
greater of (i) 130% times the sum of (w) the thetstanding principal amount of this Note plus (gfraed and unpaid interest on the un
principal amount of this Note to the date of payigns (y) Default Interest (at 15% per annum)arify, plus (z) any amounts owed to
Holder pursuant to the Registration Rights Agreem&he then outstanding principal amount of theeNtt the date of payment plus
amounts referred to in clauses (x), (y) and (z)l slwdlectively be known as the "DEFAULT SUM")oriXithe "parity value" of the Default St
to be prepaid, where parity value means (a) thedsgnumber of shares of Common Stock issuable apoversion of or otherwise pursuar
such Default Sum, treating the Trading Day immexyapreceding the Mandatory Prepayment Date asGloaversion Date" for purposes
determining the lowest applicable Conversion Prigdess the Default Event arises as a result okadh in respect of a specific Conver:
Date in which case such Conversion Date shall beCibnversion Date), multiplied by (b) the highesdsthg Price for the Common Stc
during the period beginning on the date of firstuocence of the Event of Default and ending one &y to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payabhereunder shall immediately become due and payaiyether with all cos
including legal fees and expenses of collectiorthéf Borrower fails to pay the Default Amount wittfive (5) business days of written no
that such amount is due and payable, then the Helul have the right at any time, so long asBberower remains in default (and so It
and to the extent that there are sufficient autlearishares), to require the Borrower, upon writtetice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStfd¢he Borrower equal to the Default Amount dieitlby the Conversion Price thel
effect.
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NOTE B-CONVERTIBLE DEBENTURES (continued)

For the nine month periods ended September 30, 2002008, the Company amortized the debt discandhicharged to interest expense $-0-
and $175,160, respectively.

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

As of September 30, 2009, the Company issued stiovs of the Convertible Notes a total amount5if0$000 in exchange for total proce
of $460,000. The proceeds that the Company receiezd net of related fees and costs of $40,000.

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

The Securities Purchase Agreement contains thewolh covenants:
« Requirement to pay principal and interest when
« Provide shares of the Compis common stock to the Holder(s) upon exercise byHblder(s;
« Timely file a registration statement with the SE@ @btain effectiveness and maintain effectivel

« Maintain sufficient number of authorized sharedjsct to Stockholder approval for full conversidraoy remaining Securit
Purchase Agreement

« Change of contrc
« Trading market limitation

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

As of September 30, 2009 and December 31, 2008Ctrapany has not maintained an effective registnastatement and therefore it
default of the Security Purchase agreement. As,saclhe option of the Holders of a majority of thggregate principal amount of
outstanding Notes issued pursuant to the Purchgseefent and through the delivery of written notiw¢he Company by such Holders |
"DEFAULT NOTICE"); the Notes shall become immedigtdue and payable and the Company shall pay tiitiider an amount equal to-
greater of (i) 130% times the sum of (w) the thetstanding principal amount of this Note plus (gffmed and unpaid interest on the un
principal amount of this Note to the date of paytrgas (y) Default Interest (at 15% per annum), if
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NOTE B-CONVERTIBLE DEBENTURES (continued)

any, plus (z) any amounts owed to the Holder pursttathe Registration Rights Agreement. The thatstanding principal amount of the N
to the date of payment plus the amounts referrad thauses (x), (y) and (z) shall collectively kown as the "DEFAULT SUM")or (ii) t
"parity value" of the Default Sum to be prepaid,end parity value means (a) the highest number afeshof Common Stock issuable u
conversion of or otherwise pursuant to such Def8ulin, treating the Trading Day immediately precgdire Mandatory Prepayment Dats
the "Conversion Date" for purposes of determinimg lowest applicable Conversion Price, unless thiait Event arises as a result of a br:
in respect of a specific Conversion Date in whiakecsuch Conversion Date shall be the Conversioe) Daultiplied by (b) the highest Clos
Price for the Common Stock during the period beigigron the date of first occurrence of the Evenbefault and ending one day prior to
Mandatory Prepayment Date (the "DEFAULT AMOUNT")daall other amounts payable hereunder shall imnelgibecome due and payal
together with all costs including legal fees angenses of collection. If the Borrower fails to gag Default Amount within five (5) busine
days of written notice that such amount is due enghble, then the Holder shall have the right gttane, so long as the Borrower remain
default (and so long and to the extent that theeesafficient authorized shares), to require ther@w@er, upon written notice, to immediat
issue, in lieu of the Default Amount, the numbersbfres of Common Stock of the Borrower equal & Diefault Amount divided by tl
Conversion Price then in effect.

For the nine month periods ended September 30, 26892008, the Company amortized the debt discandtcharged to interest expe
$38,813 and $125,114, respectively.

The Company entered into a Securities Purchaseefgget with four accredited investors on July 28)&€r the issuance of $500,00C
convertible notes (“Convertible Notes”) and attathe the Convertible Notes was warrants to purcli&s@00,000 shares of the Company’
common stock. The Convertible Note accrues intexe6% per annum, payable quarterly, and are dee tyears from the date of the note.
note holder has the option to convert any unpaté paincipal to the Company’common stock at a rate of the lower of a) $0118)®25% o
the average of the three lowest intraday tradirigeprfor the common stock on a principal markettfer 20 trading days before, but
including, conversion date. The effective interas¢ at the date of inception was 10.00% per annum.

As of September 30, 2009, the Company issued testovs of the Convertible Notes a total amount5fa$000 in exchange for total proce
of $490,000. The proceeds that the Company recewezd net of related fees and costs of $10,000.

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

The Securities Purchase Agreement contains theaolh covenants:

« Requirement to pay principal and interest when due
« Provide shares of the Company’s common stock taitilder(s) upon exercise by the Holder(s)
« Timely file a registration statement with the SE@ @btain effectiveness and maintain effectivel

« Maintain sufficient number of authorized sharedjsct to Stockholder approval for full conversidraoy remaining Security
Purchase Agreement

« Change of contrc
o Trading market limitations
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NOTE B-CONVERTIBLE DEBENTURES (continued)

The Company agreed to file a registration stateméhtthe SEC to affect the registration of therslsaof its common stock underlying the
Security Purchase Agreement and the warrants wahidays from the date of receipt of written demahthe Investors. The Company also
agreed to use its reasonable best efforts to dhasegistration statement to be declared effectovéater than 90 days after the date of the
Securities Purchase Agreement. If the Registre8imtement is not filed and/or not declared effectis described above, the Company will be
required to pay liquidated damages in the formashcor the Company’s common stock, at the Compatigtsetion, in an amount equal to 2%
of the unpaid principal balance per month to the d& which the Registrable Securities (in the mpirof counsel to the Initial Investors) may
be immediately sold to the public without registrator restriction (including, without limitatioms to volume by each holder thereof) unde
1933 Act.

As of September 30, 2009 and December 31, 2008Ctmpany has not maintained an effective registnasitatement and therefore is
default of the Security Purchase agreement. As,sacithe option of the Holders of a majority of thggregate principal amount of
outstanding Notes issued pursuant to the Purchgseefent and through the delivery of written notméhe Company by such Holders |
"DEFAULT NOTICE"); the Notes shall become immedIgtdue and payable and the Company shall pay tditiider an amount equal to-
greater of (i) 130% times the sum of (w) the thetstanding principal amount of this Note plus (gfraed and unpaid interest on the un
principal amount of this Note to the date of payigns (y) Default Interest (at 15% per annum)arify, plus (z) any amounts owed to
Holder pursuant to the Registration Rights Agreeim@&he then outstanding principal amount of theeNm the date of payment plus
amounts referred to in clauses (x), (y) and (z)l slwdlectively be known as the "DEFAULT SUM")oriXithe "parity value" of the Default St
to be prepaid, where parity value means (a) thedsgnumber of shares of Common Stock issuable apoversion of or otherwise pursuar
such Default Sum, treating the Trading Day immedyapreceding the Mandatory Prepayment Date asGobaversion Date" for purposes
determining the lowest applicable Conversion Prigdess the Default Event arises as a result okadh in respect of a specific Conver:
Date in which case such Conversion Date shall beQbnversion Date), multiplied by (b) the higheststhg Price for the Common Stc
during the period beginning on the date of firstuoecence of the Event of Default and ending one mtayr to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payabhereunder shall immediately become due and pay#iyether with all cos
including legal fees and expenses of collectionhéf Borrower fails to pay the Default Amount witHive (5) business days of written no
that such amount is due and payable, then the Helu#l have the right at any time, so long asBberower remains in default (and so I
and to the extent that there are sufficient autlearishares), to require the Borrower, upon writtetice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStda¢he Borrower equal to the Default Amount diedtby the Conversion Price thet
effect.

For the nine month periods ended September 30, 2002008, the Company amortized the debt discushicharged to interest expense
$94,977 and $125,114, respectively.

The Company entered into a Securities Purchaseefiggnat with four accredited investors on SeptembefQ06 for the issuance of $280,

of convertible notes (“Convertible Notes”) and altad to the Convertible Notes was warrants to @geti0,000,000 shares of the Company’
common stock. The Convertible Note accrues intexe6% per annum, payable quarterly, and are dee tyears from the date of the note.
note holder has the option to convert any unpaté poncipal to the Company’common stock at a rate of the lower of a) $0116)®25% o
the average of the three lowest intraday tradirigeprfor the common stock on a principal markettfer 20 trading days before, but
including, conversion date. The effective interasé at the date of inception was 9.36% per annum.

As of September 30, 2009, the Company issued stiovs of the Convertible Notes a total amount2F0$000 in exchange for total proce
of $259,858. The proceeds that the Company receiezd net of related fees and costs of $20,142.

The Company's identified embedded derivatives edldb the Securities Purchase Agreement enteredoimtSeptember 26, 2006. Th
embedded derivatives included certain conversi@tufes, variable interest features, call optiond dafault provisions. The account
treatment of derivative financial instruments regsithat the Company allocate the relative faiu@slof the derivatives and related warran
of the inception date of the Securities Purchaseed&ment up to the proceeds amount and to fair e each subsequent balance sheet date
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NOTE B-CONVERTIBLE DEBENTURES (continued)

At the inception of the Securities Purchase Agregnmtbe Company allocated $100,513 and $179,48Aeg@mbedded derivatives and rel;
warrants, respectively.

