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SPECIAL NOTE ON FORWARD LOOKING STATEMENTS

Certain statements set forth in or incorporatedréference in this Annual Report on Form 10-K cdosti “forward-looking statementsivithin the
meaning of Section 27A of the Securities Act 0B8R8] Section 21E of the Securities Exchange At®®4. These statements include, without limitg
our expectations regarding the adequacy of anti@dasources of cash, planned capital expenditutes effect of interest rate increases, and tremnt
expectations regarding our operations. Words sustmay,” “will,” “should,” “believes,” “anticipates ,” “expects,” “intends,” "plans,” “estimates”
and similar expressions are intended to identifylrd-looking statements, but are not the exclusive meaidentifying such statements. Such stater
are based on currently available operating, finai@nd competitive information and are subject avious risks and uncertainties. Readers are cau
that the forward-looking statements reflect managet’s estimates only as of the date hereof, and wenasso obligation to update these statem
even if new information becomes available or otixnts occur in the future. Actual future resuttgents and trends may differ materially from ti
expressed in or implied by such statements depgmdira variety of factors, including, but not lietdtto those set forth under “ltem 1A Risk Factoasit
elsewhere in this Annual Report on Form 10-K.
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PART |
ITEM 1. BUSINESS

We provide optical infrared touchscreen solutiomsHandheld and small to midsized consumer andstmidli electronic devices. We license
touchscreen technology to Original Equipment Maoufeers (“OEMs”) and Original Design Manufacturdf©®DMs”) who imbed our touchscre
technology into electronic devices that they depedod sell. The cornerstone of our solution is inaovative optical infrared touchscreen technol
zForce®. Our patented zForce@chnology offers a number of benefits comparedtier touch screen technologies currently on theketaOur optice
infrared technology offers clients lower cost andrenfunctional alternatives to other touch scresamologies. zForce®Iso consumes less power t
our competitor's solutions, is able to functionainvide temperature range, requires no screen gvarld thus offers a much clearer picture whileha
same time accommodating multi-touch functionalifiyorce® combines full finger touch and high resolupen support in the same solution.

Our technology licensing model allows us to focustloe development of solutions for multich enabled screens and thus we do not he
contend with the financial and logistical burdenmé&nufacturing products, which is handled by ourMIOEM clients. We license the right to 1
zForce® and software which, together with standamiponents from partners, creates a complete dpoiceh screen solution. The zForce® mudtirct
product is our latest release and is currently dp@itegrated into products such as mobile phonesilminternet devices, eReaders, digital pictuages
printers, GPS devices and tablet BAt should be noted that our licensing model wes the added benefit of allowing us to grow sabgsonentiall
without the need of increasing costs at anywheee the same rate to support the sales growth.

Markets

We provide touch screen solutions for navigation foany of the worlds premier eReader OEMs. Our patented touch scexgmalogy
zForce®, supports high resolution pen writing imdxdnation with finger navigation including gesturesulti-touch, sweeps and much more. Un
resistive and capacitive touch screens, zForme®h screens have no overlay on top of the dispiagow and provide a 100% clear viewing experi¢
free from reflection and parallax effects thataguired for eReader touch screens. Neorstiich solution for portable devices is many timmese cos
effective than any other high performance touchitsmh in the market today, and we believe it is dindy viable touch screen solution that will operat
the new revolutionary reflective display panels thdl offer paperlike reading experience in almost any ambient lightondition while greatly reducii
power consumption. We believe that reflective diggbanels will be the future display panels of cbedor all eReader, tablet PC, GPS devices and
mobile phone and other hand held devices.




Industry projections, by the Yankee Group publistbedFebruary 8, 2011, project that the number ofasiers sold will increase from
estimated 11 million eReaders sold in 2010 to gepted 72 million eReaders in 2014, reflecting tbatinued migration of paper book sales to eledt
books. Based on the strength of our technologyesngineering knowow, we believe we are well positioned to take atlvge of the growth opportun
in the eReader market and to provide innovativijeradded human interface solutions for each oktheend-user preferences. We believe that the enc
user reading experience will be enhanced by thetamo of reflective display panels, including adualial functionality, such as multeuch gestui
recognition. We believe we are well positioned witthe eReader market as our zForce® product liogva us to address the entire eReader market.

