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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q
(Mark One)
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
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OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to
Commission File Number 00-52247
Cyalume Technologies Holdings, Inc.
(Exact name of registrant as specified in its @rart
Delaware 20-320073¢
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96 Windsor Street, West Springfield, Massachuset 01089
(Address of principal executive office (Zip Code)

(413) 85+2500
(Registrant's telephone number, including area)

Indicate by check mark whether the registrant €9 filed all reports required to be filed by Secti8 or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for ssiobrter period that the registrant was requirefilécsuch reports), and (2) has been su
to such filing requirements for the past 90 dayss ¥ No O

Indicate by check mark whether the registrant hdmsrstted electronically and posted on its corpokaéd site, if any, every Interactive D
File required to be submitted and posted pursumRiuie 405 of Regulation S-T (282.405 of this chapter) during the preceding 12tm® (o
for such shorter period that the registrant wasired to submit and post such files). YEk No O

Indicate by check mark whether the registrant large accelerated filer, an accelerated filer, n-accelerated filer, or a smaller repor
company. See definitions of "large accelerated"filaccelerated filer" and "smaller reporting camp” in Rule 12b-2 of the Exchange Act:

Large accelerated fileEl Accelerated filerd Non-accelerated fileid Smaller reporting companixl
(Do not check if a smaller
reporting company

Indicate by check mark whether the registrantstell company (as defined in Rule 12b-2 of the BExge Act).
Yes O No

Indicate the number of shares outstanding of e&theoissuer's classes of common stock, as ofdafest practicable date: As of May 10, 2(
there were outstanding 15,583,737 shares of thistragt's Common Stock, par value $.001 per share.
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PART I—FINANCIAL INFORMATION

The statements contained in this quarterly repeartrorm 10Q, including under the section titled "Managemebtiscussion and Analysis
Financial Condition and Results of Operations" aoither sections of this quarterly report, includeward-looking statements within t
meaning of Section 27A of the Securities Act 0f3193 amended, and Section 21E of the Securitiehdige Act of 1934, as amenc
including, without limitation, statements regardingr or our management's expectations, hopes, fegligentions or strategies regarding
future. The words "believe," "may," "will," "estitgg" "continue," "anticipate," "intend," "expect,plan" and similar expressions may iden
forward-looking statements, but the absence of these widogs not mean that a statement is not forwarditgpkThe forwardeoking
statements contained in this quarterly report agsdd on our current expectations and beliefs caringrfuture developments and tt
potential effects on us. There can be no assur#matefuture developments affecting us will be thibs¢ we have anticipated. These forw-
looking statements involve a number of risks, uadsies (some of which are beyond our controlptiter assumptions that may cause ac
results or performance to be materially differertnfi those expressed or implied by these forwaotting statements. Should one or mot
these risks or uncertainties materialize, or shoafty of our assumptions prove incorrect, actuautessmay vary in material respects fr
those projected in these forward-looking statemams undertake no obligation to update or revisg fomward{ooking statements, whether
a result of new information, future events or othiee, except as may be required under applicaltargées laws.Unless the content otherw
requires, all references to "we", "us”, the “Compgaror “Cyalume” in this Quarterly Report on Form 4D refers to Cyalume Technolog
Holdings, Inc.




ITEM 1. Financial Statements

Cyalume Technologies Holdings, Inc.
Condensed Consolidated Statements of Operations
(in thousands, except shares and per share informiah)

(Unaudited)
For the For the
Three Three
Months Months
Ended Ended
March 31, March 31,
2010 2009
Revenue! $ 8,88t $ 6,624
Cost of goods sold 4,602 3,861
Gross profi 4,28: 2,76
Other expenses (income
Sales and marketir 78¢ 78t
General and administrati\ 1,518 1,22¢
Research and developmt 382 39:
Interest expense, n 665 627
Interest expens- related party 16 14
Amortization of intangible asse 45€ 99t
Other expenses (income), net (10 44
Total other expense 3,81( 4,08:
Income (loss) before income tax 473 (2,320
Provision for (benefit from) income taxes 31z (547)
Net income (loss $ 161 $ (773)
Net income (loss) per common she
Basic $ 0.01 (0.0)
Diluted $ 0.01 (0.0%)
Weighted average shares used to compute net infloss} per common shar
Basic 15,406,55 14,564,23
Diluted 15,447,24 14,564,23

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




Cyalume Technologies Holdings, Inc.
Condensed Consolidated Balance Sheets
(in thousands, except shares and per share informian)

March 31,
2010 December 31
(unaudited) 2009
Assets
Current assett
Cash $ 1,56C $ 2,00¢
Accounts receivable, net of allowance for doub#fttounts of $228 and $239 at March 31, 2010
December 31, 2009, respectiv: 4,117 3,31¢
Inventories, ne 9,52¢ 9,32(
Income taxes refundab 274 294
Deferred income taxe 847 682
Prepaid expenses and other current a: 32¢ 382
Total current asse 16,64¢ 16,00(
Property, plant and equipment, | 8,47 8,38¢
Goodwill 51,24 51,24
Other intangible assets, r 22,07: 22,54¢
Other noncurrent assets 57 67
Total asset $ 98,49¢ $ 98,24
Liabilities and Stockholders’ Equity
Current liabilities:
Lines of credit $ 3,200 $ 3,20(¢
Current portion of notes payat 7,07t 6,94(
Accounts payabl 3,79¢ 3,222
Accrued expenses and other current liabili 2,18 2,06¢
Advance due to related parties 9 9
Total current liabilities 16,26¢ 15,44(
Notes payable, net of current porti 17,81¢ 18,87«
Notes payable due to related par 1,08( 1,06t
Deferred income taxe 7,28¢ 7,10t
Derivatives 18¢ 69
Asset retirement obligation, net of current portion 16C 15¢
Total liabilities 42,79t 42,711
Commitments and contingenci — —
Stockholders' equity
Preferred stock, $0.001 par value; 1,000,000 steardg®rized, no shares issued or outstan — —
Common stock, $0.001 par value; 50,000,000 shartt®azed; 15,583,737 and 15,405,570 shares iss
and outstanding at March 31, 2010 and Decembe2@®19, respectivel 16 15
Additional paic-in capital 88,39’ 87,92¢
Accumulated defici (32,237 (32,399
Accumulated other comprehensive i (480) (16)
Total stockholders’ equity 55,70 55,53:
Total liabilities and stockholders' equity $ 98,49¢ $ 98,24

The accompanying notes are an integral part oktheadensed consolidated financial statements.