The Securities Purchase Agreement contains thewilt covenants:

« Requirement to pay principal and interest when due
« Provide shares of the Compis common stock to the Holder(s) upon exercise byHblder(s;
« Timely file a registration statement with the SE@ @btain effectiveness and maintain effectiveness

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

« Change of control
« Trading market limitations

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

As of September 30, 2009 and December 31 200&; ¢hepany has not maintained an effective regisimattatement and therefore is in def
of the Security Purchase agreement. As such, apgtien of the Holders of a majority of the aggregprincipal amount of the outstand
Notes issued pursuant to the Purchase Agreemerthamaiyh the delivery of written notice to the Canp by such Holders (the "DEFAUI
NOTICE"); the Notes shall become immediately dué payable and the Company shall pay to the Holdexraount equal to the greater o
130% times the sum of (w) the then outstandingggpad amount of this Note plus (x) accrued and uichpaterest on the unpaid princi
amount of this Note to the date of payment plus@gfault Interest (at 15% per annum), if any, p{ms any amounts owed to the Hol
pursuant to the Registration Rights Agreement. fitf@® outstanding principal amount of the Note te tlate of payment plus the amoi
referred to in clauses (x), (y) and (z) shall atileely be known as the "DEFAULT SUM")or (ii) thgodrity value" of the Default Sum to
prepaid, where parity value means (a) the highesther of shares of Common Stock issuable upon esioveof or otherwise pursuant to s
Default Sum, treating the Trading Day immediateteqeding the Mandatory Prepayment Date as the "€@sion Date" for purposes
determining the lowest applicable Conversion Pricdess the Default Event arises as a result akadh in respect of a specific Conver:
Date in which case such Conversion Date shall beQbnversion Date), multiplied by (b) the higheststhg Price for the Common Stc
during the period beginning on the date of firstuocence of the Event of Default and ending one iy to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payabhereunder shall immediately become due and pay#idether with all cos
including legal fees and expenses of collectionhéf Borrower fails to pay the Default Amount witHive (5) business days of written no
that such amount is due and payable, then the Helul have the right at any time, so long asBberower remains in default (and so It
and to the extent that there are sufficient auttearishares), to require the Borrower, upon writietice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStda¢he Borrower equal to the Default Amount diedtdby the Conversion Price thet
effect.

For the nine month periods ended September 30, 26892008, the Company amortized the debt discandtcharged to interest expe
$68,530 and $70,064, respectively.
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NOTE B-CONVERTIBLE DEBENTURES (continued)

The Company entered into a Securities Purchaseefigget with four accredited investors on Decembe2R06 for the issuance of $600,!

of convertible notes (“Convertible Notes”) and ekttad to the Convertible Notes was warrants to @gef20,000,000 shares of the Company’
common stock. The Convertible Note accrues intexe6% per annum, payable quarterly, and are dee tyears from the date of the note.
note holder has the option to convert any unpaté poncipal to the Company’common stock at a rate of the lower of a) $0116)®25% o
the average of the three lowest intraday tradirigeprfor the common stock on a principal markettfar 20 trading days before, but
including, conversion date. The effective interas¢ at the date of inception was 15.00% per annum.

As of September 30, 2009, the Company issued testovs of the Convertible Notes a total amount&SfG$000 in exchange for total proce
of $590,000. The proceeds that the Company receiezd net of related fees and costs of $10,000.

The Company's identified embedded derivatives edlab the Securities Purchase Agreement enteredontDecember 20, 2006. Th
embedded derivatives included certain conversi@iufes, variable interest features, call optiond dafault provisions. The account
treatment of derivative financial instruments regsithat the Company allocate the relative faiuealof the derivatives and related warran
of the inception date of the Securities Purchasedment up to the proceeds amount and to fair \eduef each subsequent balance sheet
At the inception of the Securities Purchase Agregntbe Company allocated $360,000 and $240,0@be@mbedded derivatives and rel;
warrants, respectively.

The Securities Purchase Agreement contains thealh covenants:

« Requirement to pay principal and interest when
« Provide shares of the Compi's common stock to the Holder(s) upon exercise byHblder(s
« Timely file a registration statement with the SE@ @btain effectiveness and maintain effectiveness

« Maintain sufficient number of authorized sharedjsct to Stockholder approval for full conversidraoy remaining Securit
Purchase Agreement

« Change of control
o Trading market limitation

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

As of September 30, 2009 and December 31, 2008Ctrapany has not maintained an effective registnastatement and therefore i
default of the Security Purchase agreement. As,sacithe option of the Holders of a majority of thggregate principal amount of
outstanding Notes issued pursuant to the Purchgseefent and through the delivery of written notmeéhe Company by such Holders |
"DEFAULT NOTICE"); the Notes shall become immedIgtdue and payable and the Company shall pay tditiider an amount equal to-
greater of (i) 130% times the sum of (w) the thetstanding principal amount of this Note plus (gfraed and unpaid interest on the un
principal amount of this Note to the date of payigns (y) Default Interest (at 15% per annum)arify, plus (z) any amounts owed to
Holder pursuant to the Registration Rights Agreemm&he then outstanding principal amount of theeNt the date of payment plus
amounts referred to in clauses (x), (y) and (z)l slwdlectively be known as the "DEFAULT SUM")oriXithe "parity value" of the Default St
to be prepaid, where parity value means (a) thedsgnumber of shares of Common Stock issuable cpoversion of or otherwise
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NOTE B-CONVERTIBLE DEBENTURES (continued)

pursuant to such Default Sum, treating the Traddag immediately preceding the Mandatory Prepayniate as the "Conversion Date"
purposes of determining the lowest applicable Cmiga Price, unless the Default Event arises assaltrof a breach in respect of a spe
Conversion Date in which case such Conversion Blaadl be the Conversion Date), multiplied by (kg thighest Closing Price for the Comn
Stock during the period beginning on the date st fhccurrence of the Event of Default and ending day prior to the Mandatory Prepayn
Date (the "DEFAULT AMOUNT") and all other amountay@able hereunder shall immediately become due agdhpe, together with all co:
including legal fees and expenses of collectionhéf Borrower fails to pay the Default Amount witHive (5) business days of written no
that such amount is due and payable, then the Helul have the right at any time, so long asBberower remains in default (and so It
and to the extent that there are sufficient auttearishares), to require the Borrower, upon writietice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStfd¢he Borrower equal to the Default Amount dieitlby the Conversion Price thel
effect.

For the nine month periods ended September 30, 26892008, the Company amortized the debt discandtcharged to interest expe
$149,589 and $150,137, respectively.

The Company entered into a Securities Purchaseefiggat with four accredited investors on April 1802 for the issuance of $400,00(
convertible notes (“Convertible Notes”) and attathe the Convertible Notes was warrants to purcli&5800,000 shares of the Company’
common stock. The Convertible Note accrues intexe8% per annum, payable quarterly, and are dee tyears from the date of the note.
note holder has the option to convert any unpaté paincipal to the Company’common stock at a rate of the lower of a) $0118)®5% o
the average of the three lowest intraday tradirigeprfor the common stock on a principal markettfer 20 trading days before, but
including, conversion date. The effective interas¢ at the date of inception was 235.00% per annum

As of September 30, 2009, the Company issued testovs of the Convertible Notes a total amount4fG$000 in exchange for total proce
of $360,000. The proceeds that the Company recewezd net of related fees and costs of $40,000.

The Company's identified embedded derivatives edlab the Securities Purchase Agreement enterecbimtApril 18, 2007. These embed
derivatives included certain conversion featuremjable interest features, call options and defptdivisions. The accounting treatmen
derivative financial instruments requires that @@mpany allocate the relative fair values of theivdgives and related warrants as of
inception date of the Securities Purchase Agreemend the proceeds amount and to fair value &aoli subsequent balance sheet date. ,
inception of the Securities Purchase AgreementCitrapany allocated $386,378 and $13,622 to the dddukderivatives and related warra
respectively.

The Securities Purchase Agreement contains thealh covenants:

« Requirement to pay principal and interest when
« Provide shares of the Company’s common stock taitilder(s) upon exercise by the Holder(s)
« Timely file a registration statement with the SE@ @btain effectiveness and maintain effectivel

« Maintain sufficient number of authorized sharedjsct to Stockholder approval for full conversidraoy remaining Security
Purchase Agreement

« Change of contrc
« Trading market limitations
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NOTE B-CONVERTIBLE DEBENTURES (continued)

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

As of September 30, 2009 and December 31, 2008Ctrapany has not maintained an effective registnastatement and therefore it
default of the Security Purchase agreement. As,saclhe option of the Holders of a majority of thggregate principal amount of
outstanding Notes issued pursuant to the Purchgseefent and through the delivery of written notméhe Company by such Holders |
"DEFAULT NOTICE"); the Notes shall become immedigtdue and payable and the Company shall pay téitiider an amount equal to-
greater of (i) 130% times the sum of (w) the thetstanding principal amount of this Note plus (gfraed and unpaid interest on the un
principal amount of this Note to the date of payigns (y) Default Interest (at 15% per annum)arify, plus (z) any amounts owed to
Holder pursuant to the Registration Rights Agreem&he then outstanding principal amount of theeNtt the date of payment plus
amounts referred to in clauses (x), (y) and (z)l slwdlectively be known as the "DEFAULT SUM")oriXithe "parity value" of the Default St
to be prepaid, where parity value means (a) thedsgnumber of shares of Common Stock issuable apoversion of or otherwise pursuar
such Default Sum, treating the Trading Day immexjapreceding the Mandatory Prepayment Date asGloaversion Date" for purposes
determining the lowest applicable Conversion Prigdess the Default Event arises as a result okadh in respect of a specific Conver:
Date in which case such Conversion Date shall beCibnversion Date), multiplied by (b) the highesdsthg Price for the Common Stc
during the period beginning on the date of firstuocence of the Event of Default and ending oneléayr to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payabhereunder shall immediately become due and pay#iyether with all cos
including legal fees and expenses of collectiorthéf Borrower fails to pay the Default Amount wittfive (5) business days of written no
that such amount is due and payable, then the Helul have the right at any time, so long asBberower remains in default (and so It
and to the extent that there are sufficient autlearishares), to require the Borrower, upon writtetice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStf¢he Borrower equal to the Default Amount dieitlby the Conversion Price thel
effect.

For the nine month periods ended September 30, 26692008, the Company amortized the debt discandtcharged to interest expe
$99,726 and $100,091, respectively.

The Company entered into a Securities Purchaseefiggrt with four accredited investors on May 1, 2@@7the issuance of $150,000
convertible notes (“Convertible Notes”) and attathe the Convertible Notes was warrants to purcli#5800,000 shares of the Company’
common stock. The Convertible Note accrues intexe8% per annum, payable quarterly, and are dee tyears from the date of the note.
note holder has the option to convert any unpaté poncipal to the Company’common stock at a rate of the lower of a) $0116)®25% o
the average of the three lowest intraday tradirigeprfor the common stock on a principal markettfar 20 trading days before, but
including, conversion date. The effective interas¢ at the date of inception was 80.83% per annum.

As of September 30, 2009, the Company issued testovs of the Convertible Notes a total amount1&®000 in exchange for total proce
of $150,000.

The Company's identified embedded derivativesedlat the Securities Purchase Agreement enteredimMay 1, 2007. These embedded
derivatives included certain conversion featuresiable interest features, call options and defandvisions. The accounting treatment of
derivative financial instruments requires that @@mpany allocate the relative fair values of thevdg¢ives and related warrants as of the
inception date of the Securities Purchase Agreemngd the proceeds amount and to fair value &aoli subsequent balance sheet date.
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NOTE B-CONVERTIBLE DEBENTURES (continued)

At the inception of the Securities Purchase Agregnmibe Company allocated $135,154 and $14,846dcembedded derivatives and rel;
warrants, respectively.