In addition, we believe our intellectual propertgrifolio, engineering knowow, technological expertise and experience in iging touct
screen solutions to major OEMs of portable eledtratevices position us to be a key technologicalbéer for multiple consumer electronic dev
including tablet PCs, mobile phones, digital pietframes, remote controls, and global positioniagicks, as well as a variety of other mobile, hahdi
wireless, and entertainment devices. We believeegisting technologies with our emphasis on lowtcease of use, small size, low power consumg
advanced functionality, durability, and reliabilignable us to serve multiple aspects of the marcetshese products, as well as for other elect
devices.

We anticipate that our touch screen solutions dar-tost highvolume mobile phones will constitute an importaetqentage of our future t
revenue. Our ongoing success in serving the low+dgs-volume mobile phone market will depend upon a nunalbéactors, including: (i) the continu
growth of the overall mobile phone market, (ii) thilization of highfunctionality interactive infrared touchscreensheatthan mechanical buttons
capacitive/resistive touchscreens, as the interflacapplication access and control in those prtgjuand (iii) our ability to demonstrate to mobileon:t
OEMs the advantages of our touch screen solutiorierms of price, performance, usability, size,athility, power consumption, and industrial de:
possibilities.

Industry projections for the lowest mobile phone market for the period from 2Qirbagh 2013 predict a compound annual growth ragd &
which reflects the trend towards greater functiiipah low-cost mobile phone products to meet and addresexipended needs and expectations ¢
consumer-oriented market. These products requive/aost, simple, durable, and intuitive touch screglnt®on to enable the user to navigate efficie
through menus and scroll through information corgdiin the host device. We believe we are welltpogd to take advantage of this growing me
based on our technology, engineering know-how,thadicceptance of our touchscreen solutions by OENsgs market.

Our History
Neonode Inc. (the “Company”), formerly knows 3BE, Inc., was incorporated in the State of Datavon September 4, 1997.

On August 10, 2007, SBE, Inc. consummated a reverseger transaction with Neonode Inc. (the “Meryednd SBE, Incs name we
subsequently changed to “Neonode Inerf the completion of the Merger. Prior to the Merdeeonode Inc. had been incorporated in the Sif
Delaware in 2006 and was the parent of Neonode aABopmpany founded in February 2004 and incorporate®iveden. Following the closing of
Merger, the business and operations of Neonodephmr. to the Merger became the primary businessagerations of the newlgembined company. Tl
newly-combined company’s headquarters is locategt@ckholm, Sweden.

Through our previously whollpwned subsidiary, Neonode AB, we developed ourhsaeen technology and an optical touchscreen B
phone product, the N2. We began shipping the N@utofirst customers in July 2007 but faced diffiaircumstances in finding a viable market for
N2 mobile phone and subsequently discontinued #eufacturing of mobile phones and the operatiorideafnode AB




2008 Corporate Restructuring

In 2008, as a result of our inability to sell afsiént number of mobile phones to support our afiens, we took the following actions

restructure and refinance the Company:

On December 9, 2008, Neonode AB filed a petitionbfankruptcy in compliance with the Swedish BankeypAct (1987:672). As of that da
Neonode AB ceased to be owned and operated by Medno., and Neonode Inc. ceased to have any fialaploligations related to the accol
payable or other debts of Neonode /