Cyalume Technologies Holdings, Inc.

Condensed Consolidated Statements of Changes in 8tbolders' Equity and Comprehensive Loss

Balance a
December 31, 200
Stock issuet
Stoclk-basec
compensation expen
Foreign currenc
translation
adjustment:
Unrealized loss o
cash flow hedges, ne
of taxes of $4¢

Net income

Comprehensive loss

Balance at March 3:
2010

(in thousands, except shares)

(Unaudited)
Accumulated

Common Stock Additional Other Total

Number of Paid-In Accumulated Comprehensive Stockholders Comprehensive
Shares Amount Capital Deficit Loss Equity Loss
15,405,57 $ 15 $ 87,92¢ $ (32,399 $ (16) $ 55,63. $ —
178,16° 1 1) — — —
— — 472 — — 472 —
— — — — (389) (389 (389
— — — — (75) (75) (75)
— — — 161 — 161 161
= = = = = — $ (30%)
15,583,73 $ 16 $ 88,397 $ (32,23) $ (480) $ 55,701

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




Cyalume Technologies Holdings, Inc.
Condensed Consolidated Statements of Cash Flows
(in thousands, except shares)

(Unaudited)
For the For the
Three Three
Months Months
Ended Ended
March 31, March 31,
2010 2009
Cash flows from operating activities:
Net income (loss $ 161 $ 773)
Adjustments to reconcile net income (loss) to rehcprovided by (used in) operating activiti
Depreciation of property, plant and equipm 164 15¢
Amortization 54( 1,317
Provision for deferred income tax 10¢ (642)
Stocl-based compensation expel 472 35
Other no-cash expense 57 92
Changes in operating assets and liabilit
Accounts receivabl (867) 83
Inventories (319 (331
Prepaid expenses and other current a: 44 (16€)
Accounts payable and accrued liabilit 72¢ (137)
Income taxes payable, r 3 (88)
Accrued interest on notes payable to stockholders — (1)
Net cash provided by (used in) operating activi 1,092 (45¢)
Cash flows from investing activities:

Purchases of lor-lived asset: (463) (111
Net cash used in investing activiti (469) (117)
Cash flows from financing activities:

Payments for common stock subject to redemg — (1,129

Net repayment of line of crec — (200)

Repayment of notes payal (2,030 (65¢)

Payments to reacquire and retire common s — (269)

Refund of debt issue cos — 1C

Proceeds from exercises of warra — 27
Net cash used in financing activiti (1,030 (2,207
Effect of exchange rate changes on cash (42) 27
Net decrease in ca: (44%) (2,749
Cash, beginning of period 2,00 3,952
Cash, end of perio $ 156( $ 1,20:

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




1.

Cyalume Technologies Holdings, Inc.
Notes to Condensed Consolidated Financial Statement

BASIS OF PRESENTATION

We have prepared the accompanying unaudited inteondensed consolidated financial statements irordeace with accountil
principles generally accepted in the United Stafe&merica (“U.S. GAAP”)for interim financial information and the instrumtis to Forr
10-Q and Rule 10-01 of RegulationXS-Accordingly, these interim condensed consoliddirancial statements do not include all of
information and disclosures required by accounpinigciples generally accepted in the United Statedmerica for complete financi
statements.

The preparation of financial statements in conféymiith accounting principles generally acceptedhia United States of America requ
management to make estimates and assumptionsffigiett the reported amounts of assets and liaksligied disclosure of contingent as
and liabilities at the date of the financial stagens and the reported amounts of revenues and sspéuring the period.

These accompanying unaudited interim condensedotidated financial statements recognize the effeftall subsequent events t
provide additional evidence about conditions thasted at March 31, 2010, including the estimatdeeient in the process of prepa
financial statements. Additionally, all significantercompany accounts and transactions have dieeim&ed in consolidation.

Certain amounts in prior periods have been redledsio conform to the 2010 presentation. Theséasaifications had no effect on «
financial position or operating results as previpusported.

We believe all adjustments (consisting of normaturring adjustments) considered necessary foir prf@sentation have been include
these unaudited interim condensed consolidatechdinh statements. Operating results for the thmesth periods presented are
necessarily indicative of the results that may Xgeeted for any other interim period or for thd frdar. The consolidated balance she
December 31, 2009 has been derived from the auditesolidated financial statements at that date sWgglest that these unaudited int:
condensed consolidated financial statements beineagnjunction with the consolidated financialtstaents and footnotes thereto in
Annual Report on Form 10-K for the year ended Ddmem31, 2009.

BACKGROUND AND DESCRIPTION OF BUSINESS

We have one subsidiary: Cyalume Technologies, (f&TI1”), whose headquarters are also located in West SpidgMA. CTI has on
subsidiary, Cyalume Technologies, SAS (“CTSAS"gdted in Aix-enProvence, France. Our products are manufacturbdthtthe We:
Springfield and Aix-en-Provence locations.