The Securities Purchase Agreement contains thewilt covenants:

« Requirement to pay principal and interest when due
« Provide shares of the Compis common stock to the Holder(s) upon exercise byHblder(s;
« Timely file a registration statement with the SE@ @btain effectiveness and maintain effectiveness

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

« Change of control
« Trading market limitations

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

As of September 30, 2009 and December 31, 2008Ctmpany has not maintained an effective registnasitatement and therefore is
default of the Security Purchase agreement. As,saclhe option of the Holders of a majority of thggregate principal amount of
outstanding Notes issued pursuant to the Purchgseefent and through the delivery of written notiw¢he Company by such Holders |
"DEFAULT NOTICE"); the Notes shall become immedIgtdue and payable and the Company shall pay tditiider an amount equal to-
greater of (i) 130% times the sum of (w) the thetstanding principal amount of this Note plus (gfrmed and unpaid interest on the un
principal amount of this Note to the date of payimglns (y) Default Interest (at 15% per annum)arify, plus (z) any amounts owed to
Holder pursuant to the Registration Rights Agreemm@he then outstanding principal amount of theeNt the date of payment plus
amounts referred to in clauses (x), (y) and (z)l sldlectively be known as the "DEFAULT SUM")ori)ithe "parity value" of the Default St
to be prepaid, where parity value means (a) thedsgnumber of shares of Common Stock issuable opaversion of or otherwise pursuar
such Default Sum, treating the Trading Day immedyapreceding the Mandatory Prepayment Date asGobaversion Date" for purposes
determining the lowest applicable Conversion Pricdess the Default Event arises as a result akadh in respect of a specific Conver:
Date in which case such Conversion Date shall beQbnversion Date), multiplied by (b) the higheststhg Price for the Common Stc
during the period beginning on the date of firstuocence of the Event of Default and ending one iy to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payabhereunder shall immediately become due and pay#idether with all cos
including legal fees and expenses of collectionhéf Borrower fails to pay the Default Amount witHive (5) business days of written no
that such amount is due and payable, then the Helul have the right at any time, so long asBberower remains in default (and so It
and to the extent that there are sufficient auttearishares), to require the Borrower, upon writietice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStda¢he Borrower equal to the Default Amount diedtdby the Conversion Price thet
effect.

For the nine month periods ended September 30, 26892008, the Company amortized the debt discandtcharged to interest expe
$37,397 and $37,735, respectively.
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NOTE B-CONVERTIBLE DEBENTURES (continued)

The Company entered into a Securities Purchaseefiggrt with four accredited investors on June 1,720 the issuance of $150,00C
convertible notes (“Convertible Notes”) and attathe the Convertible Notes was warrants to purcli#5800,000 shares of the Company’
common stock. The Convertible Note accrues intexe8% per annum, payable quarterly, and are dee tyears from the date of the note.
note holder has the option to convert any unpaté poncipal to the Company’common stock at a rate of the lower of a) $0116)®25% o
the average of the three lowest intraday tradirigeprfor the common stock on a principal markettfar 20 trading days before, but
including, conversion date. The effective interas¢ at the date of inception was 91.87% per annum.

As of September 30, 2009, the Company issued testovs of the Convertible Notes a total amount1&000 in exchange for total proce
of $150,000.

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

The Securities Purchase Agreement contains thealh covenants:

« Requirement to pay principal and interest when
« Provide shares of the Compi's common stock to the Holder(s) upon exercise byHblder(s
« Timely file a registration statement with the SE@ @btain effectiveness and maintain effectiveness

« Maintain sufficient number of authorized sharedjsct to Stockholder approval for full conversidraoy remaining Securit
Purchase Agreement

« Change of control
o Trading market limitation

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

As of September 30, 2009 and December 31, 2008Ctrapany has not maintained an effective registnastatement and therefore i
default of the Security Purchase agreement. As,sacithe option of the Holders of a majority of thggregate principal amount of
outstanding Notes issued pursuant to the Purchgseefent and through the delivery of written notmeéhe Company by such Holders |
"DEFAULT NOTICE"); the Notes shall become immedIgtdue and payable and the Company shall pay tditiider an amount equal to-
greater of (i) 130% times the sum of (w) the thetstanding principal amount of this Note plus (gfraed and unpaid interest on the un
principal amount of this Note to the date of payigns (y) Default Interest (at 15% per annum)arify, plus (z) any amounts owed to
Holder pursuant to the Registration Rights Agreemm&he then outstanding principal amount of theeNt the date of payment plus
amounts referred to in clauses (x), (y) and (z)l slwdlectively be known as the "DEFAULT SUM")oriXithe "parity value" of the Default St
to be prepaid, where parity value means (a) thedsgnumber of shares of Common Stock issuable apoversion of or otherwise pursuar
such Default Sum, treating the Trading Day immesdyapreceding the Mandatory Prepayment Date as
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NOTE B-CONVERTIBLE DEBENTURES (continued)

the "Conversion Date" for purposes of determinimg lbwest applicable Conversion Price, unless teiaillt Event arises as a result of a br
in respect of a specific Conversion Date in whiakecsuch Conversion Date shall be the Conversios) Daultiplied by (b) the highest Clos
Price for the Common Stock during the period beigigron the date of first occurrence of the Evenbefault and ending one day prior to
Mandatory Prepayment Date (the "DEFAULT AMOUNT")daall other amounts payable hereunder shall imntelgiaecome due and payal
together with all costs including legal fees angenses of collection. If the Borrower fails to gag Default Amount within five (5) busine
days of written notice that such amount is due enghble, then the Holder shall have the right gttane, so long as the Borrower remain
default (and so long and to the extent that theeesafficient authorized shares), to require ther@ser, upon written notice, to immediat
issue, in lieu of the Default Amount, the numbersbfres of Common Stock of the Borrower equal & Diefault Amount divided by tl
Conversion Price then in effect.

For the nine month periods ended September 30, 2002008, the Company amortized the debt discanchicharged to interest expense
$37,397 and $37,535.

The Company entered into a Securities Purchaseefiggrt with four accredited investors on June 3@72@r the issuance of $150,00C
convertible notes (“Convertible Notes”) and attathe the Convertible Notes was warrants to purcli#5800,000 shares of the Company’
common stock. The Convertible Note accrues intexe8% per annum, payable quarterly, and are dee tyears from the date of the note.
note holder has the option to convert any unpaté pancipal to the Company’common stock at a rate of the lower of a) $0116)®25% o
the average of the three lowest intraday tradirigeprfor the common stock on a principal markettfar 20 trading days before, but
including, conversion date. The effective interas¢ at the date of inception was 85.51% per annum.

As of September 30, 2009, the Company issued testovs of the Convertible Notes a total amount1&000 in exchange for total proce
of $150,000.

The Company's identified embedded derivatives edlad the Securities Purchase Agreement enterecomtlune 30, 2007. These embet
derivatives included certain conversion featuremjable interest features, call options and defaudivisions. The accounting treatmen
derivative financial instruments requires that @@mpany allocate the relative fair values of theivdgives and related warrants as of
inception date of the Securities Purchase Agreemgmd the proceeds amount and to fair value a&aol subsequent balance sheet date. ,
inception of the Securities Purchase AgreementCitrapany allocated $135,966 and $14,034 to the dddukderivatives and related warra
respectively.

The Securities Purchase Agreement contains thewolh covenants:
« Requirement to pay principal and interest when due

« Provide shares of the Company’s common stock téithider(s) upon exercise by the Holder(s)
- Timely file a registration statement with the SE&@ @btain effectiveness and maintain effectivel

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

« Change of contrc
« Trading market limitations

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

As of September 30, 2009 and December 31, 2008Ctrapany has not maintained an effective registnastatement and therefore it
default of the Security Purchase agreement. As,saclhe option of the Holders of a majority of thggregate principal amount of
outstanding Notes issued pursuant to the Purchgseefent and through the delivery of written notiw¢he Company by such Holders |
"DEFAULT NOTICE"); the Notes shall become immedigtdue and payable and the Company shall pay téitiider an amount equal to-
greater of (i) 130% times the sum of (w) the thetstanding principal amount of this Note plus (gffed and unpaid interest on the un
principal amount of this Note to the date of payimgns (y) Default Interest (at 15% per annum)airify, plus (z) any amounts owed to
Holder pursuant to the Registration Rights Agreem&he then outstanding principal amount of the Nttt the date of payment plus
amounts referred to in clauses (x), (y) and (z)l sldlectively be known as the "DEFAULT SUM")ori)ithe "parity value" of the Default St
to be prepaid, where parity value means (a) thedsgnumber of shares of Common Stock issuable apoversion of or otherwise pursuar
such Default Sum, treating the Trading Day immexyapreceding the Mandatory Prepayment Date asGloaversion Date" for purposes
determining the lowest applicable Conversion Pricdess the Default Event arises as a result akadh in respect of a specific Conver:
Date in which case such Conversion Date shall beCibnversion Date), multiplied by (b) the highesdsthg Price for the Common Stc
during the period beginning on the date of firstuocence of the Event of Default and ending oneléayr to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payabhereunder shall immediately become due and pay#tdether with all cos
including legal fees and expenses of collectiorthéf Borrower fails to pay the Default Amount wittfive (5) business days of written no
that such amount is due and payable, then the Helul have the right at any time, so long asBberower remains in default (and so It
and to the extent that there are sufficient auttearishares), to require the Borrower, upon writietice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStf¢he Borrower equal to the Default Amount dieitlby the Conversion Price thel
effect.

For the nine month periods ended September 30, 2002008, the Company amortized the debt discanchicharged to interest expense
$37,397 and $37,535, respectively.

The Company entered into a Securities Purchaseefgget with four accredited investors on July 13)72€r the issuance of $150,00C
convertible notes (“Convertible Notes”) and attathe the Convertible Notes was warrants to purcli#5800,000 shares of the Company’
common stock. The Convertible Note accrues intexe8% per annum, payable quarterly, and are dee tyears from the date of the note.
note holder has the option to convert any unpaté pancipal to the Company’common stock at a rate of the lower of a) $0118)®5% o
the average of the three lowest intraday tradirigeprfor the common stock on a principal markettfar 20 trading days before, but
including, conversion date. The effective interas¢ at the date of inception was 85.13% per annum.

As of September 30, 2009, the Company issued testovs of the Convertible Notes a total amount1&000 in exchange for total proce
of $150,000.

