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PART |

The statements contained in this annual report om¥10K, including under the section titled "Managememiscussion and Analysis
Financial Condition and Results of Operations" aitter sections of this annual report, include ford-looking statements within the mear
of Section 27A of the Securities Act of 1933, asralad, and Section 21E of the Securities ExchantefA1934, as amended, includi
without limitation, statements regarding our or auenagement's expectations, hopes, beliefs, intentr strategies regarding the future.
words "believe,” "may," "will," "estimate," "contie," "anticipate," "intend," "expect," "plan" andnsilar expressions may identify forward-
looking statements, but the absence of these wawds not mean that a statement is not forward-fupkiThe forwardeoking statemen
contained in this annual report are based on ourrent expectations and beliefs concerning futureel@ments and their potential effects
us. There can be no assurance that future develotsnagfecting us will be those that we have anditgd. These forwartboking statemen
involve a number of risks, uncertainties (some bfctv are beyond our control) or other assumptiohattmay cause actual results
performance to be materially different from thosgressed or implied by these forw-looking statements. These risks and uncertai
include, but are not limited to, those factors dised in the section titled "Risk Factors." Showalde or more of these risks or uncertain
materialize, or should any of our assumptions proweorrect, actual results may vary in material pests from those projected in th
forward-looking statements. We undertake no obligatiorupdate or revise any forwardoking statements, whether as a result of
information, future events or otherwise, excepinay be required under applicable securities laws.

ITEM 1: BUSINESS
General

Cyalume Technologies Holdings, Inc. (“we”, “ourhe “Company”)was organized as a blank check company under tire d¢é& the State
Delaware on July 19, 2005. At that time we were @adriector Security Intersect Acquisition Corp. OrcBmber 19, 2008, we acqui
Cyalume Technologies, Inc. (“CTI'§nd changed our corporate name to our current n@ifleis a Delaware corporation formed on March
1997 with headquarters located in West Springfidlthssachusetts. At the date of the acquisition, @adl one subsidiary, Cyalu
Technologies, SAS (“CTSAS"), located in Aix-&revence, France. CTl and CTSAS primarily produteassortment of chemical light ¢
reflective products for the military but also fa@mmercial markets to a much lesser extent.

On August 31, 2011, through a wholly-owned subsydimamed Cyalume Specialty Products, Inc. (“CS®§,acquired substantially all of 1
assets of JFC Technologies, LLC (*JFGi)specialty chemical manufacturer. CSP was eskeulias a Delaware corporation on June 15,
and is located in Bound Brook, New Jersey. CSPigesvproducts to the pharmaceutical, military atiteomarkets and has expertise in
chemical light business, for which it is making l&hemicals.

On December 22, 2011, CTI acquired all of the amding common stock of Combat Training Solutions, (“CTS"), a Colorado corporatic
established on April 7, 2005, originally located @olorado Springs, Colorado, but since relocatedViest Springfield. CTS manufactu
battlefield effects simulator devices and provithegical training to the military utilizing suchqucts.

Our securities are currently quoted on the Over-Chanter Bulletin Board (symbol: CYLU).

We maintain principal executive offices at 910 SEMStreet, Suite 300, Fort Lauderdale, Florida 33%16r. telephone number {§54) 315-
4939. The various reports we file with the SEC, inchglannual reports on Form 10-K, proxy statementartgrly reports on Form 1Q; anc
current reports on Form 8-K are available on oubsite (_(www.cyalume.conh free of charge. Our website also contains thetetsfor th
Audit, Nominating and Compensation Committees efBoard of Directors as well as our Code of Conduct Ethics and our Insider Trad
Policy. The documents are also available free afgd from our Corporate Secretary at our executifrees.

Overall Approach

Our primary focus is providing tactical and tragisolutions to the military of the United Stateadaother select countries, through
products and services. We manufacture chemical, lrgffiective and battlefield effects simulator goats while our services include planr
and implementing tactical training exercises sirtin¢arealworld experiences. We also sell products into #ve énforcement, commercial, ¢
other markets. In addition, we provide specialtgroical products to the defense, pharmaceuticainetis and other markets. We employ
following strategies to seek to provide for longatesuccess.

. Utilizing Patent ProtectionWe have and expect to continue to pursue patemegion of developed technology, and to aggresg
defend against violations of our pater

. Making Environmentally Friendly and Safe to Use dRrats.Our products are designed to be effective, safeséoand friendly to tt
environment. Chemicals used in our chemical lightpcts are nc-toxic and phthalate fre:




. Increasing Product DiversificationWe intend to continue to diversify into additioaloducts and applications utilizing curr
technology and technology now under developmemtdirat diversification allows us to present a mamplete line of products tt
meet current and projected user needs, as wekdiscing dependence on a relatively small numbesroflucts for financial ar
competitive succes

. Continually Improving Products and Performan@ée are committed to product improvement and rehaatedicated ifouse teal
of highly experienced engineers and chemists wa@amplemented on an as needed basis by-party expertise

. Pursuing Strategic Partnering and AcquisitioWe actively seek partners who can help us advancdeghnologies or introdu
products to the market, especially where estaldigfsgtners may help us attain faster market pematran addition, we are seeki
additional businesses to acquire that will completmmur existing products and further strengthen ahifity to achieve profitab
growth.

Products and Services

We primarily provide products of four general typ#sose producing chemical light; those that haefiective qualities; those that simul
battlefield devices; and specialty chemicals.

« Products producing chemical light rely on a chemieaction known as chemiluminescence. The basduptds known as alight
stick” and is typically 6 inches in length. A light stitk a translucent flexible plastic tube that is lyafilled with one chemic:
ingredient and also with a glass container (“amptuthat contains a complementary reactive chemicakemthe tube is bent enot
to break the glass ampoule, the chemicals contaivitdn the plastic tube mix and light is generat&@hemiluminescent produ
come in varying shapes, sizes and functions andgedight in different colors, intensities and dtions. These includ

o Light sticks that come in lengths ranging from inBhes to 15 inches, and having durations for $igelclight output the
range from 5 minutes to 24 hours. Colors emittetliohe red, blue, white, yellow, green, orange afichied.

o Components to training and tactical ammunition tpedvide day/night marking and illumination capéhldk. Day/nigh
marking rounds increase the effectiveness of weap@aming by providing a nigtttme training ability where, in many cas
one did not exist before. Chemical light munitican® preferable to traditional tracer or traininginds for two reasor
Traditional tracer or pyrotechnic training munitonontain fireproducing elements that can start range fires. tkaidilly,
traditional tracer or pyrotechnic training munitexperience “duds”or unexploded rounds. These unexploded ra
present future safety hazards and must be foundlefused. Chemical light training ammunition page&annot start ran
fires and do not represent future safety hazamia finexploded rounds, making their use not onlyenemonomical but sai
for military personnel

« Reflective products include items such as patchasdan reflect white light or infrared light areflective safety belts. Products s
as safety belts are worn by soldiers conductingsiglay training or night exercises. These belts beflect direct light back and reti
light energy for a short period of time so they timune to'‘glow’’ after the light source is remove

« Our battlefield effects simulator devices are destto safely simulate the life threatening devimdiers encounter on the battlefi
These include: pipe bombs, improvised explosiveatesvIED”), landmines, hand grenades and suicide bomber

« Our specialty chemical products support a wide efariof applications in the pharmaceutical, cosmediefense and nutritior
supplements industries. Products also include ioectanponents used in the manufacture of our chaight products

We do not sell products as novelties.

We manufacture products in West Springfield, MAuBd Brook, NJ; and Aix-en-Provence, France.

Services we provide include training on the progédization of our simulator devices and providilige training exercises. In these exerc
we hire and provide “battlefield actors”, peoplaitied to act as insurgents or the indigenous ptipolaThe “actorswe hire and train ms

have lived in the country or speak the languagth@fcountry in which the training is simulated ake place, making the training as realisti
possible.




Markets
o Chemical Light

The chemical light market accounted for approxinyad% of total revenues in 2013 and 67% in 2012 p¥marily sell chemiluminesce
devices, primarily light sticks in varying colofgngths and durations of light output, as well ¢ €hemiluminescent disks and reflec
patches and belts. The primary users of these ptedund services are the U.S. Military and Europaditaries participating in the NSPA (t
“NATO Support Agency”, flk/a the NATO MaintenancedaSupply Agency (“NAMSA”)).

Critical events, risks and uncertainties regardheg military market include the continued use by thS. and NATO militaries, the ability
remain on the cutting edge of chemical light tedbgy, the ability to generate additional uses of products by additional militaries arot
the world, and managing costs to remain compeljtipeiced. There are also uncertainties of futurieepincreases customarily found in
renewal contracts which would affect revenues &sdlts of operations.

« Ammunition

The ammunition market accounted for negligible naes in 2013 and approximately 6% of total revenneZ012. These revenues repre
sales of chemiluminescent payloads and componkeatste incorporated into training ammunition.

Critical events, risks and uncertainties regardimg ammunition market include the expansion ané@mence of the existing products to
United States military and other foreign militaries

o Training & Simulation
The training & simulation markets represented apipnately 7% of total revenues in both 2013 and 2042 sell battlefield effects simula
devices and training services.

The critical risks and uncertainties in the tragni® simulation market include the level of budggtéunds available for such products
training; maintaining a stable of products consdierelevant to current real world experiences amdpetitors seeking to expand their markets

« Specialty Products

Through CSP, we provide specialty chemicals to @etyaof customers including chemical, defense,nuetic, nutritional supplement a
pharmaceutical companies. For 2013 and 2012, tleesaues represented approximately 32% and 21#@alfrevenues, respectively.

Critical risks include our ability to continue togvide existing and new products at competitivegsiwhile adding value to our customers
will help distinguish us from competitors.

For additional risks refer to Item 1A, Risk Factors
Customers and Concentrations
« Chemical Light: We depend significantly on long-term contracts viitlo key customers: LC Industries (“LCI") and NSPA.

e« LC Industries

We indirectly supply the U.S. Department of Defe(féeS. DOD”) through a contract with LCI, a manufacturer/disitdr and
member of the National Industries for the Blind.IL® turn, has a direct contract with the U.S. D@iat operates under !
program guidelines of “Ability One"a federal program that creates jobs for the vigualbaired and severely disabled. Ur
our contract with LCI, we sell components to LChieh assembles and packages products and thefuisttibutes them direct
to the U.S. military. Each of the items sold by Lt€ithe U.S. military is classified by a Nationab& Number (“NSN”).




Our contract with LCI was entered into June 1, 2864 had an initial term of five years, followed thyee automatic fivgreal
renewal terms unless the agreement is cancellad.cbhtract was renewed in 2009 for another fivaryeeriod and we curren
expect that the contract will renew again in 20Ide contract between LCI and the U.S. militarynsl@lQ contract (indefinit
demand, indefinite quantity) with fixed prices sedijto annual renegotiation. Through our agreemitht LCI, we share in ar
price increases received by LCI. Revenues throughdccounted for approximately 23% of total revenire2013 and 28%
2012.

« NSPA

We have a direct contract with NSPA, the administeaservices arm serving the non-U.S. NATO co@striNSPA reawarde:
the contract to us in November 2013. The base aohperiod is for three years and NSPA has theoopt extend for anoth
two years. The contract contains provisions focipg escalations. Revenues through NSPA accountgddt under 10% of tot
revenues in 2013 and approximately 12% in 2011.

«  Ammunition : No individual customer accounted for sales in €13 or 2012 that exceeded 10% of total revenues.
« Training & Simulation : No individual customer accounted for sales in ei?®.3 or 2012 that exceeded 10% of total revenues.

. Specialty ProductsSales are made to a variety of customers in thewsmarkets served, none of which individuallyresgnte
more than 10% of total revenues in either 20130dr22

Revenues to customers outside the United Statessemted approximately 32% and 28% of our totaémees for the years ended Decer
31, 2013 and 2012, respectively.

Sales and Marketing

For the chemical light market, we sell primarilydhgh distributors such as NSPA and LCI. We haumdothis to be an efficient and effect
model. Accordingly, we utilize the abilities of tidutors who have established key relations witld-asers, rather than attempting to
directly to consumers. The distributors take deleg from us and then resell our products throdggir tdistribution networks to thirgarty
customers, thereby expanding the market for oudymts at minimal cost to us. In the ammunition regrkve generally sell directly to 1
prime contractor having the direct contract witle thilitary. For our specialty products, we gengrakll directly to the manufacturer w
produces the final end-product.

Competitive Strengths

We believe we have many advantages as compared tmmpetition. For example, we:
« Own more patents in the chemiluminescent lightlfiblan any competitor.

. Have active research and development focused omoinmy existing technologies and developing newsof@ which patel
protection will be sough

. Have a wide assortment of products that help nirsehéeds of major customers.
. Have high quality, high performance products, whileny competitors rely on lower priced/lower quapitoducts.

Competition

For chemical light products for the military, welibge that we have no direct major competitors #rat our products are the only ones
currently meet official U.S. and NSPA military sfaations. There are several Asian manufacturprsnarily producing novelty produc
which attempt to sell their products directly asetireg military specifications. We are not aware asfy competitor having submitt
guantifiable data to the U.S. DOD or NSPA which destrates that the competitofg'oducts meet current military specifications. hegt
cases we rely on the appropriate U.S. and NSPAcggeffices to inspect and reject such products e&rsgononeompliant. We maintain i
active program of monitoring such behavior anddirig any such actions to the attention of the gmpate agency personnel. Nonetheless
expect competition in this market to continue tor@ase. In the recent tender process whereby N8RAdad us another lortgrm contract, w
became aware of an additional competitor seekiagtthard.




For the ammunition market, the development perawcafnew product before final testing and accepdoycthe military can be many years.
anticipate that, as acceptance of chemical ligptiegtions grow in this market, additional competit will emerge as this market repres:
potentially large revenues. We are defending ag#ims by continuing to invest in technology upggadn order to attempt to stay ahead of
competitors. In addition, where appropriate, we fibtents to protect newly developed technologgoAle review all products submitted
any competitors in military contract bidding proses to determine whether they meet specifications.

In the training & simulation market we compete witthumber of firms. We focus on specific nicheaasibcontractor to a prime contra
and focus on being flexible and responsive to tirag contractor’s needs.

In markets where we compete with our specialty potgl we focus on value-added applications utidjziour inhouse research a
development (“R&D")expertise to work directly with the customer andeyally seek to avoid applications representingemommodity typ
sales.

Employees

As of December 31, 2013, we had 148 full-time emppés and 42 on-call paitne employees for participating in training sinmtidas a:
needed. We operate in local labor markets thatigeoan adequate supply of labor to compensaterfprtarnover. We are not party to ¢
collective bargaining agreements, have not expeei@any work stoppages and consider our relatipngtth employees to be sound.

Employee Benefits

For our U.S. employees, we offer wages and bergfitswe consider to be competitive in the marketwhich we operate. Benefits inclt
medical, dental, life, and disability insurance e@ge, paid vacations and holidays and an empld9&é&) savings plan. CTSAS offers
employees benefits consistent with French law aatkat conditions.

Supply Chain

We currently purchase key raw materials, primachgmicals, plastics, glass and packaging matdriafs a limited number of suppliers. \
generally have longerm relationships with these suppliers. In theneaf a disruption in the supply of any of the kisms, we have identifie
alternative sources of supply. A stock of raw miateris kept on hand to continue production in ¢évent of an extended supply disrupt
providing us time to find alternative suppliersRmaterials are not considered to be a scarce calityrand we have not experienced suj
disruptions in the past.

The CTI West Springfield facility currently purclesmost of its materials, including chemicals, fidasand glass, domestically, includin
number of chemicals from CSP. The CTSAS AixRmovence facility purchases most of its chemicasnfour West Springfield facility aft
they have been modified for specific applicatioBI.SAS purchases its glass, plastics and most attaerials from within the Europe
community. CSP purchases its raw materials frorh botmestic and foreign sources.

Research and Development

We have active research and development groupsfulitime chemists and engineers at both the West Sfgidg@nd Bound Brook facilitie
Additionally, we utilize consultants as neededdpecific projects. Our research and developmentmi®focused on maintaining the high le
of quality of existing products, developing impravents to existing products, and developing newneldgies and products with vial
commercial applications. We maintain an active paiogof soliciting feedback and ideas from arsirs of products. We incurred researct
development expense of approximately $1.9 milliowd &2.0 million during the years ended December 2,3 and 2012, respective
Additionally, we incurred approximately $0.4 milfion capitalized costs for filing patents in botl3 and 2012.

Intellectual Property

We rely on the ability to develop patentable tedbgy to help ensure the commercial success of mtsdand technology. Once patents
issued, we follow an active program of monitoringmpetitors’ products to attempt to ensure that our intellecfualperty rights are n
violated. We currently hold and maintain more tf#nactive and pending U.S. patents. Many of thegenps are also registered in vari
foreign countries. These patents include phthélate formulations, formulas for creating a more sistent light for longer periods, a bio-
degradable light stick, flat disks employing a slacent aluminum pouch instead of an ampoule, amibws battlefield effects simulators.
expect to file for additional patents during 201%l ahereafter. Patents typically have ay2@r life from date of filing. We had no key past
expire in 2013 and no key patents are scheduleape in 2014. We do not anticipate any niesima decline in sales as a result of any exp
or expired patents.




Government Regulations

We are subject to the jurisdiction of the State &apent of the United States under the Internatidnaffic in Arms Regulations (“ITARY).
Specifically, chemical light infrared products, whiare exported from the West Springfield faciliéye subject to these regulations. We 1
periodically reregister with the State Department for exportingopses and last did so in June 2013. The renewaiths granted expires Ji
30, 2014 and is subject to renewal again at tha.tWe are in good standing with the State Depantimed the ITAR.

In addition, we also maintain appropriate licenséh the Food & Drug Administration (“FDA”"), the Dg Enforcement Agency (“DEA"and
the Bureau of Alcohol, Tobacco, Firearms and Expkss (“ATF”). All such licenses are current and are expectedetaebewed at tl
appropriate time.

Environmental

We believe that we are in material compliance véthlocal, state and national environmental regofet under which we are subject
regulation and that all appropriate permits arglace. The cost of compliance with environmentgutations has been and is expecte
continue to be negligible.

Backlog

A significant portion of our revenue is generatedier indefinite quantity, fixeghtice contracts or arrangements whereby we fidfitlers a
they are placed by customers. Once orders arevezt#iey are typically fulfilled within three morsthAs of December 31, 2013 we had 1
open sales and purchase orders for products tpat@mated $3.4 million, versus $3.2 million at RBetber 31, 2012.

Segments
We have one segment for financial reporting purpaseler accounting principles generally acceptabderiJnited States.
ITEM 1A. Risk Factors

We rely on the U.S. and a limited number of foreiggovernments for the majority of our revenues. Buedgonstraints of the U.S. or forei(
governments could further reduce revenue or liméwenue growth

Sales for which federal or foreign governments manildaries thereof are the ultimate customer actediior more than 50% of our busines
2013 and 65% in 2012. Effective March 1, 2013,Rhhesident of the U.S. enacted the budget procemssrkas Sequestration. Later in the
the U.S. government shut down over budget issuesn Ehough temporary budget resolutions are beasgsgd by Congress, defense bu
spending level discussions are continuing to tdkeepin the U.S. as well as other countries whezepvovide products to the military. T
overall effect on our business and the timing of affect is highly uncertain. Budget reductiongliecations of existing budgets, or spent
constraints affecting military spending could casgmificant delays or reductions in the number waldie of orders for products, which cc
reduce revenues.

Due to our current level of dependency on the @r&l NATO country defense agencies for revenueslogegeof business with either wo
significantly adversely impact us at this time.

A large portion of our revenue is derived from a athnumber of customers

A large percentage of our revenue is typicallydetifrom a small number of customers, and we expéctrend to continue. For our fiscal
year ended December 31, 2013, two customers acmbémt approximately 30% of our revenue. We catotertain that customers that h
accounted for significant revenue in past periodlso@ntinue to purchase our products at the sawels, or at all. Accordingly, our revenue
and results of operations may vary substantiabiynfperiod to period. We are also subject to cnésktassociated with the concentration of our
accounts receivable from our customers. If one arenof our significant customers were to termiratéail to renew its contract with us, to
otherwise cease doing business with us, to sigmflg reduce or delay its purchases from us oaildd pay us on a timely basis, our business.
financial condition and results of operations cdutdmaterially adversely affected.




Failure to obtain and/or maintain required licensesould reduce revenue.

A portion of our business depends upon obtainirdjraaintaining various licenses required, includivith the State Department, the FDA,
DEA and the ATF. Failure to obtain or maintain regd licenses could result in the termination atai@ products being sold.

We operate under fixed price contracts with limitadnual price escalation features and failure toriwol costs may reduce profitability.

Much of our revenues result from fixed price coctsaUnanticipated increases in the cost of rawenas, labor and overhead could resu
less profitability on such contracts. Some raw mal® are affected by the prices of other commedithat are not under our control. Tt
include certain chemicals and plastics whose @sts function of oil prices.

Some of our contracts include provisions for anmuale escalations, based on benchmarks such aotiseimer price index or the producers
price index. Annual escalations received may or matycorrelate to the price changes in the matedntl services that we purchase.

If we are unable to design, manufacture, and mark@bduct offerings in a timely and efficient mannewe may not remain competitive,
growth in revenues could be less than otherwi

Some of our markets are characterized by contintéefnological advancement, changes in customarireqgents, and evolving prod
standards. Accordingly, we devote a substantialuarnof resources to product development. To compeateessfully, we must develop |
market new products that provide increasingly higkgels of performance and reliability. Producvelepment is highly uncertain and
cannot guarantee that we will successfully develew products. Our inability to develop and marketse products or to achieve custc
acceptance of these products could limit our ahiitcompete in the market or to grow revenuesitisfactory rates of growth.

In addition, we offer a wide variety of productsttie design, manufacturing or marketing of a peidar products, is not successful anc
must allocate more resources to ensure the prddseteess, it could lower the profitability of theoguct, or products, or affect custor
perceptions as to the quality of the products amndices being offered.

We purchase the majority of raw materials from anlited number of vendors. A disruption in supply meguse delays in manufacturing.

The majority of chemicals, plastics, glass and pgokg materials are purchased from a limited nunatbeendors. Although we have not,
could experience a disruption in supply from anyhafse vendors that could affect our ability to ofanture finished goods for sale on a tin
basis. We attempt to maintain a safety margin wéitory of these raw materials to rely on in thergwof a possible disruption and we h
identified other vendors from which we believe thet could purchase these items in the event o$ruglion from existing vendors. Howe\
safety stock may not be adequate in the event afxéended disruption, and these items may not bdadle to us from other vendors
favorable terms, or at all.

Changes in foreign currency exchange rates couldezt financial results.

CTl and CTSAS manufacture products in and sell petsifrom the U.S. and France, respectively. Prisdscld by CTI are priced in U
dollars and most raw material components are pgethan U.S. dollars. Products sold by CTSAS areggrpredominantly in euros and mos
CTSAS'raw material purchases from third parties are prioesuros. Significant changes in foreign excharages will affect reported financ
results. For products manufactured by CTI for CTSE&SI enters into shotierm financial hedges (less than six months in tituma agains
currency risk relating to the billing and collectiof revenues from CTd' sales to CTSAS. We had no currency forward cot#trim place
December 31, 2013.

We are subject to various government regulationgaittitould cause delays in the delivery of new produand may subject us to audits
other similar review processes.

As a supplier to agencies of various federal, statal, and foreign governments, we are obligatedomply with a variety of regulatio
governing operations and the workplace. Unforeggehlems may impact our ability to bring new produim market on a timely basis, sec
new contracts or require us to make potentiallytlgoshanges to operations which could reduce pabfity in order to obtain contrac
Furthermore, some new products will be developetbimjunction with the U.S. Military or the militas of other nations, which largely dici
the timing of the product development process arat which we have limited control.




Inability to effectively integrate future acquisitns could reduce profitability

During 2011, we acquired two businesses. We plamake additional acquisitions in future years, whidgll require that we effectively ai
efficiently integrate operations, systems and pamebfrom those businesses. This process requaraeng other things, that we continu
evaluate operational and financial systems andraisnaind enhance those systems and controls assaegelf we are unable to successt
integrate these acquisitions, it could reduce tabfiity and detract from future growth opportuesi

We are reliant upon key personnel and the loss lnéde key personnel could result in the deterioratior loss of relationships with certa
customers or suppliers, which could result in a $osf business.

We depend on the expertise, experience and contisaevices of senior management and other key gmeedo Our operations and
decisions concerning the business will be madegmifecantly influenced by these individuals. Thes$ of members of senior manageme
other key employees could result in the deterioratir loss of relationships with certain custonr@rsuppliers, which could result in a los:
business.

Revenue, operating results and profitability willctuate, which may lead to volatility in the markprice of our common stoct

Revenue, operating results and profitability hduetfiated both on an annual and quarterly basis\aitidikely continue to fluctuate. Chang
in the mix of products sold and the timing of salesustomers contribute to the possible matemaiability of revenue, operating results
profitability. Such volatility may not meet the eeqiations of management, securities analysts asiovs, which in turn may contribute
significant fluctuations in the market price of mammon stock.

Revenue, operating results and profitability may keluced by any major redeployment of troo

Many of our military chemiluminescent and refleetigroducts are used both for training and live térepurposes. The U.S. military has t
decreasing the number of American military persbim@fghanistan. Any major troop realignmentssignificant enough in number, are lik
to result in a temporary reduction in overall prodeonsumption until troops are redeployed fomireg or another live theater application.

We operate in increasingly competitive market segiisewhich may make it more difficult to succesdfubid on future contracts.

We expect competition to increase in the future. 8\8® expect that some existing competitors, oemtgdl competitors, will feel increasi
pressure to underbid government and commerciakpt®jin order to deploy their workforces and naimbr step up their activity levels.
addition, government or commercial entities maycoepelled to purchasing lower-priced, lowgrality competitor goods due to fis
constraints. This may make it more difficult to ya# on competitive bids for contracts to the degvee have historically enjoyed, to incre
revenue and profitability.

Most new contracts or contract renewals will likelbe subject to competitive bidding, which adds idiffty to accurately predicting the timir
of sales and the allocation of resources.

Most governmental agencies and many commerciabmests require that their significant contracts bmpetitively bid. Typically they utiliz
the “Request for Proposal” (“RFP”) method whemveral competitors submit their sealed proposalsfparticular project, or theReques
for Qualifications” (“RFQ”) process where competitors submit their qualificgatifor consideration by the customer. Some corstragén fo
bidding utilize the standard “Straight Bid” progg where the detailed specifications for produsspaiblished and lenders submit a “Bid
fixed price, for the contract. Other competitivelding processes are also utilized. Our successsiponding to an RFP, RFQ, Straight Bic
other competitive bidding process is dependent ugpenquality of our estimating process, knowleddehe industry, knowledge of @
customers and other factors requiring significaicigjment and expertise. Because of the nature dbittding process, we cannot know if
will be successful on any given bid, which addéidifty to accurately predicting the timing of saland the allocation of resources.

Our ability to win new contracts and contract renalg depends on factors outside our control, whicbutd limit revenue and profitabilit
growth.

Our revenue and profitability growth is generallgpgndent upon the ability to win new contracts egmkwals of existing contracts. T
depends on a number of factors we cannot coniraliding substitution of our products with produlsésed on an alternative technology.
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Governmental agencies may investigate and audit gontracts or physical facilities in conjunction Wi our various licenses and, if ai
improprieties are found, we may be required to reflirevenues, forego anticipated revenues and/or nimy subject to penalties a
sanctions, including prohibitions on bidding in copetitive bidding processe

Governmental agencies generally have the authtrigudit and investigate our contracts or licengis them. As part of that process, sc
governmental agencies may review our performancéhercontract, pricing practices, change orderd, @mpliance with the terms of
contracts and licenses, and applicable laws, régokand standards. If the agency determinesintbdtave improperly billed the governme
entity, we could be required to refund revenuedpmrgo anticipated revenues. If a government awdibvers improper or illegal activities,
otherwise determines that these activities havairoed, we may be subject to civil and criminal géea and administrative sanctio
including termination of contracts, forfeitures mfits, suspension of payments, fines and susperwi disqualification from doing busin
with the government.

If we fail to satisfy contractual obligations, ouability to compete for future contracts could benlited.

Failure to comply with contract requirements orneet customes performance expectations when fulfilling a cocitreould injure ot
reputation, which, in turn, could impact our alyilto compete for new contracts. Failure to meettremtual obligations could also resul
substantial lost revenues.

We may be unsuccessful in resolving pending litigat relating to contractual disputes with Omniglow.C, which could result in having t
pay damages to Omniglow, LLC. Omniglow, LLC purclegisthe novelty business of C's predecessor on January 23, 2006.

CTl is still in the process of resolving pendintigiition relating to several contractual disputdsirg from the separation of our busine:
from Omniglow, LLC (Civil Action 06706). If CTI is not successful in settling thedation and if CTI does not prevail on the meritshe
case, then the current judgment against CTI woalddheld, which could require it to pay damage®naiglow, LLC. Based on court findin
issued todate, and assuming a significantly adverse fintdamae, we have accrued a liability on the balamsesas of December 31, 201:
approximately $4.0 million. We have appealed theelocourt decision and expect the damages to befisantly reduced by the Appelle
Court; however, no assurances can be given tratilioccur.

Our business has substantial indebtedness.

We currently have, and will likely continue to haaesubstantial amount of indebtedness. Our indeletes could, among other things, require
us to use a large portion of our cash flow fromrafiens to repay and service our debt or otheraisate liquidity problems, limit our

flexibility to adjust to market conditions, place at a competitive disadvantage and expose useiest rate fluctuations. As of December 31,
2013, we had total debt outstanding of approxinge#20.6 million. We expect to obtain the money &y pur expenses and pay the principal
and interest on our indebtedness from cash flom foor operations and potentially from other debequity offerings. Accordingly, our ability
to meet our obligations depends on our future perémce and capital raising activities, which wil &ffected by financial, business, economic
and other factors, many of which are beyond outrotrif our cash flow and capital resources pronadequate to allow us to pay the principal
and interest on our debt and meet our other olidigst we could face substantial liquidity probleamsl might be required to dispose of mate
assets or operations, restructure or refinanceelpt, which we may be unable to do on acceptaliesteand forgo attractive business
opportunities. In addition, the terms of our exigtor future debt agreements may restrict us fransying any of these alternatives.