We primarily produce products based on technologiesreby light is generated through a cheahreaction known as chemiluminesce
CTIl manufactures and sells such chemiluminesceatymts, in addition to reflective and photolumirerdc products, to militar
commercial and public safety markets. Our baséuywrbis known as a “light stick’and is typically 6 inches in length. A light stitke
translucent flexible plastic tube that is partlefil with one chemical ingredient and also withlasg container (“ampoule”hat contains
complementary reactive chemical. When the tubeig bnough to break the glass ampoule, the chesrioatained within the plastic tu
mix and light is generated. Additionally, we maraitae and sell a component of 40mm training amnmitsales of these compone
have been an increasing source of our revenuescent years. Also, we produce reflective (patches)reflective plus photoluminesc
(fire tape) products. Based on our customspgcifications, our products are manufactured irying shapes, sizes and functions,
provide light in different colors, intensity andrdtions.

NEW ACCOUNTING PRONOUNCEMENTS

The following are recent accounting pronouncemdéimas have affected our consolidated financial statets or may affect them in 1
future.

In January 2010, the Financial Accounting Standa@dsrd (“FASB”) issued Accounting Standards Updé#®SU") No. 201006,
Improving Disclosures about Fair Value Measuremernitsamend existing guidance in FASB Accountingn8tads Codification (“ASQ’
820, Fair Value Measurements and Disclosurds expand and clarify existing disclosures regeaydecurring and nonrecurring fair va
measurements. The amendments in this ASU weretigiean January 1, 2010 for our interim and anmegbrting. The adoption of tt
ASU did not have an impact on these unauditedimteondensed consolidated financial statements.




Cyalume Technologies Holdings, Inc.
Notes to Condensed Consolidated Financial Statement

In February 2010, the FASB issued ASU No. 201090fhsequent Events (Topic 855): Amendments to @dRegognition and Disclost
RequirementsThe amendments in this ASU remove the requirementah SEC filer (such as us) to disclose a dateutiir whicl
subsequent events have been evaluated in bothdissek revised financial statements. Revised firngtiatements include financ
statements revised as a result of either correctian error or retrospective application of U.RAR. All of the amendments in this AS
were effective for us upon the FASB’s issuance &UANo. 201009. The only effect of our adoption of this ASU threse unaudite
interim condensed consolidated financial statememais to not disclose the date through which sulem®gevents have been evaluate
preparing these consolidated financial statemefiots;SEC filers, that evaluation date must be thé daf issuance of the financ
statements.

INVENTORIES
Inventories consist of the following (all amoumsthousands):

March 31, December 31

2010 2009
Raw materials, ne $ 4981 $ 4,54¢
Work-in-process, ne 2,79t 2,97
Finished goods, net 1,74¢ 1,79¢
$ 9,52¢ § 9,32(

DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES

The derivative liabilities as of March 31, 2010 dnr condensed consolidated balance sheet consigteofollowing (all amounts
thousands):

Derivative Instrument Balance Sheet Locatior Fair Value

Interest rate sway Derivatives (noncurrent liabilitie: $ (189)
Accrued expenses and other current liabilitiesrémntr

Currency forward contrau liabilities) 2

We have not held any other types of derivativerimaents other than the derivatives listed above.
Interest Rate Swaps

In December 2008, we entered into two pay-fixedeneevariable, interest rate swaps to reduce exposuhanmges in cash payme
caused by changes in interest rates on our noteblgawith TD Bank, N.A. Both relationships are idesited as cash flow hedges
meet the criteria for the shortcut method for asisgshedge effectiveness; therefore, the hedgessnaed to be 100% effective anc
changes in the fair value of the interest rate swap recorded in comprehensive income (loss).elbasealized gains and losses mu:
reclassified in whole or in part into earningsaifid when, a comparison of the swap(s) and theecelzdged cash flows demonstrates
the shortcut method is no longer applicable. Weeekphese hedges to meet the criteria of the sltoniethod for the duration of t
hedging relationship, which ends upon maturity led hotes payable, and therefore we do not expedassify any portion of the
unrealized losses from comprehensive income (lossarnings in the future. The fair values of theyss are determined by discounting
estimated cash flows to be received and paid dtieetewaps over the swap’s contractual lives uamegstimated riskee interest rate fi
each swap settlement date.

Currency Forward Contracts

CTSAS' functional currency is the Euro. Periodically, CTSAurchases inventory from CTI, which requires pagtmn U.S. dollar:
Beginning in 2009 and only under certain circumsgan we use currency forward contracts to miti@aiSAS’ exposure to changes in

Euro-to-U.S.-dollar exchange rate upon CTSASyment to CTI for these inventory purchases. Swgchency forward contracts typice
have durations of less than six months. We repgused currency forward contracts at their fair vallleis relationship has not be
designated as a hedge and therefore all changhese currency forward contractair value are recorded in other expenses (incam
our condensed consolidated statement of operafidresfair value of these contracts is determinedaling the difference between (a)
U.S. dollar amount due on the contract at matwaitgd (b) the present value of estimated cash flosv®ldped using, among other d
expectations of future currency exchange rates thesremaining term of the contract discountedna¢stimated risk-free interest ratg.
March 31, 2010, we held three such currency forwartdracts.




Cyalume Technologies Holdings, Inc.
Notes to Condensed Consolidated Financial Statement

Effect of Derivatives on Statement of Operations

The effect of derivative instruments (a) designasdcash flow hedges and (b) not designated asrfgedgtruments on our conden
consolidated statement of operations for the threaths ended March 31, 2010 was as follows (alluantwin thousands):

Gain Gain Gain
(Loss) (Loss) (Loss)

InAOCL @ Reclassified® in Earnings @

Derivatives in cash flow hedging relationshi
Interest rate sway $ 75 $ — 8 —

Derivatives not designated as hedging instrumi
Forward currency contrac $ — 8 — 8 (24)

@) Amount recognized in accumulated other comprehenkigs (AOCL) (effective portion and net of taxesying the three mont
ended March 31, 201

@ Amount of gain (loss) originally recorded in AOCuttreclassified from AOCL into earnings during theee months ended March
2010.