The Company's identified embedded derivatives edlab the Securities Purchase Agreement enterecbmtJuly 13, 2007. These embec
derivatives included certain conversion featuremjable interest features, call options and defptdivisions. The accounting treatmen
derivative financial instruments requires that @@mpany allocate the relative fair values of theivdgives and related warrants as of
inception date of the Securities Purchase Agreemnend the proceeds amount and to fair value &aoli subsequent balance sheet date. ,
inception of the Securities Purchase AgreementCitrapany allocated $135,903 and $14,097 to the dddukderivatives and related warra
respectively.
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NOTE B-CONVERTIBLE DEBENTURES (continued)
The Securities Purchase Agreement contains thewilt covenants:

« Requirement to pay principal and interest when due
« Provide shares of the Company’s common stock téithider(s) upon exercise by the Holder(s)
- Timely file a registration statement with the SE&@ @btain effectiveness and maintain effectivel

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

« Change of contrc
« Trading market limitations

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

As of September 30, 2009 and 2008, the Companynbasnaintained an effective registration statensenrd therefore is in default of 1
Security Purchase agreement. As such, at the opfidine Holders of a majority of the aggregate @pal amount of the outstanding Nc
issued pursuant to the Purchase Agreement andgthrthe delivery of written notice to the Company siych Holders (the "DEFAUL
NOTICE"); the Notes shall become immediately dueé payable and the Company shall pay to the Holdexraount equal to the greater o
130% times the sum of (w) the then outstandinggiped amount of this Note plus (x) accrued and ishpaterest on the unpaid princi
amount of this Note to the date of payment plus@gfault Interest (at 15% per annum), if any, p{ms any amounts owed to the Hol
pursuant to the Registration Rights Agreement. fif@® outstanding principal amount of the Note te tlate of payment plus the amoi
referred to in clauses (x), (y) and (z) shall odilely be known as the "DEFAULT SUM™)or (ii) thedrity value" of the Default Sum to
prepaid, where parity value means (a) the highessther of shares of Common Stock issuable upon esioveof or otherwise pursuant to s
Default Sum, treating the Trading Day immediateteqeding the Mandatory Prepayment Date as the "€@sion Date" for purposes
determining the lowest applicable Conversion Pricdess the Default Event arises as a result akadh in respect of a specific Conver:
Date in which case such Conversion Date shall beQbnversion Date), multiplied by (b) the higheststhg Price for the Common Stc
during the period beginning on the date of firstuoecence of the Event of Default and ending one mt&yr to the Mandatory Prepayment C
(the "DEFAULT AMOUNT") and all other amounts payabhereunder shall immediately become due and pay#tdether with all cos
including legal fees and expenses of collectionhéf Borrower fails to pay the Default Amount witHive (5) business days of written no
that such amount is due and payable, then the Helul have the right at any time, so long asBberower remains in default (and so I
and to the extent that there are sufficient auttearishares), to require the Borrower, upon writietice, to immediately issue, in lieu of
Default Amount, the number of shares of Common IStda¢he Borrower equal to the Default Amount diedtby the Conversion Price thet
effect.

For the nine month periods ended September 30, 26692008, the Company amortized the debt discandtcharged to interest expe
$37,397 and $37,535, respectively.

As of September 30, 2009, the Company has accr8&6,%86 in default provision liabilities and liqgaigd damages relating to the ak
described Securities Purchase Agreements.

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

In accordance with Accounting Standards Codificasobtopic 470-20, Debt, Debt With Conversions @tider Options (“ASC 470-20"the
Company recognized an imbedded beneficial converature present in the convertible note. The Gumypallocated a portion of t
proceeds equal to the intrinsic value of that featio additional paida capital. The Company recognized and measuredganegate (
$184,736 of the proceeds, which is equal to thensit value of the imbedded beneficial converdieature, to additional paid in capital ar
discount against the convertible note payable.dét# discount attributed to the beneficial conv@mrdeature charged to current period earr
as interest expense.

The accompanying financial statements comply witlrent requirements relating to warrants and eméedderivatives as described
Accounting Standards Codification subtopic 815D8rivatives and Hedging and ASC 470-20 as follows:

« The Company allocated the proceeds received betamrertible debt and detachable warrants based tgorelative fair
market values on the dates the proceeds were egteihe fair values of the detachable warrantsth@@mbedded derivatives
were determined under the Black-Scholes optionmgitormula and the intrinsic method, respectively

« Subsequent to the initial recording, the increaselécrease) in the fair value of the detachableamés, determined under the
Black-Scholes option pricing formula and the inseéor decrease) in the intrinsic value of the atdbd derivatives of the
convertible debentures are recorded as adjustrteetite liabilities at September 30, 2009.

« The expense relating to the increase (or decréasieg fair value of the Company’s stock reflecitedéhe change in the fair value
of the warrants and derivatives is included asratieome item as a gain or loss arising from cotibter financing on the
Company’s balance sheet.

« Accreted principal of $5,305,054 and $4,645,208f&8eptember 30, 2009 and December 31, 2008.
NOTE C - WARRANT PAYABLE

The Company completed an equity financing withGtorge Investments, LLC (SGI), an lllinois limitkability company, on March 21, 20
for $1,500,000. The equity financing is structuesda 25% discount to market Warrant transactiongiavides $500,000 in capital at closi
followed by four traunches of $250,000 each. Ea@50$000 traunch is staggered at d&+ intervals commencing in six months
September 22, 2008, which is the date that shaeesadable pursuant to Rule 144 upon exerciseeof\thrrant. The Company issued 7,500
shares of Common Stock to SGI in order to induee Sf1 to purchase the $1,500,000 Warrant. In addits,763,300 additional shares
Common Stock were issued as Performance Stocleinaime of SGI to remain in their original certified form and remain in escrow with
law firm of Anslow & Jaclin, LLP acting as escrogemt. As a provision of the Warrant Purchase Agexgmve pledged 35,736,700 share
“Pledge Stock” to be held in escrow as a potem@atedy in the event of the occurrence of certagmiified “trigger events”. On June 23
2008, one trigger event, the closing price of docls, went below the identified market price of GR2 per share, triggering the release 1
escrow of the 6,763,300 shares of Performance Stndkhe 35,736,700 shares of “Pledge Stotkis trigger event, as defined in the War
Purchase Agreement, also increased the Warrantultdaoy 25% of the balance, or $375,000, in exchdogeahe elimination of the 25
discount to market. As of September 30, 2009 theameing Warrant Liability balance was $691,795.

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

September 30, December 31,

2009 2008
Fair value of warrants relating to convertible dethees $ 4353z $ 105,091
Fair value of other outstanding warrants 69,83 149,951
Total $ 113,36 $ 255,04
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NOTE D-WARRANT LIABILITY (continued)
Warrants were valued at the date of inception ar&eptember 30, 2009 and December 31, 2008 usinBlt#tk Scholes Option Pricing Mod
The assumptions used at September 30, 2009 andribec&1, 2008 were as follows:

September 30, December 31,
2009 2008
Expected volatility 217% 362%
Expected dividend yield -0-% -0-%
Average risk free rate 0.18% to 2.9¢% 0.37% 10 1.1'%
Expected life (a) 0.56 t0 4.78 yr: 1.31to 5.53 yr:

(2)The expected option life is based on contraaypiration dates.
NOTE E - NOTE PAYABLE
Note payable as of September 30, 2009 and Dece®ib@008, comprised of the followin

September 30, December 31,
2009 2008

Note payable, 24% interest per annum; due in 98;dmcured by specific
accounts receivables $ -0- $ 192,86:

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

Notes payab-related party is comprised of the following:

September 30, December 31,
2009 2008
Notes payable, 12% per annum; due on demand; uresecu $ 210,07¢ $ 147,71«
Notes payable, 10% per annum, due on demand; ueskcu 976,20( 255,10¢
1,186,27: 402,82%
Less: current maturities: (1,186,27:) (402,827)
Long term portion: $ — $ —

During the nine months ended September 30, 20@9Cdmpany issued an aggregate of $715,250 in 10%npeim demand notes to
employees and officers of the Company as compemshir services.

NOTE G -STOCKHOLDER'S EQUITY
Series A- Convertible Preferred stock
The Company has also authorized 50,000,000 shaR®ferred Stock, with a par value of $.001 perstas of August 2009.

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

The Series A Preferred stated conversion price. 1 $er shares is subject to certain diltition provisions in the event the Company is:
shares of its common stock or common stock equitslbelow the stated conversion price. Changebdacbnversion price are charge:
operations and included in unrealized gain (loskgting to adjustment of derivative and warrantiligy to fair value of underlying securities.

In December, 2003, the Company issued 155 shariés S€ries A Preferred stock, valued at $5,000spare. The stock has a stated valt
$5,000 per share and a conversion price of $0.18l@re and warrants to purchase an aggregates0d,600 shares of our common stock.
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NOTE G -STOCKHOLDER'S EQUITY (continued)
Series A- Convertible Preferred stock (continued)

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

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

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

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

In the year ended December 31, 2008, 1 of the SAriBreferred shareholders exercised the convergitrt and exchanged 2 share:
Series A Preferred for 100,000 shares of the Cogip@mmmmon stock

The holders of the Series A Preferred shall haweripght to vote, separately as a single class, meating of the holders of the Serie
Preferred or by such holders' written consent @angtannual or special meeting of the stockholdétie Corporation on any of the followi
matters: (i) the creation, authorization, or issunf any class or series of shares ranking orriy peith or senior to the Series A Prefer
with respect to dividends or upon the liquidatidissolution, or winding up of the Corporation, diiflany agreement or other corporate ac
which would adversely affect the powers, rightspaferences of the holders of the Series A Prederr

The holders of record of the Series A Preferred| ffgaentitled to receive cumulative dividendsla tate of twelve percent per annum (1
on the face value ($5,000 per share) when, if andezlared by the Board of Directors, if ever. dillidends, when paid, shall be payabl
cash, or at the option of the Company, in sharagb®Companys common stock. Dividends on shares of the SeriPseferred that have r
been redeemed shall be payable quarterly in arredrsn, if and as declared by the Board of Dirextifrever, on a senannual basis. N
dividend or distribution other than a dividend dstdbution paid in Common Stock or in any othenipr stock shall be declared or paid ot
aside for payment on the Common Stock or on angrgtmior stock unless full cumulative dividends alhoutstanding shares of the Serie
Preferred shall have been declared and paid. Tdieskends are not recorded until declared by then@any. As of the nine month period en
September 30, 2009, $0 in dividends was accumulated

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

Because the Series A Shares include a redempiuaréethat is outside of the control of the Compang the stated conversion price is sul
to reset, the Company has classified the SeriehakeS outside of stockholders' equity in accordamitie Accounting Standards Codificati
subtopic 480, Distinguishing Liabilities from Equi¢‘ASC 480"). In accordance with ASC 480, the fair value at ddtissuance was recorc
outside of stockholdergquity in the accompanying balance sheet. Dividemdthe Series A Shares are reflected as a reductioet incom
(loss) attributable to common stockholders.
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NOTE G -STOCKHOLDER'S EQUITY (continued)
Series A- Convertible Preferred stock (continued)

In connection with the issuance of the Series AdPred and related warrants, the holders were gdaogrtain registration rights in which
Company agreed to timely file a registration staeto register the common shares and the shadeslyimg the warrants, obtain effectiver
of the registration statement by the SEC withiretydive (95) days of December 31, 2003, and maintheeffectiveness of this registrat
statement for a preset time thereafter. In the etren Company fails to timely perform under theis&gtion rights agreement, the Comp
agrees to pay the holders of the Series A Prefdigeiiated damages in an amount equal to 1.5%efaggregate amount invested by
holders for each 3@ay period or pro rata for any portion thereof daling the date by which the registration statenrsfiguld have bet
effective. The initial registration statement wasd and declared effective by the SEC within theveed time; however the Company has
maintained theeffectiveness of the registration statement to.dAtzordingly, the Company issued 203,867 sharesomfimon stock
liguidated damages on December 10, 2004. The Coyripas not been required to pay any further lig@dadamages in connection with
filing or on-going effectiveness of the registratistatement.