If we fail to meet financial covenants with our lelers, they would be able to declare an event oadf

If we were unable to meet the financial covenapecsied in loan documents, our lenders would ble &b declare an event of default. If
event of default were declared, all debts to tmelée could become due and payable immediately, lwb@uld result in ceasing operati
unless new arrangements were made. While managemeerd negotiate and seek to obtain appropriatesevaior other amendments to ¢
any such default, there is no assurance managewauitd be successful. In addition, our senior inddbess is secured by a lien
substantially all of our assets and of our subsigka If the amounts outstanding under our seneit dvere accelerated due to an eve
default, the lender could proceed against sucHablaicollateral by forcing the sale of all or soafd¢hese assets.
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We require a significant amount of liquidity to fushour operations, capital expenditures, potentiaaisitions and other corporate
expenditures.

Our ability to fund operations, capital expendisjracquisitions and other corporate expenditunetiding repayment of our indebtedness,

depends on our ability to generate cash througirdutperating performance, which is subject to eodn, financial, competitive, legislative,
regulatory and other factors. Many of these factmesbeyond our control. We cannot ensure thabosinesses will generate sufficient cash
flow from operations or that future borrowings d¢her financing will be available to us in an amosufficient to pay our indebtedness or to
fund our other needs.

If we are unable to generate sufficient cash floiund our needs, we may need to pursue one or ati@matives, such as to:

« reduce or delay planned capital expenditures @stnaents in our business;

« seek additional financing or restructure or reficeall or a portion of our indebtedness at or keefoaturity;
o sell assets or businesses;

- sell additional equity; or

o curtail our operations.

Any such actions may materially and adversely aféec future revenue prospects. In addition, wenoaensure that we will be able to raise
additional equity capital, restructure or refinaacs of our indebtedness or obtain additional faiag on commercially reasonable terms or at
all.

Because we do not intend to pay dividends on commatmtk, stockholders will benefit from an investnten our common stock only if
appreciates in value.

We have never declared or paid any cash dividendsommmon stock. We currently intend to retain atufe earnings, if any, for use in
operations and expansion of the business. As dtrese do not anticipate paying cash dividends tie foreseeable future. Any fut
determination as to the declaration and paymentsh dividends will be at the discretion of our Bbaf Directors and will depend on fact
our Board of Directors deems relevant, includingoam others, results of operations, financial caaditand cash requirements, busit
prospects, and the terms of credit facilities atiofinancing arrangements. The debt financingregements put into place in connection
the acquisition of CTI prohibit CTI from providings with funds to pay a dividend. Accordingly, reation of a gain on stockholders’
investments will depend on the appreciation ofgghiee of our common stock. There is no guarantaé diair common stock will appreciate
value.

Our securities are quoted on the Over-tl@sunter Bulletin Board, which may limit the liquidy and price of our securities more than if t
securities were quoted or listed on the NASDAQ loe AMEX markets.

Our securities are quoted on the Over-the-Countgiein Board, a NASD-sponsored and operated ideater automated quotation syst
Quotation of our securities on the Over-theunter Bulletin Board will limit the liquidity angdrice of securities more than if the securitiese
quoted or listed on NASDAQ or AMEX

We currently have a small number of beneficial bodd which we believe contributes significantlyitoited trading and to limiting the liquidi
and price of securities. Furthermore, we believ® d¢bntributes to unexpected price volatility.

The issuance of shares upon the conversion of outstanding Series A preferred stock or the exeraigeour outstanding options or
warrants may cause immediate and substantial dituttito our existing stockholders.

In our November 2013 financing, we issued 123,0Wfes of Series A preferred stock outstandingrtiet be converted into approximately
6.1 million shares of common stock, warrants thay ime exercised for approximately 6.1 million skasEcommon stock, and warrants that
may be exercised for 123,077 shares of Series #mpeel stock (which in turn would be convertibléoimpproximately 6.1 million shares of
common stock). We also have additional optionsyavas and convertible debt outstanding (includiegain indebtedness thatdenvertible ir
part into additional shares of Series A prefertedisand warrants). The issuance of shares upovecsion of the Series A preferred stock or
outstanding indebtedness and exercise of warradt®ptions may result in substantial dilution te thterests of other stockholders.
Furthermore, the Series A preferred stock and comsback warrants issued in our November 2013 fimmancontain anti-dilution provisions,
including, for a period of three years followingetblosing of the financing, “full-ratcheprovisions require the lowering of the conversioicg
or exercise price, as applicable, to the purchase pf future offerings. If in the future we isssecurities for less than the conversion or
exercise price of our Series A preferred stockhosé warrants, respectively, we will be requirefutther reduce the relevant conversion or
exercise prices, and the number of shares undgrtiim Series A preferred stock and/or warrantshelincreased. We may find it more
difficult to raise additional equity capital whiteir Series A preferred stock and our warrants atstanding.
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The holders of our Series A preferred stock areidatl to receive dividends.

The holders of the Series A preferred stock arileto receive cumulative quarterly dividendsaatte of 12% per annum on the liquidation
value of our Series A preferred stock, payableashcor, subject to the satisfaction of certain @@, in paid-inkind shares. To the extent |
paid in cash or by issuance of additional share3eoies A preferred stock on the last day of eabbndar quarter, all accrued dividends on an
outstanding shares of Series A preferred stock abalmulate and compound. As a result of the paymiedividends, we may be obligated to
pay significant sums of money or issue significantlore shares of common stock than our Series fepeal stock would otherwise be
convertible into, which could negatively affect amperations or result in the dilution of the hoklef our common stock, respectively.

Our Series A preferred stock has a liquidation peeénce and redemption requirements that may affestnmon stock holders.

In the event of our dissolution, liquidation, satechange of control, the holders of our Series&qrred stock would be entitled to receive a
liquidation preference in priority over the holdefscommon stock. Therefore, it is possible thalthrs of common stock will not obtain any
proceeds if any such event occurs. In additionirtmégg on the fifth anniversary of the closing bétSeries A preferred stock financing, the
requisite holders of the Series A preferred stotkhave the right to elect to cause us to redesum of funds legally available therefore, all but
not less than all of the then outstanding shar&eoies A preferred stock, for a price per shatektp the liquidation value for such shares.

The interests of our significant stockholders magtcoincide with yours and such stockholders maykeaalecisions with which you may
disagree.

As of December 31, 2013, Cova Small Cap Holding<; *Cova”) and US VC Partners, L.P., the initialrphaser of the Series A preferred
stock (the “Investor”), beneficially owned approxtaly 21% and 37%, respectively, of our outstandimgmon stock. The Investor has a
number of officers in common with Cova. As a restlilese stockholders have substantial influence alvenatters requiring stockholder
approval, including the election of directors apgrval of significant corporate transactions. didition, this concentration of ownership may
delay or prevent a change in control of our compamy make some future transactions more difficuibypossible without the support of the
stockholders. The interests of these stockholdensmot coincide with our interests or the intereststher stockholders.

We have experienced recurring operating losses and liquidity has been reduced.

For the year ended December 31, 2013, we had bsebf approximately $15.7 million and we usedragpnately $2.6 million of cash
operations. As of December 31, 2013, we had annaglaied deficit of approximately $95.9 million atmtal stockholdersequity of $6.!
million. Our unrestricted cash balance was appretaty $0.9 million at December 31, 2013.

Due to uncertainty about the Company’s ability teatits current operating expenses and currengatioins, in their report on our annual
financial statements for the year ended Decembge2@®113, the Company’s independent registered paloiounting firm included an
explanatory paragraph regarding the Company’staltdicontinue as a going concern.

We may not be able to raise additional financialpgort, and/or the terms of any financings may na¢ hdvantageous to us.

In light of our results of operations, managemeas been evaluating various possibilities includmg not limited to refinancing
restructuring the Compars/debt, reducing or eliminating operating expenaed, raising additional capital through the isseaoiccommon ¢
preferred stock or securities convertible into camrstock. These possibilities, to the extent abélamay be on terms that result in signific
dilution to our existing stockholders, may reduce talue of the stockholders’ investment in the @any or may impact our stock price.

There can be no assurances that we will be sueténsfaising adequate additional financial supptfrinot, we will be required to redu
operations. Our consolidated financial statemeptsiat include any adjustments relating to the recability of assets and classificatior
assets and liabilities that might be necessarylditbe Company be unable to continue as a goingeron

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
ITEM 2. PROPERTIES

We own the West Springfield, Massachusetts facilibjich houses corporate functions, research andldement and manufacturing for C
and CTS products. The facility is located on terea®f land in an industrial area and has 200,¢Q@re feet of office, manufacturing ¢
warehousing space. There is adequate space aeaitathle facility to accommodate an increase inratens and staffing. There are no knc
matters of ground contamination or air quality Heges that exceed acceptable limits. The fadditglder and contains asbestos, whic
consistent with buildings of its era, but therents known damaged asbestos requiring remediatios. fatility is subject to inspections
various environmental agencies from time to timé ao significant violations of any environmentahreiards have been noted during
period of ownership by the current owners. Envirental violations are not believed to represent ten@ risk. The facility is subject tc
mortgage.

The facility in Aix-enProvence, France is also owned by us and houséweaithn operations. The facility has 10,000 squdees of office an
manufacturing space sitting on two acres and good condition. There are no known environmentalations pertaining to the facility a



environmental violations are not believed to représ material risk.
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We lease several buildings in Bound Brook, New elgrsvhere administrative, manufacturing and researmd development activities
housed for CSP. The lease is a mabated lease, for approximately 50,000 square feptonluction and office space that was enterec
with the acquisition of the assets of JFC Technekgeffective August 31, 2011. The lease ends oguAt 31, 2016, with extension opti
available, and requires current lease paymentpmoaimately $30,000 per month from September 1320rough August 31, 2014; therea
the monthly lease payments will be adjusted teeotfthe changes of average cost per square faepasted by Newmark Knight and Franl
their 2nd Quarter New Jersey Industrial Market Reploverage Asking Rate for Somerset County.

Effective March 5, 2013, we entered into a fixear lease for approximately 8,500 square feetffideospace in Fort Lauderdale, Floride
house certain executive, sales and administragvegnnel. Monthly lease payments are approxim&ef/000 and subject to annual escala

ITEM 3. LEGAL PROCEEDINGS
Civil Action No. 06-706 in Superior Court of ther@monwealth of Massachusetts

On January 23, 2006, before we owned CTI, the formmaeners of CTI (from whom we purchased CTI) (th®fmer Owners™pacquired all ¢
the outstanding capital stock of Omniglow Corpanat{the “Transaction”and changed the name of the company to Cyalumend&udies
Inc. Prior to, or substantially simultaneously withe Transaction, CTI sold certain assets andlitiab related to Omniglow Corporatian’
novelty and retail business to certain former OravigCorporation stockholders and management (therfi@low Buyers”).This was don
because CTI sought to retain only the Omniglow @aoafion assets and current liabilities associatéll its government, military and safi
business. During 2006, CTI and the Omniglow Buymsimenced litigation and arbitration proceedingaireg one another. Claims inclt
breaches of a lease and breaches of various agheeraents between CTI and the Omniglow Buyers. §ipesceedings are known as C
Action No. 06-706 in Superior Court of the Commoaltte of Massachusetts (the “Court”).

On July 18, 2011, CTI received an Order for Entifrmal Judgment in Civil Action No. 0806 in which the Court awarded approxima
$2.6 million in damages to Omniglow, LLC. Prejudgrénterest at the rate of 12% per annum sincefiting of the complaint in 2006
accruing on approximately $1.3 million of the damsgThe Court also awarded Omniglow, LLC reimbursenof attorney fees and cost:
approximately $235,000, on which interest at the od 12% per annum is accruing beginning withdhte of the final ruling.

On July 12, 2012, the Court issued an Amended Findgment and, on September 20, 2012, a Final Jemigmhere were no changes to
previously described damage awards. In respons@ateber 17, 2012, we filed our Notice of Appeahioh was docketed in the Court.
February 15, 2013, the Appellate Court clerk doettehe appeal. Our appeal contained a number eklfas overturning the awards. Dur
January 2014, oral arguments were presented byatties before the Appellate Court. The Companyetadetermine when a decision will
rendered.

Although we have appealed the final judgment an@we that the damages will be reduced, there isssurance that they will be reduc
Accordingly, we have recorded a contingent legdigalion in the full amount of the final ruling (pmximately $4.0 million) on ol
consolidated balance sheet as of December 31, 20&3hold 625,139 shares of common stock in escprawided by a shareholder ¢
affiliate, to be applied against any damages upeovalue of the shares upon conversion to cash.

Demand for Arbitration by Former Employ

On December 22, 2011, CTI entered into a Stock HRase Agreement (“SPA”) with Combat Training SolaspInc. (“CTS”)and Antonic
Colon, the sole stockholder of CTS. Pursuant toSR&, CTI purchased all of the issued and outstendapital stock of CTS in return
consideration that included contingent considenatamging from $0 to $5.75 million, which is bassd CTS’financial performance during t
period of January 1, 2012 through December 31, 2013

On June 15, 2012, we received a copy of a demanariitration filed by Mr. Colon with the Americakrbitration Association. The dema
alleges, among other things, that CTI had constreigt terminated Mr. Colors employment without cause and that Cyalume and hait
breached certain provisions of the SPA. Mr. Coleeks, among other things, payment of the maximutenpial contingent considerati
amount of $5.75 million, payment of salary, wagesnuses and benefits pursuant to Mr. Cadoemployment agreement with CTI, |
reimbursement of his attorneys’ fees and costse@l® this matter.

The parties commenced arbitration hearings durdi32Prior to a decision being rendered, the pae@eed to settle the matter. On Nover
19, 2013, a settlement agreement was entered imoely the Company agreed to: return the land toQdton that had been acquired in
acquisition of CTS; pay $275,000 to Mr. Colon oe Hettlement date; and, pay Mr. Colon $215,000ypar for five years documented b
note bearing interest of two percent.

ITEM 4: MINE SAFETY DISCLOSURES

Not applicable
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PART Il

ITEM5: MARKET FOR REGISTRANT'S COMMON EQUITY, R ELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Market Information

Our common stock and units are quoted on the CheaiCounter Bulletin Board under the symbols “CYLlahd “CYLUU,” respectively
Our common stock purchase warrants were quoteti@m®ver-thecounter Bulletin Board until April 2012. The follomg table sets forth tl
high and low sales information for our common stamkmmon stock purchase warrants and units for eathe calendar quarters indicai
The Over-the-Counter Bulletin Board quotationseefflinterdealer prices, are without retail markup, markdoensommissions, and may |
represent actual transactions.

Common Stock Warrants Units
High Low High Low High Low
First quarter 201. $ 3.8 % 32 % 0.0t $ 0.01t $ 15.0C $ 3.5C
Second quarter 201 $ 350 $ 08 $ 0.01t % 0.01t $ 35C % 3.5C
Third quarter 201. $ 250 $ 117 $ (@ % @ % 35C $ 3.5C
Fourth quarter 201 $ 3.0t $ 0.5 $ (@ % (@ % 35C % 3.5C
First quarter 201. $ 27C $ 14 $ @ $ @ $ 35C $ 3.5C
Second quarter 201 $ 22C $ 157 $ @ $ @ $ 35C $ 3.5C
Third quarter 201. $ 1.8 $ 08C $ @ $ @ $ 35C $ 3.5C
Fourth quarter 201 $ 09C $ 04C $ @ $ @ $ 35C $ 3.5C

(a) These warrants expired in April 2012 and theretmased trading during the second quarter of Z
Holders of Common Stock

As of March 17, 2014, there were of record 168 addof common stock and one holder of units. Oudlipuwarrants expired on April 2
2012.

Dividends

We have never declared or paid cash dividends omramn stock and do not anticipate declaring or gagash dividends on common stoc
the foreseeable future. Payments of future dividesrdcommon stock, if any, will be at the discretad our Board of Directors after taking i
account various factors, including financial corait operating results, current and anticipatedh ceeeds, plans for expansion and other fa
that our Board of Directors may deem relevant. 3éeior debt financing agreement put into placeoimection with the acquisition of CTI,
well the subordinated debt agreement with Granitel Partners Agent, LLC prohibit CTI from providins with funds to pay a dividend.
Performance Graph

As a smaller reporting company, we are not requingatovide information typically disclosed undhbistitem.

Recent Sales of Unregistered Securities

Other than as previously disclosed in a Quartedpdt on Form 10-Q or Current Report on Form 8-t

Purchases of Equity Securities by the Company andffliated Purchasers

We did not purchase any equity securities durimgftiurth quarter of 2013, and we have no publidyaunced plans or programs to do so.

ITEM 6: SELECTED FINANCIAL DATA

As a smaller reporting company, we are not requingatovide information typically disclosed undkistitem.
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ITEM 7: MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Overview

In the following discussion, references to “Cyaldntave”, “our”, or the “Company” mean Cyalume Technologies Holdings, Inc. an
subsidiaries on a consolidated basis. CTl meansu@yaTechnologies, Inc. including its wholbwned subsidiary Cyalume Technolog
S.A.S. ("CTSAS"),CSP means Cyalume Specialty Products, Inc. and i@&&s Combat Training Solutions, Inc. Amounts dised ar
generally approximations. During 2011, we acquived businesses (CTS and JFC Technologies throudl) @&t are complementary with
business and growth plans. We are actively seagdbinadditional acquisitions that would complemeut existing business.

We are a global, technolodased manufacturer primarily providing tactical daraining solutions to the military of the U.S. aather sele«
countries, through both products and services. Vdaufacture chemical light, reflective and battlefieffects simulator products while «
services include planning and implementing tacttecaining exercises simulating real world expergscWe also sell products into the
enforcement, commercial/public safety, and otherkets. In addition, through CSP, we provide spégialhemical products to t
pharmaceutical, defense and other industries.

The majority of revenues are derived from salegHerultimate use by the U.S. Military and variatiser militaries around the globe. For 2(
there was one direct customer with revenues grélader 10% of our total revenues: LC Industries,clitaccounted for approximately 23%
total revenues. In the military markets, we havegkr-term, fixed-price, indefinitquantity contracts lasting three to five years.yrgenerall
provide higher margins because the products are rremhnologically advanced, versus some of the cential markets, where advan
technology/performance is generally not as imparsad therefore competition is greater, resultmdpiver margins. See Item 1: Business
greater detail.

Our business is managed and financial resultseperted as one segment. Our CEO, who is our clpiefating decision maker, focuses
consolidated results to make strategic and tactieaisions. There are several reasons for this.iidgerity of our products are similar in e
market and based on the same technologies. Thusgearent pays attention to individual products a#i e individual customers a
contracts in terms of pricing and costing. For taugest selling product line, theigeh light stick (in its various permutations ofl@oanc
duration), the manufacturing processes are sirait@rboth our U.S. and European plants make theskigtis. Therefore, theiieh light stick:
can be and are made at both plants and can beqewdnd shipped from one plant to the other to hedet peak periods of demand
addition, important functions such as marketing &%D manage their activities and allocate theirotgses from a strategic viewpoint :
generally not on the basis of where a product islenar to whom it might be sold. Overall financi@rformance is evaluated based or
following consolidated items: revenues; gross prafid gross margin; selling/research and developadministrative expenses; and cash f
Consolidated EBITDA (earnings before interest, sox@epreciation and amortization) is used as aopaence measure of operational ¢
flows. Consolidated EBITDA is also the key finadgi@rformance component for our lendecsvenant compliance. Product performant
evaluated based on unit cost of production and murabunits produced and sold across all marketsofAhese measures are evaluated ag
results for prior periods and against budgets.

Critical Accounting Policies
Use of Estimates

The preparation of financial statements in confymiith accounting principles generally acceptedha United States of America require:
to make estimates and assumptions that affectei@rted amounts of assets and liabilities, thelaisce 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 aswesdor inventory, accounts receivable and defetag assets; assessing the carrying
of intangible assets including goodwill; determipithne useful lives of property, plant and equipmemd intangible assets; determining ¢
retirement obligations; and determining the failueaof contingent consideration. Estimates are dase historical experience, wh
applicable, and assumptions that we believe arsoredle under the circumstances. Due to the inheraertainty involved with estimat
actual results may differ.

Revenue Recoghnitio

Revenue from the sale of products or the providihgervices is recognized when the earnings prasessmplete, the amount of recogniz:
revenue can be determined, the risks and rewardsvokrship have transferred to the customer ankatability is reasonably assur
Depending on the terms of the individual salesrayeanent with our customer, product sales are rézedrat either the shipping point or uj
receipt by the customer. Costs and related expaagesnufacture the products are recorded as obssods sold when the related revent
recognized.
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We have two significant contracts, as discusseteim 1: Business, providing for the sale of indifirquantities of products at fixed per 1
prices, subject to adjustment for certain econofaitors. Revenue under these contracts is recafjmiden products ordered under
contracts are received by the customer. Whenes @hange, we review the pricing under these aotstito determine whether they req
the sale of products at a loss. To date, we havéose contracts which would require the accruafutfire losses in the current finan
statements.

We also provide research and development servaresulstomers for which we earn payments that antirggent upon achieving a spec
result (“milestones”).We recognize payments upon achieving such milestae revenue provided the payment is (i) relategpds
performance, (ii) reasonable relative to all of tieliverables and payment terms within the arrareggnwith our customer, and (
nonrefundable. In 2013 and 2012, all of such paymeteived met these criteria.

Warrants Liability

The Company uses fair values as determined byfi&ignt unobservable inputs. These estimated vadwessignificant inputs into the Mot
Carlo simulation method and the Black Scholes pganodel used to calculate the estimated fair vafueommon warrants and prefer
warrants potentially settleable in cash, which @eorded as warrants liability. The estimated failue of the common warrants and
preferred warrants are determined at each baldmeet slate and the change in the estimated faievafluhe warrants is reflected within
Company’s statements of comprehensive loss.

Income Taxes

Deferred tax assets and liabilities are determiveesbd on differences between financial reportirdytar bases of assets and liabilities ant
measured using enacted tax rates and laws thabevilh effect when the differences are expectagverse. Deferred tax assets are recog
when, based upon available evidence, realizatidgheofssets is more likely than not.

In assessing the realization of lotegm deferred income tax assets, we consider whétfeemore likely than not that the deferred inmota
assets will be realized. The realization of defénecome tax assets depends upon future taxabtem@dn years before net operating
carryforwards expire. We evaluate the recoverahilftdeferred income tax assets on a quarterlysbésive determine that it is more likely tt
not that deferred income tax assets will not bevered, we establish a valuation allowance agaimsie or all deferred income tax assets.

When tax returns are filed, it is highly certaimttsome positions taken would be sustained upomig&ion by the taxing authorities, wr
others are subject to uncertainty about the mefithe position taken or the amount of the positioat would be ultimately sustained.
benefit of a tax position is recognized in the ficial statements in the period during which, basedll available evidence, it is more lik
than not that the position will be sustained uprangination, including the resolution of appealditigation processes, if any. Tax positi
taken are not offset or aggregated with other mrst Tax positions that meet the more-likely-thmam-recognition threshold are measure
the largest amount of tax benefit that is more th@mercent likely of being realized upon settletmeith the applicable taxing authority. 1
portion of the benefit associated with tax posiidaken that exceeds the amount measured as dsbabbve, if such a position existed, wt
be reflected as a liability for unrecognized taxdd@s in the accompanying balance sheets along aviy associated interest and penalties
would be payable to the taxing authorities upom@ration. There were no such positions as of Deegrh, 2013 or 2012.

We classify interest on tax deficiencies as inteegpense and income tax penalties as other expense

In February 2012, we completed an audit by the ¢R8ur tax returns for the years 2008 and 2009.rd neere no adjustments to those
returns. Tax returns filed for the years 2010, 2aad 2012 are still open for audit. The tax reti@m2013 is expected to be filed under a fi
extension prior to September 15, 2014.

Goodwill

Goodwill is deemed to have an indefinite life amd@dingly is not subject to annual amortizatiomo@will is subject to annual impairmi
reviews, and, if conditions warrant (a “triggeriagent”), interim reviews based upon its estimated fair valogairment charges, if any,
recorded in the period in which the impairmentésedmined.

We perform the traditional two-step process foeasig goodwill for impairment.. The first steptié twostep process requires a compar
of our estimated fair value for each reporting weitsus our carrying (book) value. If our carryirajue exceeded our fair value, further ana
(step 2 of the twestep process) is required to determine the amdfuaty, that our goodwill was impaired. To determithe amount of fe
value, we used a discounted cash flow analysis.

17




Intangible Asset:

Intangible assets include developed technologigspatents, customer relationships, customer backiogeompete agreements and cel
trade names, which are amortized over their estichatseful lives, and other trademarks and tradeesamvhich are considered to h
indefinite useful lives and therefore are not aimed. The carrying amounts of intangible assetserewed for impairment whenever eve
or changes in circumstances indicate that those/ingramounts may not be recoverable. Costs indutoeregister new patents or def
existing patents are capitalized while costs t@wenor extend the term of intangible assets areresgebwhen incurred.

Contingent Consideration

On August 31, 2011, through CSP, we acquired sotialiy all of the assets of JFC. On December 24,12 CTI acquired all of the outstand
common stock of CTS. We purchased both businessiag @ combination of cash, common stock and cgatit consideration. The init
amount of contingent consideration representedptieeent value of payments expected to be made 4 & the sellers of the busines
following the achievement of certain financial merhance targets in 2012 and 2013. The contingemgideration is adjusted to fair value
each reporting period.

Considerable judgment is applied by management velsémating the fair value of the contingent coasidion. The contingent considerai
liabilities’ fair value is determined by calculating the preseaitie of the estimated liability that is expectedbe paid in the future. Tt
requires the use of (i) estimated future discoates and (ii) hypothetical scenarios in which tbasideration could be earned and weigt
those scenarios based on our expectations that ftemarios will actually occur. Such assumptioag not reflect actual future results.

Inventories

Inventories are stated at the lower of cost (onrrst-ih first-out (“FIFO”) method) or net realizable value. We periodicallyie® the
realizability of inventory. Provisions are recorded potential obsolescence which requires managémgudgment. Conditions impacting
realizability of inventory could cause actual waitls to be materially different than provisions fibsolescence.

Foreign Operations and Currency

Accounts of our foreign subsidiary are recordeagsheir local currency (the euro) as the functianarency. For consolidation, revenues
expenses are converted to U.S. dollars using tkeage exchange rate for the month in which theyewecorded. Assets and liabilities
converted to U.S. dollars using the exchange ragdfect as of the balance sheet date. Equity aiciimns are converted to U.S. dollars using
exchange rate in effect as of the date of the &@imm. Translation gains and losses are reporsed aomponent of accumulated o
comprehensive income or loss. Gains and losse#tingsfrom transactions which are denominated imeotthan the functional currencies
reported as other income, net in the statememtoafime in the period the gain or loss occurred.

Recent Accounting Pronouncements

The following are recent accounting pronouncems#rashave affected our consolidated financial stetets or may affect them in the future.
In October 2012, the FASB issued Accounting Stasslaspdate No. 2012-04echnical Corrections and ImprovemeiftdSU 2012-04),
which updates a wide range of topics in the FASRIifimation. ASU 201284 includes technical corrections and improveméent&ASE

Cadification and conforming amendments relatedato ¥alue measurements. ASU 2002-was effective for fiscal periods beginning ¢
December 15, 2012. The adoption of ASU 2012-04ndichave a material impact on our financial positio results of operations.
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In July 2013, the FASB issued Accounting Standafddate No. 2013-1Rresentation of an Unrecognized Tax Benefit Whle&Operatin
Loss Carn-forward, a Similar Tax Loss, or a Tax Credit Cafgrward Existg*ASU 2013-11")to clarify that an unrecognized tax benefit,
portion of an unrecognized tax benefit, should Esented in the financial statements as a redutdi@endeferred tax asset for a net oper:
loss (“NOL") carry-forward, a similar tax loss, artax credit carry-forward, with some allowed exaaps. ASU 2013t1 does not impose a
new recurring disclosure requirements becauseds dwt affect the recognition or measurement okuam tax positions. ASU 2018t is
effective for fiscal years beginning after Decemb8r 2013. The Company believes the adoption of 2Z8W341 will not have a materi
impact on our financial position or results of cémns.

Results of Operations

Overall Perspective Financial results for 2013 deteriorated furthrenf those of 2012.We believe that the uncertaiesylting from the budg
setting issues and delays by the U.S. governmemtefisas in Europe, combined with the drawdown agalssignment of military troops
Afghanistan, has had a continued significant advergpact on our business. We expect this to coatinwaffect sales of existing chemical |i
products in 2014. In addition, several new chemlighlt products that we expected to launch durio@®were delayed to 2014. The dela
2014 of a new ammunition program that had beenagdeo commence in 2013 impacted our ammunitidessalternatively, we expect
see continued growth in our specialty productsriess, which has demonstrated growth since its sitigui.

Revenue: Total revenues for 2013 of $31.8 million dexsed by approximately $6.8 million from 2012. Piimereases received during 2!
under longterm military contracts had a negligible impacttba 2013 revenues. The following table depicts ahmnevenues by sales categ
In managing the business, we do not prepare phbifttastatements or track assets / costs by tliasegories; the business is operated
single segment.

Category ($ in millions) 2013 2012 Change
Chemical Light $ 195 $ 25¢ % (6.€)
Ammunition 0.1 2.1 (2.0
Training & Simulation 2.1 2.4 0.3
Specialty Products 10.: 8.2 2.1
Total $ 31 $ 386 $ (6.8

The following tables show revenues by quarter bggary to help analyze major trends / impacts enbihsiness.

2013 Category ($ in millions Q4 Q3 Q2 Q1 2013
Chemical Light $ 34 $ 37 $ 6.8 $ 54 % 19.:
Ammunition 0.C 0.C 0.1 0.C 0.1
Training & Simulation 0.2 1.3 0.1 0.t 2.1
Specialty Products 3.2 2.5 2.4 2.2 10.S
Total $ 6.8 $ 75 $ 94 $ 81 $ 31.¢

2012 Category ($ in millions) Q4 Q3 Q2 Q1 2012
Chemical Light $ 8¢9 $ 6.8 $ 52 % 5C $ 25.7
Ammunition 0.C 0.5 0.8 0.8 2.2
Training & Simulation 0.4 0.7 0.8 0.t 2.€
Specialty Products 2.3 2.1 2.1 1.7 8.1
Total $ 117 $ 101 $ 8¢S $ 8L $ 38.€
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Chemical Light: Revenues of $19.3 million for 20d8re $6.6 million, or 25% below revenues of appmedely $25.9 million for 2012. Tl
drawdown of troops from Afghanistan, the budgeusstration and government shutdown in the U.S. banlgetary issues in both the U.S.
other countries contributed to the decline in raxem As much of the revenue in this category cofrma indefinite demand / indefini
guantity contracts, we do not have direct insigh ipatterns of demand / consumption. In additsmveral new product launches that had
anticipated in 2013 have been delayed until 20b4.2014, we anticipate a modest amount of growtleugnues due to our belief that derr
for our products by the military has stabilized drom the expected launch of several new products.