3 Amount of gain (loss) recognized in earnings on deedvative (ineffective portion and amount exclddeom effectiveness testir
reported in other expenses (income), net on theemsed consolidated statement of operations fothttee months ended March
2010.

INCOME TAXES

For the three months ended March 31, 2010, theteféetax rate of 66% differed from the statutoater of 34% due to the valuat
allowance on foreign tax credits that were gendrateunrepatriated earnings of CTSAS. For the timeaths ended March 31, 2009,
effective tax rate of 41% differed from the statytoate of 34% due to state and foreign taxes.

NET INCOME (LOSS) PER COMMON SHARE

Basic net income (loss) per common share is cordpoyedividing net income (loss) by the weightedrage number of common she
outstanding. Diluted net income per common shao®isputed by dividing net income by the weightedrage number of common shz

and dilutive potential common share equivalents thigtstanding. Potential common shares consisharfes issuable upon the exercis
warrants and options (using the treasury stock amth

Three Months Ended

March 31,

2010 2009
Basic:
Net income (loss) (in thousanc $ 161 $ (773
Weighted average shar 15,406,55 14,564,23
Basic income (loss) per common sh $ 0.01 $ (0.0%)
Diluted:
Net income (loss) (in thousanc $ 161 $ 773
Weighted average shar 15,406,55 14,564,23
Effect of dilutive potential common share equivad 40,69 —(2)
Weighted average shares, as adju 15,447,24  14,564,23
Diluted income (loss) per common sh $ 0.01 $ (0.0%)

(@ Since we experienced a loss during the three mostded March 31, 2009, common shares issuable epertise of convertib
securities were excluded from the loss per shdoeilegion because the effect would be antidilut

10




Cyalume Technologies Holdings, Inc.
Notes to Condensed Consolidated Financial Statement

The following common shares issuable upon exeigmtential common share equivalents were excldd®d the calculation of dilute
net income (loss) per common share because tHieatefas antidilutive for each of the periods presd:

Three Months Ended

March 31,
2010 2009
Warrants 4,250,75! 4,220,25!
Options 2,060,00! 1,462,501

COMMITMENTS AND CONTINGENCIES
Legal

We acquired CTI on December 19, 2008. As part af #tquisition, we acquired CElexposure to litigation that existed at the adtjait
date. On January 23, 2006, the former owners of @dm whom we purchased CTI) acquired all of thestanding capital stock
Omniglow Corporation (the “Transactiondhd changed the name of the company to Cyalumenbéagies, Inc. Prior to, or substanti
simultaneously with, the Transaction, CTI sold agrtassets and liabilities related to Omniglow @ogpion’s novelty and retail business
certain former Omniglow Corporation stockholdersl ananagement (“the Omniglow Buyers”Jhis was done because CTI sougt
retain only the Omniglow Corporation assets anderurliabilities associated with its governmentlitaiy and safety business. Dur
2006, CTI and the Omniglow Buyers commenced litagatand arbitration proceedings against one anotlaims include breaches ¢
lease and breaches of various other agreementeedet®T| and the Omniglow Buyers. The Omniglow Bayseek compensatt
damages of $1.4 million, to be trebled, and recpwércosts and legal fees. We have filed for dareagfe$368,000 against the Omnig|
Buyers. We continue to rigorously defend our posibn these matters, as we believe the OmnigloyeBlclaims to be without mer
We do not expect this legal proceeding will haveaterial adverse effect on our future consolidditgahcial position, operating results,
cash flows.

Management Agreement with Board Member

On October 1, 2009, we entered into a Managemenrgekgent with Selway Capital, LLC (“Selwaythat provides for (but is not limit
to) the following services to be performed by Selwa our behalf:

. Strategic development and implementation as welt@ssultation to our chief executive officer onegular basis as per
reasonable reques
. Identifying strategic partners with companies withich Selway has relationships and access. Ircthigection, Selway will foci

on building partnerships with companies in Isr&ihgapore, India and Europe. The focus will be loa ¢€xpansion of o
munitions busines:

. Advise and support us on our investor relatiorstagy;
. Advise and support our future fund raising, inchglidentifying sources of capital in the Unitedt8sa anc
. Support our mergers and acquisitions strategy &ndagm active role in our due diligence and anal)

The Management Agreement stipulates that thesécesrwill be performed by Yaron Eitan, a membepof Board of Directors and
employee of Selway, with the assistance as needetd dther employees of Selway. The Managementégeat is retroactive to Aug!
1, 2009, expires on October 1, 2012 and can beirtated by either us or Selway upon 30-dawysitten notice or upon our default
payment or Selway’s failure to perform services amthe Management Agreement. Selveagbmpensation for these services wil
$41,667 per month for the duration of the Managdmegreement. However, we are only required to p&g,800 per month, with tl
balance of $25,667 per month remaining unpaid wutilsenior lender consents to such payment. Wealgid reimburse Selway for ca
incurred specifically on our behalf for these seeg. Under the Management Agreement, we indemmfywa& and Selway indemnifies
against certain losses that may be incurred whiteying out its obligations under the Managementeggent.