The Company was required to record a liability tieto the detachable warrants as described iroéaiing Standards Codification subtc
815-10, Derivatives and Hedging and ASC 470-20asuch:

Subsequent to the initial recording, the increastné fair value of the detachable warrants, deterchunder the BlackScholes option pricir
formula, are accrued as adjustments to the ligdslit each reporting period.

The expense relating to the increase in the fdinevaf the Company's stock reflected in the changghe fair value of the warrants (no
above) is included as other comprehensive incoera ibf an unrealized gain or loss arising from cotilie financing on the Compan
balance sheet.

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

Series B- Convertible Preferred stock

On February 19, 2004, the Company filed a Certifice# Designation creating a Series B Convertilskfd?red Stock classification for 800,(
shares, increased subsequently to 3,650,000 in 2@ 3,500,000 in 2009.

In January, 2004, April 2007, January 2009 and Aug009, the Company issued 800,000, 2,850,00@01000 and 3,850,000 sha
respectively, of its Series B Preferred in lieuceftain accrued management service fees payableaed payable including interest pay:
thereon. The shares of the Series B Preferred@reoting and convertible, at the option of the leoJdnto common shares at $0.10 per <
per share. The shares issued were valued at $2rOghpre in 2004, $0.13 in 2007, $0.018 in JanR@@® and $0.009 in August 2009, wt
represented the fair value of the common stockstieres are convertible into. In connection with titamsaction, the Company recorde
beneficial conversion discount of $800,000referred dividend relating to the issuance ofdbevertible preferred stock in 2004. None ol
Series B Preferred shareholders have exercised ¢dbeversion right and there are 8,500,000 shafe3edes B Preferred shares issued
outstanding at September 30, 2009.

The holders of the Series B Preferred shall haeerifpht to vote, separately as a single class, @eating of the holders of the Serie
Preferred or by such holders' written consent @ngtannual or special meeting of the stockholdétse Corporation on any of the followi
matters: (i) the creation, authorization, or issuganf any class or series of shares ranking onrity paith or senior to the Series B Prefer
with respect to dividends or upon the liquidatidissolution, or winding up of the Corporation, giiflany agreement or other corporate ac
which would adversely affect the powers, rightspferences of the holders of the Series B Prsderr
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NOTE G -STOCKHOLDER'S EQUITY (continued)
Series B- Convertible Preferred stock

The holders of record of the Series B Preferred $ieaentitled to receive cumulative dividends e tate of twelve percent per annum (1
on the face value ($1.00 per share) when, if ardkeatared by the Board of Directors, if ever. Allidends, when paid, shall be payable in ¢
or at the option of the Company, in shares of tbenGanys common stock. Dividends on shares of the SeriBsdferred that have not b
redeemed shall be payable quarterly in arrearspwihand as declared by the Board of Directorgviér, on a semannual basis. No divide
or distribution other than a dividend or distrilmutipaid in Common Stock or in any other junior kteball be declared or paid or set asidt
payment on the Common Stock or on any other justiock unless full cumulative dividends on all oatsting shares of the Series B Prefe
shall have been declared and paid. These dividerelsot recorded until declared by the CompanyoASeptember 30, 2009 $1,619,50
dividends were accumulated.

Upon any liquidation, dissolution or winding up tife Corporation, whether voluntary or involuntagnd after payment of any ser
liquidation preferences of any series of Prefei®ack and before any distribution or payment is enadth respect to any Common Stc
holders of each share of the Series B Preferrelll lsbeentitled to be paid an amount equal in theatgr of (a) the face value denomin:
thereon subject to adjustment for stock splitsglstdividends, reorganizations, reclassificationotiner similar events (the "Adjusted F
Value") plus, in the case of each share, an ameguil to all dividends accrued or declared but ithffeereon, computed to the date payr
thereof is made available, or (b) such amount paresof the Series B Preferred immediately priosuoh liquidation, dissolution or windi
up, or (c) the liquidation preference of $1.00 pkare, and the holders of the Series B Preferrall sbt be entitled to any further paym
such amount payable with respect to the SerieseBeRed being sometimes referred to as the "LidiodéPayments."

Series C- Convertible Preferred stock

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

In December 2006, the Company issued 100,000 sbéitsSeries C Preferred stock in conjunctionhwvtite acquisition of SPE Technolog
Inc. The shares of the Series C Preferred are ntingrand convertible, at the option of the holdeto common shares one year from issue
The number of common shares to be issued per Sesésire is adjusted based on the average cloglmgibe of the previous ten days prio
the date of conversion based on divided into $2912@ shares issued were valued at $25.20 per shhieh represented the fair value of
common stock the shares are convertible into. Nafrtbe Series C Preferred shareholders have egertigir conversion right and there
150,000 shares of Series C Preferred shares issukdutstanding at September 30, 2009.

The holders of record of the Series C Preferretl bhaentitled to receive cumulative dividendste tate of five percent per annum (5%),
compounded quarterly, on the face value ($25.0Gpare) when, if and as declared by the Board cédiirs, if ever. All dividends, when pe
shall be payable in cash, or at the option of tben@any, in shares of the Company’s common stockidBinds on shares of the Series C
Preferred that have not been redeemed shall béleagaarterly in arrears, when, if and as declénethe Board of Directors, if ever, at the
time of conversion. These dividends are not reabrddil declared by the Company. As of Septembe2809 $-0- in dividends were
accumulated.

Common stock

The Company has authorized 5,000,000,000 shamsaihon stock, with a par value of $.001 per shaeeeasing from 1,450,000,000 on in
August 2009. As of September 30, 2009 and DeceBihe2008, the Company has 1,574,511,088,532 and 33420 shares issued and
outstanding, respectively.

In January 2008, holders converted 2 shares oépesf stock — Class A into 100,000 shares of comsback. Each share of preferred stock is
convertible into 50,000 shares of common stock.
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NOTE G -STOCKHOLDER'S EQUITY (continued)
Common stock(continued)

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

In February 2008, the Company issued 6,763,300sharits common stock as security in conjunctidti the sale of a warrant (see Not
above). The Company valued the shares issued & &I® which approximated the fair value of thershassued at the date of issuance
charged current period earnings.

In February 2008, the Company issued 7,500,00Csharits common stock in conjunction with the sal@ warrant (see Note B above).
Company valued the shares issued at $202,500, vegphoximated the fair value of the shares issuetieadate of issuance, and cha
current period earnings.

In June 2008, the Company issued 5,000,000 shérés @ommon stock in exchange for services rerdiefdhe Company valued the she
issued at $70,000, which approximated the fairalithe shares issued during the periods thecervirere rendered.

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

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

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

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

In October 2008, the Company issued 10,000,00@shafrits common stock in exchange for servicedesrd. The Company valued the sh
issued at $29,000, which approximated the fairealithe shares issued during the periods thecgrviere rendered.

In December 2008, the Company issued 25,500,00@std its common stock in exchange for servicesleeed. The Company valued
shares issued at $33,200, which approximated thedlue of the shares issued during the periods#rvices were rendered.

In June 2009, the Company issued 10,000,000 sléiies common stock in exchange for services reslefhe Company valued the shi
issued at $13,000, which approximated the fairealithe shares issued during the periods thecgrvirere rendered.

In August 2009, the Company issued 4,000,000 stadrigs common stock in exchange for services regdieThe Company valued the shi
issued at $4,800, which approximated the fair valutae shares issued during the periods the ssswiere rendered.

In September 2009, the Company issued 4,000,00@sltd its common stock in exchange for servicesleeed. The Company valued
shares issued at $3,200, which approximated thedhie of the shares issued during the periodsehéces were rendered.
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NOTE H -STOCK OPTIONS AND WARRANTS
Class A Warrants

The following table summarizes the changes in wasrautstanding and related prices for the shdrdgeoCompanys common stock issued

shareholders at September 30, 2009:

Warrants
Outstanding
Weighted Warrants
Average Weighted Exercisable
Remaining Average Weighted
Exercise Number Contractual Exercise Number Average
Price Outstanding Life (years) price Exercisable Exercise Price
$ 0.001 50,000,00! 3.02 $ 0.001 50,000,00! 0.001
0.02 40,000,001 2.66 0.02 40,000,001 0.02
0.03 25,000,001 0.63 0.03 25,000,00! 0.03
0.055 49,760,44. 2.90 0.055 49,760,44. 0.05%(a)
164,760,44. 164,760,44.
(a) See terms of warrants issued be
Transactions involving the Company’s warrant isggasre summarized as follows:
NOTE H -STOCK OPTIONS AND WARRANTS
Weighted
Average
Number Price
of Shares Per Share
Outstanding at December 31, 2007 175,960,44 $ 0.01€
Granted — —
Exercised — —
Canceled or expired (350,000) .75
Outstanding at December 31, 2008 175,610,44. 0.02
Granted — —
Exercised — —
Canceled or expired (10,850,001) 0.02
164,760,44. 0.02

Outstanding at September 30, 2009

Employee Stock Options

The following table summarizes the changes in agtioutstanding and the related prices for the shafréhe Company's common stock iss
to employees of the Company under a non-qualifiredleyee stock option plan at September 30, 2009:

Options Outstanding

Options Exercisable

Warrants
Outstanding
Weighted
Average Weighted
Remaining Average Weighted
Exercise Number Contractual Exercise Number Average
Price Outstanding Life (years) price Exercisable Exercise Price
$ 0.2125 2,000,00( 421 $ 0.2125 2,000,00( 0.212¢
0.2125 2,000,00( 4.62 0.2125 2,000,00( 0.212¢
0.022 20,500,00! 7.12 0.022 20,500,00! 0.022
0.0295 4,000,00( 5.60 0.0295 4,000,00( 0.029¢
0.04 14,430,001 6.82 0.04 14,430,001 0.04
0.10 9,502,30° 471 0.10 9,502,30° 0.1C
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NOTE H -STOCK OPTIONS AND WARRANTS (continued)

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

Weighted
Average

Number Price

of Shares Per Share
Outstanding at December 31, 2007 52,432,30 0.0562
Granted — —
Exercised — —
Canceled or expired — —
Outstanding at December 31, 2008 52,432,30 0.0562
Granted — —
Exercised — —
Canceled or expired — —
Outstanding at September 30, 2009 52,432,300 $ 0.0562

The Company did not grant employee stock optiorteényear ended December 31, 2008 or the nine npmrthd ended September 30, 2009.
NOTE | -RELATED PARTY TRANSACTIONS

From time to time, the Company's principal offickesse advanced funds to the Company for workingtalapurposes in the form of unsecu
promissory notes, accruing interest at 10% to 12¥%apnum. As of September 30, 2009 and Decemb&(8B, the balance due to the offic
was $1,186,274 and $402,823, respectively.