Ammunition: Revenues decreased by approximatelyn#$ipon primarily due to (1) the completion in thieird quarter of 2012 of a lonigrr
contract for 40mm highelocity training ammunition, and (2) the delayaohew program utilizing our chemiluminescence tedtgy. A nev
contract for 40mm lowelocity training ammunition, which initially hacebn expected to start in 2012, is now expectedsuoltrin productio
starting no earlier than the second half of 2014ytdch time we expect revenues to resume. Funds haen set aside by the U.S. Military
the program.

Training & Simulation revenues for 2013 of approately $2.1 million declined by $0.3 million, or 12%om the prior year as increa:
revenue from training activities was more thanetftsy a reduction in simulation products sold.

Specialty Products: Revenues increased year owegrbyeapproximately $2.1 million, or 25%, due tdatbincreased sales to existing custor
and to additional customers. We expect continuenvtir in 2014 resulting from the production of newogucts and obtaining additiol
customers.

Gross profit: Gross profit was approximately $13.8 million for10versus $17.1 million for 2012, representing erel@se of approximate
$3.3 million, or 19%. The decrease was due mostlihé drop in revenues. The gross margin for 2048 48.5% versus 44.3% for 2012.
slight drop is due mostly to product mix.

ExpensesSales and marketing expenses in 2013 of approxiyn®4e9 million decreased by $0.6 million, or 11#@m the prior year, primari
due to lower payroll severance expense, lower shilght-out expense and the recovery of a previously resemeceivable lowerir
uncollectible expense. General and administratkgerses in 2013 of approximately $11.4 million eéesed over 2012 by $3.5 million,
45%. Of this increase, approximately $2.6 milliomsafor legal and thirgharty consulting expenses incurred in connectioth whe lege
settlement with a former employee. In addition, ragpnately $0.5 million of nomecurring financing related costs were incurredsc
contributing to the increase over the prior yearemeosts associated with the establishment of dnpocate office in Florida such as rent
additional payroll and payrotielated costs from additional personnel assistiith the relocation effort and overlap of existingmagemel
positions until the end of 2013. Research and dgveént expenses of approximately $1.9 million ih2@ecreased slightly, by less than :
million from 2012.

Interest expense, n: Interest expense of approximately $2.6 milliooreased by $0.4 million over the prior year. Thganity of the increas
was attributable to the issuance of a note for $2illion in the last week in December 2012 (relgtito the settlement of the conting
consideration liability with JFC). The note carriad effective rate of 12% for the entire year, dfich approximately $21,000 was inclut
within “Loss on extinguishment of debt — relatedtgaand approximately $0.2 million was includedtimin “Interest expense, netfurinc
2013.

Amortization of intangible asse: Amortization expense for 2013 of approximately8stillion was slightly lower than the prior yeaualto
reduction in expense associated with certain intd@gssets having become fully amortized.

Change in fair value of contingent consideratidrhis amount reflects the change in the estimatedvédue of the contingent considerat
liabilities incurred as part of the acquisitions@8P and CTS, both of which occurred in 2011. D012, both contingent liabilities wi
reduced to $0, causing the $3.4 million net expeadee recorded in 2012. The CT&ated contingent consideration liability was reeld tc
$0, resulting in a gain of $2.2 million in 2012 bese the forecasted financial performance of CTS wed sufficient to trigger payment of ¢
contingent consideration pursuant to the formuleeg to by the sellers of CTS and us. The @3&ed contingent consideration liability \
reduced to $0, resulting in a loss of $5.6 millinrR012, because that liability was paid in fullDecember 2012 via the issuance of 2,45(C
shares of our common stock and the issuance ofl®$200 note payable to the sellers of CSP haaiogmbined estimated fair value of ¢
million. Based on the agreement to settle the @3&ted contingent liability, because the sharesusfcommon stock were at a price less
$1.75 as of December 31, 2013, an additional 3B0gb@res became payable. Accordingly, expensééoctiange in fair value of conting
consideration of $241,500 was recorded in 2013raprksents the amount of the associated liab#ityuzh shares were not paid until 2014.

Other income, netOther income in 2013 was negligible comparedpiraximately $0.1 million for 2012.
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Impairment ChargesDuring the year ended December 31, 2013, we redogb®dwill and intangible asset impairment charfmsthe
following reasons:

In connection with our assessment of goodwill immpaint, we first assessed whether any goadwill assets were impaired. This assess
determined that the CTS patent asset was impaisecdpgproximately $174,000, CTS trademarks and tradmes were impaired
approximately $17,000, CTS customer relationshipanigibles were impaired by approximately $650,8068 CTS norcompete agreemel
were impaired by approximately $34,000. Therefaore recorded $875,000 of an impairment loss on tREE® intangible assets. In additior
the impairment loss relating to the CTS intangéseets, we also recorded a goodwill impairmentdd$§468,000.

The “step 1"goodwill impairment assessment was performed bypawmng the fair value of each reporting unit comitagg goodwill to thos
reporting units’carrying values. Our Chemical Light, Training, apecialty Products reporting units have goodwileds. Since there are
guoted market prices for our reporting units, thie ¥alue of our reporting units were determinethgs discounted present value techn
utilizing each reporting unit’s forecasted aftex-tash flows. The “step Itést determined that the carrying value of the @T&ning reportin
unit exceeded its fair value and therefore, itsdyath needed to be tested further under what is mamly known as “step 26f the goodwil
impairment assessment. CTS did not pass the “Stépsi due to the inability to gain traction with n@noducts and services or attract |
customers as initially planned when the reportini was acquired in December 2011.

Under “step 2"of the goodwill impairment assessment, we compdnedimplied fair value of the CTS Training goodwilith the carryin
amount of that goodwill. If the carrying amounttb&é goodwill exceeds the implied fair value of thabdwill, that excess must be recogn
as an impairment loss. The implied fair value obdwill was determined in the same manner as theuatof goodwill recognized in
business combination. The excess of the fair vafuthe reporting unit over the amounts assignedst@ssets and liabilities is the impl
amount of the reporting uni’ goodwill. We identified several intangible ass#tat were valued during this process, includingtocome
relationships, patents, trade names, nompete agreements, and our workforce. The allmtgirocess was performed only for purpose
goodwill impairment. We determined the fair valuetloese assets using various discounted cashlilmsed methods that utilize assumpt
such as the ability of these assets to generatesfeash flows, present-value factors, income adesrand customer attrition rates. The “step .
calculated fair value of the CTS reporting unit vediecated to the CTS tangible and identifiableaingible assets of the CTS reporting
based upon the results of the “step 2" analysischviesulted in a full impairment to the CTS gooltiwi

Provision for (benefit from) income tax¢The decrease in pttex loss from 2012 to 2013 is due primarily to ttimairment loss on goodwill
2012. The effective tax rate for 2013 of (16.3%digher than the 2012 rate of (6%) primarily du¢h® impairment loss on goodwiill.

Balance Sheet

Accounts receivable at December 31, 2013 were appetely $3.8 million, or approximately $0.1 milidower than at the end of 2012."
reserve for uncollectible accounts decreased frppraximately $0.2 million at December 31, 2012desl than $0.1 million at December
2013 due to the collection of a receivable for agpnately $0.1 million that had been reserved. Rees in December of 2013 w
approximately the same as in December of 2012.nigrdifferences for billings and collections accofartthe remainder of the change.

Inventories, net were approximately $10.8 millianDeecember 31, 2013 versus $9.6 million at the en8012. The increase was due
buildup of stocking levels during the third quartér2013 in anticipation of a level of sales in floarth quarter that did not materialize. ¢
inventory balances fluctuate from a combinatiomemfent sales activity and the timing of purchadesw materials. Certain raw materials
purchased only several times a year due to lond feaes and the desire to purchase in bulk to mizentosts, while other materials
purchased more frequently.

Property, plant and equipment of approximately $8ilion at December 31, 2013, decreased from e & 2012 by approximately $:
million due to the transfer of $625,000 of landcimnnection with the legal settlement involving anfier employee, and the remainder of
decrease is due to depreciation in excess of ¢apithtions.

Net intangible assets of approximately $17.9 millat December 31, 2013, decreased from the en@1# By approximately $2.3 million d
to the amortization of such assets plus the impaitnof approximately $0.9 million of intangible atsassociated with CTS that were cha
to earnings, and partially offset by additionsdapitalized patent and trademark costs

The current portion of notes payable decreasegpooaimately $1.9 million at December 31, 2013 nfr&9.7 million at the prior yeagnc
primarily due to the refinancing of our senior dtddcility that was scheduled to mature in Decen#l 3.
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Accounts payable and accrued expenses, combined,approximately $8.2 million at the end of 201&)resenting an increase over the |
yearend of $2.7 million. The change was primarily doaihpaid legal and consulting expenses associatedive arbitration with the form
employee that was settled on November 19, 2013.

Contingent consideration was $0.2 million at DecemBl, 2013 versus $0 at December 31, 2012. Sedishassion of this change in
Results of Operations section.

Net current deferred income tax assets increaste &nd of 2013 over the prior year, primarilyaagsult of the following

« Netincreases in the tax reporting carrying valu€®dl’s intangible assets as a result of amortizatiomdeductible for tax;
« Netincreases in accrual for legal fees and legftllesnents; an
« Increases in net operating losses to current ¢ffygstate net operating losses expected to expuised.

Net nor-current deferred income tax liabilities decreasédimally at the end of 2013 over the prior yeaimarily as a result of the following:

» Increases in the non-current asset by foreign tedits expired unused;
» Increases in the non-current asset by the non-dietkistock-based compensation for tax purposes;
« Net decreases to the financial reporting carryialye of various identified intangible assets assalt of:
o CTS impairment loss, ar
o decreased by annual amortization expeof previously acquired identified intangible ass
« Netincreases to the carrying value of fixed asagta result of annual depreciation expense diftars
« Netincreases in the tax reporting carrying valu€SF's intangible assets as a result of the earn-ogneat; and
« Increases in net operating losses to current ¢ffygstate net operating losses expected to expuised.

A valuation allowance of approximately $5.9 millistill remains on deferred federal tax assets tier ¢arryforward of foreign tax cred
which we do not anticipate using in the nezmm. The utilization of this asset is dependemtrugeneration of significant revenues from sot
outside the U.S. During 2013, we increased theatan allowance from $3.9 million by $2.0 milliorue to the inability to utilize foreign t
credits and net operating loss carryforwards inmtkar term.

We had federal net operating loss carryforwardsuartiog to $13.3 million and $2.0 million at Decemi3d, 2013 and 2012, respectively.
net operating loss carryforward at December 31328{pires in fiscal years 2025 through 2033. IrakRevenue Code Section 382 lir
utilization of these losses to $3.2 million per iydtis possible that future changes in ownerglupld result in changes to the amounts allc
by IRC Section 382. State net operating loss carwdrds amounted to $2.0 million and $1.0 milliah af December 31, 2013 and 2(
respectively.

Derivatives liability decreased in 2013 over thopyear due primarily to the value of interesteratvaps trending towards a $0 fair valu
maturity in December 2013.

We have recorded as of December 31, 2013, a camiiriggal obligation of approximately $4.0 millimersus $3.8 million at December
2012. The increase over the prior year is due tierést being accrued. This payable is based olya20d1 ruling against CTI under Ci
Action No. 06706. We hold 625,139 shares of common stock inogscprovided by a shareholder and affiliate, toapplied against ai
damages up to the value of the shares upon coowetsicash. As of December 31, 2013, the valueuoh shares was approximately
million, which is reflected in other noncurrent etss

Liquidity and Capital Resources
On November 19, 2013, we closed on the followimgficial transactions:

(a) we entered into a Securities Purchase Agreeifteat“Purchase Agreement”) with US VC Partners?.L(the “Investor”)for the
purchase by the Investor of 123,077 units of séesrdf the Company for an aggregate purchase pfi¢d,000,003 (or $32.50 per unit), v
each security comprising (1) one share of SerigSofwvertible Preferred Stock of the Company, pauea0.001 per share (th&éries /
Preferred Stock”), (2) one common stock warrang (tBommon Stock Warrant”) and (3) one preferrectlstovarrant (the Preferred Stoc
Warrant”).Holders of the Series A Preferred Stock are edtitbecumulative quarterly dividends at a rate d¥elf2er annum, payable in casl
in kind; provided that to the extent not paid irsltaor by issuance of additional Series A Sharethernlast day of each calendar quarte
“Dividend Payment Date”)all accrued dividends on any outstanding shar&eoies A Preferred Stock shall accumulate and commghoFron
and after the fifth anniversary of the closing lo¢ tPurchase Agreement (the “Closingf)e Requisite Holders will have the right to el
cause the Company to redeem all but not less thaf the then outstanding shares of Series A PrefeStock. From and after the eig
anniversary of the Closing, the Company will halve tight to redeem, out of funds legally availathierefore, all, but not less than all, of
then outstanding shares of Series A Preferred Sthiok Investor has a number of officers in commdth \i€ova Small Cap Holdings, LL
(“Cova”), a significant stockholder of the Compaiiyjiree members of the Board are affiliated withd dasignees of, Cova.
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(b) we entered into a Fourth Amendment (the “Seriorendment”)to the Amended and Restated Revolving Credit ananTieoar
Agreement, dated July 29, 2010 (as subsequentiyna@ede the “Senior Credit Agreementlly and among the Company and TD Bank, |
(“TD Bank™), as administrative agent and lendee(thender”).The Senior Amendment extended the maturity datieindebtedness unt
the Senior Credit Agreement to December 19, 2048 ,chhanged the interest rate on borrowings to Besé Rate”dqual to the greater of
prime rate or 3%) plus 3%. There were no chang#set@rincipal balance or monthly principal paynsent

(c) we entered into a Fourth Amendment (the “Sulmatéd Amendment”jo the Subordinated Loan Agreement, dated Juh\2Q90 (ths
“Subordinated Loan Agreement”), by and among then@any, Granite Creek Flexcap I, L.P. (“GCF"), RattiCapital II, L.P. (“Patriot"and
together with GCF, the “Subordinated Lenders”) @hnite Creek Partners Agent, L.L.C., as adminisgaagent (the Administrative
Agent”). The Subordinated Amendment extended the maturity dathe indebtedness under the Senior Loan Ageeeito June 30, 201
Under the Subordinated Amendment the interest maeains at 11% and is payable monthly through smtdito the principal balan
outstanding. No cash interest is permitted.

(d) we entered into an amended and restated promgisste (the “Restated Note”) with JFC Technolsgiel C (“JFC”), which amende
and restated in its entirety the promissory not¢him original principal amount of $2,100,000 origly issued by the Company to JFC
December 31, 2012 (the “Original NotePursuant to the terms of the Restated Note, irttagesues on the principal amount at the rate &6
per annum, retroactive to the date of the Orightatie. The entire principal amount and all accrugdrest under the Restated Note is due @
maturity date of December 31, 2016, or earlier ugmnrefinancing of the Compasyexisting indebtedness (subject to the availgbdfta
least $5,000,000 in available credit after suclayepent) or a sale of the Company.

As of December 31, 2013, cash was $0.9 millionwe®2.7 million as of December 31, 2012. As of Daloer 31, 2013, accumulated det
was $95.9 million.

Due to uncertainty about our ability to meet ourent operating expenses and current obligationtheir report on our annual financial
statements for the year ended December 31, 20t ¥ adependent registered public accounting firniided an explanatory paragraph
regarding our ability to continue as a going conc@ur current liabilities include approximately.@4million relating to a contingent legal
obligation.

In light of our results of operations, managemeas been evaluating various possibilities includmg not limited to refinancing
restructuring our debt, reducing or eliminating i@gieg expenses, and raising additional capitalugh the issuance of common or prefe
stock or securities convertible into common stoidkese possibilities, to the extent available, mayb terms that result in significant dilut
to our existing stockholders, may reduce the vafu@e stockholders’ investment in the Company ayrimpact our stock price.

There can be no assurances that we will be suctésshising adequate additional financial suppbinot, we will be required to reduce
operations. Our consolidated financial statemeatsat include any adjustments relating to the recability of assets and classification of
assets and liabilities that might be necessarylditbe Company be unable to continue as a goingeron

Capital expenditures, which totaled approximately2$million in 2013, are expected to decrease fit42 We expect to fund these cay
expenditures in 2014 from existing cash and opegatash flows.

During 2011, we purchased two businesses: througfa tBe assets of JFC and CTS. No liability for cm@nt consideration exists relating
CTS. With regard to JFC, the liability for contimjeconsideration as of December 31, 2013 is $241],p@yable with 350,000 shares
common stock in 2014.

CTI has a line of credit with a maximum borrowirgpacity of $5.0 million with TD. Bank The amount wey borrow from this line of cres
is dependent mainly on accounts receivable andchiove balances. Interest is payable monthly anohised on Prime plus three percent.
line of credits interest rate at December 31, 2013 was 6.25%e&ember 31, 2013 there was an outstanding batamoair revolving line ¢
credit of $1.6 million versus $0 at December 3112Morrowing availability under the line of credifis approximately $840,000 at Decen
31, 2013.

CTSAS has lines of credit, for borrowing againsteigables, with a combined maximum borrowing catyaof €300,000 ($1.1 million
December 31, 2013). There were no outstanding tmgs at December 31, 2013 or 2012. The lineErest rates are variable, based oi
Euro Overnight Index Average and then®dnth Euro Interbank Offered Rate. The lines hadefinite termination dates but can be renegot
periodically.

CTI has two loans payable to TD Bank, a Term Load a Real Estate Loan. The Term Loan is payabtadnthly principal installments
$148,000 along with monthly interest payments ascideed below, plus a ortane principal payment of $2.5 million due at maturin
December 2015. The interest rate is Prime plusstpercent. The Real Estate Loan is payable in momptincipal installments of $10,0C
along with monthly interest payments as describeldvip, plus a onéime principal payment of $1.4 million due at métuin December 201
The interest rate is Prime plus three percent.
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The Subordinated Term Loan with the Subordinateddees ranks junior to all debt held by TD Bank behior to all other remaining long-
term debt including existing and future subordidatkebt. The total amount outstanding for GraniteeRras of December 31, 2013
approximately $8.7 million. The Subordinated Terpah is convertible at any time by Granite Creek 666,667 shares of common stoc

a conversion price of approximately $3.19 per shideportion of the Subordinated Term Loan has bmwverted to our common stock.
have the right to prepay the loan in whole or int pa any time without penalty, but subject totfipaying off in full any debt outstanding w
TD Bank.

Total Notes Payable relating to the Term Loan, Real Estate Loan and the Subordinated Term Loanappsoximately $15.8 million
December 31, 2013.

We were in compliance with our financial covenagsof December 31, 2013. We expect to meet oundiahcovenants for 2014 and that ¢
provided by the business will be adequate to meeheeds. Nonetheless, we are exploring raisingiaddl funds to further improve liquidity.

The Company did not pay a dividend in 2013 andrieaglans to do so.

Off-Balance Sheet Arrangements

We did not have any off-balance sheet arrangentemisg 2013 or 2012.

Contractual Obligations

As a smaller reporting company, we are not requingatovide information typically disclosed undhbistitem.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE S ABOUT MARKET RISK

As a smaller reporting company, we are not requingatovide information typically disclosed undkistitem.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY D ATA

Selected Quarterly Financial Data

As a smaller reporting company, we are not requingatovide information typically disclosed undhbistitem.

Financial Statements

The information required by this item is shown unBart IV, Item 15 and may be found beginning ogepk-1 of this Form 10-K.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUN TANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.

ITEM 9A. CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

Disclosure controls and procedures are designeddare that information required to be disclosedidyn reports filed or submitted under
Securities Exchange Act of 1934 (“Exchange Ads$’yecorded, processed, summarized and reportdinwiiie time periods specified in
SEC's rules and forms. Disclosure controls includehuwiitt limitation, controls and procedures desigreedrtsure that information requirec
be disclosed under the Exchange Act is accumukatédcommunicated to management, including prinagetutive and financial officers,
appropriate, to allow timely decisions regardingjuieed disclosure. There are inherent limitatioastiie effectiveness of any systernr
disclosure controls and procedures, including th&sibility of human error and the circumventionogerriding of the controls and procedu
Accordingly, even effective disclosure controls gmdcedures can only provide reasonable assurdrazhiving their control objectives.
Management carried out an evaluation, under thersigion of the Chief Executive Officer and Chiefi&ncial Officer, of the effectiveness
disclosure controls and procedures as of Decemhe2(@®L3. Based upon that evaluation, managemaeriudimg the Chief Executive Offic

and Chief Financial Officer, concluded that theiglesand operation of disclosure controls and pracesi were effective as of December
2013.
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Management's Report on Internal Control over Finangal Reporting

Management is responsible for establishing and taaing adequate internal control over financigbaing, as defined in the Securi
Exchange Act of 1934, as amended. Because of lisrémt limitations, internal control over financi@porting may not prevent or del
misstatements. Also, projections of any evaluatibaeffectiveness to future periods are subjech®risk that controls may become inadeg
because of changes in conditions, or that the degfeompliance with the policies or procedures rdeteriorate. Management assesse
effectiveness of internal control over financigboeting as of December 31, 2013. In making thi®ss®ient, management used the criter|
forth by Internal Control—Integrated Framework - 198&ued by the Committee of Sponsoring Organizatafrthe Treadway Commissic
Based on its assessment using those criteria, reareg concluded that internal control over finah@aorting was effective as of Decem
31, 2013.

As a smaller reporting company, we are not requicedbtain an attestation report from our indepandegistered public accounting fi
regarding internal controls over financial repagtin

Changes in Internal Control over Financial Reportirg

We have had no changes in internal control ovearioial reporting during our last fiscal quarter26fl3 that have materially affected, or
reasonably likely to materially affect, internahtml over financial reporting.

ITEM 9B. OTHER INFORMATION
None.
PART llI
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPO RATE GOVERNANCE

The information required by this Item is incorp@dtherein by reference to the definitive Proxy Stent to be filed pursuant to Regula
14A of the Exchange Act for our 2014 Annual Meetaighareholders.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item is incorp@dtherein by reference to the definitive Proxy Stant to be filed pursuant to Regula
14A of the Exchange Act for our 2014 Annual Meetoighareholders.

ITEM12. SECURITY OWNERSHIP OF CERTAIN BENEFICIA L OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

Securities Authorized for Issuance under Equity Comensation Plans

The information required by this Item is incorpedtherein by reference to the definitive Proxy Stent to be filed pursuant to Regula
14A of the Exchange Act for our 2014 Annual Meetoighareholders.

Security Ownership of Certain Beneficial Owners

The information required by this Item is incorpedtherein by reference to the definitive Proxy &tent to be filed pursuant to Regula
14A of the Exchange Act for our 2014 Annual Meetaoigshareholders.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANS ACTIONS, AND DIRECTOR INDEPENDENCE

The information required by this Item is incorp@dtherein by reference to the definitive Proxy Stent to be filed pursuant to Regula
14A of the Exchange Act for our 2014 Annual Meetaoighareholders.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES
The information required by this Item is incorpedtherein by reference to the definitive Proxy &tent to be filed pursuant to Regula

14A of the Exchange Act for our 2014 Annual Meetaoighareholders.
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ITEM 15.

@ (@

(2)

(b)

Exhibit
Number
2.1

2.2
2.3
2.4
3.1
3.2
3.3

34
3.5
3.6

3.7

3.8
4.1
4.2
4.3
4.4
4.5
4.6
4.7
10.1
10.2
10.3
10.4
10.5
10.6
10.7
10.8
10.9
10.10
10.11
10.12
10.13
10.14

10.15

PART IV

EXHIBITS, FINANCIAL STATEMENT SCHEDULES

Financial statements filed as part dhis report

Consolidated Balance Sheets

Consolidated Statements of Comprehensive Loss
Consolidated Statements of Changes in Stockhol&@psity
Consolidated Statements of Cash Flows

Notes to Consolidated Financial Statements

Financial statement schedule filed as padf this report
Schedule Il — Valuation and Qualifying Accounts

Exhibits

@)

(2)
(3)
(3)
3)
(4)

Description

Stock Purchase Agreement dated February 14, 20@8dbyamong Vector Intersect Acquisition Corporatmsithe Parer
Cyalume Acquisition Corp., a Delaware corporatiasthe Purchaser, Cyalume Technologies, Inc. an8 Gbtjuisition
Partners Holdings, LL(

Amendment No. 1 to Stock Purchase Agreement, dattdber 22, 200

Amendment No. 2 to Stock Purchase Agreement, dagegmber 17, 20C

Amendment No. 3 to Stock Purchase Agreement, dagegmber 18, 20C

Fifth Amended and Restated Certificate of Incorfiore

By-laws

(19) Certificate of Designation filed by ther@oany with the Secretary of State of the Stateeladare on November 18,

(19)
(19)

2013. (3.1,
Warrant to Purchase Common Stock, dated Novembe2QlIB, issued to the Investor. (3
Warrant to Purchase Series A Preferred Stock, dédegmber 19, 2013, issued to the Investor. (

(19) Second Amended and Restated Warrant thse Common Stock, dated November 19, 2013, igsudchnite Creek

FlexCap I, L.P. (3.4

(19) Second Amended and Restated Warrant thse Common Stock, dated November 19, 2013, igsuedltriot Capital

(19)
(4)
(4)
(4)
(4)
(8)
(14)
(14)
(4)
(4)
()
(6)
(7)
()
®)
®)
®)
(@)
(9)
(9)
©)
(9)

(9)

I, LP. (3.5)

Warrant to Purchase Common Stock, dated Novemhe2QlIB, issued to JFC. (3.

Specimen Common Stock Certifice

Specimen Unit Certificat

Specimen Warrant Certifica

Form of Unit Purchase Option to be granted to #peeasentativ:

Registration Rights Agreement dated March 18, Z

Stock Option Agreement between Cyalume Technoldg@dings, Inc. and East Shore Ventures, LLC (.

Stock Option Agreement between Cyalume Technoldga@dings, Inc. and Dale S. Baker (4

Form of Stock Escrow Agreement among tegi®rant, American Stock Transfer & Trust Company the Initial
Stockholder:

Form of Registration Rights Agreement agithre Registrant, the Initial Stockholders andRhgate Placement
Purchaser

Cyalume Technologies Holdings, Inc. 2009 Omnibusugigtes and Incentive Ple

Share Purchase Agreement dated March 18,

Amendment No. 1 to the Employee Agreement of D&ekaway dated May 9, 20:
Amendment No. 1 to the Employee Agreement of EdgaCranor dated May 9, 20:

Securities Exchange Agreement betweenu@alTechnologies Holdings, Inc. and Rodman Prihdipeestments, LLC
dated June 30, 2011 (10

Securities Exchange Agreement betweenu@y&lTechnologies Holdings, Inc. and Winston Chuirdaited July 7,
2011 (10.2]

Securities Exchange Agreement betweenu@yalTechnologies Holdings, Inc. and Thomas Reb@ddiuly 7,
2011 (10.3

Securities Exchange Agreement betweetu@yaTechnologies Holdings, Inc. and Wayne Weislated July 7, 2011
(10.4)
Amendment No. 2 to the Employee Agreement of D&ekaway (10.5
Amendment No. 1 to the Employee Agreement of MitBaelonko (10.6)
Amendment No. 2 to the Employee Agreement of Edgatranor (10.7

Asset Purchase Agreement dated August@1, among Cyalume Technologies Holdings, Incal@ye Specialty
Products, Inc., JFC Technologies, LLC and Sellingnibers of Seller (10.

Registration Rights Agreement between@ya Technologies Holdings, Inc., James G. Schlgakies R. Schleck, Jame



Fine Chemical, Inc., and JFC Technologies, LLC dai® of August 31, 2011 (10.

10.16 (9) Lease Agreement between Brook Industrial Park, Bib@ Cyalume Specialty Products, Inc. (10.

10.17 (10) Stock Purchase Agreement dated Dece22)@011 among Cyalume Technologies Inc., Cyaluehmologies
Holdings, Inc., Combat Training Solutions, Inc.dantonio Colon (10.27
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10.18

10.19

10.20

10.21

10.22
10.23

10.24

10.25
10.26
10.27

10.28

10.29

10.30

10.31
10.32

10.33

10.36
10.37
10.38
10.39

10.40
10.41
10.42

10.43
141
16.1
211
23.1
31.1
31.2
32.1

101.INS

101.SCH
101.CAL
101.DEF
101.LAB
101.PRE

(10) Registration Rights Agreement, datedf&@ecember 22, 2011, between Cyalume Technolddiddings, Inc., and
Antonio Colon (10.28
(10) Second Amendment to Amended and ResRaedlving Credit and Term Loan Agreement betwegal@ne
Technologies, Inc., Cyalume Technologies Holdirgs,, Combat Training Solutions, Inc., Cyalume Rgdhc.,
Cyalume Specialty Products, Inc. and TD Bank, Nl&ed March 30, 2012 (10.3
(10) Second Amendment to Subordinated Loaedgent between Cyalume Technologies, Inc., Cyall@shnologies
Holdings, Inc., Combat Training Solutions, Inc.,allyme Realty, Inc., Cyalume Specialty Products,, I8canite Creek
Partners Agent, LLC, Granite Creek Flexcap I, laRd Patriot Capital Il, L.P. dated March 30, 201Q.81)
(11) Services Agreement by and among the @ampCyalume Technologies, Inc. and East Shorewest LLC dated as of
April 2, 2012 (10.1
(11) Inducement Agreement by and between East ShoraukéemtLLC and Zivi Nedivi (10.2
(11) Separation Agreement and General Relmaaad between Cyalume Technologies, Inc. andlDBtmaway effective as
of April 2, 2012 (10.3
(12) Amended and Restated Employment Agreeaiéichael Bielonko, Chief Financial Officer, Cyane Technologies,
Inc. (10.1)
(12) Separation and Release Agreement between Montieker® and Cyalume Technologies, Inc. (1!
(13) Employment Agreement between Daniel S. Baker aralu®@ye Technologies, Inc. effective September 102200.1)
(14) Amendment No. 1 to Services Agreemet@diSeptember 10, 2012 between Cyalume Technolbigileings, Inc.,
Cyalume Technologies, Inc., and East Shore Ventlutes (10.1)
(15) Third Amendment to Amended and RestB&blving Credit and Term Loan Agreement effecidecember 28, 2012
with TD Bank, N.A. (10.1
(15) Third Amendment to Subordinated Loanekgnent effective December 28, 2012 with GraniteeKfdexcap I, L.P. and
Patriot Capital Il, L.P., and Granite Creek Parsn&gent, L.L.C (10.2
(16) Amendment Agreement dated December@12 By and among the Cyalume Technologies Holdimgs, Cyalume
Specialty Products, Inc., JFC Technologies, L@ alames G. Schleck (10
(16) Unsecured Promissory Note dated December 31, 2@h2J®C Technologies, LL(10.2)
(17) Employment Agreement, effective as oféober 1, 2011, between Cyalume Specialty Prodlratsand James G.
Schleck (10.3
(17) First Amendment to Employment Agreeméated December 27, 2012, between Cyalume SpeBiadtucts, Inc. and
James G. Schleck (10.
(19) Securities Purchase Agreement, dated November013, between the Company and the Investor. (:
(19) Registration Rights Agreement, dated November 0932between the Company and the Investor. (°
(19) Release and Escrow Agreement, dated November 18, 2thong the Company, CTI, Cova and the Inve&ior3)
(19) Fourth Amendment to Amended and ResRé&xblving Credit and Term Loan Agreement, dateatéviaber 19, 2013.
(10.4)
(19) Fourth Amendment to Subordinated Loan Agreemengddsovember 19, 2013. (10.
(19) Amended and Restated Promissory Note, dated Noweh8h013. (10.6
*  Separation and Release Agreement, datedrbleer 31, 2013, between Cyalume Specialty Produntsand James G.
Schleck
*  Consulting Agreement, dated December 31, 2013,dmtvCyalume Specialty Products, Inc. and Jamegli@edk
(10) Code of Conduct and Ethics (14
(18) Letter from CCR LLF
*  Subsidiaries of the Registre
Consent of BDO USA, LLI
Certification of Principal Executive Officer pursudo Section 302 of the Sarba-Oxley Act of 2002
Certification of Principal Financial Officer purquao Section 302 of the Sarba-Oxley Act of 200z
Certification of Principal Executive Officand Principal Financial Officer pursuant to Sett®6 of the Sarbanes-Oxley
Act of 2002
XBRL Instance Documert
XBRL Taxonomy Extension Schen
XBRL Taxonomy Extension Calculation Databi
XBRL Taxonomy Extension Definition Linkba
XBRL Taxonomy Extension Label Linkba
XBRL Taxonomy Extension Presentation Linkb.