11




9. FAIR VALUE
Under U.S. GAAP, we are required to record cerfaiancial assets and liabilities at fair value andy choose to record other finan
assets and financial liabilities at fair value aadlwAlso under U.S. GAAP, we are required to relcnonfinancial assets and liabilities
fair value due to events that may or may not récuhe future, such as an impairment event. Wheramerequired to record such as
and liabilities at fair value, that fair value istienated using an exit price, representing the arnthat would be received to sell an ass

paid to transfer a liability in an orderly transantbetween market participants. That fair valudésermined using inputs based on a
value hierarchy that is based on significant leeélsputs as follows:

Level 1 Quoted prices for identical assets or liabilitiesictive markets to which we have access at thesuneaent date

Level 2 Inputs other than quoted prices included within élelvthat are observable for the asset or liahiétsher directly o
indirectly.

Level 3 Unobservable inputs for the asset or liabil

The determination of where assets and liabilitedsvithin this hierarchy is based upon the lowlesetl of input that is significant to the f
value measurement.

As of March 31, 2010, our only assets and liak#itrequired to be reported at fair value on a regybasis were the interest rate sv
and currency forward contracts described in NoteoH, of which are measured at fair value usingll@vinputs.

We have other non-derivative financial instrumests;h as cash, accounts receivable, accounts paysdgrued expenses and |ldegy
debt, whose carrying amounts approximate fair value

10. SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash Paid for Interest and Income Taxegall amounts in thousands):

Three Months Ended

March 31,
2010 2009
Interest $ 62 $ 434
Income taxe: $ 202 $ 832

Non-Cash Investing and Financing Activitieqall amounts in thousands):

Three Months Ended
March 31,
2010 2009

Accrual of costs directly related to the acquisitaf CTI recorded as goodw $ — 3 234

11. SUBSEQUENT EVENT

We entered into a Second Amendment to Credit Agesrand Limited Waiver (the “Second Loan Amendmgwith TD Bank, N.A. the
became effective December 17, 2009 and amende®exolving Credit and Term Loan Agreement with TDnBaN.A. (the ‘Original
Credit Agreement”dated as of December 19, 2008 and all previous dments to the Original Credit Agreement. That Sechoar
Amendment, among other things, requires us to vecei least $3.0 million in new subordinated debfrom an equity offering befo
April 30, 2010 and to use the net proceeds frorhghbordinated debt or equity offering to reduce dlatstanding principal balance on
notes payable with TD Bank, N.A. TD Bank, N.A. hegreed to extend that deadline to June 30, 2010aWeurrently negotiating
transaction that (i) will satisfy TD Bank, N.A."$3.0 million requirement and (ii) is expectedb® completed before the June 30, ¢
deadline. The cost of extending that deadline teempected to be material.

12




ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF OPERATIONS

You should read the following discussion of ourfficial condition and results of operations in cargtion with our interim condens
consolidated financial statements and the accomipgngotes to those financial statements includestwehere in this Quarterly Report
Form 1(-Q. This discussion contains forwalabking statements that involve risks and uncetiain Unless the content otherwise requires
references to "we", "us", the “Company" or “Cyalutria this Quarterly Report on Form 10-Q refers tgalume Technologies Holdings, Inc.
Company Overview

We primarily produce products based on technologiesreby light is generated through a chemicaltr@ad&nown as chemiluminescence. !
manufactures and sells such chemiluminescent ptedincaddition to reflective and photoluminescpraducts, to military, commercial a
public safety markets. Our base product is knowm alight stick” and is typically 6 inches in length. A light sticka translucent flexib
plastic tube that is partly filled with one chenlicegredient and also with a glass container (“amle”) that contains a complementary reac
chemical. When the tube is bent enough to brealgldes ampoule, the chemicals contained withinptastic tube mix and light is generat
Additionally, we manufacture and sell a compondmt@nm training ammunition; sales of these comptsméave been an increasing sourc
our revenues in recent years. Also, we producdeatdfe (patches) and reflective plus photolumieesdfire tape) products. Based on
customers’'specifications, our products are manufactured nying shapes, sizes and functions, and providd ligltifferent colors, intensi
and durations.

We have one subsidiary: Cyalume Technologies, (f€T1"), whose headquarters are also located in West SmidgMA. CTI has on
subsidiary, Cyalume Technologies, SAS (“CTSAS"xdted in Aix-enProvence, France. Our products are manufacturdzbtat the We:
Springfield and Aix-en-Provence locations.

Material Changes in Results of Operations — 3 Month Ended March 31, 2010 versus the 3 Months Ended Ivtzh 31, 2009

Revenues: For the threeenth period ended March 31, 2010, our sales wigteeh than our sales for the comparable period0©92 Thit
increase in sales is due primarily to the volumerdfs sold. Price increases provided some of dulitianal revenues and product mix rema
relatively unchanged between the two periods.

Cost of goods sold: For the threenths ended March 31, 2010, our cost of sales sigasficantly higher than our cost of sales for
comparable period in 2009 due to the increase its 8old discussed above. Our gross margin fothtee months ended March 31, 2010
48.2% compared to our 41.7% gross margin for thmpawable prioryear period. 2010 margin improved partially dueptice increase
implemented in late 2009. Gross margin in the timeaths ended March 31, 2009 was depressed doevér-thannormal sales of high marg
chemical light sticks to the U.S. Military, the ta@$ a March 2009 workforce reduction and the amation of $262,000 of the inventory step-
up to fair market value arising from our acquisitiof CTI in December 2008.

General and administrative expenses increased phyntlue to expense related to the accrual of shased awards in 2010, which were
accrued in the first quarter of 2009, and managérses relating to our management agreement wiklve§eCapital, LLC, which had not y
been entered into as of March 31, 2009.

Amortization of intangible assets: In December 200@ recorded significant impairments on our trademand customer relations
intangible assets that significantly reduced ouodiration of intangible assets in the three morghded March 31, 2010 versus the t
months ended March 31, 2009.