NOTE J -COMMITMENTS AND CONTINGENCIES

Consulting Agreements

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

Operating Lease Commitments

The Company leases office space in Durham, NC six gear lease expiring December 31, 2012, forrarualized rent payment of $88,0
Additionally the Company leases warehouse spa@mpnth to month basis for $550 per month. At Septr 30, 2009, schedule of the fui
minimum lease payments is as follows:

2009 22,00t
2010 88,02(
2011 88,02(
2012 88,02(
2013 —

Litigation
The Company is subject to other legal proceedimgsciaims, which arise in the ordinary course sftisiness. Although occasional adv

decisions or settlements may occur, the Compariguee that the final disposition of such mattersuith not have a material adverse effec
its consolidated financial position, results of i®ns or liquidity. There was no outstandingglitiion as of September 30, 2009.
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NOTE K — FAIR VALUES

Accounting Standards Codification subtopic 820-&ir Value Measurements and Disclosures (“ASC 82)-defines fair value as the pr
that would be received from selling an asset od pai transfer a liability in an orderly transactibbetween market participants at
measurement date. When determining the fair vale@serements for assets and liabilities requirgaeamitted to be recorded at fair value,
Company considers the principal or most advantag@oarket in which it would transact and considersuenptions that market participe
would use when pricing the asset or liability, sashinherent risk, transfer restrictions, and oékonperformance. ASC 821D establishes
fair value hierarchy that requires an entity to imaze the use of observable inputs and minimize uke of unobservable inputs wil
measuring fair value. ASC 820-10 establishes tleeals of inputs that may be used to measure ire:

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

Level 2 - Observable inputs other than Level 1 prices silywoted prices for similar assets or liabilitigspted prices in markets w
insufficient volume or infrequent transactions §lestive markets); or modderived valuations in which all significant inpuatee observable
can be derived principally from or corroborateddigervable market data for substantially the &t of the assets or liabilities.

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

To the extent that valuation is based on modelsmirts that are less observable or unobservabieeimarket, the determination of fair ve
requires more judgment. In certain cases, the fnpséd to measure fair value may fall into diffédenels of the fair value hierarchy. In si
cases, for disclosure purposes, the level in thievédue hierarchy within which the fair value meesment is disclosed is determined base
the lowest level input that is significant to tteérfvalue measurement.

Items recorded or measured at fair value on a regubasis in the accompanying financial statementssisted of the following items as
September 30, 2009:

Quoted
Prices in
Active Significant
Markets for Other Significant
Identical Observable Unobservable
Instruments Inputs Inputs
Total Level 1 Level 2 Level 3
Liabilities:
Derivative liability $ (14,518,24) $ (14,518,24)
Warrant payable (691,79¢) (691,79¢)
Warrant liability (113,36¢) (113,36¢)
Total $ (15,323,40() $ (15,323,40)

NOTE L - BUSINESS CONCENTRATION

Sales to three major customers $49,580 or 93.1%talfsales for the nine months ended Septemhe2(EID.

Purchases from the Company's three major sup@g8286 or 81.3% of total purchases for the ninettrmended September 30, 2009.
NOTE M- GOING CONCERN MATTERS

The accompanying statements have been preparedjoing concern basis, which contemplates the r@#diz of assets and the satisfactio
liabilities in the normal course of business. Aswh in the accompanying consolidated financialestegnts, as of September 30, 2009
Company incurred accumulated losses of $45,180,TR8. Companys current liabilities exceeded its current assetspb2,427,533 as
September 30, 2009. These factors among otherdamdipate that the Company will be unable to corgims a going concern for a reason
period of time.
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NOTE M- GOING CONCERN MATTERS (continued)

The Company is actively pursuing additional eqtiityancing through discussions with investment basiked private investors. There cat
no assurance the Company will be successful iefitst to secure additional equity financing.

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

NOTE N — SUBSEQUENT EVENTS

On October 12, 2009, we issued 86,666,667 sharesrofommon stock to Barclay Lyons, LLC pursuanatdeferred purchase ¢
assignment agreement.

On October 12, 2009, we issued 86,666,667 sharesintommon stock to War Chest Capital Multi Stygtel LC pursuant to
purchase and assignment agreement.

On October 14, 2009, we issued 110,000,000 shdresirocommon stock to St. George Investments, LlEspant to a warra
purchase agreement.

On October 22, 2009, we issued 110,000,000 shdresirocommon stock to St. George Investments, LL@spant to a warra
purchase agreement.

On October 28, 2009, we issued 86,666,667 sharesrofommon stock to Barclay Lyons, LLC pursuanatdeferred purchase ¢
assignment agreement.

On October 28, 2009, we issued 86,666,667 sharemirotommon stock to War Chest Capital Multi StggtelLLC pursuant to
purchase and assignment agreement.

On November 5, 2009, we issued 107,000,000 shdresirocommon stock to St. George Investments, LluEspant to a warra
purchase agreement.

On November 12, 2009, we issued 125,000,000 slodresr common stock to Barclay Lyons, LLC pursutnmt deferred purche
and assignment agreement.

On November 12, 2009, we issued 125,000,000 slwdiresr common stock to War Chest Capital Multi 8gy, LLC pursuant to
purchase and assignment agreement.

On November 12, 2009, we issued 109,000,000 slwrear common stock to St. George Investments, ldu@suant to a warrs
purchase agreement.

On November 19, 2009, we issued 146,000,000 slwrear common stock to St. George Investments, ldu@suant to a warrs
purchase agreement.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF OPERATIONS

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

Overview

The financial market collapse of the past yeardzased all investors, no matter what the qualitthefsecurity or the investment 1
involved, to reevaluate their investment strategies and theircatlon of capital. Cyberlux Corporation is thanktoel continue to be
investment selection for you.

From the macro-economic factors such as the pedioce of the capital markets to the miemsnomic reality of the restrict
availability of small business credit, Cyberlukdimany small companies, has had to focus in gteykar on its core business opportunities
the long-term growth and prosperity of the Compamynetimes at the expense of the Company’s shont-dbjectives.

In this business environment, Cyberlux Managemexs tocused the company on our patented LED techpplour proprietar
knowledge and our product development and manufagtucapability. In the existing Department of Defe (DoD) and Homela
Security/First Responder channels, Managementigasisantly changed our model from competing as fhime contractor for DoD contrac
In January, we transformed our GoNtarket strategy from competing as a prime contraiidoeing the supplier who supports existing p
contractors and existing contracts. In addition nigement has also significantly changed our retaitluct strategy to become the prou
innovator and supplier to large existing retail keting companies that have the scale and capatilitying a product to market world-wide.

These Go-to-Market strategy changes are signifiaadthave fareaching implications for how Cyberlux Corporaticneates value
the marketplace, how the business scales and ghawsbrand equity is created and how the valudéunderlying equity of the compe
grows. In the past, Cyberlux Corporation was coingebn a very large, very sophisticated playinddfiegainst companies that were ei
better positioned or better capitalized to secordracts and large purchase commitments.

In fact, Cyberlux found itself in this very positiavith the United States Air Force (USAF) contrdéspite having developed the t
products directly with the USAF customer, the cactiwas awarded to another company who underbéhdsto our knowledge, did not hay
real product in market at the time of the awardisTlas a significant setback which Management dpdeto the USAF, then to t
Government Accountability Office (GAO) and the sition is still unresolved and Cyberlux may ultinbateeek legal damages as events prt
an opportunity to do so. Nonetheless, the USAFragtbattle was a clear indication that a Gdvarket strategy shift was not only neces
but fundamentally required, where Cyberlux wouldseghose companies with existing contracts as BMQupplier and sulbentractor rathe
than compete in an arena where we cannot win.

Cyberlux Corporation has continued to make Hardsht progress in the marketplace, which has requsome drastic measu
appropriate for the times and the circumstances, fmnetheless progress has been made towardsaimpadys sustainability and futu
growth. On the cost control side, Management hdsaed all noressential personnel, cut all available operatingtscand asked the ser
management team, beginning in 3Q 2008, to defempeosation until the Company is in a good operatiogdition. This has resulted it
reduction of true operating expense of over 75% ykiar. Management is continuing the very diffi¢aftk for aligning expense to revenue,
the Company should be well positioned to take athgeof our new cost structure as we make reveains going forward.
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Remarkably, the Company has introduced five newy exciting product families in order to expand onilitary and commerci
product offerings, despite the cost reduction atiies. In the first six months of 2009, Cyberlaxiched the Portable Shelter Lighting proc
for tents and portable structures, the Outdoor Be@d and Outdoor Area Lighting products for muratipnd military street lightir
opportunities, the ArcLight LED products to addréss traditional fluorescent lighting replacemepportunities, the BrightEye Solgowere:
Trailer-mounted Lighting System for the DoD ‘greémitiatives, and the WhiteEye product as a whigdtiversion of the BrightEye for lown
cost tactical lighting needs.

With the Companys change in strategy, these new products and tis&inexproducts, are being offered to prime corntex an
companies with existing contracts that containtliggh requirements. The OEM LED lighting market gpeoximately $2 billion per year, a
our products represent a market opportunity of agprately $400M. If we capture a realistic markiedie of 1% to 3%, we would experient
rational level of growth. Management is beginniagée results that will be forthcoming over thetriexo quarters of performance.

Management believes these changes in Cyberluxegirawill accelerate the growth of the Company, idgv Cyberlux into
sustainable, fully operating company with importanstomers who have ongoing needs for our prodiitis. process is challenging, requir
significant effort and creative problem solvingrfrevery Cyberlux employee. As Cyberlux begins magagain, the Company is committe:
excellence with a vigilant focus on quality and @x@n, where every commitment we make is also rmmiiment we make to excellen
There is no shortcut; there is only consistent-idagnd day-out action, where excellence is acldateough the constant ‘whatever it takes’
effort the Cyberlux employees make across our exaging, sales, marketing, manufacturing, accountagal and management functions.

Results of Operations
Nine months ended September 30, 2009 comparee toirte months ended September 30, 2
REVENUES
Revenues for the nine months ended September 80,\26re $53,254 as compared to $401,162 for the gamod last year.
OPERATING EXPENSES

Operating expenses for the nine months ended Sbpte30, 2009 were $1,643,705 as compared to $228Xpr the same peri
ended September 30, 2008. Included in the nine mscenided September 30, 2009 were $26,064 in expémseesearch & development. T
compares to $1,386 the nine months ended Septe36b2008..

We reported an unrealized gain for the changeimvBdue or warrants and debt derivatives of $18,023 as compared to a los:
$3,032,859 for the same period last year. Althatighchange of $13,004,882 is unrelated to our d¢ipgractivities, the decrease in include
our reported net gain.

Three months ended September 30, 2009 comparké taree months ended September 30, 2008
REVENUES

Revenues for the three months ended SeptembefB0,Were $7,157 as compared to $69,256 for the gemed last year.
OPERATING EXPENSES

Operating expenses for the three months ended r8bpte30, 2009 were $491,071 as compared to $1857{8r the same peri
ended September 30, 2008.

We reported an unrealized gain for the changeimvidue or warrants and debt derivatives of $4,808 as compared to a gair
$2,754,714 for the same period last year. Althotghchange of $1,921,595 is unrelated to our ojpgraictivities, the increase is includet
our reported net gain.

As a result of limited capital resources and midinexenues from operations from its inception, veérelied on the issuance
equity securities to non-employees in exchangeséovices. Our management enters into equity congpiensagreements with na@mployee
if it is in our best interest under terms and ctinds
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consistent with the requirements of Financial Acding Standards No. 123, Accounting for Stock BaSedhpensation. In order to conse
our limited operating capital resources, we angitgpcontinuing to compensate nemployees for services during the next twelve manttnis
policy may have a material effect on our resultepdrations during the next twelve months.