*

*

*
*

* % X X X X

(1) Incorporated by reference to the Current Repofam ¢-K dated February 14, 2008 and filed with the Consinis February 21, 200
(2) Incorporated by reference to the Current Repoam ¢-K dated October 22, 2008 and filed with the Commis®November 4, 200¢
(3) Incorporated by reference to the Current Reparf-orm 8K dated December 17, 2008 and filed with the Corsiois December 2

2008.

(4) Incorporated by reference to the Registration $taté on Form -1 (File No. 33-127644) filed August 18, 200
(5) Incorporated by reference to Exhibit A of the diife Proxy Statement filed with the Commission ABO, 2009 pursuant to Regulat
14A of the Exchange Act for our 2009 Annual Meetafgtockholders
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(6) Incorporated by reference to the Current Repofam ¢-K dated March 18, 2011 and filed with the Commisdidarch 21, 2011

(7) Incorporated by reference to our FormQG@ated June 30, 2011 and filed with the Commisgiogust 10, 2011. The number giver
parenthesis indicates the corresponding exhibitbarin such Form Q.

(8) Incorporated by reference to the Current RepartForm 8K dated June 30, 2011 and filed with the Commissialy 7, 2011. Tt
number given in parenthesis indicates the corredipgrexhibit number in such Forn-K.

(9) Incorporated by reference to our FormQ@ated September 30, 2011 and filed with the Carsionm November 14, 2011. The nun
given in parenthesis indicates the corresponditipédnumber in such Form -Q.

(10) Incorporated by reference to our FormKL8ated December 31, 2012 and filed with the Corsinis April 16, 2012. The number giver
parenthesis indicates the corresponding exhibitbarin such Form *+K.

(11) Incorporated by reference to the Current ReeporForm 8K dated March 30, 2012 and filed with the Commissipril 5, 2012. Th
number given in parenthesis indicates the corredipgrexhibit number in such Forn-K.

(12) Incorporated by reference to the Current ReporForm 8K dated April 19, 2012 and filed with the Commissiapril 25, 2012. Th
number given in parenthesis indicates the corredipgrexhibit number in such Forn-K.

(13) Incorporated by reference to the Current ReporForm 8K dated July 19, 2012 and filed with the Commissiuty 25, 2012. Tt
number given in parenthesis indicates the corredipgrexhibit number in such Forn-K.

(14) Incorporated by reference to the Current ReporForm 8K dated September 10, 2012 and filed with the Cossioh September 1
2012. The number given in parenthesis indicatesthesponding exhibit number in such For-K.

(15) Incorporated by reference to the Current RieporForm 8K dated December 20, 2012 and filed with the Corsiois December 3
2012. The number given in parenthesis indicatesthesponding exhibit number in such For-K.

(16) Incorporated by reference to the Current ReporForm 8K dated December 27, 2012 and filed with the Corsiois January 2, 201
The number given in parenthesis indicates the spamding exhibit number in such Fori-K.

(17) Incorporated by reference to the Current RieporForm 8K dated December 31, 2012 and filed with the Cormsiois January 7, 201
The number given in parenthesis indicates the spamding exhibit number in such Fori-K.

(18) Incorporated by reference to the Current Repoffam ¢-K dated November 28, 2011 and filed with the Consinis December 2, 201

(19) Incorporated by reference to the Current Repor-orm 8K dated November 22, 2013 and filed with the Consinis on that date. Tl
number given in parenthesis indicates the corredipgrexhibit number in such Forn-K.

*  Filed herewith
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

Board of Directors and Stockholders
Cyalume Technologies Holdings, Inc.
Fort Lauderdale, Florida

We have audited the accompanying consolidated balaheets of Cyalume Technologies Holdings, i@ {€Company”)as of December 3
2013 and 2012 and the related consolidated statsmm&nomprehensive loss, changes in stockhol@epsity, and cash flows for the years t
ended. In connection with our audits of the finahcstatements, we have also audited the finantaterment schedule listed in
accompanying index. These financial statementssghédule are the responsibility of the Companyanagement. Our responsibility it
express an opinion on these financial statementsemedule based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversightuBiogUnited States). Those stand.
require that we plan and perform the audit to obtaasonable assurance about whether the finastiééments are free of mate
misstatement. The Company is not required to hasewere we engaged to perform, an audit of itsrirdl control over financial reportir
Our audits included consideration of internal cohtiver financial reporting as a basis for desigradit procedures that are appropriate il
circumstances but not for the purpose of expresamgpinion on the effectiveness of the Comparngternal control over financial reportii
Accordingly, we express no such opinion. An autfibancludes examining, on a test basis, evidenpparting the amounts and disclosure
the financial statements, assessing the accouptingiples used and significant estimates made bypagement, as well as evaluating
overall financial statement and schedule presemtatVe believe that our audits provide a reasoniaddés for our opinion.

In our opinion, the consolidated financial statetaaeferred to above present fairly, in all matemgpects, the financial position of Cyall
Technologies Holdings, Inc. at December 31, 20182012, and the results of its operations andashdlows for the years ended Decern
31, 2013 and 2012, in conformity with accountingngiples generally accepted in the United Stated\mierica. Also in our opinion, tl
financial statement schedule, when consideredlatioa to the basic consolidated financial statetm¢aken as a whole, presents fairly, ir
material respects, the information set forth therei

The accompanying consolidated financial statembate been prepared assuming that the Company enlimue as a going concern.
described in Note 1 to the consolidated finandialesnents, the Company has suffered recurring $o8een operations and has a net ca
deficiency that raise substantial doubt about liffitg to continue as a going concern. Manageneptans in regard to these matters are
described in Note 1. The consolidated financiakstents do not include any adjustments that miggult from the outcome of this uncertai
Our opinion is not modified with respect to thisttea

/s/ BDO USA LLP

Boston, Massachusetts
April 15, 2014




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

December 31,

December 31,

2013 2012
Assets
Current asset:
Cash $ 86 $ 2,69t
Accounts receivable, net of allowance for doub#ftdtounts of $44 and $155, respectiy 3,78¢ 3,87t
Inventories, ne 10,78: 9,591
Income taxes refundab 162 172
Deferred income taxe 3,841 652
Prepaid expenses and other current assets 462 55¢
Total current asse 19,90¢ 17,55(
Property, plant and equipment, | 8,001 9,171
Goodwill 7,99: 8,16(
Other intangible assets, r 17,94¢ 20,19(
Due from related party, n 0 3,97
Other noncurrent assets 465 28
Total assets $ 54,31 $ 59,07,
Liabilities and Stockholders’ Equity
Current liabilities:
Line of credit $ 1,600 $ 0
Current portion of notes payat 1,92t 9,73¢
Accounts payabl 6,182 2,93¢
Accrued expense 2,05¢ 2,58:
Deferred revenu 8C 0
Income taxes payab 97 0
Current portion of capital lease obligati 15 14
Derivatives liability 0 16¢
Warrants liability 6,37: 0]
Contingent legal obligatio 3,98¢ 0
Other current liabilities 242 0
Total current liabilities 22,55¢ 15,43
Notes payable, net of current porti 14,96¢ 8,39/
Note payable due to related par 2,10(¢ 2,10(¢
Deferred income taxe 3,841 3,86:
Asset retirement obligatic 194 184
Capital lease obligation, net of current port 7 22
Contingent legal obligation, noncurre 0 3,80¢
Other noncurrent liabilities, net of current portio 79 0
Total liabilities 43,75¢ 33,80:
Commitments and contingencies (Note
Series A convertible preferred stock, $0.001 pawe;al,000,000 shares authorized; 123,077 shasasd:
and outstandin 4,05¢ 0
Stockholders' equity
Common stock, $0.001 par value; 100,000,000 stearérized; 20,738,260 issued and outstan 21 21
Additional paic¢-in capital 102,57 105,99(
Accumulated defici (95,879 (80,227
Accumulated other comprehensive loss (218) (515)
Total stockholders’ equity 6,50/ 25,27¢
Total liabilities and stockholders' equity $ 54,31 $ 59,07"

The accompanying notes are an integral part okthessolidated financial statements.
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Cyalume Technologies Holdings, Inc.
Consolidated Statements of Comprehensive Loss
(in thousands, except shares and per share informan)

For the Year For the Year
Ended Ended
December 31  December 31
2013 2012
Revenue: $ 31,76( $ 38,64:
Cost of revenues 17,95° 21,53(
Gross profit 13,80: 17,11%
Other expenses (incom
Sales and marketir 4,90¢ 5,51¢
General and administratiy 11,40¢ 7,81¢
Research and developme 1,86¢ 1,96:
Interest expense, n 2,31( 2,21¢
Interest expens—related part) 297 19
Amortization of intangible asse 1,79¢ 1,85¢
Uncollectible receivabl- related party 3,86: 0
Impairment loss on intangible ass 87t 281
Impairment loss on goodwi 16¢ 47,08¢
Impairment loss on equipme 0] 273
Legal settlemer 2,04¢ 0
Change in fair value of contingent considera 247 3,38(
Change in fair value of warrants liabili 52t 0
Loss on extinguishment of de- related party 2,14; 0
Other expenses (income), | 58 (112)
Total other expenses 32,49 70,29¢
Loss before income tax (18,699 (53,18
Benefit from income taxes (3,039 (2,969
Net loss $ (15,659 $ (50,21%)
Other comprehensive income (loss), net of
Foreign currency translation adjustme $ 20C $ 10¢
Unrealized gain on cash flow hedges, net of takx&%59) and $(45), respectively 97 73
Other comprehensive income 297 181
Comprehensive loss $ (15,350 $ (50,037

Net loss per common sha
Basic and dilutes $ (1.09 $ (2.7¢)

Weighted average shares used to compute net los®penon share
Basic and dilutes 20,714,53 18,205,58

The accompanying notes are an integral part oktheasolidated financial statements.

F-4




Balance at December 31, 2C

Share-based compensatic

Repurchase and retirement of common s
Shares issue- cashless option exerci

Effect of modification of warrant tern
Common stock issuan- payment of continger
consideration liability

Common stock issuan- litigation settlemen
Reversal of forfeited restricted awal

Net loss

Other comprehensive incor

Balance at December 31, 2C

Proceeds received from issuance of Serii
convertible preferred stoc

Series A convertible preferred stock issua
costs

Dividends accrued on Series A convertible
preferred stocl

Deemed dividend on Series A converti
preferred stocl

Excess of common warrant and preferred wai
fair value

Warrants amended in connection with debt
refinancing

Fair value of amended related party note over
face value

Sharebased compensatic

Net loss

Other comprehensive income

Balance at December 31, 2013

Cyalume Technologies Holdings, Inc.
Consolidated Statements of Changes in StockholderSquity
(in thousands, except shares)

Series A Convertible

Accumulated

Preferred Stock Common Stock Additional Other Total
Number Number Paid-In Accumulated Comprehensive Stockholders’
of Shares Amount of Shares Amount Capital Deficit Loss Equity

18,311,22 $ 18 $ 100,33 $ (30,009 $ (69€) $ 69,65:

0 0 502 0 0 502

(39,89) 0 (13¢) 0 0 (13¢)

26C 0 0] 0 0 0]

0 0 94 0 0 94

2,450,001 3 5,14: 0 0 5,14¢

22,50( 5€ 0 0 5€

(5,839 0 0 0

(50,21%) 0 (50,21%)

0 0 0 0 181 181

0 0| 20,738,226 $ 21 $ 10599 $ (80,22) $ (515 $ 25,27¢
123,07 4,00( 0 0 0 0 0 0
0 0 0 0 (647) - 0 (647)
0 55 0 0 (55) 0 0 (55)
0 4,00( 0 0 (4,000 0 0 (4,000
0 (4,000 0 0 (1,559 0 0 (1,559
0 0 0 0 0 0 0 0
0 0 0 0 2,067 0 0 2,067
0 0 0 0 778 - 0 773
0 0 0 0 0 (15,659 0 (15,65
0 0 0 0 0 0 297 297
123,07 $ 4,058 | 20,738,226 $ 21 $ 10257" $ (95,879 $ (218) $ 6,50«

The accompanying notes are an integral part ottheasolidated financial statements.
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Cyalume Technologies Holdings, Inc.
Consolidated Statements of Cash Flows
(in thousands)

Cash flows from operating activities:
Net loss

Adjustments to reconcile net loss to net cash (irseprovided by operating activitie
Depreciation and amortization of property, plard aquipmen

Amortization
Benefit from deferred income tax
Sharebased compensation expel
Impairment loss on equipme
Impairment loss on intangible ass
Impairment loss on goodwi
Change in fair value of contingent considera
Change in fair value of derivativi
Change in fair value of warrants liabili
Non-cash interest expen
Legal settlemer
Uncollectible receivabl- related party
Loss on extinguishment of de- related party
Fair value of common stock issu
Other noi-cash expense
Changes in operating assets and liabilii
Accounts receivabl
Inventories
Restricted cas
Prepaid expenses and other current a:
Accounts payable and accrued liabilit
Accrued interest on note payable to related
Deferred revenu
Income taxes payable

Net cash (used in) provided by operating activi

Cash flows from investing activities:
Purchases of loi-lived asset:
Proceeds from disposal of long-lived assets

Net cash used in investing activiti

Cash flows from financing activities:
Net proceeds from line of crec
Principal payments on notes paya
Principal payments on related party note pay
Payments to reacquire and retire common s
Payments of debt issuance and deferred financists
Proceeds received from issuance of convertibleepred stocl
Payment of preferred stock issuance ¢
Payment in connection with legal settlement agresg:
Principal payments on capital lease obligations

Net cash provided by (used in) financing activi

Effect of exchange rate changes on cash
Net decrease in ca:

Cash, beginning of period

Cash, end of period

For the Year
Ended
December 31
2013

For the Year
Ended
December 31
2012

$ (15,659 $ (50,219

1,381 1,374
2,42¢ 2,34¢
(3,329) (3,357

77¢ 502

0 27¢

87t 281
16¢€ 47,08¢
247 3,38(
(14) 18
52F 0
15¢ 0
2,03¢ 0
3,86 0
2,147 0
0 56

127 15
212 (517)
(1,124 1,22t
0 (159

12 61
2,11¢ 1,26:
252 0
80 0
114 (131)
(2,607) 3,50(
(1,189 (672)
18 0
(1,165 (672)
1,60( 0
(2,621) (2,419
0 (250)

0 (139)
(169 (309)
4,00( 0
(647) 0
(275) 0
19 (37
1,88( (3,149
62 64
(1,830) (256)
2,69t 2,951
$ 865 $ 2,69t

The accompanying notes are an integral part ottheasolidated financial statements.
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Cyalume Technologies Holdings, Inc.
Notes to Consolidated Financial Statements

BACKGROUND AND DESCRIPTION OF BUSINESS

These consolidated financial statements and foesnotclude the financial position and operation€gélume Technologies Holdings, |
(“Cyalume” or the “Company”), a holding company tiig the sole shareholder of Cyalume Technolodias, (“CTI”) and of Cyalum
Specialty Products, Inc. (“CSP”). CTl is the sdiholder of Cyalume Technologies, SAS (“CTSA&yalume Realty, Inc. (“CRI"anc
Combat Training Solutions, Inc. (“CTS"). All sigiéant intercompany accounts and transactions haga bliminated in consolidation.

The Companys primary focus is providing tactical and trainisglutions to the military of the U.S. and other nwigs through bor
products and services.

CTl and CTSAS manufacture and sell chemiluminespentiucts and reflective and photoluminescent rieseto military, ammunitior
commercial and public safety markets. CTSAS istie¢dn France and represents us in certain intermatmarkets, primarily Europe 8
the Middle East. CTI sells to customers in all oteographic markets. CTI's and CTSAIsiness operations constitute the majc
based on revenues and assets, of our consolidasauelss operations.

CSP manufactures and sells specialty chemical ptedo the defense, pharmaceutical, cosmetic amer avarkets. CSB’operations a
located in Bound Brook, New Jersey.

CRI previously owned land located in Colorado SgsinColorado. The land was transferred in conneatith a 2013 legal settlement (
Note 18).

CTS provides its customers with battlefield effesisiulation products while its services includenplamg and implementing tactic
training exercises simulating reabrld experiences. These products allow militaryd daw enforcement professionals to main
operational readiness through safe, live trainimg laands-on situational exercises.

Our business is managed and financial resultsepr@rted as one segment. The CEO, who is the cphexhting decision maker, focuses
consolidated results to make strategic and tadtieaisions. Our one operating segment consistsusfreporting units: Chemical Light (1
operations of CTl and CTSAS), Training (the openadi of CTS), Specialty Products (the operation€8P) and Other (the operation:
CRI and the parent company Cyalume Technologiedikig$, Inc.).

The Companys consolidated financial statements have been mépmssuming the Company will continue as a gomngcern. For th
years ended December 31, 2013 and 2012, the Contygahiet losses of approximately $15.7 million &B86.2 million, respectively, al
used approximately $2.6 million of cash in its ggems for the year ended December 31, 2013. Thep@ay generated approximal
$3.5 million in cash flow from operating activitiés the year ended December 31, 2012. As of Deeei®b, 2013 and 2012, the Comp
had an accumulated deficit of approximately $95iBian and $80.2 million, respectively, and totabskholders’equity of $6.5 milliol
and $25.3 million, respectively. The Company’s simieted cash balance was approximately $0.9 mitibDecember 31, 2013.

Due to uncertainty about the Compangbility to meet its current operating expensebkanrent obligations, in their report on our arl
financial statements for the year ended December2@13, the Company’independent registered public accounting firmuided a
explanatory paragraph regarding the Company’s tabib continue as a going concern. The Compamgurrent liabilities incluc
approximately $4.0 million relating to a contingéggal obligation (see Note 18).

In light of the Company results of operations, management has been ¢#waluaarious possibilities including but not limitetc
refinancing or restructuring the Compasiydebt, reducing or eliminating operating expensesl, raising additional capital through
issuance of common or preferred stock or securitigertible into common stock. These possibilitiesthe extent available, may be
terms that result in significant dilution to ther@pany’s existing stockholders, may reduce the vafube stockholdershvestment in th
Company or may impact the Company’s stock price.

There can be no assurances that the Company wsli@messful in raising adequate additional findrszigport. If not, the Company will
required to reduce operations. The Compangbnsolidated financial statements do not inclaehy adjustments relating to
recoverability of assets and classification of tss@d liabilities that might be necessary shobh&l Company be unable to continue
going concern.

SIGNIFICANT ACCOUNTING POLICIES

Reclassifications

Certain prior year amounts have been reclassifiesbbhform to the current year presentation.

Foreign Operations

The accounting records of our Fra-based subsidiary CTSAS are maintained in Eurosr fbeal and functional currency. F



consolidation, revenue and expense transactiongranslated to U.S. dollars using the average exgdaate of the month in which -
transaction took place. Assets and liabilities taa@slated to U.S. dollars using the exchange irmeffect as of the balance sheet ¢
Equity transactions are translated to U.S. dollsiag the exchange rate in effect as of the datheofquity transaction. Translation gi
and losses are reported as a component of accuadwdttier comprehensive income within stockholdeggiity. Gains and losses resul
from transactions which are denominated in othantthe functional currency are reported as otheorire or loss in the statemen
comprehensive income (loss) in the period the gainss occurred.
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Comprehensive Loss

Comprehensive loss accounts for changes in stod&hsllequity resulting from nostockholder sources. All transactions that wouldise
comprehensive loss to differ from net loss havenlreeorded and disclosed and relate to (i) thestagion of the accounting records of
France-based subsidiary CTSAS and (ii) the effegbiertion of activities designated as hedges fdghexccounting purposes.

Use of Estimates

The preparation of financial statements in conféymiith accounting principles generally acceptethi@ United States of America requ
us to make estimates and assumptions that affectegported amounts of assets and liabilities, tselasure of contingent assets
liabilities at the date of the consolidated finahctatements and the reported amounts of reveanésxpenses during the repor
periods. Estimates are used when accounting feaineitems such as reserves for inventory, accorgusivable and deferred tax ass
assessing the carrying value of intangible assetisiding goodwill; determining the useful lives pffoperty, plant and equipment
intangible assets; determining asset retiremengatibns; and determining the fair value of conéingconsideration. Estimates are bi
on historical experience, where applicable, andragsions that are believed to be reasonable uim@ecitcumstances. Due to the inhe
uncertainty involved with estimates, actual resoitsy differ.

Accounts Receivable

Accounts receivable are recorded at the aggreggtaidi amount less any allowance for doubtful actaiuhhe allowance is based
historical bad debt experience and the specifiatiieation of accounts deemed uncollectible. Aic@amt receivable delinquency stat
is determined based on its contractual terms. dstés not charged on outstanding balances. Acsarstwritten off only when all methc
of recovery have been exhausted. Credit risk idrothad through initial credit evaluations and apyals, credit limits, and monitoril
procedures. Ongoing credit evaluations of custoraerperformed but do not require collateral taise@ccounts receivable.

Inventories

Inventories are stated at the lower of cost (oims&ih first-out (“FIFO”) method) or net realizable value. The cost of inegntonsists ¢
raw material content, labor costs to produce tlventory and overhead costs incurred during prodoatif the inventory. The Compe
periodically reviews the realizability of inventoryrovisions are recorded for potential obsoleseewbich requires management’
judgment. Conditions impacting the realizability inffentory could cause actual writdés to be materially different than provisions
obsolescence.

Property, Plant and Equipment

Property, plant and equipment are stated at cagirdziation is computed under the straigit-method over the estimated useful live
four to eight years for equipment and 30 yeardfoldings and improvements.

Property, plant and equipment assets are revieaeiinjpairment whenever events or changes in cirtamegs indicate that the carry
amount of the asset may not be recoverable. Switwe are based on a comparison of the asseitliscounted cash flows to the reco
carrying value for the asset. If the assetcorded carrying value exceeds the sum of thdéscounted cash flows expected to result 1
the use and eventual disposition of the assetagbet’s carrying value is writtedown to its estimated fair value. To estimate fhatvalue
the Company uses the most appropriate valuatidmigae for the circumstances and for which suffitidata is available. Impairme
charges, if any, are recorded in the period in twhie impairment is determined. In the event ofrapairment charge, the identifial
assets’ postmpairment carrying value will continue to be anmet or depreciated over their useful lives anddwewed periodically fc
impairment whenever events or changes in circurnstaimdicate that the carrying amount of the assst not be recoverable.

Goodwill
Goodwill is deemed to have an indefinite life armtadingly, is not subject to amortization. Good\isl subject to annual impairme

reviews as of August 31, and, if conditions warramterim reviews based upon its estimated faiugalmpairment charges, if any,
recorded in the period in which the impairmentésedmined.
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Intangible Assets

Intangible assets include developed technologidgatents, customer relationships, mompete agreements, trademarks and trade
all of which are amortized over their estimatedfulséives. The carrying amounts of amortizing ingisle assets are reviewed
impairment whenever events or changes in circurostaimdicate that those carrying amounts may noéteverable and are also revie
for impairment annually as of August 31.

Costs incurred to register new patents or defergtieg patents are capitalized, while costs to wene extend the term of intangible as:
are expensed when incurred. Costs incurred wittd tharties that are related to internally develgpor successfully defending
intangible asset are capitalized as part of thengible asset developed or defended and amortizedtbat asset’ remaining useful lifi
Such costs with third parties related to paterttaemark applications that are ultimately rejedigdhe relevant government authority
expensed upon rejection. The useful lives usediwortization of intangible assets are as follows:

Useful lives
Patents and developed technolog (1)
Purchased customer relationsh 9- 13 years
Trademarks and trade nan (2
Non-compete agreemer 5 years

(1) Each patent has its own legal expiration dae, aherefore, its own useful life. Generally, @atents’legal lives begin when tl
related patent application is filed with the reletzgovernment authority and ends 20 years thereafmortization on patent co:
begins when the relevant government authority apgsdhe related patent. Patents that have beerdeztas of December 31, 2(
are expected to expire by 20:

(2) Trademarks and trade names of CTl are deeméchte a useful life of 15 years. C3ltrademarks and trade names are subji
annual impairment reviews as of August 31, andgcahditions warrant, interim reviews based upon rtlestimated fair valu
Impairment charges, if any, are recorded in théogan which the impairment is determine

Debt Issuance and Deferred Financing Costs

Costs paid to lenders to obtain financing are prieskas discounts on the related debt and are iaewbtb interest expense over the teri
the related financing, using the effective intemasthod (unless the financing is a line of creiditwhich case the straiglite method i
used). Such costs paid to third parties are predems assets and are amortized to interest exjieitee same manner as costs pai
lenders.

Derivatives

Derivatives are recorded at their fair value ashefbalance sheet date. If a derivative qualifees‘fiedge accountinglinder U.S. GAA
and has been designated as a hedge by us, thésffdatively hedged'portion is recorded, as defined by U.S. GAAP, ddrades in suc
derivatives’ fair value in accumulated other conmgresive loss, which is a component of our stocldrsicequity. The Company recol
(i) ineffectively hedged portions of such changesair value or (ii) changes in the fair value @fridatives not designated as a hedge i
consolidated statement of comprehensive incoms)(loghe period the change occurred. On the caaed statement of cash flows, ¢
flows from derivative instruments accounted forcash flow hedges are classified in the same categgpthe cash flows from the ite
being hedged.

Warrants Liability

The Company uses fair values as determined byfwignt unobservable inputs. These estimated vaduwessignificant inputs into tl
Monte Carlo simulation method and the Black Schalésing model used to calculate the estimated\alue of common warrants
preferred warrants potentially settleable in caghich are recorded as warrants liability. The eatid fair value of the common warre
and the preferred warrants are determined at ealeim¢e sheet date and the change in the estingtedhfue of the warrants is reflec
within the Company’s statements of comprehensigs.lo

Revenue Recognition

Revenue from the sale of products or the providifigservices is recognized when the earnings protes®mplete, the amount
recognizable revenue can be determined, the ristkseawvards of ownership have transferred to théoowsr and collectability is reasona
assured. Depending on the terms of the individakssarrangement with our customer, product sakesezognized at either the shipg
point or upon receipt by the customer. Costs alade® expenses to manufacture the products aredet@s costs of goods sold wher
related revenue is recognized. Additionally, if tight of return is granted to the buyer in a pratdsale, revenue is deferred until enc
historical customer data is available to reasonabtimate returns and related costs.
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Two significant contracts provide for the sale mdefinite quantities of products at fixed per ymrices, subject to adjustment for cer
economic factors. Revenue under these contragecagnized when products ordered under the costiaet received by the custon
Whenever costs change, the pricing under theseamstis reviewed to determine whether they reqthieesale of products at a loss.
date, there are no loss contracts which would redbie accrual of future losses in the currentrfaial statements.

Research and development services are providediftdomers for which the Company earns paymentsatieatontingent upon achievin
specific result (“milestones”)Upon achieving such milestones, revenue is recegnjrovided that the payment is (i) related to
performance, (ii) reasonable relative to all of theliverables and payment terms within the arrareggnmvith our customer, and (
nonrefundable. In 2013 and 2012, all of such paymeteived met these criteria.

Taxes Collected from Customers

Sales taxes collected from customers are not ceresidevenue and are included in accounts payadl@ecrued expenses until remitte
the taxing authorities.

Shipping and Handling Costs

Outbound shipping and handling costs are inclusdedales and marketing expenses in the accompamgngolidated statements
comprehensive income (loss). These costs were xsippaitely $423,000 and $500,000 for the years eridiecember 31, 2013 and 20
respectively.

Advertising Costs

Advertising costs are expensed as incurred anthahgded in sales and marketing expenses in thenaganying consolidated stateme
of comprehensive income (loss). Advertising expewss $215,000 and $135,000 for the years endednilmre31, 2013 and 20:
respectively.

Stock-Based Compensation

Stock-based compensation is incurred related tadsmvaf common stock, restricted common stock anibop to employees and non-
employees. Those awards are measured at theirdiaie on the date the award is granted and argnésed in our consolidated financ
statements over the period the grantee is requirguovide services in exchange for the award. WhHeeongnized as an expense, the
value of the award, less estimated forfeituresecé®gnized on a straighiie basis over the award service period; if tHeneo such servic
period, then the entire fair value of the awartkiognized as expense on the grant date.

Income Taxes

Deferred tax assets and liabilities are determbeesked on differences between financial reportirdytar bases of assets and liabilities
are measured using enacted tax rates and lawsvilhée in effect when the differences are expeddeverse. Deferred tax assets
recognized when, based upon available evidenclzatan of the assets is more likely than not.

In assessing the realization of lotegm deferred income tax assets, it is considereettver it is more likely than not that the defe
income tax assets will be realized. The realizatbuleferred income tax assets depends upon fitdxable income in years before
operating loss carryforwards expire. The recovéditghof deferred income tax assets is evaluatedaagquarterly basis. If the Compe
determines that it is more likely than not thatedefd income tax assets will not be recovered,@atian allowance is established age
some or all deferred income tax assets.