Provision for (benefit from) income taxes increasaghificantly for the three months ended March&110 as compared to the three ma
ended March 31, 2009 due to our generation ofmetme during the three months ended March 31, 28tiCoperating losses during the ti
months ended March 31, 2009.

Material Changes in Financial Condition — March 31,2010 versus December 31, 2009

Neither total assets nor total liabilities changeghificantly from December 31, 2009 to March 3@1Q, however the following component:
total assets and total liabilities did change digantly during that time period.

Our accounts receivable increased significantly stubigher sales during the three months endingcM&ad, 2010 versus the three mo
ending December 31, 2009. Due to these increaaded, sve purchased a higher than usual amountofrraterial inventory during the thi
months ending March 31, 2010, causing total inwgnto increase from amounts on hand at Decembef@09. This caused our accot
payable and accrued liabilities to increase dutinig time period as well. Our notes payable de@@asgnificantly due to scheduled princ
payments made during the first three months of 2@LG derivatives liability increased significanince December 31, 2009 primarily du
a decrease in estimated future LIBOR rates usedtimate the fair value of our pay fixed/receiv8OR interest rate swaps. Our deferrec
liability increased since December 31, 2009 du@)tamortization of identified intangible assets {d.S. GAAP purposes which is not allov
for income tax purposes; (ii) various changes m ithserve accounts, including increases in unvedterkbased compensation awards;
utilization of net operating losses during the éhraonths ended March 31, 2010; and (iv) unrepatti&arnings of our foreign subsidi
(CTSAS).
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Liquidity and Capital Resources

As of March 31, 2010 and December 31, 2009, we$#iaf million and $2.0 million, respectively, in tasn hand. The major sources and
of cash during the three months ended March 310 2&kFe all in the normal course of business.

Before June 30, 2010, we expect to receive prockedsa subordinated debt offering or an equityenffg. The terms of that transaction
currently being negotiated and therefore the féfkats of that transaction on our liquidity and itabresources cannot be determinec
addition to providing us with working capital, tHimnsaction will allow us to satisfy the requirath@nposed by our senior lender, TD Bz
N.A., to receive at least $3.0 million from new eutinated debt or an equity offering before June2810 and to use the proceeds there
reduce the outstanding principal balance on owespaiyable to TD Bank, N.A.

Forecasted principal and interest payments on dabkfor the next 12 months are $9.1 million, inohg the $3.0 million principal payment
TD Bank discussed in the preceding paragraph, alhtdevfunded from operating cash flows and frora transaction discussed in the prece
paragraph. All other operating and capital expemd# are expected to be funded completely fromadipey cash flows.

Off-Balance Sheet Arrangements

Other than immaterial operating leases, we dichage any off-balance sheet arrangements during @02009.

Contractual Obligations

As a smaller reporting company, we are not requiogarovide information typically disclosed undbistitem.

Critical Accounting Policies

Use of Estimates

The preparation of financial statements in confeymiith accounting principles generally acceptedhie United States of America require:
to make estimates and assumptions that affecteierted amounts of assets and liabilities, thelasce of contingent assets and liabilitie
the date of the consolidated financial statemendsthe reported amounts of revenues and expensieg dine reporting periods. Estimates
used when accounting for certain items such asvesdor inventory, accounts receivable and defeta assets; assessing the carrying
of intangible assets including goodwill; determipithe useful lives of property, plant and equipmeemd intangible assets; and in determi
asset retirement obligations. Estimates are baselistorical experience, where applicable, andiagsions that we believe are reason
under the circumstances. Due to the inherent taiogy involved with estimates, actual results rdifer.

Revenue Recognition

Revenue from the sale of products is recognizedhwithe earnings process is complete and the ristkseamards of ownership have transfe
to the customer. Costs and related expenses tofawuare the products are recorded as costs of geolis when the related revenus
recognized.

We have several significant contracts providing tfer sale of indefinite quantities of items at fixger unit prices, subject to adjustment
certain economic factors. Revenue under these axistis recognized when goods ordered under thieaods are received by the custor
Whenever costs change, we review the pricing utitese contracts to determine whether they reghéesale of products at a loss. To date
have no loss contracts which would require thewsdasf future losses in the current financial staets.

Income Taxes

Deferred tax assets and liabilities are determimesed on differences between financial reportirdytan bases of assets and liabilities ant

measured using enacted tax rates and laws thabevilh effect when the differences are expectegverse. Deferred tax assets are recog
when, based upon available evidence, realizatidheofssets is more likely than not.
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When tax returns are filed, it is highly certaimttlsome positions taken would be sustained upomieedion by the taxing authorities, wt
others are subject to uncertainty about the mefithe position taken or the amount of the positieat would be ultimately sustained. -
benefit of a tax position is recognized in the fic@l statements in the period during which, basedll available evidence, it is more lik
than not that the position will be sustained uprangnation, including the resolution of appealditigation processes, if any. Tax positi
taken are not offset or aggregated with other jmrst Tax positions that meet the more-likely-thmem-recognition threshold are measure
the largest amount of tax benefit that is more th@percent likely of being realized upon settletneith the applicable taxing authority. T
portion of the benefit associated with tax posisidaken that exceeds the amount measured as debetiiove is reflected as a liability
unrecognized tax benefits in the accompanying lal@heet along with any associated interest analfesnthat would be payable to the ta:
authorities upon examination.

We classify interest on tax deficiencies as inteegpense and income tax penalties as other masegllis expenses.
Goodwill

Goodwill is deemed to have an indefinite life amdadingly, is not subject to annual amortizati@oodwill is subject to annual impairm
reviews, and, if conditions warrant, interim revgelbased upon its estimated fair value. Impairrobatges, if any, are recorded in the peric
which the impairment is determined.