Liquidity and Capital Resources

As of September 30, 2009, we had a working cagiditit of $12,427,533. This compares to a workiagital deficit of $10,546,4!
as of December 31, 2008. Accrued interest on ragable was $2,856,735 compared to accrued intef&®,438,682 as December 31, 2
Accounts payable as of September 30, 2009 weré®81,87 and compares to $1,239,145 as compareddeniiber 31, 2008. As a result of
operating losses for the nine months ended SepteBihe009, we generated a cash flow deficit of3889 from operating activities. Cz
flows provided by investing activities was $0 foeetnine months ended September 30, 2009. Cash flows financing activities provide
$406,324 primarily from the sale of stock for theenmonths ended September 30, 2009.

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

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

Our independent certified public accountant hatedtan their report included in our December 31020Form 10KSB that we hav
incurred operating losses in the last two yeard, that we are dependent upon management's allithevelop profitable operations. Th
factors among others may raise substantial doumitadur ability to continue as a going concern.

April 2007 Stock Purchase Agreement

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

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

The secured convertible notes bear interest atr8&tiire three years from the date of issuance, endanvertible into our comm
stock, at the investors' option, at the lower p$0.10 or (ii) 25% of the average of the threedstintraday trading prices for the common s
on the Over-The&Sounter Bulletin Board for the 20 trading days efbut not including the conversion date. The fulhcipal amount of tt
secured convertible notes is due upon default utideterms of secured convertible notes. The wesrare exercisable until seven years |
the date of issuance at a purchase price of $G03hmre. In addition, the conversion price of ¢beured convertible notes and the exe
price of the warrants will be adjusted in the euiat we issue common stock at a price below tkedficonversion price, below market pr
with the exception of any securities issued in emtion with the Securities Purchase Agreement. ddwversion price of the secu
convertible notes and the exercise price of theamis may be adjusted in certain circumstances asidhwe pay a stock dividend, subdivids
combine outstanding shares of common stock intceatgr or lesser number of shares, or take sudr atftions as would otherwise resu
dilution of the selling stockholdes’position. As of the date of this filing, the cension price for the secured convertible debentares th
exercise price of the warrants have not been ajudthe selling stockholders have contractuallyeadrto restrict their ability to convert
exercise their warrants and receive shares of @unwon stock such that the number of shares of camstark held by them and their affilia
after such conversion or exercise does not exce¥d 4f the then issued and outstanding sharesrfrmmn stock. In addition, we have grar
the investors a security interest in substantialllpf our assets and intellectual property andsteation rights.
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May 2007 Stock Purchase Agreement

To obtain funding for our ongoing operations, weeead into a Securities Purchase Agreement with &meredited investors
May 1, 2007, for the sale of (i) $150,000 in sedurenvertible notes, and (ii) warrants to purchE3®00,000 shares of our common stock.
investors purchased all of the secured conventibtes on May 1, 2007.

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

The secured convertible notes bear interest atr8&ure three years from the date of issuance, endanvertible into our comm
stock, at the investors' option, at the lower p$0.10 or (ii) 25% of the average of the threedstintraday trading prices for the common s
on the Over-The&Sounter Bulletin Board for the 20 trading days efbut not including the conversion date. The fulhcipal amount of tt
secured convertible notes is due upon default utigeterms of secured convertible notes. The wesrare exercisable until seven years 1
the date of issuance at a purchase price of $3=02lmre. In addition, the conversion price ofsbeured convertible notes and the exe
price of the warrants will be adjusted in the eviat we issue common stock at a price below tkedficonversion price, below market pr
with the exception of any securities issued in emtion with the Securities Purchase Agreement. @twversion price of the secu
convertible notes and the exercise price of theams may be adjusted in certain circumstances asighwe pay a stock dividend, subdivids
combine outstanding shares of common stock intceatgr or lesser number of shares, or take suadr atitions as would otherwise resu
dilution of the selling stockholdes’position. As of the date of this filing, the cemnsion price for the secured convertible debentares th
exercise price of the warrants have not been ajudthe selling stockholders have contractuallyeadrto restrict their ability to convert
exercise their warrants and receive shares of @mnwon stock such that the number of shares of camstark held by them and their affilia
after such conversion or exercise does not excé®d 4f the then issued and outstanding sharesrofrmn stock. In addition, we have grar
the investors a security interest in substantialllpf our assets and intellectual property andsteation rights.

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

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

June 6, 2007 Stock Purchase Agreement

To obtain funding for our ongoing operations, weeeed into a Securities Purchase Agreement with &meredited investors
June 6, 2007, for the sale of (i) $150,000 in sedwonvertible notes, and (ii) warrants to purcHa®800,000 shares of our common stock.
investors purchased all of the secured conventibtes on June 6, 2007.

The proceeds received from the sale of the seatwadertible notes were used for business developmeémposes, working capi
needs, pre-payment of interest, payment of comguéind legal fees and purchasing inventory.
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The secured convertible notes bear interest atr8&tiire three years from the date of issuance, endanvertible into our comm
stock, at the investors' option, at the lower p$0.10 or (ii) 25% of the average of the threedstintraday trading prices for the common s
on the Over-The&sounter Bulletin Board for the 20 trading days befbut not including the conversion date. The fuihcipal amount of tt
secured convertible notes is due upon default utideterms of secured convertible notes. The wesrare exercisable until seven years |
the date of issuance at a purchase price of $302lmre. In addition, the conversion price ofsbeured convertible notes and the exe
price of the warrants will be adjusted in the euvat we issue common stock at a price below tkedficonversion price, below market pr
with the exception of any securities issued in emtion with the Securities Purchase Agreement. ddwversion price of the secu
convertible notes and the exercise price of theamis may be adjusted in certain circumstances asighwe pay a stock dividend, subdivid:
combine outstanding shares of common stock intceatgr or lesser number of shares, or take sudr atftions as would otherwise resu
dilution of the selling stockholdes’position. As of the date of this filing, the cemnsion price for the secured convertible debentaresk th
exercise price of the warrants have not been atjudthe selling stockholders have contractualleedrto restrict their ability to convert
exercise their warrants and receive shares of @unwon stock such that the number of shares of camstark held by them and their affilia
after such conversion or exercise does not excé¥d 4f the then issued and outstanding sharesrofrmmn stock. In addition, we have grar
the investors a security interest in substantiallyf our assets and intellectual property andstegtion rights.

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

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

June 20, 2007 Stock Purchase Agreement

To obtain funding for our ongoing operations, weeeed into a Securities Purchase Agreement with &meredited investors
June 20, 2007, for the sale of (i) $150,000 in sstwconvertible notes, and (ii) warrants to pureh&8,000,000 shares of our common st
The investors purchased all of the secured corblentiotes on June 20, 2007.

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

The secured convertible notes bear interest atr8&ure three years from the date of issuance, endanvertible into our comm
stock, at the investors' option, at the lower p$0.10 or (ii) 25% of the average of the threedstintraday trading prices for the common s
on the Over-The&Sounter Bulletin Board for the 20 trading days efbut not including the conversion date. The fulhcipal amount of tt
secured convertible notes is due upon default utigeterms of secured convertible notes. The wesrare exercisable until seven years 1
the date of issuance at a purchase price of $G03kmre. In addition, the conversion price of ¢beured convertible notes and the exe
price of the warrants will be adjusted in the eviat we issue common stock at a price below tkedfconversion price, below market pr
with the exception of any securities issued in emtion with the Securities Purchase Agreement. ddwversion price of the secu
convertible notes and the exercise price of theams may be adjusted in certaincumstances such as if we pay a stock dividemalliside o
combine outstanding shares of common stock intceatgr or lesser number of shares, or take suar atitions as would otherwise resu
dilution of the selling stockholder’s position. Akthe date of this filing, the conversion
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price for the secured convertible debentures aedettercise price of the warrants have not beenstatju The selling stockholders h
contractually agreed to restrict their ability taneert or exercise their warrants and receive shaf@ur common stock such that the numb
shares of common stock held by them and theiriat# after such conversion or exercise does notéezk 4.9% of the then issued
outstanding shares of common stock. In addition, hage granted the investors a security interessuibstantially all of our assets
intellectual property and registration rights.

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

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

Critical Accounting Policies

In February 2006, the FASB issued SFAS No. 13&ccbounting for certain Hybrid Financial Instrumersts amendment of FAS
Statements No. 133 and 14®F SFAS No. 155. SFAS No. 155 permits fair valumeasurement for any hybrid financial instrumentt
contains an embedded derivative that otherwise aveedjuire bifurcation, clarifies which interest-prdtrips and principabnly strips are n
subject to the requirements of Statement No. 138béishes a requirement to evaluate interesteaurgized financial assets to iden
interests that are freestanding derivatives or #mathybrid financial instruments that contain ambedded derivative requiring bifurcati
clarifies that concentrations of credit risk in floem of subordination are not embedded derivatia@sl amends SFAS No. 140 to eliminate
prohibition on a qualifying special purpose enfitym holding a derivative financial instrument thmgrtains to a beneficial interest other 1
another derivative financial instrument. SFAS 18%®ffective for all financial instruments acquiredissued after the beginning of an entty’
first fiscal year that begins after September TB& We do not expect the adoption of SFAS 155ateha material impact on our consolidi
financial position, results of operations or casiwé.

In March 2006, the FASB issued FASB Statement 196, Accounting for Servicing of Financial Assetan amendment to FAS
Statement No. 140. Statement 156 requires thahtity eecognize a servicing asset or servicingiligbeach time it undertakes an obligatiot
service a financial asset by entering into a sergmntract under certain situations. The new stahideeffective for fiscal years beginning a
September 15, 2006. The adoption of SFAS No.15@dichave a material impact on the Company's firsuposition and results of operatio

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

In September 2006 the Financial Account Standald(the “FASB”)issued its Statement of Financial Accounting Stathsld57
Fair Value Measurements. This Statement defines/édile, establishes a framework for measuringvalue in generally accepted accoun
principles (GAAP), and expands disclosures abadutvidlue measurements. This Statement applies wttier accounting pronouncements
require or permit fair value measurements, the 8dwving previously concluded in those accountimppuncements that fair value is
relevant measurement attribute. Accordingly, thee&nent does not require any new fair value measeints.
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However, for some entities, the application of tBtatement will change current practice. FAS 15&ative date is for fiscal years beginn
after November 15, 2007. The Company does not éxpeaption of this standard will have a materiapé&ut on its financial positio
operations or cash flows.

Non-GAAP Financial Measures

The financial statements appearing in this quigrteport on Form 10-QSB do not contain any finahoieasures which are not in
accordance with generally accepted accounting pioes.

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

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

Product Research and Development

We anticipate incurring approximately $500,000esaarch and development expenditures in connesfitbrthe development of o
military and Homeland Security, portable illumimmatjsystem, lighting and our hybrid lighting techlogy that is based on the recently acqt
patent rights from Renssealer Polytechnic Instituté at the University of California Santa Barbara.