When tax returns are filed, it is highly certairatttsome positions taken would be sustained upomieedion by the taxing authoritie
while others are subject to uncertainty about therits of the position taken or the amount of theifgon that would be ultimate
sustained. The benefit of a tax position is recogghiin the financial statements in the period dyritich, based on all available evidel
it is more likely than not that the position wik lsustained upon examination, including the resmludf appeals or litigation processe:
any. Tax positions taken are not offset or aggeshatith other positions. Tax positions that meet tihore-likely-thamot recognitio
threshold are measured as the largest amount dfeagfit that is more than 50 percent likely ofrigerealized upon settlement with
applicable taxing authority. The portion of the é#&nassociated with tax positions taken that edeethe amount measured as desc|
above, if such a position existed, is reflected digbility for unrecognized tax benefits in thecampanying balance sheet along with
associated interest and penalties that would balpeyto the taxing authorities upon examinationer€hwere no such positions a
December 31, 2013 or 2012.

Interest on tax deficiencies is classified as ggeexpense and income tax penalties are classgiether expense.

In February 2012, an IRS audit was completed ofGbenpanys tax returns for the years 2008 and 2009. There we adjustments
those tax returns. Tax returns filed for the fisgzdrs 2010, 2011, and 2012 are still open fortaudi



F- 10




Net Loss per Common Share

Basic loss per common share is computed by divid#tgoss by the weighted average number of comshanes outstanding. Diluted I
per common share is computed by dividing net lgsthb weighted average number of common sharesliantve potential common she
equivalents then outstanding. Potential commoneskguivalents consist of (i) shares issuable uperekercise of warrants and opti
(using the “treasury stock” method), (ii) unvestedtricted stock awards (using the “treasury stonkthod) and (iii) shares issuable u
conversion of convertible notes using the “if-cortgd” method.

Year Ended December 31,

2013 2012
Basic and diluted:

Net loss (in thousand $ (15,659 $ (50,219
Accrued dividend and deemed divide $ (5,60¢) $ 0
Weighted average shar 20,714,53 18,205,58
Loss available to common stockholders for basicdiluded loss per common share (in

thousands (21,267 (50,219
Basic and diluted loss per common st $ (1.09) $ (2.7¢)

The following potentially dilutive common share égplents were excluded from the calculation of @it net loss per common sh
because their effect was antidilutive for eachhefperiods presented:

Year Ended December 31,

2013 2012
Options and warran 3,012,18: 1,585,83:
Restricted stock awart 34,26¢ 75,29:
Convertible notes payahb 2,666,66 2,666,66

Fair Value

Under U.S. GAAP, the Company is required to readain financial assets and liabilities at faitueaand may choose to record o
financial assets and financial liabilities at faglue as well. Also under U.S. GAAP, the Companseipuired to record nonfinancial as:
and liabilities at fair value due to events thatyroamay not recur in the future, such as an impeit event. When required to record ¢
assets and liabilities at fair value, that fairueals estimated using an exit price, representiegaimnount that would be received to se
asset or paid to transfer a liability in an orddrBnsaction between market participants. Thatalue is determined based on signifit
inputs contained in a fair value hierarchy as folio

Level 1 Quoted prices for identical assets or liabilitiesctive markets to which we have access at thasuneaent dat

Level 2 Inputs other than quoted prices included within éle¥ that are observable for the asset or liabild@ither directly c
indirectly.
Level 3 Unobservable inputs for the asset or liabi

The determination of where assets and liabilitédsvfithin this hierarchy is based upon the lowesel of input that is significant to the f
value measurement.
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There are three general valuation techniques thgthe used to measure fair value, as describeevbelo

Market Approach Uses prices and other relevant information gendragemarket transactions involving identical or
comparable assets or liabilities. Prices may batdd by pricing guides, sale transactions, market
trades, or other source

Cost Approach Based on the amount that currently would be reduinaeplace the service capacity of an asset
(replacement cost

Income Approach Uses valuation techniques to convert future amondssingle present amount based on current market
expectations about the future amounts (includesgmtevalue techniques and optiorieing models). Ne
present value is an income approach where a siwéampected cash flows is discounted at an
appropriate market interest ra

Recent Accounting Pronouncements

The following are recent accounting pronounceméim$ have affected our consolidated financial statgts or may affect them in 1
future.

In October 2012, the FASB issued Accounting Stasislaipdate No. 2012-0Zechnical Corrections and Improveme(itaSU 2012-04),
which updates a wide range of topics in the FASBlifimation. ASU 201204 includes technical corrections and improvemémtSASE
Cadification and conforming amendments relatedato\falue measurements. ASU 2002was effective for fiscal periods beginning ¢
December 15, 2012. The adoption of ASU 2012-04ndichave a material impact on our financial positio results of operations.

In July 2013, the FASB issued Accounting Standddgslate No. 2013-11Presentation of an Unrecognized Tax Benefit Whexe!
Operating Loss Carry-forward, a Similar Tax LossaoTax Credit Carry-forward Exist€§ASU 2013-11")to clarify that an unrecogniz
tax benefit, or a portion of an unrecognized tamdfi¢, should be presented in the financial stat@sas a reduction to a deferred tax ¢
for a net operating loss (“NOL”") carry-forward, iandlar tax loss, or a tax credit carry-forward, lwvdome allowed exceptions. ASU 2013
11 does not impose any new recurring disclosureiregpents because it does not affect the recogndromeasurement of uncertain
positions. ASU 2013-11 is effective for fiscal yeéeginning after December 15, 2013. The Compatiguves the adoption of ASU 2013-
11 will not have a material impact on our finangiakition or results of operations.

IMPAIRMENT CHARGES

During 2013, CTS recorded a goodwill impairmentsliod $168,000 and a loss on impairment of certaioréizable intangible assets
$875,000. During 2012, CTI recorded a $47.1 millioss on goodwill impairment, a $281,000 loss opaimment of certain amortizil
intangible assets and a $273,000 loss on impairmleoértain manufacturing equipment. See Note 7afsummary of activity affecti
goodwill during the years ending December 31, 2848 2012, respectively. The Chemical Lighttade name intangible asset was
considered to be impaired as of August 31, 2018sasf August 31, 2012. See Note 8 for a summagctifity affecting intangible assi
during the years ending December 31, 2013 and 2842 Note 23 for fair value information on thessets

During 2013, management conducted a review of td@gand intangible assets for impairment. Beforgessing whether any of ¢
reporting units’ goodwill was impaired, the Compafingt assessed whether any mgoadwill assets were impaired. This assess
determined that the CTS patent asset was impaiyedpproximately $174,000, CTS trademarks and tnaaimes were impaired
approximately $17,000, CTS customer relationshipmngibles were impaired by approximately $650,G0@ CTS noreompet
agreements were impaired by approximately $34,00@refore, the Company recorded $875,000 of an inmgat loss on these C
intangible assets during the second quarter of 2013

The “step 1"goodwill impairment assessment was performed bypesing the fair value of each reporting unit comitagy goodwill tc
those reporting unitstarrying values. The Chemical Light, Training, &decialty Products reporting units have goodwileds. Sinc
there are no quoted market prices for our reponinigs, the fair value of our reporting units weketermined using a discounted pre
value

technique utilizing each reporting unit's forecasadter-tax cash flows. The “step fést determined that the carrying value of the
Training reporting unit exceeded its fair valued atherefore, its goodwill needed to be testechrrunder what is commonly known
“step 2" of the goodwill impairment assessment. GJi& not pass the “step 1est due to the inability to both gain traction twitew
products and services and attract new customenstiafly planned when the reporting unit was acqdiin December 2011.

Under “step 2" of the goodwill impairment assesstm#re implied fair value of CTS Trainingfgoodwill was compared with the carry
amount of that goodwill. If the carrying amount the goodwill exceeds the implied fair value of tigatodwill, that excess must
recognized as an impairment loss. The implied V¥aiue of goodwill was determined in the same maragethe amount of goodw
recognized in a business combination. The excetgedhir value of the reporting unit over the amisuassigned to its assets and liabil
is the implied amount of the reporting urityoodwill. The Company identified several intangibssets that were valued during
process, including customer relationships, patdrasle names, notcempete agreements, and our workforce. The allmtgirocess wi
performed only for purposes of goodwill impairmenihe Company determined the fair value of thesetaassing various discounted c
flow-based methods that utilize assumptions such ashitiey of these assets to generate future cashsflpreser-value factors, incon



tax rates and customer attrition rates. The “stepalculated fair value of the CTS reporting unit vediecated to the CTS tangible ¢
identifiable intangible assets of the CTS reportimg at June 30, 2013 based upon the resultsedfstiep 2"analysis, which included a fi
impairment to the CTS goodwill.
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During 2012, before conducting its annual goodwilpairment assessment, the Company first assesisether any nomroodwill asset
were impaired because it was considered that ssedtsamight be impaired due to declines in the Gmylp stock price at that time &
industry conditions discussed later in this Notd@ His assessment determined that the CTS Tramipgtent asset was impaired $172,
the CTS Training’s trade name asset was impair&0$® and the CTS narempete agreement asset was impaired $80,000.foherthe
Company recorded a $281,000 impairment loss oretheangible assets during 2012. This assessmsntdatermined that one piece
Chemical Lights manufacturing equipment with a carrying valu&®73,000 had no value. Since the Company did mesée using th
equipment in the future, a $273,000 impairment l@as recognized during 2012 as well.

The Company then assessed qualitative factorstewrdime whether it is more likely than not that fhi& values of our reporting units tl
contain goodwill are less than their carrying valireaddition to these intangible asset impairmetits Company identified two factc
adverse changes in our stock price and adversegeban industry/market considerations, that led Goenpany to conclude that it v
more likely than not that the fair value was ldssntthe carrying value. Beginning in April 2012 tBompanys share price began stea
dropping and was at a closing price of $2.34 onusa@1, 2012.

Regarding industry conditions, during the past ssvwears, based on the success of the Chemicht’&igOmm training round purchas
by the U.S. Marine Corps that uses the Companfiemical light technology, the Company believeat the volume of this product wo
grow when adopted by the U.S. Army. The Companygdeted production requirements under the Maringop€apntract, which expired
2012. It was learned in 2012 that the Marines Camustract would not be extended. During the thitdrter of 2012, the Compa
concluded that the U.S. Army would not be purcha$he product. Instead, it was understood thatttge military was planning for a n¢
40mm training round that should be produced ard1b, and that this new round would likely not asdd on chemical light technolo
While that could change, it was believed at thattithat it was more likely than not that the newn@ would not employ the Company’
chemical light technology. Consequently, thesediacted the Company to significantly reduce itsgid@rm revenue growth projected
its ammunition sector. Since the ammunition sebi@d previously been expected to be the largestibair to the Companyg’ tota
revenues, the forecasted reduction resulted igrafiiant decrease in projected cash flows.

The Company then performed what is commonly knowfistep 1”of the goodwill impairment assessment by compatiiegfair value ¢
each reporting unit containing goodwill to thosgaring units’ carrying values. Only the Chemical Light, CTS Tmag) and CS
Specialty Products reporting units have goodwileds. Since there are no quoted market pricesuforeporting units, the fair value of 1
Company’s reporting units were determined usingsaadinted present value technique utilizing eagonting unit's forecasted afteax
cash flows. The “step 1test determined that the carrying values of the CTigning and the Chemical Light reporting unitcesded the
fair values and therefore their goodwill needetvéatested further under what is commonly knownstsg' 2”of the goodwill impairmet
assessment.

Under “step 2" of the goodwill impairment assessmére implied fair value of Chemical Light's andaihing’s goodwill was compar:
with the carrying amount of that goodwill. If thareying amount of the goodwill exceeds the impliaid value of that goodwill, that exce
must be recognized as an impairment loss. The @dftiir value of goodwill was determined in the samanner as the amount of good
recognized in a business combination is determifd. excess of the fair value of each reporting amér the amounts assigned tc
assets and liabilities is the implied amount of thporting units goodwill. The Company identified several intatgibssets that we
valued during this process, including technologystomer relationships, trade names, nompete agreements, and our workforce.
allocation process was performed only for purpafegoodwill impairment. The Company determined thie value of these assets us
various discounted cash flobased methods that utilize assumptions such aslitigy of these assets to generate future cashst
presentvalue factors, income tax rates and customer iattritates. During the year ended December 31, 2612 Company record
approximately $47.1 million relating to the impaant of goodwill and approximately $281,000 relattogthe impairment of intangit
assets.

INVENTORIES

Inventories, net consist of the following (all amésiin thousands):

2013 2012
Raw materials $ 6,563t $ 6,25¢
Work-in-process 2,18t 1,53(C
Finished goods 2,062 1,817
$ 10,78: $ 9,597
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5. PREPAID EXPENSES AND OTHER CURRENT ASSETS

Prepaid expenses and other current assets cohgist fmllowing (all amounts in thousands):

2013 2012
Value added taxes receival $ 17 $ 53
Franchise taxes receivat 0 32
Prepaid expenst 31z 32z
Debt issuance costs, current port 53 13€
Other 81 15
$ 465 $ 55¢

6. PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment consist of the foil@a(all amounts in thousands):

2013 2012
Land $ 1,288 $ 1,90¢
Building and improvement 3,33 3,25¢
Machinery and equipme 8,30( 7,90¢
Leasehold improvemen 26€ 0
Furniture and fixture 122 69
Software 59 0
13,36¢ 13,13
Less: accumulated depreciation and amortization (5,367) (3,957
$ 8,001 $ 9,17

At December 31, 2013 and 2012, machinery and eaeniprincludes approximately $77,000 of assets rexbrehder capital leas
Accumulated depreciation on those capital leas¢sleid approximately $20,000 and $9,000 as of Deeen@i, 2013 and 201
respectively. In 2013 and 2012, depreciation expémsthose assets was $11,000 and $9,000, resggcti
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7. GOODWILL

Gooduwill represents the excess of the cost of aitguCTl and CTSAS in 2008 and CSP and CTS in 204 the net fair value assigr
to the assets acquired and liabilities assumedhaset acquisitions, net of adjustments and impaitrf@sses. Changes in the carry
amount of goodwill consist of the following (all ammts in thousands):

CTI/ICTSAS Total
Chemical Consolidated
Light CTS Training CPS Goodwill

Balance on December 31, 2011 $ 51,24: $ 1,107 $ 2,97¢ $ 55,32¢

Impairment loss (see Notes 3 and (46,230) (85¢) 0 (47,089

Adjustment to CTS goodwill due to the current pdnieduction o

its deferred tax liability associated with the euntrperiod

impairment of identified intangible ass: 0 (183) 0] (18%)

Finalization of the fair value determination of tiogent

consideration in the CTS acquisiti® 0 16€ 0 16€

Finalization of the CTS acquisition-related defdrtax liability

@) 0 (64) 0 (64)
Balance on December 31, 2 5,014 16¢ $ 2,97¢ 8,16(

Impairment loss (see Notes 3 and 23) 0 (16€) 0 (168
Balance on December 31, 2043 $ 501/ $ 0 $ 297¢ $ 7,99:

)

@

©)

4)

Gross amount of goodwill was approximately $67.8iom as of December 31, 2011. Accumulated impairtrlesses were $1:2
million as of December 31, 201

On December 22, 2011, CTI entered into a StockHase Agreement (“SPAWith CTS and the sole stockholder of CTS. A portid
the consideration paid to the sellers of CTS igiogent upon the financial performance of the agibusiness during the combi
calendar years 2012 and 2013. The initial accogrftin that contingent consideration liability wastrtomplete as of December
2011 since the fair value determination of thability had not yet been finalized. The finalizatiof this accounting during 20
resulted in a $166,000 increase in both Cg&dwill asset and contingent consideration ligpilAdditionally, the initial accountir
for the CTS acquisitiomelated deferred tax liability had not yet beerafimed as of December 31, 2011. The finalizatiorthod
accounting during 2012 resulted in a $64,000 deer@aboth CT's goodwill asset and deferred tax liabili

Gross amount of goodwill was approximately $67.7liom as of December 31, 2012. Accumulated impairnimsses wel
approximately $59.5 million as of December 31, 2(

Gross amount of goodwill was approximately $67.7liom as of December 31, 2013. Accumulated impaifmsses wel
approximately $59.7 million as of December 31, 2(

8. OTHER INTANGIBLE ASSETS

Intangible assets as of December 31, 2013 corfsisedollowing (all amounts in thousands):

Accumulated

Cost Amortization Net Book Value

Developed technologies, including pate(t) $ 13,85: $ 572( $ 8,13¢
Trademarks and trade nan 5,36¢ 11¢ 5,24¢
Purchased customer relationsh® 8,81: 4,33¢ 4,47¢
Non-compete agreemer() 16C 75 85
Website development costs 8 0 8
$ 28,19¢ $ 10,25( $ 17,94¢

)

@

©)

Includes a patent obtained in the acquisition oPG@th a cost of $50,000 that is expected to bl fainortized in August 202
Patents obtained in the acquisition of CTS withiratial cost of $410,000 and a December 31, 201dsgvalue of approximate
$238,000 were impaired by approximately $221,000ndu2013 (see Note 3 Impairment Charges) and h&0®0 of CTS pater
remaining after the impairment is expected to g amortized in December 202

Includes customer relationships obtained in theuasdipn of CSP with a cost of $920,000 that is exted to be fully amortized
December 2019. Customer relationships obtainethénacquisition of CTS with a cost of $840,000 wapaired by approximate
$780,000 (see Note 3 Impairment Charges) and tBg86 of CTS customer relationships remaining afierimpairment is expect
to be fully amortized in December 20:

Includes norcompete agreement obtained in the acquisition d® @8h a cost of $160,000 that is expected to lilg Amortized it
August 2016. Norcompete agreement obtained in the acquisition db @iith an initial cost of $140,000 was determined¢ fully
impaired in 2013 (see Note 3 Impairment Charc¢
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In 2013 and 2012, some of these intangible assets feund to be impaired and their cost was redacedrdingly. See Note 3 and 24
a discussion regarding these impairments.

Intangible assets as of December 31, 2012 corfsisedollowing (all amounts in thousands):

Accumulated

Cost Amortization Net Book Value

Developed technologies, including pate(t) $ 13,73 $ 4,75 $ 8,97¢
Trademarks and trade nam¢? 5,401 37 5,36¢
Purchased customer relationsh(® 9,507 3,811 5,69¢
Non-compete agreemerifs 22C 65 15¢
$ 28,85¢ $ 8,66¢ $ 20,19(

(M) Includes a patent obtained in the acquisition oP@8th a cost of $50,000 that is expected to by fuinortized in August 2026. Al
includes patents obtained in the acquisition of GAigh an initial cost of $410,000 and a December 3@12 gross value
approximately $238,000 (see Note 3 Impairment Gése

(@ Includes a trade name obtained in the acquisitfd®T® with an initial cost of $90,000 (see Noter®hirment Charges).

®) Includes customer relationships obtained in theuisitipn of CSP with a cost of $920,000 that is exted to be fully amortized
December 2019. Also includes customer relationsloptained in the acquisition of CTS with a cost$#40,000 (see Note
Impairment Charges

(4) Includes noncompete agreement obtained in the acquisition d® @&h a cost of $160,000 that is expected to lig Amortized ir
August 2016. Also includes naempete agreement obtained in the acquisition dd @ith an initial cost of $140,000 (see No
Impairment Charges

Trademarks can be renewed without substantial ¢bstademark and trade names are not renewed, éxpected future cash flo
associated with trademarks and trade names cowdd\ersely affected.

Amortization of intangible assets was $1.8 millamd $1.9 million for the years ended December 8132and 2012, respectively.
During 2013, the Company capitalized $27,000 and2&B0 of costs paid to third parties to createleiend trademarks and pate
respectively. During 2012, the Company capitali$8D00 and $292,000 of costs paid to third pattiesreate or defend trademarks
patents, respectively. The Company expects thenpettated costs to be amortized over approximat8lyears.

The Company does not consider any intangible atsétave residual value.

The future amortization expense relating to fitived intangible assets for the next five years heglond is estimated at December
2013 to be (all amounts in thousands):

Year Ending December 31

2014 $ 1,97(
2015 1,97C
2016 1,95¢
2017 1,927
2018 1,88¢
Thereafter 7,011

$ 16,72¢
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10.

11.

12.

DEBT ISSUANCE COSTS

Debt issuance costs consist of unamortized coslistpahird parties to obtain senior debt, a lirerdit, convertible notes and an amer
related party note that will be amortized to ingtrexpense using the effective interest methodutiir?2015 and 2016. Amortization
capitalized debt issuance costs was approximafiel@ $00 and $119,000 for the years ended Decenih@033 and 2012, respectively.

The future amortization expense relating to cur@m noncurrent capitalized debt issuance cosagppsoximately $86,000 and will
amortized to interest expense using the effectiterést method through 2016.

ACCRUED EXPENSES

Accrued expenses consist of the following (all anmtsun thousands):

2013 2012
Payrol-related (V) $ 1,148 $ 1,817
Interest 331 145
Professional fee 26 17¢
Related party payab- Selway Capital, LL(? 15¢€ 32
Other 39¢ 41%
$ 2,05¢ $ 2,58:

(1) Accrued payroll-related costs as of December 3133Aclude approximately $534,000 of accrued sexaraosts. Accrued payroll-
related costs as of December 31, 2012 include appately $296,000 of accrued severance ct
(2) See Note 18 for a description of the agreement S#tlvay Capital, LLC.

LINES OF CREDIT

The Company has a line of credit with a maximunrdeing capacity of $5.0 million with TD Bank N.A'TD Bank”). The amount whic
may be borrowed from this line of credit is depeartdmainly on accounts receivable and inventory zda. Interest is payable mont
and is determined based on (i) the Prime Rate,3%#isThe line of credi$ interest rate at December 31, 2013 was 6.25%lifiéef credi
expires on December 19, 2015. This line of creslgubject to (i) the same restrictive covenants(énthe same collateral and guaran
as the senior debt Term Loan and the senior dedlt Retate Loan (see Note 12). At December 31, 2§13 million was outstanding
this line of credit and borrowing availability wapproximately $840,000 at December 31, 2013. Atebdwer 31, 2012, there were
outstanding borrowings on this line of credit.

CTSAS has lines of credit with a combined maximurdwing capacity of 800,000 ($1.1 million as of December 31, 2013),aunwhict
there were no outstanding borrowings at Decembe2B13 or 2012. The lineshterest rates are variable, based on the Euroriyld
Index Average and the r@onth Euro Interbank Offered Rate. The lines afltatalized by primarily CTSAS accounts receivaliife
lines have indefinite termination dates, but camdregotiated periodically.

NOTES PAYABLE

Outstanding notes payable consist of (all amountidusands):

2013 2012
Senior Deb- Term Loar $ 6,02: $ 8,51¢
Senior Deb- Real Estate Loa 1,67¢ 1,80¢
Subordinated Term Log 8,65¢ 8,50(
Promissory Note Payable 1,07t 0
Total 17,43¢ 18,82:
Less: Unamortized debt discot (542 (695)
Less: Current portion of notes payable, includingent portion of unamortized debt discout (1,925 (9,739
Notes payable, net of current porti $ 14,96¢ $ 8,39¢

Debt issuance costs are amortized to interest egpesing the effective interest method over tteedifthe loan.
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Senior Debt

CTI has two loans payable to TD Bank, NA (“TD Bajikd Term Loan and a Real Estate Loan, that werenatllygi entered into c
December 19, 2008, and which were amended twicdeg@012 to modify certain financial and nfinancial covenants required by th
loans. The Fourth Amendment to the Amended andafREsRevolving Credit and Term Loan Agreement {8enior Amendment”was
entered into on November 19, 2013.

The Term Loan is payable in monthly principal itistents of $148,000 along with monthly interest pents as described below, plt
one-time principal payment of approximately $2.5ion due at maturity in December 2015.

The Company compared the present value of the ftmsh of the Term Loan and the Real Estate Loafgreethe Senior Amendment
November 19, 2013, with the present value of theh dlows pursuant to the Senior Amendment. The Gompletermined that the ci
flow effect on a present value basis was less iltapercent on the date of the Senior Amendmenteftwee, for accounting purposes,
Senior Amendment was treated as a modificatiorhefTterm Loan and the Real Estate Loan and approeiyn$90,000 was expens
relating to debt modification costs.

Interest payments on 60% of the Term Loan’s prialclmlance were previously hedged using a pay-fixeceivevariable interest ra
swap to reduce exposure to changes in cash payweugsd by changes in interest rates on the Tean.L%ee Note 16 for details on
interest rate swap. Interest on the 60% inter@stgaapped portion of the Term Loan was payablethiprand determined based on 1
month LIBOR, plus a margin percentage that is basetinancial performance. The total interest @tethe swapped portion of the Te
Loan was changed from 6.53% to 6.25% on Decemhe2B and was 6.53% at December 31, 2012. Interesite remaining 40% of t
Term Loan was also payable monthly and was detednbased on fronth LIBOR (subject to a 2% interest rate flooljspa margi
percentage that was based on financial performakid@ecember 31, 2013 and 2012, the total intenaston the portion of the Term Lc
that was not subject to an interest rate hedgitedioaship was at 6.25% and 6.0%, respectively. Téen Loan is collateralized by all
the assets of CTI (except C$lequity interests in CTSAS, of which only 65% wlateral of the Term Loan) and is guarantee:
Cyalume. The Term Loan requires various restricliancial and nonfinancial covenants, such as girmamn leverage ratio, debt serv
coverage ratio and limitations on capital expendgand dividends, with which we are in compliaas®f December 31, 2013.

The Real Estate Loan is payable in monthly priricipatallments of approximately $10,000, along wittonthly interest payments
described below, plus a one-time principal payneéiftl.4 million due at maturity in December 2015.

Interest payments on the Real Estate Loan prindipknce were hedged using a pay-fixed, receareble interest rate swap to red
exposure to changes in cash payments caused bgehaninterest rates on the Real Estate LoanN®ée 16 for details on the inter
rate swap. Interest is payable monthly and is deterd based on fronth LIBOR plus a margin percentage that was basefinancia
performance. The Real Estate Loanodtal interest rate was changed from 6.42% t&%.2n December 19, 2013 and was 6.42
December 31, 2012. The Real Estate Loan is setayedmortgage of the real property (land and bogdlilocated in West Springfie
MA, and is guaranteed by Cyalume. The Real Esta@nlrequires various restrictive financial and imaricial covenants, such a
maximum leverage ratio, debt service coverage &t limitations on capital expenditures and diale with which the Company is
compliance with as of December 31, 2013.

The TD Bank line of credit (see Note 11), the Temoan and the Real Estate Loan are senior in paypréstity to all other notes payal
and lines of credit.

Subordinated Term Loan

On July 29, 2010 the Subordinated Term Loan of $&lBon was issued to Granite Creek Partners Ageb€ (“Granite Creek”)and ol
November 19, 2013, the Company entered into a Roimendment to the Subordinated Term Loan (the t®&dibated Amendmeny”
which extended the maturity date to June 30, 2PiBsuant to the Subordinated Amendment, intergstyable in kind through Decem
19, 2015 and then payable monthly in cash throhghltine 30, 2016 maturity date. Interest is payalolethly at a rate of 11% per anni
No principal payments are required until maturithe Company has the right to prepay the loan inlevbo in part at any time withc
penalty in the event that the TD Bank Senior Dsehtepaid. The Subordinated Term Loan ranks jumialltdebt held by TD Bank, N..
but senior to all other remaining lotgrm debt including existing and future subordidadebt. The Subordinated Term Loan is convel
at any time by Granite Creek into 2,666,667 shafeommon stock at a conversion price of approxalya$3.19 per share. No portion
the Subordinated Term Loan has been convertedrtoaumon stock. The Company’s common steaibsing market price on Decem
31, 2013 was $0.69 per share; therefore the lakmwenverted value of approximately $1.8 million isdehan the unpaid principal bala
by $6.8 million as of December 31, 2013. The Comgpareviously determined that the convertible nosiversion feature was nc
beneficial conversion feature under U.S. GAAP.

The Company compared the present value of the fbasis of the Subordinated Term Loan, before the dddimated Amendment
November 19, 2013, with the present value of threh dbows pursuant to the Subordinated Amendment. Campany determined that
cash flow effect on a present value basis wastless 10 percent on the date of the Subordinatedndiment. Therefore, for account
purposes, the Subordinated Amendment was treatedraslification of the Subordinated Term Loan.
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Simultaneous with the issuance of the Subordindtesn Loan during 2010, the Company issued warrémteepay certain costs
obtaining the convertible notes. These warrantsaadtl the holder to purchase 160,000 shares of canstoek at $1.50 per share thro
July 19, 2018. A portion of the $8.5 million grqa®ceeds from the issuance of the loan was allddatéhe warrants based on the rele
fair values of the debt instrument without the wats and of the warrants themselves at time ofissel The portion of the proceed:
allocated to the warrants ($207,000) was recorded debt discount and an increase to additional-ipacapital on our consolidat
balance sheet. The warranfair value was increased by $94,000 in 2012 du@ & decrease in the exercise price of the wsrand (i
an extension of the term of the warrant. The wasrarere amended again during 2013 in connection thié# Senior Amendment descril
above. An additional amount of approximately $280,0vas added to debt discount and warrant liakdlitsing 2013 relating to (i) anott
decrease in the exercise price of the warrant®101$ (i) an extension of the term of the warraatsd (iii) an increase to the numbe
shares of common stock that may be purchased ugmise of the warrants to 455,514 shares of comstack that may be purchas
The debt discount is being amortized to interepease using the effective interest method ovelifih@f the convertible notes which he
a maturity date of June 30, 2016. As a result efdimendment to the warrants, the warrants arengetandexed to the Compasystock
are considered a derivative and therefore, aregtsginounted for as a liability.

The carrying value of the Subordinated Term Loaasi$ollows (all amounts in thousands):

2013 2012
Principal amount of loa $ 8,65¢ §$ 8,50(
Less: unamortized debt discount (4249 (622)
$ 8,23t $ 7,87¢
Interest costs for the Subordinated Term Loan atfeleows (all amounts in thousands):
2013 2012
Contractual interest coupon r: $ 94¢ $ 951
Amortization of related debt discount and debtésse costs 48€ 30¢€
Total interest expense recognized $ 1,43t $ 1,25¢

The effective interest rate on the SubordinatednTiean was approximately 17% prior to the SubordidadAmendment, at which time 1
effective interest rate on the Subordinated Teram loecame approximately 13%.

Promissory Note Payable

On November 19, 2013, the Company entered intgal Eettlement agreement (see Note 18). The exiésatdement agreement calls for
the Company to make a series of payments overéaes to Antonio Colon in the amount of $215,000ully, for a total of $1,075,000
pursuant to the Promissory Note executed on Noved®e2013 (the “Promissory Note”). This Promisshigte bears interest at a rate of
2% annually and requires principal and intereshpaiyts each May and November. The Promissory Natemaaturity date of October :
2018.