I ntangible Assets

Intangible assets include developed technologielspatents, customer relationships and nompete agreements, which are amortized
their estimated useful lives, and trademarks aadetrnames, which are considered to have indefuseful lives and therefore are
amortized. The carrying amounts of intangible asse¢ reviewed for impairment whenever events anghs in circumstances indicate
those carrying amounts may not be recoverable sGostirred to renew or extend the term of our igille assets are expensed when incurred.

Inventories

Inventories are stated at the lower of cost (onirst-in first-out (“FIFO”) method) or net realizable value. We periodicakyiew the
realizability of our inventory. Provisions are reded and reserves are established for potentialledfsence. Determining adequate reserve
inventory obsolescence requires management’s judgr@enditions impacting the realizability of omventory could cause actual wribéfs tc
be materially different than reported inventoryere® balances.

Foreign Operations and Currency

Accounts of our foreign subsidiary are recordedgigheir local currency (the euro) as the functiomarency. For consolidation purpos
income statement accounts are converted to U.$ardalsing the average exchange rate for the momitiod being reported. Assets

liabilities are converted to U.S. dollars using éxehange rate in effect as of the balance sheet Hquity transactions are converted to
dollars using the exchange rate in effect as of date of the transaction. Translation gains anddesare reported as a componer
accumulated other comprehensive income or lossnsGand losses resulting from transactions which dengominated in other than

functional currencies are reported as other incomexpenses in the statement of operations in¢hiegthe gain or loss occurred.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

As a smaller reporting company, we are not requiogarovide information typically disclosed undhbistitem.
ITEM 4T. CONTROLS AND PROCEDURES

Disclosure controls and procedures

Disclosure controls and procedures are designedgare that information required to be disclosedi®yn reports filed or submitted under
Securities Exchange Act of 1934 (“Exchange Adt’yecorded, processed, summarized and reportddnvitie time periods specified in
SEC'’s rules and forms. Disclosure controls includehwait limitation, controls and procedures desigreedrtsure that information requirec
be disclosed under the Exchange Act is accumukatedcommunicated to management, including prina@gaktutive and financial officers,
appropriate, to allow timely decisions regardingjuieed disclosure. There are inherent limitatioasthe effectiveness of any systern
disclosure controls and procedures, including t&sibility of human error and the circumventionoeerriding of the controls and procedu
Accordingly, even effective disclosure controls andcedures can only provide reasonable assurdrazhi@ving their control objectives.

Our management carried out an evaluation, understigervision of our Chief Executive Officer and €hFinancial Officer, of tk
effectiveness of our disclosure controls and prapcesias of March 31, 2010. Based upon that evalyatiur management, including our C
Executive Officer and Chief Financial Officer, ctuded that the design and operation of our disclsontrols and procedures were effec
as of March 31, 2010.
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Changes in internal control over financial reporting

There was no change in our internal control oveairicial reporting that occurred during the threethe ended March 31, 2010 that has
materially affected, or is reasonably likely to evally affect, our internal control over financiaporting.

PART Il - OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

Cyalume is not currently a named party in any lggateedings.

CTl is currently named a defendant in Civil Actiblo. 06706 in Superior Court of the State of Massachus€itsg suit against CTI

Omniglow, LLC (the former novelty business of CThish was sold on January 23, 2006). CTI sold cerasets and liabilities related to
novelty and retail business to certain former shalders and management (the “Omniglow Buyerdfis was done because CTI sougt
retain only the Omniglow Corporation business ati¢ig associated with government, military and safaisiness. During 2006, CTI and
Omniglow Buyers commenced litigation and arbitratfiroceedings against one another. Claims includadhes of a lease and breache
various other agreements between CTI and the Oowi@uyers. The Omniglow Buyers seek compensatamaties of $1.4 million, to

trebled, and recovery of costs and legal fees.@Elfiled for damages of $368,000 against the Olmwiguyers. CTI continues to rigorou
defend our position on these matters, as we betle@©mniglow Buyerstlaims to be without merit. Court hearings weredreahd complete
in October 2008.

ITEM 1A. RISK FACTORS

As a smaller reporting company, we are not requiogaiovide information typically disclosed undhistitem.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

Recent sales of unregistered securities and usepsbceeds from registered securities

None.

Purchases of Equity Securities by the Company andffliated Purchasers

None.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

None.

ITEM 4. [REMOVED AND RESERVED]

ITEM 5. OTHER INFORMATION

There were no changes to the procedures by whalrigeholders may recommend nominees to our Bo&idirectors during the three mon
ended March 31, 2010.

There is no information to report under this Itenliéu of reporting that information on Form 8-K.
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ITEM 6. EXHIBITS

Exhibit
Number Description
10.1 Supply Agreement between Cyalume Technologies,dnd.the U.S. Department of Defense, dated Jar?2arg01C

(confidential treatment has been requested foaireportions of this agreement which have beenatedd. (1)
311 * Certification of Principal Executive Officer pursudo Section 302 of the Sarba-Oxley Act of 2002
31.2 * Certification of Principal Financial Officer pursuao Section 302 of the Sarba-Oxley Act of 2002

Certification of Principal Executive Officer andiftipal Financial Officer pursuant to Section 9G8he Sarbanes-Oxley
32.1 * Act of 2002.

* Filed herewith

(1) Incorporated by reference to (a) the Current ReporForm K dated January 27, 2010 and filed with the Comimis&ebruary :
2010 and (b) Exhibit 10.27 to the Registrant’s Aankeport on Form 18- for the year ended December 31, 2009 filed ondi&?2
2010.

17




SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causiedréport to be signed on its behalf by
undersigned thereunto duly authorized.