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

Acquisition or Disposition of Plant and Equipment

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

ITEM 3.  CONTROLS AND PROCEDURES
(a) Evaluation of Disclosure Controls and Procedu

In connection with the preparation of this Repart @ accordance with Item 307 of RegulatioK Swve carried out an evaluation, un
the supervision and with the participation of maragnt, including our Chief Executive Officer andi€hFinancial Officer, of th
effectiveness of our disclosure controls and prapesias of the end of the period covered by thienteBased on that evaluation, our C
Executive Officer and Chief Financial Officer comdéd that our disclosure controls and procedure® wtective as of September
2009.

(o) Changes in Internal Control Over Financial Repgrtin

During the three month period ended September @09,2here were no changes to our internal cootret financial reporting, other th
the remediation of a prexisting material weakness identified above, thatehmaterially affected, or are reasonably likelynaterially
affect, our internal control over financial repagi
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PART Il - OTHER INFORMATION
Item 1. Legal Proceedings

From time to time, we may become involved in vasitawsuits and legal proceedings which arise inotfanary course of busine
However, litigation is subject to inherent uncertads, and an adverse result in these or othelensattay arise from time to time that may h
our business.

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

On September 5, 2007, we announced that we had eaoed an action against AJW Partners, LLC, AJW l®ifs, LTD., AJV
Qualified Partners, LLC, and New Millennium CapiRadrtners Il, LLC, (the “Defendantsif) the United States District Court for the Souti
District of New York for violations of the anfraud provisions of the Securities Act of 1934,ufifa negligent misrepresentation, breac
fiduciary duty, breach of contract, breach of iredlicovenant of good faith and fair dealing and ession. The complaint alleges that
Defendants utilized an illegal trading scheme imir@ deceptive secured loan financings to conveates of Compang’common stock for tl
Defendants’ own use and benefit. The trading schiewelved the Defendants manipulating the Comparstock price downward by sh
sales. In addition the complaint seeks declaraiajynctive and monetary relief. On September Q72 AJW Partners, LLC, AJW Offsha
LTD., AJW Qualified Partners, LLC, New Millenniuma@ital Partners Il, LLC and AJW Master Fund, LTDed and action against us in
Supreme Court of the State of New York, County efsNYork alleging breach of contract. On Septemler2b07, we removed the state
complaint to federal court to join the federal docwmplaint. On March 17, 2008, the federal cowtihg determined that it lacked sub
matter jurisdiction over the state court complaietnanded the case back to state court. On Ma@d8,2ve filed our answer and affirmat
and separate defenses and our counterclaims fardewry, injunctive and monetary relief. Thisd#ition is currently in the discovery phase.

On September 13, 2007, Britannia Law Office comneenan action against us and our President, Mar8dbmidt, in the Genel
Court of Justice, Superior Court Division, Durhamu@ty. North Carolina, alleging breach of contraatditional payments due under conti
unjust enrichment, fraud and unfair trade practi@esing out of a consultant agreement. On AtudQs 2009, the Court granted Sumn
Judgment in favor of Britannia Law Office in the @mmt of $34,000..

Item 2. Unregistered Sales of Equity Securities and Use Bfoceeds.
On August 5, 2009, we issued 4,000,000 sharesrafaamon stock to Scott Elliott for $4,800 in seps.

On August 7, 20009, we issued 95,000,000 sharesrofommon stock to St. George Investments, LLGpamt to a warrant purchi
agreement.

On August 10, 2009, we issued 3,850,000 shareerid<sSB Convertible Preferred share (“Series Begijto management.

On August 24, 2009, we issued 30,000,000 sharearodommon stock to St. George Investments, LLGyamt to a warrant purchi
agreement.

On September 16, 2009, we issued 57,777,778 sbhamg common stock to Barclay Lyon, LLC pursuamatdeferred purchase ¢
assignment agreement.

On September 16, 2009, we issued 57,777,778 sb&@ms common stock to War Chest Capital Multi Stgy, LLC pursuant to
purchase and assignment agreement.

On September 21, 2009, we issued 4,000,000 shhoes oommon stock to Scott Elliott for $3,200 erdces.

On September 30, 2009, we issued 100,000,000 sb&ms common stock to St. George Investments, lduGsuant to a warre
purchase agreement.
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ltem 3. Defaults Upon Senior Securities

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

ltem 4. Submission of Matters to a Vote of Security Holders
None.
Item 5. Other Information.

Subsequent Events.

On October 12, 2009, we issued 86,666,667 sharesrofommon stock to Barclay Lyons, LLC pursuanatdeferred purchase ¢
assignment agreement.

On October 12, 2009, we issued 86,666,667 sharemirotommon stock to War Chest Capital Multi StggtelLLC pursuant to
purchase and assignment agreement.

On October 14, 2009, we issued 110,000,000 shdresirocommon stock to St. George Investments, LlEspant to a warra
purchase agreement.

On October 22, 2009, we issued 110,000,000 shdresirocommon stock to St. George Investments, LlEspant to a warra
purchase agreement.

On October 28, 2009, we issued 86,666,667 sharesrofommon stock to Barclay Lyons, LLC pursuanatdeferred purchase ¢
assignment agreement.

On October 28, 2009, we issued 86,666,667 sharesiotommon stock to War Chest Capital Multi Stygtel LC pursuant to
purchase and assignment agreement.

On November 2, 2009, we issued 84,503,674 sharesuoicommon stock to management which were residbates that we
registered pursuant to a Form S-8 RegistratioreStant.

On November 5, 2009, we issued 107,000,000 shdresirocommon stock to St. George Investments, LluGspant to a warra
purchase agreement.

On November 10, 2009, we announced that our revbaaklog had reached its highest level for all @2 We posted $228,421
order backlog for the week ending November 6, 2009.

This order backlog includes new OEM orders for partable shelter lighting systems, OEM orders foigBtEye systems, Unit
States Air Force orders for BrightEye 10 Meter To®gstems and National Guard orders for BrightEyal ighthead Systems.

Over the past year, we varied our sales strateglgmger competing as a prime contractor, but rateeoming the supporting supp
of existing prime contractors and open contracwdiflonally, we significantly changed our produttasegy to focus on innovative prodt
that can fulfill market opportunities through comjes where the scale and capability to sell praxluairldwide already exists. While still
its infancy stages, the current order backlogleading indicator that these strategy changeshareiag definite signs of progress.

Our OEM products include general lighting productsbuildings, offices and retail applications. Quilitary-grade products inclu
visible and nightvision compatible illumination systems for generaission tactical lighting, force protection, maimémce lighting
expeditionary base protection, disaster first regeos, and higlntensity lighting applications, and are availatiieough the General Servit
Administration (GSA) Federal Supply Schedule 56Specialty Lighting products under Cyberlux GSA €aot GS-07F-9409S.

On November 12, 2009, we issued 125,000,000 slodresr common stock to Barclay Lyons, LLC pursutmt deferred purche
and assignment agreement.
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On November 12, 2009, we issued 125,000,000 slwdiresr common stock to War Chest Capital Multi 8tgy, LLC pursuant to
purchase and assignment agreement.

On November 12, 2009, we issued 109,000,000 slwrear common stock to St. George Investments, ldu@suant to a warrs
purchase agreement.

On November 19, 2009, we issued 146,000,000 slwirear common stock to St. George Investments, lpu@suant to a warra
purchase agreement.

Item 6. Exhibits

31.1 Certification of Chief Executive Officer pursuantRule 13a-14 and Rule 15d-14(a), promulgated
under the Securities and Exchange Act of 1934pended.

31.2 Certification of Chief Financial Officer pursuamtRule 13a-14 and Rule 15d 14(a), promulgated
under the Securities and Exchange Act of 1934nsnded.
32.1 Certifications pursuant to 18 U.S.C. Sectopm 1358dopted pursuant to Section 906 of the Sarbanes

Oxley Act of 2002.
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SIGNATURES

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

CYBERLUX CORPORATION

Date: November 23, 2009 By/s/ M ark D. S chmioT

Mark D. Schmidt
Chief Executive Officer
(Principal Executive Officer)

Date: November 23, 2009 By/s/ Davio D. D owning
David D. Downing
Chief Financial Officer (Principal Financial
Officer and Principal Accounting Officer)
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EXHIBIT 31.1

CERTIFICATION — Chief Executive Officer
I, Mark D. Schmidt, certify that:
1. I have reviewed this Quarterly Report on ForrQLébr the period ended September 30, 2009 of Qyk&orporation.;

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

3. (Intentionally omitted);

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintainiisglosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1B§d)) and internal control over financial repogtias defined in Exchange Act rules
13a-15(f) and 15d-15(f)) for the registrant andéhav

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedoitge designed under
our supervision, to ensure that material infornratielating to the registrant, including its condatied subsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pnegah

(b) Designed such internal control over financggarting, or caused such internal control overrfaial reporting to be
designed under our supervision, to provide readeredsurance regarding the reliability of financggorting and the preparation of
financial statements for external purposes in ataoece with generally accepted accounting princjples

(c) Evaluated the effectiveness of the registsadisclosure controls and procedures and pres@ntad report our conclusior
about the effectiveness of the disclosure conaints procedures, as of the end of the period cougyelis report based on such
evaluation; and

(d) Disclosed in this report any change in thestgnt's internal control over financial reportitigat occurred during the
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an aimeaport) that has materially affected,
or is reasonably likely to materially affect, thegistrant’s internal control over financial repodj and

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

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

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

Date: November 23, 2009

By: /s MARK D. SCHMIDT
Mark D. Schmidt
Chief Executive Officer




EXHIBIT 31.2
CERTIFICATION — Chief Financial Officer

I, David D. Downing, certify that:
1. I have reviewed this Quarterly Report on FormrQLébr the period ended September 30, 2009 of Qyk&orporation.;

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

3. (Intentionally omitted);

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintainiisglosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1B§d)) and internal control over financial repogtias defined in Exchange Act rules
13a-15(f) and 15d-15(f)) for the registrant andéhav

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedoitge designed under
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pnegah

(b) Designed such internal control over financggdarting, or caused such internal control overrfaial reporting to be
designed under our supervision, to provide readeredsurance regarding the reliability of financggorting and the preparation of
financial statements for external purposes in ataece with generally accepted accounting princjples

(c) Evaluated the effectiveness of the registsadisclosure controls and procedures and pres@ntad report our conclusior
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougredis report based on such
evaluation; and

(d) Disclosed in this report any change in thestgnt's internal control over financial reportitiat occurred during the
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an aimeaport) that has materially affected,
or is reasonably likely to materially affect, thegyistrant’s internal control over financial repogdj and

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

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

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

Date: November 23, 2009
By: /s/ DAVID D. DOWNING
David D. Downing
Chief Financial Officer




EXHIBIT 32.1

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

In connection with the Quarterly Report of @glax Corporation (the “Company”) on Form 10-Q fbe quarter ended September 30, 2008,
as filed with the Securities and Exchange Commiseiothe date hereof (the “Report”), each of theausigned, in the respective capacities

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

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

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

Dated: November 23, 2009

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

/sl David D. Downing

David D. Downing
Chief Financial Officer