Future Minimum Payments

As of December 31, 2013, future minimum payments fdu notes payable (excluding the related partyeAded JFC Note as discusse
Note 13) for each of the five succeeding yearstand are as follows (all amounts in thousands):

Year Ending December 31

2014 $ 2,11¢
2015 6,01¢
2016 8,87¢
2017 21¢
2018 21¢
Thereafter 0

$ 17,43¢

Amortization of the debt discount was approximat&y20,000 and $368,000 for the years ended Decer®ber2013 and 201

respectively.




13. RELATED PARTY TRANSACTIONS
Financing Arrangements with Related Parties

In December 2012, the Company entered into a $20000unsecured promissory note with JFC TechnospdieC (“JFC”), an entity
controlled by an employee of CSP who is an ownex significant amount of the Compaaytommon shares and is a board membe
November 19, 2013, the unsecured promissory nogeangended (the “Amended JFC Notd®ursuant to the Amended JFC Note, intt
accrues on the principal amount at the rate of p2%@annum, retroactive to the date of the origitae. The entire principal amount anc
accrued interest under the Amended JFC Note iodube maturity date of December 31, 2016, or uperrefinancing of the Comparsy’
existing indebtedness (subject to the availabiityt least $5,000,000 in available credit aftesthstepayment). Pursuant to the Amer
JFC Note, up to $1.0 million of the principal ambisiconvertible, at the option of JFC, into thenher of shares dberies A Preferre
Stock equal to the portion of the principal amobreing converted divided by the conversion price$82.50 per share (subject
adjustment based on certain changes in capitaizatifecting the Series A Preferred Stock). In &ddj upon conversion of the fi
$499,980 of Amended JFC Note principal, JFC woekkive: (1) warrants to purchase for each $6.5@riatipal amount converted, 1
shares of the Comparsytommon stock, and (2) warrants to purchase fcn 882.50 of principal amount converted, one sba®eries /
Preferred Stock. For the avoidance of doubt, JF&ll stot be entitled to receive any warrants uponveosion of any portion of tl
principal amount in excess of $499,980 in the agmpe

In connection with the Amended JFC Note, the Comppanorded a loss on the extinguishment of theimaiglFC Note of approximate
$2.1 million as included within “Loss on extinguishnt of debt — related partytithin the accompanying consolidated statemen
comprehensive loss.

On November 19, 2013, the Company also issued mmtaio JFC to purchase up to 73,009 shares aZtmepanys common stock. The
warrants have an exercise price of $0.01 and expirdlovember 19, 2023. The fair value of this watrraas calculated using the Black:
Scholes pricing model and approximately $54,00lhdtuded within “Warrants liability"within the accompanying consolidated bale
sheet as of December 31, 2013. Since the warramtimdexed to the Comparsystock, it is considered a derivative and theeefiar bein
accounted for as a liability.

Agreement with Board Member

On October 1, 2009, the Company entered into ageagent with Selway Capital, LLC (“Selway”) that piges for services to be
performed by Selway on our behalf. The agreeméuilates that these services would be performeddrpn Eitan, an employee of
Selway and a member of our Board of Directors, w#histance, as needed, from other employeeswa$ebee Note 18, Commitments
and Contingencies, for a description of the Selagieement.

Other Related Party Transactions

CSP leases property in Bound Brook, New Jersew Boook Industrial Park, LLC, an entity that is tailed by an employee of CSP w
is also an owner of a significant amount of our ooin shares and is one of our board members. Seel8dbr a description of this lea
This same related party and his wife collectivalyndc0% of China Development Group LLC. CSP previpesgaged China Developm
Group LLC to source a pharmaceutical product sgildC8P, and paid commissions to China DevelopmentufitLC during 2012 i
compensation for such services. There were no cegsioms paid by CSP to China Development Group Li@013. The amount of sL
commissions paid to China Development Group LLQ0&42 was approximately $310,000.
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14,

15.

Pursuant to an Amendment Agreement executed diogmber 2012, the Company is required to issugdBBGshares of the Company
common stock to JFC since the Company’s DecemhE3 20mmon stock closing price was less than $ILFi6.Companys closing pric
on December 31, 2013 was $0.69 and therefore, thp@ny has recorded $242,000 within other curréattilities within the
accompanying consolidated balance sheets as offibexe31, 2013 and the shares were issued to JEB@rarary 31, 2014. The Compi
assessed the fair value as of December 31, 201#isopotential obligation to issue additional sisaa¢ that time. The fair value was
material as of December 31, 2012 and therefor@btigation was recorded at December 31, 2012.

CAPITAL LEASE OBLIGATIONS

As of December 31, 2013, future minimum lease paymander capital leases together with the presgloe of the net minimum lee
payments were as follows (all amounts in thousands)

Year Ending December 31

2014 $ 17

2015 7

2016 0

2017 0
0
0

2018
Thereafter

Total minimum lease paymer 24

Less: amount representing interest 2
Present value of net minimum lease payments $ 22

INCOME TAXES
The components of income (loss) before income taress follows:

Year Ended December 31
2013 2012
Domestic $ (18,866 $ (54,159
Foreign 17t 96€
$ (18,69) $ (53,187

Benefit from income taxes consisted of the follogv{@all amounts in thousands):

Year Ended December 31

2013 2012

Current:

Federal $ 0% 0

State 16C 0

Foreign 13C 38¢
Deferred:

Federal (2,679 (2,556

State (59%) (73¢)

Foreign (55) (63)
Benefit from income taxes $ (3,03¢) $ (2,969

Deferred income taxes reflect the net tax effe€temporary differences between the carrying ammohassets and liabilities for financ
reporting purposes and the amounts used for indameurposes. The primary sources of these difteemelate to the carrying value
identified intangible assets, inventories, fixededs, certain accruals and reserves.
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Deferred income tax assets and liabilities cordfigihe following (all amounts in thousands):

December 31, 201. December 31, 201
Current Non-current Current Non-current
Deferred tax asset

Federal $ 6,32¢ $ 7,230 $ 1,39C $ 8,25¢
State 88¢ 86¢ 562 78¢€
Foreign 34 2C 36 16
Less: valuation allowance (2,74) (3,175 (689 (3,18%)
4,50z 4,94 1,30( 5,87¢

Deferred tax liabilities
Federal 477 (6,615 (469 (7,31))
State (129 (1,699 (122 (1,88¢)
Foreign (54) (47¢) (57) (53¢€)
(65E) (8,790 (64€) (9,735
Deferred tax assets (liabilities) $ 3847 % (3,847) $ 65z $ (3,862)

Principal components of our net asset represeniifigrred income tax balances are as follows (atiuarts in thousands):

Year Ended December 31,

2013 2012

Intangible assel $ (3,779 $ (3,409)
Property, plant and equipme (740 (752)
U.S. loss carryforwards and tax credits, () 897« 4,70¢
Subsidiary incom( (1,677 (1,459
Stocl-based compensation expel 96¢ 725
Reserves, accruals and ot 1,292 80¢&
Change in warrants fair vall 877 0
Valuation allowanct (5,927 (3,879
Interest rate swaps 0 50

$ 0% (3,210

(1) The Company had federal net operating loss camgfats amounting to approximately $13.3 million &2d0 million at December &
2013 and 2012, respectively. The net operating ¢ass/forward at December 31, 2013 expires in figears 2025 through 20:
Internal Revenue Code Section 382 limits utilizatiof these losses to $3.2 million per year. It asgible that future changes
ownership could result in changes to the amouritsvatl by IRC Section 382. State net operating msyforwards amounted
approximately $2.0 million and $1.0 million as oé@mber 31, 2013 and 2012, respectiv

(@ A deferred tax liability has been recorded for imenotaxes which may become payable upon distribudfosarnings of CTSAS, o
French subsidiary. The estimated amount of taxright be payable with regard to any distribution foreign subsidiary earnings
reported net of foreign taxes paid, which are deddé against our domestic tax liability. We do petmanently reinvest our forei
subsidiar’s earnings. The Company continually evaluates sseréion; if our foreign business needs changmapour assertior

Income taxes computed using the federal statutwegme tax rate differs from our effective tax rptémarily due to the following (e
amounts in thousands):

Year Ended December 31

2013 2012
Provision for federal income taxes expected at 3#ftutory rate $ (6,355 $ (18,089
Increase (reduction) resulting froi
Tax on global activitie 2 38
State income taxes, less federal income tax be (287) (51¢)
Exempt interes 72¢ 0
Change in valuation allowan: 3,507 0
Goodwill impairment los: 57 15,61¢
Prior year true uj (715) (33
Other 25 12
Benefit from income taxes $ (3,03¢) $ (2,969
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16. DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES

Derivatives held by us as of December 31, 2013isboéthe following (all amounts in thousands):

Derivative Instrument Balance Sheet Locatior Fair Value
Currency forward contrac Derivatives liability (current liabilities $ 0
Interest rate sway Derivatives liability (current liabilities 0

Derivatives held by us as of December 31, 2012isboéthe following (all amounts in thousands):

Derivative Instrument Balance Sheet Locatior Fair Value
Currency forward contrac Prepaid expenses and other current a: $ (14)
Interest rate sway Derivatives liability (noncurrent liabilities (15%)

Currency Forward Contracts

CTSAS’ functional currency is the Euro. Periodically, CTSAurchases inventory from CTI, which requires pagtrin U.S. dollar:
Beginning in 2009, and only under certain circumsés, the Company utilizes currency forward comsgréx mitigate CTSASéxposure t
changes in the Euro-id-S. dollar exchange rate upon payment of thesenitovry purchases. Such currency forward contragqtieally
have durations of less than six months. These cyréorward contracts are reported at their failuga This relationship has not bt
designated as a hedge and therefore all changbesa currency forward contracfair value are recorded in other income, net withie
accompanying consolidated statements of comprefetsss. The Company held one such currency fonaafdecember 31, 2012. ¢
Note 23 for a description of how the Company est@mshe fair value of these contracts.

Interest Rate Swaps

In December 2008, the Company entered into twofpagh receivevariable, interest rate swaps to reduce exposuchaoges in ca
payments caused by changes in interest rates onetfme Loan and the Real Estate Loan. Both relatipssare designated as cash 1
hedges and meet the criteria for the shortcut ntetboassessing hedge effectiveness; thereforehedtige is assumed to be 100% effes
and all changes in the fair value of the interast swaps are recorded in comprehensive incoms).(IBee Note 20 for a descriptior
changes in accumulated other comprehensive inctoss) (due to derivatives and hedging activitieshschanges were due to unreal
gains and losses on the interest rate swaps. Tmeealized gains and losses must be reclassifiechole or in part into earnings if, a
when, a comparison of the swap(s) and the rela¢eddd cash flows demonstrates that the shortcutadés no longer applicable. Th
hedges met the criteria of the shortcut methodttier duration of the hedging relationship, which eshdn December 19, 2013,
therefore, the Company will not reclassify any jmortof these unrealized losses from accumulatedratbmprehensive loss to earning
the future. See Note 23 for a description of hogftir value of these swaps was estimated.

Effect of Derivatives on Statements of ComprehensavLoss

The effect of derivative instruments (a) designaedash flow hedges and (b) not designated asrwedstruments on our consolida
statement of comprehensive loss for year endedrbeee31, 2013 was as follows (all amounts in thodsg

Gain (Loss)  Gain (Loss) Gain (Loss)
In AOCL () Reclassified® in Earnings )

Derivatives designated as cash flow hed

Interest rate swaps, net of taxes of $ $ 97 $ 03 0
Derivatives not designated as hedging instrum
Currency forward contrac $ 0 $ 0 $ 0

(1)  Amount recognized in accumulated other compreherisiss (AOCL) (effective portion and net of taxdajing 2013.
(@  Amount of gain (loss) originally recorded in AOCutlreclassified from AOCL into earnings during 2013

(3 Amount of gain (loss) recognized in earnings ondkévative (ineffective portion and amount exclddeom effectiveness testir
reported in other income, net during 20
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17.

The effect of derivative instruments (a) designaedash flow hedges and (b) not designated asrwedstruments on our consolida
statement of comprehensive loss for year endedrbeee31, 2012 was as follows (all amounts in thodsa

Gain (Loss)  Gain (Loss) Gain (Loss)
In AOCL () Reclassified® in Earnings )

Derivatives designated as cash flow hed

Interest rate swaps, net of taxes of $i $ 73 $ 0% 0
Derivatives not designated as hedging instrum
Currency forward contrac $ 0 3% 0 3% (18)

(1)  Amount recognized in accumulated other comprehersiss (AOCL) (effective portion and net of taxdajing 2012.
(@ Amount of gain (loss) originally recorded in AOCLtlreclassified from AOCL into earnings during 2012

(3 Amount of gain (loss) recognized in earnings ondégvative (ineffective portion and amount exclddeom effectiveness testing)
reported in other income, net during 20

ASSET RETIREMENT OBLIGATION

The Company has an obligation to remediate cekaown occurrences of asbestos at our manufactdaaility in West Springfielc
Massachusetts. The significant assumptions usestimate the obligation are:

Annual inflation rate 5.54%
Credit+adjusted ris-free rate 5.3%
Initial estimated remediation costs (undiscountedi ot adjusted for inflatior $200,000 ($41,000 paid in 20(
Estimated remediation completion d December 19, 20:
Estimated remediation cost on December 19, : $ 720,00(

The following is a reconciliation of the beginniagd ending aggregate carrying amounts of the asetment obligation for the ye:
ended December 31, 2013 and 2012 (all amount®imsdnds):

Year Ended December 31,

2013 2012
Balance, beginnin $ 184 % 17t
Accretion expense 1C 9
Balance, ending $ 1940 ¢ 184

(1) The difference between the $194,000 liability a®etember 31, 2013 and the estimated undiscountatefpayments of $720,00(
estimated inflation between December 31, 2013 aeckbber 19, 203!

Accretion expense on the asset retirement obligasancluded in general and administrative expsnseghe accompanying consolide
statements of comprehensive loss.
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18. COMMITMENTS AND CONTINGENCIES
Operating Leases

The Company leases certain equipment, automobiidsother assets under cancelable and gaocelable operating leases. Expe
associated with these leases totaled $638,000488|@0 in 2013 and 2012, respectively.

Included in these leases is a market-based, refmtay lease which CSP assumed in conjunction with dusiness combination. C
entered into the lease with an entity controlledohg of our stockholders for industriaée property located in Bound Brook, New Jel
U.S.A. The lease ends on August 31, 2016, withresxé& options available, and requires lease paysneht$24,000 per month frc
September 1, 2011 through August 31, 2013. The nhpfdase payment was adjusted to $30,000 per mmegimning September 1, 2(
to reflect the changes of average cost per squareas reported by Newmark Knight and Frank inrti2eid Quarter 2013 New Jer:
Industrial Market Report, Average Asking Rate fon&rset County.

Future minimum lease payments under non-cancellesde obligations at December 31, 2013 are asasl{all amounts in thousands):

Year Ending December 31

2014 $ 687
2015 62€
2016 48¢
2017 23¢
2018 59
Thereafter 0

$ 2,09t
Legal

Civil Action No. 06-706 in Superior Court of ther@monwealth of Massachusetts

On January 23, 2006, before the Company owned tG&Iformer owners of CTI (from whom CTI was purad)s(the “Former Owner}”
acquired all of the outstanding capital stock of igiow Corporation (the “Transaction’gnd changed the name of the compar
Cyalume Technologies, Inc. Prior to, or substalytisimultaneously with, the Transaction, CTI so&ttain assets and liabilities relate:
Omniglow Corporation’s novelty and retail busindss certain former Omniglow Corporation stockholdensd management t{ie
Omniglow Buyers”).This was done because CTI sought to retain onlyCthmniglow Corporation assets and current liabgitessociate
with its government, military and safety busineBsiring 2006, CTIl and the Omniglow Buyers commentitdation and arbitratio
proceedings against one another. Claims includaches of a lease and breaches of various otheeragregs between CTI and
Omniglow Buyers. These proceedings are known as &ttion No. 06706 in Superior Court of the Commonwealth of Maksaetts (th
“Court”).

On December 19, 2008, while Civil Action 06-706 v&idl unresolved, the Company acquired CTI (thecgAisition”). According to th
Stock Purchase Agreement between the Former Ovanelrshe Company, the Former Owners retained thponsibility for paying for a
costs and liabilities associated with Civil Actibio. 06-706.

On July 18, 2011, CTlI received an Order for EnfirfFimal Judgment in Civil Action No. 0806 in which the Court awarded approxima
$2.6 million in damages to Omniglow, LLC. Prejudgmnterest at the rate of twelve (12%) percent gamum since the filing of tl
complaint in 2006 accrues on approximately $1.3ionilof the damages. The Court also awarded Omwigld C reimbursement
attorney fees and costs of approximately $235,6A80vhich interest at the rate of twelve (12%) petgeer annum accrues beginning \
the date of the final ruling.

On July 12, 2012, the Court issued an Amended BHndyyment and, on September 20, 2012, a Final Jenlgmhere were no change:
the previously described damage awards. In respoms®ctober 17, 2012, the Company filed a NoticAmpeal and on August 2, 20:
the Company filed a Formal Appeal, which contaimaeber of bases for overturning the awards. Qrairaents were made by the pal
before the Appellate Court during January of 200i#e Company can not determine when a decisionb@ilendered. The Company hc
625,139 shares of the Compasigommon stock in escrow which may be applied agjainy damages up to the value of the shares
conversion to cash.
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The Company has appealed the final judgment andqugly recorded a contingent legal obligation e full amount of the final rulir
(now approximately $4.0 million). Since the Forn@xners (i) retained the responsibility for payihg tosts and liabilities associated \
Civil Action No. 06706 and (ii) are related parties under U.S. GAAR thutheir ownership interest in us and their mensitip on ou
board of directors, the Company previously recordg@groximately $4.3 million, which includes the &3million contingent legi
obligation and other costs incurred while litigati@ivil Action No. 06706, within due from related party, net on the adidated balanc
sheet as of September 30, 2013. The due from defstey, net was offset by an allowance of appratety $3.7 million as of Septeml
30, 2013, which was recorded on the provision focaliectible receivable — related party line item the Company consolidate
statement of comprehensive loss. On November 183,20 Release and Escrow Agreement was executectiyhthe Company releas
affiliates of the Former Owners from being oblightin the costs and liabilities associated with ICAgtion No. 06706 in exchange fi
625,139 shares of Cyalume stock placed in escrogv“@Escrowed Shares"The Escrowed Shares provide the Company with aceon
recovery with respect to any loss, liability or erges incurred by the Company in connection withl @iction No. 06-706. The Compar
reflected the value of the 625,139 Escrowed Shair&secember 31, 2013 based upon the close priGyaifimes stock on December :
2013. The December 31, 2013 value of the EscroviedeS is included within the other assets line iterd approximately $4.0 million
included within the contingent legal obligationdiitem on the Company’s consolidated balance stsef December 31, 2013.

Demand for Arbitration by Former Employee

On December 22, 2011, CTI entered into a Stockiase Agreement (“SPA”) with Combat Training Solasplnc. (“CTS")and Antonic
Colon, the sole stockholder of CTS. Pursuant toR4, CTI purchased all of the issued and outstandapital stock of CTS in return
consideration that included contingent considematanging from $0 to $5.75 million , which is based CTS’financial performanc
during the period of December 22, 2011 through bde 31, 2013 (the “Measurement Periode SPA also contains provisions thi
Mr. Colon is terminated without cause during theaslegrement Period, then the maximum potential cgatih consideration amount
$5.75 million becomes payable to Mr. Colon on tih& business day after January 1, 2014.

On June 15, 2012, the Company received a copydefraand for arbitration filed by Mr. Colon with teénerican Arbitration Associatio
The demand alleges, among other things, that C3Icbastructively terminated Mr. Colaémployment without cause and that Cyal
and CTI have breached certain provisions of the .9®A Colon seeks, among other things, paymenhefrbaximum potential continge
consideration amount of $5.75 million, payment alasy, wages, bonuses and benefits pursuant taCidlon’s employment agreem
with CTI, and reimbursement of his attornefees and costs related to this matter. Managenmrsidered the allegations by Mr. Colol
be without merit and therefore no accrual was juesly recorded for this matter.

On August 17, 2012, Mr. Colon filed suit in Fede@durt and on September 11, 2012, he filed to hheearbitration withdrawn.
addition, on September 11, 2012, Mr. Colon chossetse working for the Company.

CTI filed a Motion to Dismiss the Complaint in FedleCourt and to compel the controversy to arkitrabefore the American Arbitrati
Association. The District Court for the District Belaware held a hearing on January 23, 2013, ahwih dismissed the Complaint
Federal Court without prejudice and indicated tiinet arbitration should proceed. On September 2332¢he parties entered into
agreement to resolve this matter, and a settleagmeiement was signed on November 19, 2013. Thaiedkesettlement agreement c
for the Company to make a series of payments averykears to Mr. Colon in the amount of $215,000waily, for a total of $1,075,0!
pursuant to the Promissory Note executed on Noveid#he2013. The Company also made a settlement @atyai $275,000 on Novemt
20, 2013 and transferred the land located in Cdréhis land was originally acquired by CTI in oection with the 2011 C1
acquisition) to JasperCo, LLC pursuant to the teofthe executed settlement agreement with Ant@woton. The total legal settlemi
amount recorded in the Compasyccompanying consolidated statement of compraleeluss for the twelve months ended Decembe
2013 incurred in connection with settling the mattescribed above was approximately $2.0 milliod @comprised of the followin
approximately $631,000 relating to the Coloradalltnansfer, approximately $63,000 accrued in cotioedor the tax burden incurred
JasperCo, LLC for the transfer of the Colorado JanBromissory Note for $1,075,000 payable oves jigars and approximately $275,
paid on November 20, 2013 in connection with thecetion of the settlement agreement.
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19.

Agreement with Board Member

On October 1, 2009, the Company entered into aeeagent with Selway Capital, LLC (“Selwaythat provides for (but is not limited
the following services to be performed by Selwayttm Company’s behalf:

- Strategic development and implementation as welt@ssultation to the chief executive officer onegyular basis as per
reasonable reques

« ldentifying strategic partners with companies withich Selway has relationships and access. Indbimection, Selway w
focus on building partnerships with companies nad$ Singapore, India and Europe. The focus véllo the expansion of ¢
munitions busines:

« Advise and support the Company’s investor relat&trategy;

« Advise and support future fund raising, includidgntifying sources of capital in the United Statey]

« Support the Company’s mergers and acquisitiongegfyaand play an active role in due diligence amalysis.

The agreement stipulates that these services vwmmufgerformed by Yaron Eitan, an employee of Selaay a member of the Compasy’
Board of Directors, with assistance, as neededn fother employees of Selway. The agreement, whighred on October 1, 2012, w
extended through December 31, 2013 and will tertairtm March 31, 2014. Per the amendment to exteadagreement, Selway’
compensation for these services was reduced frdn©82 per month to $11,000 per month effective dani, 2014. Selway is reimbur:
for costs incurred specifically on the Companyehalf for these services. Included within acdre@penses at December 31, 201
approximately $158,000 relating to Selway fees Whie expected to be settled in shares of the Coyigpaommon stock during 2014.

PREFERRED STOCK
Convertible Preferred Stock

The Company is authorized to issue 1,000,000 stedrpeeferred stock with such designations, votimgl other rights and preference
may be determined from time to time by our Boar®woéctors.

On November 19, 2013, the Company entered intccar8ies Purchase Agreement (the “Purchase Agregjneith US VC Partners, L.
(the “Investor”)for the purchase by the Investor of 123,077 unitsezurities of the Company for an aggregate pwehaice of $4.
million (or $32.50 per unit). Each security issugdomprised of: 1) one share of Series A Convierftseferred Stock of the Company,
par value of $0.001 per share (the “Series A PrefeStock”); 2) one common stock warrant ( the “@uon Warrant”);and 3) on
preferred stock warrant (the “Preferred Warrant”).

Since the Common Warrant and the Preferred Waar@nhot indexed to the Compasygtock, they are derivatives and therefore, airgg
accounted for as a liability.

Upon voluntary or involuntary liquidation, dissalut or winding up of the Company, each holder afi€eA Preferred Stock is entitlec
a liquidation preference of $32.50 per share, plug accrued but unpaid dividends, subject to cuatgradjustments as set forth in
Certificate of Designation (the “Liquidation Valye”

Each share of Series A Preferred Stock may be ctadsat any time at the option of the holder intousnber of shares of common st
initially equal to 50 shares of common stock, deieed by dividing the Liquidation Value per shafeSeries A Preferred Stock by
applicable conversion price per share of SeriesréfelPred Stock. The initial conversion price stedual $0.65, subject to custom
adjustments, including for any accrued but unpaitidnds and pursuant to certain adifistion provisions. The Series A Preferred Stas
not subject to mandatory conversion at any time.

Dividends on the Series A Preferred Stock accraggple in cash or in kind), whether or not decldmgdhe Board and whether or
funds are available for the payment of dividends eate of 12% per annum on the sum of the ligiodgpreference plus all accrued .
accumulated dividends and will be payable quarterlgrrears in a) cash or b) newly issued share3eokes A Preferred Stock having
aggregate liquidation preference equal to the amofisuch accrued dividends (“PIK Dividendsd} the option of the Company. .
accrued and accumulated dividends on the convenpitdferred stock shall be paid prior to and irffggence to any other class of secur
of the Company.

Each share of Series A Preferred Stock will betledtto a number of votes equal to the number afeshof common stock into which si
share is convertible and shall be entitled to waté holders of outstanding shares of common stwoking together as a single class, \
respect to any and all matters presented to thklsdbders of the Company for their action or coasidion.

The requisite holders of the Series A PreferreaiStall have the right to cause the Company to esdeout of funds legally available,
but not less than all of the then outstanding shafeSeries A Preferred Stock, for a price perelegual to the Liquidation Value of st
shares from and after the fifth anniversary ofclesing date of the Purchase Agreement. Additignaéiie Company will have the right
redeem all of the outstanding shares of SeriesefieRed Stock from and after the eighth anniversdrthe closing date of the Purch
Agreement at a redemption price equal to the Liaineh Value. As aesult of the redemption provisions, the Seriesréfétred Stock h:
been classified outside of permanent equity.
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Common and Preferred Warrants

In connection with the Series A Preferred Stockiesson November 19, 2013, the Company also issu€dnamon Warrant for tt
purchase of up to 6,153,830 shares of common sib@n exercise price of $0.65 per share. The ewiniir value of the Comm
Warrants is determined at each balance sheet ddttha change in the estimated fair value of them@on Warrant is reflected within 1
“Change in fair value of warrants liability” withithe accompanying statements of comprehensive loss.

The fair value as of December 31, 2013 of the ComiMarrant is estimated using the Monte Carlo sitmdamethod with the followin
inputs:

Common

Warrant
Stock price of underlying equi $ 0.6¢
Exercise price $ 0.6
Expected volatility (standard deviatic 10C%
Annual risk-free rate 3.04%
Expected term (time to expiration yea 9.¢
Number of period: 514
Period interva 0.01¢
Period risl-free rate 0.05&%
Number of simulation 500,00t

In connection with the Series A Preferred Stockiesson November 19, 2013, the Company also issuBdeferred Warrant for tl
purchase of up to 123,077 shares of Series A Peefetock with an exercise price of $0.05 per shahe estimated fair value of 1
Preferred Warrant is determined at each balancet state and the change in the estimated fair vafiuke Preferred Warrant is reflec
within the “Change in fair value of warrants liatyt within the accompanying statements of compretiee loss.

The fair value as December 31, 2013 of the Praléarrant is estimated using the Bla®8&holes pricing model with the following inpu

Preferred Warrant

Stock price of underlying equi $ 32.5(
Exercise price $ 0.0t
Expected term (year: 1.7
Risk-free interest rat 0.13%
Estimated dividend yiel None
Volatility 70%

The change in the fair value of the warrants ligbduring the year ended December 31, 2013 iskowis (amounts in thousands):

Subordinated

JFC Term Loan Total
Common Preferred Warrant Warrants Warrant
Warrant Warrant (see Note 1= (see Note 12  Liability
Warrant liability at December 31, 20 $ 0 3% 0 $ 0 % 0% 0
Fair value recorded on the November 19, 2013 tdimsadat 3,55¢ 1,997 54 241 5.84¢
Change in fair value of warrants 52E 0 0 0 52&
Warrant liability at December 31, 2013 $ 4,081 $ 1,997 $ 54 $ 241 % 6,37:

20. STOCKHOLDERS’ EQUITY

Common Stock

The Company is authorized to issue 100,000,00@shzErcommon stock. Common stockholders are ettiti®ne vote for each share t
of record on all matters to be voted on by stoctrd. Common stockholders have no conversion, grtegnor other subscription rigt
and there are no sinking fund or redemption prowisiapplicable to the common stock.

Common Stock Purchase Warrants

Common stock purchase warrants accounted for webisity are recorded at their initial fair valuedareported in stockholdersquity a
increases to additional paid-in capital. Warraegsorted as equity, rather than liabilities (i) magt be netash settled, (i) the warr:
contract limits the number of shares to be delidénea netshare settlement and (iii) the Company has sufftaimissued common sha
available to settle outstanding warrants. Subsdqleanges in fair value from the warranitstial fair value are not recognized as loni
the warrants continue to merit classification asityq
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At December 31, 2012, warrants to purchase 160sb@@es of the Comparsytommon stock issued in conjunction with the Sdimatec
Term Loan were outstanding (see Note 12). Theseawar were amended again during 2013 in connegtitinthe Senior Amendme
described in Note 12. An additional amount of agpnately $199,000 was added to debt discount andant liability during 201
relating to (i) another decrease in the exerciseepof the warrants to $0.01, (ii) an extensionthe term of the warrants, and (iii)
increase to the number of shares of common statkntly be purchased upon exercise of the warrar§5,514 shares of common st
that may be purchased. As of December 31, 2013amarto purchase 455,514 shares of the Compammyrhmon stock issued relating
the Subordinated Term Loan were outstanding.