Cyalume Technologies Holdings, Ir

Date: May 12, 2010 By: /s/ DEREK DUNAWAY

Derek Dunaway,
Chief Executive Officer
(Principal Executive Officer

Date: May 12, 2010 By: /s/ MICHAEL BIELONKO

Michael Bielonko,

Chief Financial Officer
(Principal Financial Officer and
Chief Accounting Officer
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Exhibit 31.1

CERTIFICATION

I, Derek Dunaway, certify that:

1.

2.

| have reviewed this Quarterly Report on Forr-Q of Cyalume Technologies Holdings, In

Based on my knowledge, this report does not cordgainuntrue statement of a material fact or omistade a material fact necessar
make the statements made, in light of the circuntets under which such statements were made, nigadisg with respect to the per
covered by this repor

Based on my knowledge, the financial statementd, ather financial information included in this repdfairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

The registrant's other certifying officer(s) ané@rke responsible for establishing and maintainirggldsure controls and procedures
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repogtifas defined in Exchange /
Rules 13-15(f) and 15-15(f)) for the registrant and hav

(a) Designed such disclosure controls and procedunegaonsed such disclosure controls and procedurdsetdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to u:
others within those entities, particularly durihg tperiod in which this report is being prepal

(b) Designed such internal control over financial reipgy, or caused such internal control over finah@aorting to be designed under
supervision, to provide reasonable assurance riegatide reliability of financial reporting and thpeeparation of financial stateme
for external purposes in accordance with geneealbepted accounting principle

(c) Evaluated the effectiveness of the registrant'slalisire controls and procedures and presentedsimgport our conclusions about
effectiveness of the disclosure controls and prores] as of the end of the period covered by #psnt based on such evaluation;

(d) Disclosed in this report any change in the regigtsanternal control over financial reporting tleeicurred during the registrant's n
recent fiscal quarter (the registrant's fourthdlsguarter in the case of an annual report) thatrhaterially affected, or is reasone
likely to materially affect, the registrant's imtat control over financial reporting; ai

The registrant's other certifying officer(s) anddve disclosed, based on our most recent evaluafianternal control over financi
reporting, to the registrant's auditors and theitacmmmittee of the registrant's board of direct(s persons performing the equiva
functions):

(a) All significant deficiencies and material weaknesse the design or operation of internal controgéofinancial reporting which a
reasonably likely to adversely affect the regidtsability to record, process, summarize and refieancial information; an

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the registrant's inten
control over financial reporting

Date: May 12, 2010 /s/ DEREK DUNAWAY

Derek Dunaway,
Chief Executive Officer




Exhibit 31.2

CERTIFICATION

I, Michael Bielonko, certify that:

1.

2.

| have reviewed this Quarterly Report on Forr-Q of Cyalume Technologies Holdings, In

Based on my knowledge, this report does not cordgainuntrue statement of a material fact or omistade a material fact necessar
make the statements made, in light of the circuntets under which such statements were made, nigadisg with respect to the per
covered by this repor

Based on my knowledge, the financial statementd, ather financial information included in this repdfairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

The registrant's other certifying officer(s) ané@rke responsible for establishing and maintainirggldsure controls and procedures
defined in Exchange Act Rules 13a-15(e) and 15¢)) and internal control over financial repogtifas defined in Exchange /
Rules 13-15(f) and 15-15(f)) for the registrant and hav

(a) Designed such disclosure controls and procedunegaonsed such disclosure controls and procedurdsetdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to u:
others within those entities, particularly durihg tperiod in which this report is being prepal

(b) Designed such internal control over financial reipgy, or caused such internal control over finah@aorting to be designed under
supervision, to provide reasonable assurance riegatide reliability of financial reporting and thpeeparation of financial stateme
for external purposes in accordance with geneealbepted accounting principle

(c) Evaluated the effectiveness of the registrant'slalisire controls and procedures and presentedsimgport our conclusions about
effectiveness of the disclosure controls and prores] as of the end of the period covered by #psnt based on such evaluation;

(d) Disclosed in this report any change in the regigtsanternal control over financial reporting tleeicurred during the registrant's n
recent fiscal quarter (the registrant's fourthdlsguarter in the case of an annual report) thatrhaterially affected, or is reasone
likely to materially affect, the registrant's imtat control over financial reporting; ai

The registrant's other certifying officer(s) anddve disclosed, based on our most recent evaluafianternal control over financi
reporting, to the registrant's auditors and theitacmmmittee of the registrant's board of direct(s persons performing the equiva
functions):

(a) All significant deficiencies and material weaknesse the design or operation of internal controgéofinancial reporting which a
reasonably likely to adversely affect the regidtsability to record, process, summarize and refieancial information; an

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the registrant's inten
control over financial reporting

Date: May 12, 2010 /sl MICHAEL BIELONKO

Michael Bielonko,
Chief Financial Office




Exhibit 32.1
CERTIFICATION

Each of the undersigned officers of Cyalume Teabgies Holdings, Inc. (the "Company”) hereby cegtifithat, to his knowledge, -
Company's Quarterly Report on Form Q0to which this certification is attached (the "R#f), as filed with the Securities and Excha
Commission on the date hereof, fully complies wtite requirements of Section 13(a) or 15(d), asiegiple, of the Securities Exchange Ac
1934, as amended (the "Exchange Act"), and thaintioemation contained in the Report fairly presenh all material respects, the finan
condition and results of operations of the Company.

Date: May 12, 201 /s/ DEREK DUNAWAY

Derek Dunaway,
Chief Executive Officer
(Principal Executive Officer

Date: May 12, 201! /sl MICHAEL BIELONKO

Michael Bielonko,

Chief Financial Officer
(Principal Financial Officer and
Chief Accounting Officer

This certification is being furnished and not fileahd shall not be incorporated into any documentaiy purpose, under the Secur
Exchange Act of 1934 or the Securities Act of 1933.