Warrants to purchase the Company’s common stock amatstanding as follows as of December 31, 2013:

Number of
Shares
Exercisable Exercise
Warrant Holder Under Warrant Price Expiration Date

US VC Partners, L.F 6,153,851 $ 0.65 November 19, 20z
JFC Technologies LL( 73,00¢ 0.01 November 19, 20z
Granite Creek FlexCap I, L.I 267,95( 0.01 November 19, 20z
Patriot Capital Il, L.P 187,56« 0.01 November 19, 20z

Share-Based Compensation

On March 3, 2009, our Board of Directors adoptesl @yalume Technologies Holdings, Inc. 2009 OmniBasurities and Incentive P
(the “Plan”).The Plan was approved during our Annual Meetingtmickholders on June 18, 2009. The purpose of lgne iB to benef
stockholders by assisting us in attracting, retgrand providing incentives to key management eygas and noemployee directors ¢
and nonemployee consultants to, Cyalume Technologies IHghklilnc. and its subsidiaries, and to align therasts of such employe
non-employee directors and nemployee consultants with those of stockholderscofdingly, the Plan provides for the granting
Distribution Equivalent Rights, Incentive Stock (@pis, NonQualified Stock Options, Performance Share AwaRkxformance Un
Awards, Restricted Stock Awards, Stock Appreciat®ights, Tandem Stock Appreciation Rights, Unrestd Stock Awards or a
combination of the foregoing, as may be best suibethe circumstances of the particular employaesctbr or consultant as provic
herein. Under the Plan, we are authorized to isgut 2.0 million shares of common stock, increasgdhe Board of Directors to 2.
million in December 2012, which was approved bygteekholders at the 2013 Annual Meeting of Stoddtdis. As of December 31, 20
848,666 shares were available for future awardewutite Plan. Awards under the Plan can impose wsuservice periods and other te
upon the awardee; however, the maximum term obaptor similar instruments granted under the Fdan years.

Sharebased awards are also issued that are not und@taheln September 2012, the Company awardedraptmpurchase our comrr
stock to our Chief Operating Officer as part of Bimployment compensation. These options were natded under the Plan. Also
September 2012, the Company awarded options tdhasecour common stock to East Shore Ventures, |4 fast of compensation
Chief Executive Officer services provided by Ealso® Ventures, LLG owner and employee. These options were alsowertded unde
the Plan. Because East Shore Ventures, LLC is ondidered to be an employee under U.S. GAAP rdesécounting for sharease:
payments, the Company must estimate the fair vafuthese options every reporting period and adijnstrelated compensation ¢
accordingly. These two awards are included in gatign titled “Stock Option and Warrant Awards” el

During the years ended December 31, 2013 and 20&f,expense recorded for shdér@sed compensation was approximately $77:
and $503,000, respectively. The following preséoiw sharesased expenses are included in our consolidateshetats of comprehens
loss (in thousands):

Year Ended December 31,

2013 2012
Cost of revenue $ 9 % 12
Sales and marketir 44 (12
General and administratiy 621 387
Research and development 99 11€
$ 77 $ 503

The Company does not currently possess any treabanes; therefore any issuance of stock for aayedfased compensation awar:
expected to be from new shares.

Stock Option and Warrant Awards

The Black-Scholes pricing model is used to valletaick options and warrants awarded as shas=d compensation. The expected
of the options and warrants awarded under shased compensation arrangements individually immastd based on the estimated ter
the award, the exercise price of the award, thenagtd risk-free interest rate over the awarestimated term, estimated annual divic
yield, and the estimated volatility of the pricecafr common stock over the award’s estimated t&isk-free interest rate assumptions
based on U.S. Treasury securities issued with ntigiiisimilar to the expected terms of the awatdsSeptember 2012, the Comp.



began estimating the future volatility of the prafeour common stock using historical daily pricéour common stock; before Septerr
2012, since our common stock had insufficient igdhistory to estimate future price volatility, aélity was using historical data
another public company operating in our industry.
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The fair value of each award is estimated on the dagrant using the BlacBeholes pricing model with the following assumpsidol
awards to employees and non-employees:

2013 2012
Expected term (year: 5.0-6.5 5.0-6.5
Risk-free interest rat 1.10-1.7(% 73-1.4%
Estimated dividend yiel None None
Volatility 126.71- 130.09% 26.45- 128.1%

Stock options and warrants awarded as of Decenthe2@®L.2 will generally vest in zero to 5 years. iOm awarded to executive offic
and other management typically are earned baseshemting Board-determined or CEi@termined performance goals unique to
award recipient and require continued employmeet tive vesting period. Options awarded to membietiseoBoard of Directors typical
vest on the grant date. Options and warrants awaygécally expire 10 years after the grant date.

Stock option and warrant activity related to shaased compensation is summarized as follows:

Shares Weighted Average
(in thousands  Exercise Price

Outstanding at December 31, 2( 1,16¢€ 3.44
Granted () 1,70¢ 1.6C
Exercised @ (5) 3.6E
Forfeited (24) 3.71
Expired (3) 3.8C

Outstanding at December 31, 2( 2,84z 2.3:
Granted () 70¢ 1.7¢
Exercisec 0 -
Forfeited (25%) 2.02
Expired (289) 3.7¢

Outstanding at December 31, 2013 3,012 2.0¢

Exercisable at December 31, 2013 1,321 $ 2.7¢€

(1) The weighte-average gra-date fair value of awards granted was $1

(2) The intrinsic value of awards exercised was $1,00@se options were exercised on a cashless Haeisfore no cash was receive
exercise. The tax benefit realized from this exserevas insignifican

(3) The weighte-average gra-date fair value of awards granted was $1

The following table summarizes information abowic&toptions and warrants related to stbelsed compensation that (i) are not subje
performance conditions and (ii) are vested or apeeted to vest as of December 31, 2013:

Options Outstanding Options Exercisable
Weighted
Average Weighted Weighted
Number Remaining Average Number Average
Range of Outstanding Contractual Exercise Exercisable Exercise
Exercise Prices (in thousands)  Term (Years) Price (in thousands] Price
$ 0.0C $ 2.0C 2,212 8.3C $ 1.57% 545 $ 1.6¢
2.01 4.0C 67t 6.1¢ 3.3¢ 66¢ 3.3¢
4.01 6.0C 12¢ 6.94 4.61 10€ 4.61
3,01 777 $ 2.0¢ 1,3210 ¢ 2.7€

(1) The aggregate intrinsic value of these stock optemd warrants is $0 as of December 31, 2
(2) The aggregate intrinsic value of these stockoop and warrants is $0 as of December 31, 20h8. Weightedaverage remainir
contractual term for these options is 6.45 yeansf &ecember 31, 201
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As of December 31, 2013, there was approximately &8,000 of unrecognized compensation cost relategonvested option awal
which is expected to be recognized over a weightatage period of 3.68 years.

Restricted Stock

The Company values stock awards at the closing ehgrlice of the underlying shares on the trading pievious to the grant da
adjusted for expected forfeitures.

Nonvested restricted common stock related to sbaded compensation is summarized as follows:

Weighted
Shares Average Grant
(in thousands Date Fair Value
Outstanding at December 31, 2( 271 3.8¢
Granted 29 2.6€
Vested®) (129 3.5¢
Forfeited (1417) 3.9¢
Outstanding at December 31, 2( 360 3 3.7€
Granted 0 -
Vested® (36) 3.7¢
Forfeited 0 -
Outstanding at December 31, 2013 0 $ =

(1) The total fair value of restricted common stock elgahat vested during 2012 was $364,(
(2) The total fair value of restricted common stock elgahat vested during 2013 was $45,(
(3) These stock awards vested upon fulfilling servioeditions.

As of December 31, 2012, there was $52,000 of wgmized compensation cost related to nonvested stwards which was recogni:
in 2013.

Accumulated Other Comprehensive Loss
The ending accumulated balances for each itemanraalated other comprehensive loss are as follaWsifounts in thousands):

Year Ended December 31

2013 2012
Foreign currency translation lo $ (21¢) $ (41¢)
Unrealized gain on cash flow hedges, net of taxes 0 (97)
$ (216) $ (515

Changes in accumulated other comprehensive lossaderivative instruments and hedging activities as follows (all amounts
thousands):

Balance, December 31, 20 $ (170
Unrealized gain on interest rate swaps, net ofstaté&(45) 73
Balance, December 31, 20 (97)
Unrealized gain on cash flow hedges, net of tax&$59) 97
Balance, December 31, 2013 $ 0
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21.

22.

Changes in accumulated other comprehensive losgdugrency translation adjustments (all amounthousands):

Balance, December 31, 20 $ (52€)
Adjustments due to translation of CTSAS financtatements from Euros into U.S. Dollars 10¢
Balance, December 31, 20 (41¢)
Adjustments due to translation of CTSAS financtataments from Euros into U.S. Dollars 20C
Balance, December 31, 2013 $ 21§)

EMPLOYEE BENEFIT PLANS

The CTI Employee Savings and Retirement Plan (E®RP”),is intended to be qualified under Section 401(k}h&f Internal Reven
Code. Employees of CTI, CTS and CSP who have reatttee age of 18 are eligible for participation twe first entry date after thr
months of service. Entry dates are the first dayasfuary, April, July and October. Employees mdgrdesceiving compensation up to
maximum amount permitted under the Internal Reveboe. Matching contributions to the ESRP equad%h) of employee compensat
plus (i) 50% of the next 2% of employee compermsatiFor the years ended December 31, 2013 and 28hpJoyer matchir
contributions were $263,000 and $242,000, respalgtiv

French law requires companies within France (sclEBSAS) to pay its workers a benefit, based ofmuarfactors, when an employ
becomes 65 years old. The Company estimated #seipr value of such a liability for employees aiSB% and approximately $79,C
has been recorded for this obligation as of Decerdbe2013.

CONCENTRATIONS
Sales Concentrations

In 2013, approximately 23% of the Compasyevenue was received from one customer. In 283@roximately 40% of the Compse
revenue was received from two customers.

Geographic Concentrations

The Company sells to customers located in the Uritmtes of America and in international marke®svdRues to customers outside
United States represent 32% and 28% of net revefunethe years ended December 31, 2013 and 20%pecévely. Revenues frc
customers in the United Kingdom represented 5%8aaf our 2013 and 2012 revenues, respectively.

CTSAS’ operations are our only operations outsite Wnited States of America. CTSASEt assets were approximately $5,245,00(
$6,278,000 as of December 31, 2013 and 2012, resplgc

Concentrations of Credit Risk Arising from Financial Instruments

As of December 31, 2013, three customers combiapesented 47% of gross accounts receivable awtheo customer owed more t
10% of gross accounts receivable. All of these antreceivable were collected in full in the figstarter of 2014. As of December
2012, three customers combined represented 39%o0s6E gaccounts receivable and no other customer onae than 10% of gro
accounts receivable.

The Company maintains cash in several differergrfaial institutions in amounts that typically exddé.S. federally insured limits and
financial institutions in international jurisdictie where insurance is not provided. The Companynbaexperienced any losses in ¢
accounts and the Company believes it is not exposesignificant credit risk. All cash maintained thS. noninterest bearing ca
accounts were fully insured at December 31, 20¥tdwa temporary federal program in effect from &aber 31, 2010 through Decem
31, 2012. Under the program, there is no limithte amount of insurance for eligible accounts. Beigip in 2013, insurance cover:
reverted to $250,000 per depositor at each finhmegitution and the cash balances exceed fedgeiradured limits by approximate
$90,000. As of December 31, 2013, cash in boB- bank accounts that were not insured by a &dgvernment totaled approximat
$328,000.
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23. FAIR VALUES OF ASSETS AND LIABILITIES
Assets and Liabilities Measured at Fair Value on &ecurring Basis

Assets and liabilities itemized below were measuatefair value on a recurring basis at Decembe813:

Level 1

Quoted

Prices in

Active Level 2

Markets Significant Level 3 Assets/

for Other Significant (Liabilities)

Identical Observable Unobservable At Fair

Assets Inputs Inputs Value
Interest rate swaps (see Note 1) $ 0 $ 0 0 $ 0
Currency forward contracts (see Note @ 0 0 0 0
Warrants (see Note 18) 0 0 (6,379) (6,379

$ 0 $ 0 $ (6,37) $ (6,379

(1) The fair values of the swaps are determined byodisting the estimated cash flows to be receivedpaid due to the swaps over
sway's contractual lives using an estimated-free interest rate for each swap settlement datén(me approach

(@ The fair value of these contracts is determinednbitiplying the notional amount of the contractthg difference between (a) the L
dollar amount due on the contract at maturity dndtfe foreign exchange rate as of the date thgaxins valued (the balance st
date). Because the contracts typically have a ghawtion, the value is not discounted using agesalue technique (an inco
approach)

() The Company has classified its warrants liabilityieth could be potentially settled in cash withinvee3 because the fair values
determined using significant unobservable inputis fhe Blacl-Scholes pricing mode

Assets and liabilities itemized below were measatefdir value on a recurring basis at Decembef812:

Level 1

Quoted

Prices in

Active Level 2

Markets Significant Level 3 Assets/

for Other Significant (Liabilities)

Identical Observable  Unobservabl At Fair

Assets Inputs Inputs Value
Interest rate swaps (see Note 1) 0 $ (155) 0 $ (155)
Currency forward contracts (see Note &) 0 (14) 0 (14)

$ 0 $ (169 $ 0% (169

(1) The fair values of the swaps are determined byodisting the estimated cash flows to be receivedpaid due to the swaps over
sway's contractual lives using an estimated-free interest rate for each swap settlement daten@me approach

(@ The fair value of these contracts is determinednbitiplying the notional amount of the contractthg difference between (a) the L
dollar amount due on the contract at maturity djdtfe foreign exchange rate as of the date th&raxnis valued (the balance st
date). Because the contracts typically have a ghawtion, the value is not discounted using agresalue technique (an inco
approach)

F- 33




The tables below presents reconciliations for abess and liabilities measured at fair value oreeunring basis using significe

unobservable inputs (Level 3) for the years endedember 31, 2013 and 2012:

Warrants liability:
Balance at the beginning of peri

Fair value recorded on the November 19, 2013 tciimsadate

Change in fair value of warrants
Balance at the end of period

Contingent consideratiol

Balance at the beginning of peri
Initial recognition of the liabilitie:
Unrealized gains (losses) in earnit

Finalization of the fair value determination of tiogent consideration in the CTS acquisit

Payment of contingent consideration from the CSRuigdtion

Balance at the end of period

Year Ended December 31,

2013 2012
$ 0 $ 0
5,84¢ 0
52t 0
$ 6,37: $ 0

Year Ended December 31

2013 2012

$ 0 $ (3,699
0 0

0 (3,380)

0 (16€)

0 7,24¢

$ 0 $ 0

The Company has other financial instruments, sigchaash, accounts receivable, due from related pactyounts payable, notes pay:
and line of credit. The Company believes the cagyamounts of those assets and liabilities appraténtheir fair value since thc
carrying amounts have been estimated to approxithatexit price which would be received to sellsthessets or pay to transfer tt
liabilities to a market participant. See Note 2datdiscussion of our accounting policy regardinig\alue.

Assets and Liabilities Measured at Fair Value on &onrecurring Basis

During the year ended December 31, 2013, the fatigvassets, all of which are Level 3 assets, weeatified as impaired and wt

adjusted to their fair values (in thousands ofafsl (see also Note 3):

Goodwill @
Patents (3
Trade name®

Non-compete agreement(®)
Customer Relationshif

Cyalume Reporting Unit (1)

Loss Recognize Fair Value

CTS Training
CTS Training
CTS Training
CTS Training
CTS Training

$ 16€ $ 0
174 17

17 0

34 0

65C 60

During the year ended December 31, 2012, the fatigvassets, all of which are Level 3 assets, weeatified as impaired and wi

adjusted to their fair values (in thousands ofatsll (see also Note 3):

Goodwill @

Goodwill @

Patents ()

Trade name®
Non-compete agreement®)
Certain equipment(®)

Cyalume Reporting Unit (1)

Loss Recognize Fair Value

Chemical Light

Training
Training
Training
Training

Chemical Light

$ 46,23( $ 5,01
85¢ 351
17z 21C

29 30
80 40
278 0

(1) The Company managed as one operating segmentauthréporting units: Chemical Light (the operati@i<CTI and CTSAS), CT
Training (the operations of CTS), Specialty Prodythe operations of CSP) and Other (the operatbi@RI and the parent comp:
Cyalume Technologies Holdings, Inc.). SpecialtydRiais’ goodwill was not considered to be impaired and @ther reporting un

does not have a goodwill ass

(2 The fair value of the impaired goodwill asset wagedmined calculating the excess of the fair valithe reporting unit over the fi
values assigned to its assets and liabilities diidad present value techniques utilizing eachorépg unit’'s forecasted aftéax cas

flows.
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24,

() The fair value of the impaired patent asset wasrdghed using the “relief from royaltyhethod, which calculates the present valt
a stream of estimated future royalty payments émaentity would be willing to pay in order to utdi the patents, net of estime
income taxes (an income approac

(4) The fair value of the impaired trademarks and tradmes asset was determined using the “relief fropalty” method, whic
calculates the present value of a stream of estuifature royalty payments that an entity woulduiléng to pay in order to utilize tt
trademarks and trade names, net of estimated intaxes (an income approac

() The fair value of the impaired non-compete agredrasset was determined using the “comparative basimaluationfnethod, whic
compares the present value of two streams of thertiag unit's estimated future cash flows; oneatn assuming the naompet
agreements are in place and the other stream asgting agreements are not in place (an income aplpy:

(6) The fair value of the impaired equipment was deteech estimating the present value of cash flowseted to result from the use i
disposition of the equipment (an income approe

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

Year Ended December 31,
2013 2012

Interest $ 1,69 % 1,762
Income taxe: 13: 554

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

Year Ended December 31

2013 2012
Series A Convertible Preferred stoc-kind dividend $ 55 $ 0
Series A Convertible Preferred stock deemed divdc 4,00( 0
Warrants liability recorded in connection with command preferred warrar 5,607 0
Amendment and adjustment to the fair value of wasrégssued in conjunction with issuance
subordinated term loan recorded within warrantiliighb 241 94
Adjustment to goodwill acquired and contingent édesation incurred in the acquisition of
CTS due to the finalization of the fair value o ttontingent consideratic 0 16€
Adjustment to goodwill acquired and deferred tability incurred in the acquisition of CTS
due to the finalization of the fair value of thesmess combinatio 0 64
Adjustment to CTS goodwill due to the current penieduction of its deferred tax liability
associated with the current period impairment ehidied intangible asse 0 18¢
Issuance of 2,450,000 shares of our common stogdptay the contingent consideration liab
resulting from the acquisition of C¢ 0 5,14¢
Issuance of a $2,100,000 note payable to repagahingent consideration liability resulting
from the acquisition of CS 0 2,10(
Issuance of 22,500 shares of our common stockttie sigation claim 0 56
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Cyalume Technologies Holdings, Inc.
Consolidated Financial Statement Schedule
Schedule Il — Valuation and Qualifying Accounts
(in thousands)

Additions
Charged Charged to
Balance at to costs other
Beginning and accounts Deductions
Description of Period expenses (Describe) (Describe)
Year ended December 31, 201
Allowance for Doubtful Account 20€ (1) — (50 @
Deferred Tax Asset Valuation Allowan 3,87¢ — — —
Year ended December 31, 201
Allowance for Doubtful Account 15¢ 2 — (119 @
Deferred Tax Asset Valuation Allowan 3,87¢ 2,04¢ — —

(1) Write-offs ($49,000) and recoveries of reserved receasaf$1,000

(2) Write-offs and recoverie

S-1

Balance
at End of
Period

15t
3,87¢

44
5,92:




SIGNATURES

Pursuant to the requirements of Section 13 or 18{dhe Securities Exchange Act of 1934, the regigthas duly caused this report tc
signed on its behalf by the undersigned, theredatyp authorized.

Cyalume Technologies Holdings, Ir

Date: April 15, 2014 By: /sl Zivi Nedivi
Zivi Nedivi, President, Chief Executive Offic
(Principal Executive Officer

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe following persons on behalf of 1
registrant and in the capacities and on the datlisdted.

Name Title Date

President, Chief Executive Offic
/sl Zivi Nedivi (Principal Executive Officer) and Direct April 15, 2014
Zivi Nedivi

Chief Financial Office
(Principal Financial Officer and Principal
/s/ Michael Bielonke¢ Accounting Officer) April 15, 2014
Michael Bielonka

/s/ Winston Churchil Director and Chairma April 15, 2014
Winston Churchill
/s| Yaron Eitar Director and Vice Chairma April 15, 2014
Yaron Eitan
/s/ James Valentir Director April 15, 2014
James Valentin
s/ Ji Hamr Director April 15, 2014
Ji Ham
/s/ Jason Epste Director April 15, 2014

Jason Epstei

/s/ John Meyer, J Director April 15, 2014
John Meyer, Ji

S-2




Name Title Date
/sl Thomas G. Rebi Director April 15, 2014
Thomas G. Rebt
/s/ Andrew Intrate Director April 15, 2014
Andrew Intratel
/s| James Schlec Director April 15, 2014

James Schlec
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Exhibit 10.42
SEPARATION AND RELEASE AGREEMENT

This SEPARATION AND RELEASE AGREEMENT (this “ Agreement) is entered into as of December 31, 2013 (tf&x&cutiot
Date™”), by and between Cyalume SpeC|aIty Products,, ladelaware corporation (the_* Compal)y and James G. Schleck, an indivic

residing in the State of New Jersey (the “ Empldyeeach a “ Party” and collectively, the " Partie$
RECITALS

WHEREAS , the Company and the Employee were parties todbdain Employment Agreement effective Septemhe20lL1, a
amended by that certain First Amendment dated Dbee27, 2012 (as amended, the “ Employment Agreéthigmursuant to which Employ
was employed by the Company as President;

WHEREAS , pursuant to Section 8(b) of the Employment Agreeinthe Employment Agreement was terminated byud
agreement of the Company and the Employee effeBtaeember 31, 2013, provided however, that Secdofiéoncompetition by Employe:
5 (Confidentiality), 6 (Non-Solicitation), Section (Violation of the Agreement) and 12 (Inventiofi&c.) (collectively, the “Restrictive
Covenants’) survived the termination of the Employment Agreetmand remain in full force and effect as clarifiedd amended in t
Consulting Agreement between Employee and Compatgdddecember __, 2013 (the “ Consulting Agreerfient

WHEREAS , the Company and the Employee, in order to settbejpromise and fully and finally release any alictlaims ant
potential claims between the Parties (and the Retb®arties, as defined below_in Sectionadising out of Employes’employment and t
cessation thereof, have agreed to resolve thegennian the terms and conditions set forth heid;

WHEREAS , the Employee acknowledges he is waiving rights @aims described herein in exchange for consiaeran addition ti
anything of value to which he is already entitled.

NOW, THEREFORE , in consideration of the mutual covenants and eagemts contained herein and for other good andab
consideration, the receipt and sufficiency of which hereby acknowledged, and intending to beliegalind, the parties agree as follows:

AGREEMENT

1. Recitals . The foregoing recitals are true and correct, ared material to and incorporated into this Agream§he
portion of this Agreement pertaining to the Empleigegeneral release of all claims (Section 4 hersiv@ll become effective on the eig
calendar day after the Execution Date (hereinaftarred to as the “Effective Release Datat),long as the Employee has not revoket
provisions of Section 4 herein in accordance withrovisions set forth in Section 11 of this Agneat.

2. End of Employment. The Employees employment with the Company shall end effectivefathe end of business
December 31, 2013 (the * End D&jeNotwithstanding the foregoing, the Employee shaiitmue to be available by telephone for consuh
with management of the Company during normal bissif®urs to aid in the transition of managemeti@Company.

3. Severance Payments In accordance with Section 3(b) of the Employm&gteement and in full satisfaction of
Companys obligations to the Employee under such Employrdgmeement and for his services to the Company,iambnsideration for tt
agreements of the Employee set forth herein (inotydvithout limitation, the full and final releaggven by the Employee under Sectiownf4
this Agreement, the Covenant Not to Sue given ey Employee under Section of this Agreement and the Restrictive Covenants
Company shall provide the Employee with continuaginpent of the Employeg’base salary and 401k match for six (6) montHevidhg the
End Date until June 30, 2014, such payments to &@emmonthly in arrears in accordance with the Camigaordinary payroll practices, a
subject to payroll deductions and tax withholdimgsiccordance with the Compagsyisual practices and as required by law, provithe, the
Employee continues to abide by this Agreement.




4, General Release of All Claims By Employeeln consideration of, and as a condition to thenfanys agreement
pay the severance payments set forth in Sectiointlsis Agreement, the Employee, for himself, lpssse (if any), their marital community
any), and their respective heirs, estates, reptatbess, executors, successors and assigns, hiedghyorever, irrevocably, and unconditione
release and discharge the Company, its subsidigr@ent companies, employee benefit plans, angngoloyers or joint employers, th
officers, directors, employees, agents, attornagisjinistrators, representatives, successors, lassigns, and all persons acting by, thra
under, or in concert with them (collectively refmirto hereinafter as the “ Released Paifiefrom any and all claims which he or they r
have against them, or any of them, which could hengen out of any act or omission occurring frdra beginning of time to the Effecti
Release Date of this Agreement, whether now knovwmé&nown, asserted or unasserted relating sabetllye Employees employment with tt
Company, subsidiaries and parent companies. Thease includes, but is not limited to, any andciims brought or that could be brou
under any agreement between the Company and théofmep(except for this Agreement, the Amended aasdt&®ed Promissory Note da
November 19, 2013 (th* Promissory Note’), the Stock Option Agreement dated December D2,22(the “_Option Agreemeri) and th
Consulting Agreement by and between the CompanytlemdEmployee dated the date hereof (the “ Comsukigreement)), as well as ar
and all claims brought or that could be broughptwesuant to or under the Americans with Disabaitiect; Title VII of the Civil Rights Act ¢
1964;the Age Discrimination in Employment ABDEA); the Older Workers Benefit Protection Adtet Civil Rights Act of 1991; the Fam
and Medical Leave Act (FMLA); the National Laborl&#ons Act; the Fair Labor Standards Act (FLSA)k Employee Retirement and Incc
Security Act (ERISA); the Consolidated Omnibus Befd¢reconciliation Act (COBRA); the Rehabilitationcth the Labor Manageme
Relations Act, the Equal Pay Act; the United St&esistitution; any and all statutes, rules ordiesncules or regulations under New Je
law, each and all as amended, and any other stsgtiterth in the statutes or codes of any statwyding but not limited to New Jersey, 1
pertain or relate to, or otherwise touches upoa.aimployment relationship between the Company aadEmployee and the Released Pa
including (but not limited to) any and all acticios breach of contract, express or implied, breafctine covenant of good faith and fair deal
express or implied, promissory estoppel, wrongérhiination in violation of public policy, all otherlaims for wrongful termination a
constructive discharge, and all other tort claimsluding, but not limited to, assault, batteryiséaimprisonment, intentional interference \
contractual relations, intentional or negligentiation of emotional distress, invasion of privacyggligence, negligent investigation, negli
hiring, supervision, or retention, defamation, imitenal or negligent misrepresentation, fraud, angd and all other laws and regulations rele
to employment, employment termination, employmeigcrimination, harassment, and/or retaliation, vgagkours, employee benet
compensation, sexual harassment, and any andaatisfor attorneysfees and costs, whether arising out of, underuosyant to any feder
state, or local statute, law, regulation, ordinarareorder. This release of claims expressly inefydut is not limited to, any and all cla
arising out of and/or in any way related to the Egpe’s employment with the Company or the circumstarafethe termination of th
employment, whether known by him at the time ofcexi®n of this Agreement or not, including any suthims that could be brought
breach of or otherwise relating to any agreemeet&éen the Company and the Employee, other thaminieement, whether oral or writt
including, but not limited to, the Employment Agneent. This release of claims further expresslyudek, without limitation, any claim(s) -
any unpaid wages, bonus amounts, or any other amsafien from the Company. By signing this Agreembntvever, the Employee does
waive any rights or claims that may arise undes fkgreement, the Promissory Note, the Option Ageggror the Consulting Agreement,
does he waive any vested rights he may have uindeterms of any profitharing, retirement, or similar employee welfaredfé plar
administered or sponsored by the Company or amysip indemnification or insurance coverage abglao the Employee from or through
Company.




5. Adequate Consideration. The Employee acknowledges and agrees that thep@uyis agreement to make the severi
payments set forth in SectionoBthis Agreement, provides substantial considerato the Employee in addition to anything of valaevhict
he is, as a matter of law, otherwise entitled ag@mployee.

6. No Pending Claims. The Employee represents and warrants that threraaclaims, charges, lawsuits, or any sir
matters of any kind filed by him or on his behalffor his benefit presently pending against the @any or the Released Parties, or ar
them, in any forum whatsoever, including, withaatitation, in any state or federal court, or befargy federal, state, or local administra
agency, board, or governing body. The Employeéhéurtepresents and warrants that the Employee dtasenetofore assigned or transfer
or purported to assign or transfer, to any perfiom, corporation or entity any claim, charge, laitsor any similar matter of any kind her
released.

7. Covenant Not to Sue. The Employee represents and warrants that hendtaassigned or transferred or purporte
assign or transfer any claim against the ReleasetieB, and is fully entitled to release the saamel he has not currently filed any lawsuit
actions with any federal, state, or local couraoy federal, state, or local administrative agebogrd, or governing body, against the Com|
or the Released Parties, or any of them. The Emplapecifically covenants not to file any lawsuitsmplaints, claims, or charges, eithe
his own behalf or in any representative capacityany federal, state or local court or before atefal, state, or local administrative age
board, or governing body against the Company oRbleased Parties, or any of them, on and/or fgraamd all of the claims released by
Agreement.

8. Acknowledgment of Restrictive Covenants Notwithstanding anything to the contrary contdirfeerein, the Parti
acknowledge and agree that the Restrictive Coversdratll remain in full force and effect in accordamvith their respective ternas amende
and modified in the Consulting AgreemerEmployee acknowledges that the Restrictive Covesnare reasonable and necessary to prote
legitimate interests of the Company.

9. Preclusive Effect of Agreement The Employee acknowledges, understands, andsatiraethis Agreement may be
as a complete bar to any action or suit for anyahdiaims released by this Agreement before anyrtcor administrative body with respec
any lawsuit, complaint, charge, or claim under fatlestate, local, or other law relating to any gibke claim that existed or may have exi:
against the Company or the Released Parties, oofaiwem, arising out of any event occurring frdm beginning of time through the Effeci
Release Date of this Agreement.

10. Review. A copy of this Agreement was delivered to Employe December 26, 2013. The Employee is advisecht
has twenty-one (21) days from the date he is ptedanith this Agreement to consider the generaasé of all claims set forth in Section#
this Agreement. If the Employee executes this Agrea below with respect to the general releasellafl@ms set forth herein before 1
expiration of twentyene (21) days, he acknowledges that he has dofoe #te purpose of expediting the payment of thestteration provide
for herein, and that he has expressly waived pl# to take twenty-one (21) days to consider thgsegment.




11. Revocation . Employee may revoke his agreement to the gemelahase of all claims set forth in_Sectionof this
Agreement for a period of seven (7) days afteripessit. The Employee agrees that if he electetmke_Section 4f this Agreement, he w
notify the Company, in writing via certified madn or before the expiration of the revocation périBeceipt by the Company of proper
timely notice of revocation cancels and voids Sectiof this Agreement.

12. Knowing and Voluntary; ADEA Waiver . The Employee represents and warrants that hedwsed by the Company
consult with an attorney of his own choosing conigy the provisions set forth herein, and that &e thoroughly discussed all aspects of
Agreement with counsel of his choosing, or thathad the opportunity to do so. The Employee furtlegresents and warrants that he
carefully read and fully understands all of theyismns of this Agreement, including the fact thatis releasing all claims and potential cle
against the Company and the Released Partieshahdhe is entering into this Agreement, withoutrcam, and with full knowledge of i
significance and the legal consequences thered. Bihployee represents and warrants that as panisofAgreement, he is knowingly &
voluntarily releasing and waiving any claims heidets he may have under the Age Discriminationriipyment Act.

13. Binding Effect . This Agreement shall be binding upon and inurtheobenefit of the parties hereto, their heirsspea
representatives, successors or assigns.

14, Non-Admission . Execution of this Agreement and compliance withterms shall not be considered or deeme
admission by the Company of any liability whatsaewe as an admission by the Company of any viofatif the Employes’ rights or th
rights of any other person, a violation of any ordaw, statute or duty, or breach of any duty ow@the Employee, or any other person.
Company specifically disclaims any and all suchility.

15. Cooperation. The Employee agrees, until December 31, 201gdrdeide reasonable assistance to the Company ¢img
assistance with litigation and arbitration mattefsany), upon the Company’s reasonable requestceming the Employeg’ previou
employment-related responsibilities. Such assigtanay include, but is not limited to, communicatisugd/or meeting with the Company’
attorneys, giving deposition testimony, attendirgpakitions, reviewing pleadings, including discgvplteadings, executing documents,
attending and giving testimony in court and arhitra proceedings. The Employee will also performaaits and execute and deliver
documents that may be reasonably necessary to catrihe provisions of this paragraph. If requested Employee agrees to provide
Company with reasonable assistance, including,owitfimitation, providing information, in connectiawith the transition of his employm
duties and responsibilities to others and matteétts which he was involved during his employmenthaihe Company. The Company agree
pay or promptly reimburse the Employee for all oeeble costs and expenses of the Employee incinrednnection with the provision
service or assistance by the Employee under thisdBel5, which the Employee agrees to submit in writingh® Company in advance, to
extent possible, for pre-approval by the Company.

16. Non-Disparagement. The Employee agrees that neither he nor anyaimegaan his behalf will make, directly, indirect
or anonymously, any derogatory or disparaging state about the Company or the Released Parti@syoof them, to any individual or enti
including, but not limited to, the Company or thel&ased Parties actual or potential clients, custspvendors, business partners, supp
employees, financial or credit institutions, or tmedia or general public, nor directly or indirgcthke any action which is intended
embarrass the other Party. For purposes of thisdBet6, a derogatory or disparaging statement is any camcation, oral or written, whic
would cause or to tend to cause the recipient @fctimmunication to question the business conditiaegrity, competence, fairness, or g
character of the person to whom or entity to whiehcommunication relates.




17. Entire Agreement. This Agreement represents the entire understgnafithe parties with respect to the matters sith
in this Agreement and supersedes any previous mgms entered into between the parties and may kmlgmended or altered by a wril
executed by all parties hereto.

18. Governing Law . This Agreement shall be governed by and constinedccordance with the laws of the Stat
Delaware. Each of the Parties submits to the eik@ysrisdiction of any state or federal courtisigtin Delaware, in any action or proceec
arising out of or relating to this Agreement ang\ncably waives any objection to proceeding begureh courts based upon lack of pers
jurisdiction or inconvenient forum. Each Party woeably consents to the service of process oungfad the aforementioned courts by
mailing of copies thereof by registered or certifimail, postage prepaid, to such Party at the addset forth in Section I#elow, such servic
to become effective three days after such mailing.

19. Notices. All notices and payments required or permittecehrder shall be in writing and shall be deemedaotiffely
given: (a) upon personal delivery to the party éonotified, (b) five (5) days after having beentdmnregistered or certified mail, return rec
requested, postage prepaid, or (c) one (1) day d#posit with a nationally recognized overnightiger, specifying next day delivery, w
written verification of receipt. All communicatioshall be sent to the party to be notified at tiofving address:

If to the Company to:

Cyalume Specialty Products, Inc.
c/o Cyalume Technologies, Inc.
96 Windsor Street

West Springfield, MA 01089
Attention: President

with a copy to (which shall not constitute e:

Greenberg Traurig, P.A.

401 East Last Olas Blvd., Suite 2000
Fort Lauderdale, Florida 33301
Attention: Bruce |. March, Esq.

If to the Employee to:
James G. Schleck
15 Washington Place
Metuchen, NJ 08840
or to such other address as the person to whoroenistio be given may have specified in a notidg diven to the sender as provided herein.
20. Severability . If any provision of this Agreement is found to walid or unenforceable by a court of compe

jurisdiction, then all remaining provisions sha# balid and enforceable to the fullest extent @& thw, and the invalid or unenforcee
provision shall be deemed not to be a part of Algieement.




21. Waiver . The failure of a Party to insist upon strict adimee to any obligation of this Agreement shall im®tconsidered
waiver or deprive that Party of the right thereafteinsist upon strict adherence to that termrgr ather term of this Agreement. Any waive
any provision of this Agreement must be in a wnitiestrument signed and delivered by the Party ingithe provision.

22. Counterparts . This Agreement may be executed in any numberoahterparts and by the different parties heret
separate counterparts, each of which when so ee@eutd delivered shall be an original, but all diick shall together constitute one and
same instrument.

23. Assignment. This Agreement may not be assigned by the Emplayithout the prior written consent of the Comp.
The rights and obligations of this Agreement shald and inure to the benefit of the parties heeetd their respective successors and as:
Nothing expressed or implied herein shall be caestito give any other person any legal or equitdaglds hereunde

24. Amendment . This Agreement may not be modified, amended, lsapgnted, canceled or discharged, except by w
instrument executed by all parties hereto. No failio exercise, and no delay in exercising, anlgtyigower or privilege under this Agreem
shall operate as a waiver, nor shall any singlpastial exercise of any right, power or privilegeréunder preclude the exercise of any «
right, power or privilege. No waiver of any breaafhany provision shall be deemed to be a waivearyf preceding or succeeding breach o
same or any other provision, nor shall any waiveirbplied from any course of dealing between theigmhereto. No extension of time
performance of any obligations or other acts hedeuror under any other agreement shall be deemdxd tan extension of the time
performance of any other obligations or any otlets.arhe rights and remedies of the parties urfdsrAgreement are in addition to all ot
rights and remedies, at law or equity, that they e against each other.

25. Confidentiality . The Employee agrees that he will not disclos&heeidirectly or indirectly, this Agreement,
transactions to be performed in connection witk thjreement, or the terms and conditions of thiseAment, to any individual, corporati
partnership, limited liability company, associatidrust, unincorporated organization, or othertgnincluding but not limited to current
former employees of the Company or the ReleasetdeBamembers of the press and media, and otherbersnof the general publ
Notwithstanding the foregoing, the Employee maynpssibly disclose the existence and terms of thiseAment to his spouse, however
spouse shall be bound to the confidentiality priovis set forth in this section. This section shall prohibit the Employee and his attorne
from disclosing the terms of this Agreement totais advisor(s) to the extent necessary to preparmtome tax returns and to represent hi
connection with any proceedings relating theretdram advising a governmental taxing authoritytleé consideration being paid to him, o
the existence of this Agreement in response toestipn or questions posed by such taxing authofitye Parties agree that it shall not |
breach of this Agreement if the Employgdalisclosure of such information has been compeledugh the issuance of compulsory I
process, provided, however, that in such case, &maplagrees to give Employer reasonable notice @avatthew W. Miller, Esq., Greenb
Traurig, LLP, 401 East Las Olas Boulevard, Fort dendale, Florida, 33301) of the order or subpoenguestion and an opportunity
challenge the disclosure of any such informatiocfoteethe appropriate court or agency. It shalllmf breach of this section for the Empilc
to disclose the terms of this Agreement in a guériforce the terms of this Agreement or defenihiancthat this Agreement has been breac
The Employee understands and agrees that thisdemti@lity provision is a material term of this A&gment, and that his agreement to
provision concerning confidentiality is a mateirducement to the Company'’s willingness to ent&s this Agreement.




26. Further Assurances. The Parties shall execute and deliver any othstriments or documents and take any fu
actions after the execution of this Agreement, Whitay be reasonably required for the implementatiotihis Agreement and the transacti
contemplated hereby.

27. Paragraph Titles . The paragraph titles in this Agreement are farvemience only; they form no part of this Agreer
and shall not affect its interpretation.

28. Construction . The Parties hereto acknowledge and agree thhtRaxty has participated in the drafting of thiséemer
and has had the opportunity to have this docunmrniewed by the respective legal counsel for thdi¢sahereto and that the normal rul
construction to the effect that any ambiguities trde resolved against the drafting Party shall b applied to the interpretation of 1
Agreement. No inference in favor of, or againsy, Barty shall be drawn from the fact that one Phay drafted any portion hereof.

29. Attorneys’ Fees and Costs The Parties agree that each Party will bearits oosts and attorney&es in connectic
with all matters related to the subject matter fuk tAgreement and the resolution and settlementho$e matters encompassed by
Agreement. Should any legal action be commencesihgrout of or related to this Agreement, the pily@Party in any such action shall
entitled to an award of reasonable attorneys’ éawbcosts incurred therein.

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]




IN WITNESS WHEREOF, the parties have executedAlgieement as of the Execution Date set forth above.
COMPANY:
CYALUME SPECIALTY PRODUCTS, INC.

By: /sl Zivi Nedivi

Name: Zivi Nedivi

Title: Chief Executive Office
EMPLOYEE:

By: /sl James G. Schle:

James G. Schleck, individual




Exhibit 10.43
CONSULTING AGREEMENT
This CONSULTING AGREEMENT (this “ Agreement) is made and entered into as of December 31, 20d &ffective on Janua
1, 2014 (the “_Effective Dat® by and between Cyalume Specialty Products, ladielaware corporation (the_* Compafy and James (
Schleck (“_Consultan®).
RECITALS
WHEREAS , Consultant has previously been employed by thegamy; and

WHEREAS , the Company desires to engage Consultant to nperfiertain advisory consulting services specifiedem an
Consultant desires to be engaged as an indepecmignactor in accordance with the terms and camitset forth in this Agreement.

NOW , THEREFORE , in consideration of the mutual covenants and exgents contained herein and other good and va
consideration, the receipt and sufficiency of which hereby acknowledged, and intending to beliebalind, the parties agree as follows:

1. Scope of Services and Responsibilities of Consultan

€) Consultant shall personally provide the Companyhailvisory consulting services relating to the afiens o
the Company and its affiliated operating entitiesch an * Affiliated Entity’), and the business of the Company as it relatesdio Atfiliated
Entities. Such services are referred to hereinhas“tConsulting Service$ and will include executive, managerial, administeat anc
professional duties as assigned by the Preside@yalfume Technologies Holdings, Inc., or the Boaifrdirectors of the Company and as
commensurate with such assigned duties. The Camsuttay delegate duties to other employees of tmpany as he reasonably determin
in the best interest of the Company, consistert thié general authority and power given to him theder.

(b) Consultant shall provide the €dting Services on an as-needed basis, in pebsotelephone or by giail, by
working with the officers, directors, employeesrepresentatives of the Company or the Affiliatedities designated by the Company
receive or coordinate the Consulting Services. @dinsulting Services will be provided at times rewdily scheduled by or otherw
satisfactory to the Company and the Consultant.

(c) Consultant shall provide the Consulting Servicesorexclusive basis, subject to the restrictiongas¢h hereil
including, without limitation, those set forth ir&ion 5of this Agreement.

(d) In performing services under this Agreement, Cdastilwill; (i) use diligent efforts and professiorskills anc
judgment; (ii) perform professional services in @dance with recognized standards of the applicpbdéession; and (iii) comply with tl
policies of theCompany and any of the Affiliated Entities at whicbnsulting Services are provided, to the extents0tiant is made aware
any such policies.

2. Compensation for the Consulting Services

(a) In consideration of the Consulting Servicedgened by Consultant, the Company agrees to p&otwsultant $1,000 p
month, payable monthly in arrears.




(b) The Company shall pay or reimburse Consultangfl reasonable and necessary expenses incuyrbihrbin connectio
with the performance of his duties hereunder imetance with the policies and procedures of the @om as in effect from time to tin
provided that: (a) Consultant obtains the Compsupylor written consent for any expense in excéskl@00; and (b) Consultant provides
Company with such documentary evidence as shakdsonably required by the Company.

3. Independent Contractor Status.

It is understood and agreed that Consultant wilkately as an independent contractor, and notiniriigis Agreement shall |
construed to render Consultant an employee of thmpgany. Consultant represents and warrants thaé thee no agreements or of
obligations that restrict Consultastability to accept and/or perform his obligatidasghe Company under this Agreement. Consultardéea
that: (a) he will inform any future employer or ¢@cttor of Consultant of the existence of this Agnent; and (b) he will obtain their cons
to, and cooperation with, Consultant’s performaoicand compliance with the terms of this Agreement.

4, Duration and Termination of Engagement.

This Agreement shall take effect on the Effectivatddand shall continue in effect until the oney@ar anniversary of tl
Effective Date unless earlier terminated by eitharty as provided for herein (the “ Expiration D&teThe Company and/or Consultant r
terminate this Agreement at any time upon thir}) @ays’ advance written notice to the other party.

5. Confidential Information; Non -Competition and NonSolicitation .

(a) Confidential Information Consultant acknowledges, understands and agredsatl trade secrets €
information relating to the business of the Compamg/or its affiliates, including without limitatip procedures, product informati
manufacturing techniques or processes, experéserds, customer or prospect lists and informatiendor lists and information, supplier i
and information, internal operating forms, finahdrdormation or accounting methods, systems, bpokanuals, employee information, i
confidential information concerning the business®e Company, its affiliates, or the business, pedicor operations of the business,
Company or its affiliates which Consultant may héaerned, possessed or controlled on or prior ¢odite hereof or which Consultant r
learn, possess or control during the term of Cdastlé continued engagement by the Company or any ddffiéates (as an employe
consultant, agent or otherwise) (collectively, ‘ade Secret9 are confidential and shall remain the sole andusket property of the Compa
and its affiliates. Trade Secrets include bothtemitinformation and information not reduced to ingt Except as may be required pursua
any law or the order of a court, or except as mapuiblic knowledge (which shall not have becomeliplmowledge as a result of any acl
of Consultant), Consultant shall not, at any timeain, duplicate, remove from the business presnigeCompany or any of its affiliates, mi
use of, other than in the ordinary course of fliffjj his duties as an employee of the Company, Igevwr otherwise disclose, directly
indirectly, any Trade Secrets. Consultant shallpilish or disclose, and shall exercise his bffette to prevent others from publishing
disclosing, any Trade Secrets and he shall nobusdtempt to use any such knowledge or informatithich he may have or acquire in i
manner which may injure or cause loss, whethectjrer indirectly, to the Company or its affilis®r use his personal knowledge or influe
over any customers, clients, suppliers or contraadd the Company or its affiliates so as to ta#teamtage of the Company’s or its affiliate’
trade or business connections or utilize infornrationfidentially obtained by him.




(b) NorCompetition.

0] During the term of this Agreement and for a peridddwo (2) years after Consultant has ceased
engaged by the Company for any reason, Consulkeadl 30t, without the prior written consent of alydauthorized officer of the Compal
directly or indirectly (A) engage in the businedgsar (B) assist or have an interest in (whethepaxprietor, partner, investor, stockhold
officer, director or any type of principal whatsee) or (C) enter the employment of or act as anggadvisor, or consultant to any per:
firm, partnership, association, corporation, bussnerganization, entity or enterprise that is,sotoi become, directly or indirectly, engage
any business actually or potentially competitivéhwthat of the Company in any area or territoryminich the Company offers its service:
products.

(i) During the term of this Agreement, and for a perddwo (2) years after Consultant has ceased
engaged by the Company for any reason, Consulkeadlt 130t, without the prior written consent of alydauthorized officer of the Compal
solicit from any person, company, firm or organizat or any affiliate of the foregoing, which was ie a client or associated firm of -
Company or which the Company was soliciting asentlor associated firm of the Company during ahthe twelve (12) months immediat
preceding the termination or expiration of the Agment, any business substantially similar to tlatedby the Company, including but
limited to any business Consultant was solicitingio which he worked while employed by the Company.

(c) NotBolicitation . Consultant hereby covenants and agrees thatl| timas during his engagement with
Company and for a period of two (2) years immedijdialowing his termination for any reason, Cortanlt shall not employ or seek to emg
any person employed at the time by the Companypmohits affiliates, or otherwise engage or enteigher directly or indirectly, such pers
to leave such employment without the prior writtemsent of a duly authorized officer of the Company

(d) Violation of Restrictive Coveran

0] The restrictions set forth in Sections 5(a), 5(bjJl &(c) shall extend to any and all activities lod
Consultant, whether alone or together with or omaltfeof or through any other person or entity.

(i) Consultarg’ obligations under Sections 5(a), 5(b) and 5(e)l survive termination of this Agreem:
and of Consultant’s engagement with the Company.

(iii) Consultant acknowledges that the restrictions éoetain Sections 5(a), 5(b) and 5(c), in view of
nature of the business in which the Company is g@edjaare reasonable and necessary to protect giiamigte interests of the Compa
Consultant understands that the remedies at lawifoviolation of any of the covenants or provisaf Sections 5(a), 5(b) and 5(c) will
inadequate, that such violations will cause irrapl injury within a short period of time, and thia¢ Company shall be entitled to prelimir
injunctive relief and other injunctive relief agairsuch violation. Such injunctive relief shall ineaddition to, and in no way in limitation
any and all other remedies that the Company shak fn law and equity for the enforcement of tho@eenants and provisions.

(e) In the event Consultant requests in writing th@mpwiritten consent of a duly authorized officertlé Compan
in accordance with Sections 5(b) and 5(c), the Gomshall respond to Consultant within thirty (8@ys of such request.




® Notwithstanding anything herein to the contranghall not be a violation of this Agreement for tbensultant t
be engaged in consulting and business activitiesttfe entities described in Section 2(b) of thattaie Employment Agreement, da
September 1, 2011, by and between the Company ansu@ant.

6. Benefits.
So long as the Consultant remains engaged by tmep@&ay and works at least 30 hours per week, Cargutthall b
provided with health, life, and disability insur&ncoverages and other similar benefits substantimlivalent to those provided under y
Employment Agreement.

7. Stock Option Award .

For so long as Consultant remains engaged as altamsto the Company, the Company agrees to pres@ur stock optic
award pursuant to the terms of that certain Stopko® Agreement dated December 27, 2012 and théu@yaTechnologies Holdings, It
2009 Omnibus Securities and Incentive Plan.

8. Inventions .

(a) It shall be part of the normal duties of Consultalhtimes to consider in what manner and by wleat method
or devices the products, services, processes, r@guipor systems of the Company or any of its af# with which he is concerned or
which he is responsible might be improved, and thmto give to the President of the Company or iBoaf Directors full details of ar
invention or improvement which he may from timetime make or discover in the course of his dutag] to further the interests of
Company with regard thereto. Subject only to amyti@y provisions of the laws of the United Stateshe Commonwealth of Massachus:
all such materials, inventions, improvements, mésh@roducts, services, equipment or systems bbhalleemed to be “works made for hjre”
and to the extent such items are not works madehii@, Consultant hereby irrevocably grants andgasssuch materials, inventio
improvements, methods, products, services, equiporesystems to the Company which shall be entitiezt of charge, to the sole owner:
of any such invention or improvement.

(b) Consultant shall, if and when required so to dah®y Company, at the expense of the Company, applyirt
with the Company in applying for patents or othestgction in any part of the world for any suchatigery, invention or process as afore
and shall at the expense of the Company, executel@wor cause to be done all instruments and thiegsonably necessary for vesting the
patent or other protection when obtained and glttrititle and interest to and in the same in tloen@any or in such other person as
Company may designate.

(c) For the purpose of this clause Consultant heraleyadcably authorizes the Company as his attorndysimam
to execute any documents or take any actions wdwietrequired in, order to give effect to the primns of this Section and the Compan
hereby empowered to appoint and remove at its pleaany person as agent and substitute for anetloalfof the Company in respect of al
any of the matters aforesaid.




9. Remedies for Breach

Consultant acknowledges that the restrictions doetain this Agreement are reasonable and necedsaprotect th
legitimate interests of the Company and the AffdthEntities, and are not unduly burdensome to Gltarg. Without limiting the Company’
rights to pursue any other legal and equitable tieseavailable to it for any breach or threatenedath by Consultant, Consult
acknowledges that a breach of the covenants steegin would cause a loss to the Company and tlidiagdd Entities that could n
reasonably or adequately be compensated in damagasy action at law, and that remedies other timunctive relief could not full
compensate the Company for a breach of said cot®naherefore, Consultant agrees that the Comphaly ke entitled to injunctive reli
without the posting of a bond to prevent any breacbontinuing or threatened breach of Consultaativenants, agreements and warranti
set forth herein.

It is the intention of the parties hereto thairifany action before any court empowered to enftlice Agreement, any ter
restriction, covenant, agreement or promise is doimbe unenforceable, then such term, restrictomenant, agreement or promise sha
deemed modified to the extent necessary to mak&dtrceable by such court.

10. Waiver .

Waiver by the Company of a breach of any provigibthis Agreement or failure to enforce any sucbvgsion shall not
construed as a waiver of any subsequent breackmyofach provision or of the Compasytight to enforce any such provision. No ac
omission of the Company shall constitute a waifearny of its rights hereunder except for a writtesiver signed by the Company.

11. Governing Law .

This Agreement shall be governed in all respectshbylaws of the State of Delaware, without giviféect to principles ¢
conflicts or choice of laws of Delaware or of arther jurisdiction. Each of Consultant and the Comypsubmits to the jurisdiction of the st
courts of Delaware or any federal court sittinghe State of Delaware in any action or proceednmire out of or relating to this Agreem
and agrees that all claims in respect of the aatioproceeding may be heard and determined in aoly sourt. Each of Consultant and
Company also agrees not to bring any action orgadinig arising out of or relating to this Agreemiariny other court and waives any defe
of inconvenient forum to the maintenance of anyoacor proceeding so brought and waives any bomekty, or other security that might
required of any other party with respect thereto.

12. Waiver of Jury Trial .

EACH OF THE PARTIES KNOWINGLY, VOLUNTARILY AND INTE NTIONALLY WAIVES ANY RIGHTS IT
MAY HAVE TO A TRIAL BY JURY IN RESPECT OF ANY LITIG ATION BASED HEREON, OR ARISING OUT OF, UNDER, OR
IN CONNECTION WITH, THIS AGREEMENT, OR ANY COURSE O F CONDUCT, COURSE OF DEALING OR STATEMENTS
(WHETHER VERBAL OR WRITTEN) RELATING TO THE FOREGOI NG. THIS PROVISION IS A MATERIAL INDUCEMENT
FOR THE PARTIES TO ENTER INTO THIS AGREEMENT

13. Notices.

All notices required or permitted hereunder shallib writing and shall be deemed effectively givéa} upon person
delivery to the party to be notified; (b) when sbyptconfirmed electronic mail or facsimile if sehiring normal business hours of the recip
if not, then on the next business day; (c) thrgedéd/s after having been sent by registered offiegrtmail, return receipt requested, pos
prepaid; or (d) one (1) day after deposit with tiamally recognized overnight courier, specifyingxhday delivery, with written verification
receipt. All communications shall be sent to theyp# be notified at the following address:




If to the Company:

Cyalume Specialty Products, Inc.
96 Windsor Street

West Springfield, MA 01809
Attn: Zivi Nedivi

Facsimile: (413) 788-4817

With a copy to:

Greenberg Traurig, P.A.

401 East Las Olas Boulevard, Suite 2000
Fort Lauderdale, FL 33301

Attn: Bruce I. March, Esq.

Facsimile: (954) 765-1477

If to Consultant:

James G. Schleck
15 Washington Place
Metuchen, NJ 08840

14. Miscellaneous.

€) This Agreement sets forth the entire agreementusitiérstanding between the parties with respedtetibjec
matter thereof. This Agreement may not be modifiedischarged, in whole or part, except by an agesd in writing signed by both parties.

(b) This Agreement will be bindingan and inure to the benefit of the parties heegtd each partg respectiv
successors, assigns and heirs, as applicable.drtiespunderstand and agree that the Companylshad! the right, at any time, to assign to
successor-in-interest all of its rights and besefitder this Agreement. For purposes of this Agesgrthe term “ successar-interest” mean
and includes any person or entity that succeed§)tail or a substantial portion of the busine$sh® Company; or (ii) any interest in ¢
Affiliated Entity, regardless of whether this suss®n occurs by sale, merger, changeantrol, or otherwise and regardless of whethe
assignment of the Company’s rights hereunder ocbyrsontract or by operation of law. Notwithstarglithe foregoing, Consultast’
obligations under this Agreement are personal itunreaand may not be assigned or otherwise tramsfdoy him without the prior writte
consent of the Company.

(c) Should any party breach this Agreement, in additiall other remedies available at law or in egstich part
shall pay all of the other pars/costs and expenses resulting therefrom and/arredt in enforcing this Agreement, including reasue lege
fees and reasonable expenses of investigation.

(d) Each party hereto represents and warrants thathié das the full power and authority to enter iatal perforr
this Agreement, and each party knows of no lave,rtggulations, order, agreement, promise, undegad other fact or circumstance wh
would prevent its or his full execution and perfamme of this Agreement.




(e) The parties hereto acknowledge and agree thaAtiisement and related terms of engagement wersuthjec
of negotiation between them and, as such, thathé¢i)general rule of construction to the effect tirabiguities are resolved against the dra
party shall not apply to this Agreement; and (ii¢ terms and provisions of this Agreement shaltdiestrued fairly as to all parties hereto
not in favor of or against a party, regardless bicl party was generally responsible for the prafian of this Agreement.

Section and other headings contained in this Agezgrare for reference purposes only and are in ay
intended to define, interpret, describe or othesvliimit the scope, extent or intent of this Agreeiner any of its provisions each of which s
be deemed an original, but all of which togetheiistonstitute one and the same document.

(9) This Agreement may be executed in one or more eopatts each of which will be deemed an originat, dl
of which together shall constitute one and the sersteument.

[signatures appear on following page]




IN WITNESS WHEREOF , the parties hereto have caused this Consultingexgent to be executed as of the date first sét
above.

CYALUME SPECIALTY PRODUCTS, INC.
By: /s/ Zivi Nedivi

Name: Zivi Nedivi
Title: Chief Executive Office

/s/ James G. Schle:
JAMES G. SCHLECK




Name of Subsidiar

Subsidiaries of the Registrant

Place of Incorporatio

Exhibit 21.1

Cyalume Technologies, In
Cyalume Technologies, S.A.
Combat Training Solutions, In
Cyalume Specialty Products, Ir
Cyalume Realty, Inc

Delaware, U.S.A
France

Colorado, U.S.A
Delaware, U.S.A
Delaware, U.S.A




Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Cyalume Technologies Holdings, Inc.
Fort Lauderdale, Florida

We hereby consent to the incorporation by referémt¢lee Registration Statement on Form S-8 (No188569) of Cyalume Technologies
Holdings, Inc. of our report dated April 14, 201dlating to the consolidated financial statement$ schedule, which appears in this Form 10-
K. Our report contains an explanatory paragrapandigg the Company’s ability to continue as a gaingcern.

/sl BDO USA, LLP
Boston, Massachusetts
April 15, 2014




Exhibit 31.1
CERTIFICATION
[, Zivi Nedivi, certify that:
1. I have reviewed this Annual Report on Forn-K of Cyalume Technologies Holdings, Ir

2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omistiie a material fact necessar
make the statements made, in light of the circunt&ts under which such statements were made, ntgadisg with respect to the per
covered by this repor

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

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

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

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

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

(d) Disclosed in this report any change in the regmanternal control over financial reporting tleatcurred during the registrant's v
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 imet control over financial reporting; a

5. The registrant's other certifying officer(s) andidve disclosed, based on our most recent evaluafionternal control over financi
reporting, to the registrant's auditors and thetazammittee of the registrant's Board of Direct¢ws persons performing the equival
functions):

(a) All significant deficiencies and material weakness®e the design or operation of internal controéiofinancial reporting which a
reasonably likely to adversely affect the registeaability to record, process, summarize and refireaincial information; an

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

Date: April 15, 201+
/s/ ZIVI NEDIVI
Zivi Nedivi, Chief Executive Office




Exhibit 31.2

CERTIFICATION

I, Michael Bielonko, certify that:

1.

2.

| have reviewed this Annual Report on Forn-K of Cyalume Technologies Holdings, Ir

Based on my knowledge, this report does not corgainuntrue statement of a material fact or omistiie a material fact necessar
make the statements made, in light of the circunt&ts under which such statements were made, ntgadisg with respect to the per
covered by this repor

Based on my knowledge, the financial statementd, @her financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

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

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

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

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

(d) Disclosed in this report any change in the regmanternal control over financial reporting tleatcurred during the registrant's v
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 imet control over financial reporting; a

The registrant's other certifying officer(s) andidve disclosed, based on our most recent evaluafionternal control over financi
reporting, to the registrant's auditors and thetazammittee of the registrant's Board of Direct¢ws persons performing the equival
functions):

(a) All significant deficiencies and material weakness®e the design or operation of internal controéiofinancial reporting which a
reasonably likely to adversely affect the registeaability to record, process, summarize and refireaincial information; an

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

Date: April 15, 2014 /sl MICHAEL BIELONKO

Michael Bielonko, Chief Financial Office




Exhibit 32.1
CERTIFICATION

Each of the undersigned officers of Cyalume Teadbgiels Holdings, Inc. (the "Company") hereby ceatfithat, to his knowledge, -
Company's Annual Report on Form KOto which this certification is attached (the "Re{)), as filed with the Securities and Excha
Commission on the date hereof, fully complies viita requirements of Section 13(a) or 15(d), asiegiple, of the Securities Exchange Ac
1934, as amended (the "Exchange Act"), and thainfloeemation contained in the Report fairly presgrnn all material respects, the finan
condition and results of operations of the Company.

Date: April 15, 2014 /sl ZIVI NEDIVI
Zivi Nedivi, Chief Executive Office
(the Principal Executive Office

Date: April 15, 2014 /s/ MICHAEL BIELONKO
Michael Bielonko, Chief Financial Office
(the Principal Financial Office

This certification is being furnished and not fileshd shall not be incorporated into any documenafy purpose, under the Securities
Exchange Act of 1934 or the Securities Act.