On December 29, 2008, we entered into a Share ByehAgreement with Neonode Technologies AB (f/lkB Bypressen AB nr 9683),
Swedish engineering company, and the stockholdeéx¥eonode Technologies AB: Iwo Jima SARL, Wiretegs Sweden AB, and Athemis L1
pursuant to which we agreed to acquire all of 8®iéd and outstanding shares of Neonode Technslddiein exchange for the issuance
shares of Company’Series A Preferred Stock to the Neonode TechiedofB stockholders. Upon the closing of the testi®n, Neonoc
Technologies AB became a wholbyvned subsidiary of the Company. The Neonode Tdofres AB stockholders were employees of
Company and/or Neonode AB and, as such were refstdigs. The acquisition of Neonode TechnologiBsh% Neonode Inc. did not qualify
a business combination, and accordingly the fdinevaf the shares of Series A Preferred Stock tsoi¢he sellers of Neonode Technologies
shares were accounted for as compensation. As thas an 18 month service requirement related éoN@onode Inc. shares issued to
Neonode Technologies AB shareholders, the valuthefSeries A Preferred Stock was amortized to cosgtén expense over the 18 mc
service period beginning January 1, 2C

On December 30, 2008, we entered into a restrungfuransaction in which we converted the majorityhe outstanding warrants and convert
debt that had been issued in previous financingstetions to shares of Series A and B PreferredkStespectively, that were convertible i
shares of our common stock in accordance with traganys Certificate of Designation filed with the DelawaBecretary of Stat

2009 Corporate Financing

During the period from August 25, 2009 through Deber 31, 2009, we completed a private placemembofertible notes totaling $987,(
that can be converted, at the holdesption, into 1,973,966 shares of our Common S&ick conversion price of $0.50 per share. The exille
note holders have the right to have the converpiige adjusted to equal the lower stock price ifissie stock or convertible notes at a Ic
conversion price than $0.50 during the period thatnotes are outstanding. These convertible neégs originally due on December 31, 2(
but the due date has been extended until Juned3Q, ZThey bear an annual interest rate of 7%, lday@n June 30 and December 31 of each
that the convertible notes are outstanding. Intaohd we issued 986,983 thrgear warrants to the convertible note holders waittexercise pric
of $1.00 per share. The warrants may be exer@seddconverted to Common Stock, at the warrant mslagtion, beginning on the sixiontt
anniversary date of issuance until the warrantretipin date. We are not obligated to registerGbenmon Stock related to the convertible del
the warrants

2010 Corporate Financing

During the period from January 1, 2010 through K@y 2010, we received $1.8 million in proceedstesldo a private placement of convert
notes and stock purchase warrants that can be tedyat the holdes’ option, into 3,518,287 shares of our Common S&ick conversion prit
of $0.50 per share and 1,760,711 stock purchasemiarthat have an exercise price of $1.00 peresfidre convertible note holders have
right to have the conversion price adjusted to ethealower stock price if we issue stock or coribde notes at a lower conversion price t
$0.50 during the period that the notes are outatgnd’hese convertible notes were originally dueDmtember 31, 2010, but the due date
been extended until June 30, 2011. They bear anahinterest rate of 7%, payable on June 30 armtDber 31 of each year that the conver
notes are outstanding. The warrants may be exereise converted to Common Stock, at the warrardert@ option, beginning on the six mo
anniversary date of the issuance until the warexpiration date. We are not obligated to register Common Stock related to the conver
debt or the warrant:




e During September and October 2010, we enteredhiwaadifferent types of amendments with the holdsrthe convertible notes and the holc
of the stock purchase warrants issued in the FIB2and Spring 2010 financing transactions. Althaf holders of the convertible notes ent
into an amendment pursuant to which the due datbeotonvertible notes was extended until June28Q,l. A majority of the holders of t
stock purchase warrants entered into an amendmestignt to which they exercised their previouslgnged warrants at a discounted exe
price of $0.88 per share and was granted a replatethreeyear warrant for each original warrant exercisé¢hen exercised, the replacen
warrants can be converted into 2,766,856 sharesiofommon stock at an exercise price of $1.38hpare. A total of 2,766,856 warrants v
exercised at the discounted exercise price of $p&8share, and a total of $2.4 million was raibgdthe Company through these war
exercises. We issued a total of 2,766,856 shdresnomon stock and replacement warrants to thecésieg warrant holder:

Technologies

Our touchscreen solutions are based on our patefterte® and Neno™ hardware and software technologgrce®is our optical infrare
touchscreen technology that supports baaded navigation, allowing the user to operateftietionality with finger gestures passing ovee gtreer
Neno™ is our softwa-based user interface.

zForce® has been patented in several countriesdimg the US and has several patgreading in the US. It uses infrared light that lisjpctec
as a grid over the screen. The infrared light puksdull screen up to 120 times a second so tleagthl is constantly being refreshed. Coordinate
produced on the screen and are then convertedniatbematical algorithms when a user's fingers namvess the screen. This input method is uniq
Neonode and is enabled by the zF® technology.

Currently, there are two dominant types of touchsaortechnologies available in the markeapacitive and resistive. Capacitive technologyé
technology that the Apple iPhone uses and resiséigbnology is what is found on most styhssed PDAs. Resistive technology is pressure thes
technology. Best used for detailed work and foestbn of a particular spot on a screen, resigBednology is not useful for sweeping gestures otian,
such as zooming in and out. Capacitive technoledych is used on a laptop computer mouse padeng good for sweeping gestures and motion.
screen actually reacts to the fingetiny electric impulses. Capacitive touchscreenskvbest if the user has unimpeded contact betwméefinger and tr
screen.

Our zForce® optical touchscreen technology hasmabau of key advantages over each of these techieslagcluding:

e No additional layers are added to the screen it dilute the screen contrast and clarity. Laygriechnology is required to activate
capacitive and resistive technologies and can beaastly;

e The zForce®rid technology is more responsive than the capac#icreen technology and, as a result, is quiakerless prone to misreads
allows movement and sweeping motions as comparpdit-sensitive, stylus-based resistive screens;

e zForce®,an abbreviation for zero force necessary, obviditesneed to use any force to select or move itemthe screen as would be the ¢
with a stylus;

e zForce® is cosefficient due to the lower cost of materials anttexely simple manufacturing process when comptrélle expensive layer
capacitive and resistive screens;




e zForce®allows multiple methods of input, such as simpleyéir taps to hit keys, sweeps to zoom in or oud,gastures to write text or symb
directly on the screen;

e zForce®is one of the few viable touch screen solutiornt thidl operate on well on the new revolutionaryleetive display panels that will off
paperlike reading experience in almost any ambient lightcondition while greatly reducing power consuimpt Manufacturers of reflecti
display panels are targeting eReader, mobile plamdetablet PC markets because these devices rahaiear viewing screen and low po
consumption of the reflective display panels; and

e zForce®incorporates some of the best functionalities dhlibe capacitive and resistive touch screen tdolgies. It works in all climates ar
unlike the competing technologies, can be used thittk gloves. In addition, zForce® allows for wigofing of the device.

Because of its uniqueness and flexibility, we hadi¢hat our zForce®chnology presents a tremendous licensing oppitytéor Neonode. Th
market is vast, given the current rapid increasgeurchscreemased devices such as eReaders, mobile phonest P&8, media players, printers and !
navigation devices.

Intellectual Property

We believe that innovation in product engineersaes, marketing, support, and customer relatiamg,protection of this proprietary technol
and knowledge, will impact our future success. didiion to certain patents that are pending, wg c&l a combination of copyright, trademark, ti
secret laws and contractual provisions to estalalighprotect the proprietary rights in our products

We have been issued patent protection of our inmemtamed “On a substrate formed or resting displagngementin five countries, includin
the US and through a Patent Cooperation Treaty T"P@pplication and in 24 designated countries throaiglapplication to the European Patent O
(“EPO"). We applied for a patent in Sweden relating to aifegthone and have also applied for a patent inlthited States regarding software na
“User Interface.” We have 17 other patent appl@aipending in the US.

We have been granted trademark protectiothE word NEONODE in the European Union (“EUBweden, Norway, and Australia. In addit
we have been granted protection for the figurathegk NEONODE in Sweden. Additional applications fbe figurative trademark are still pending
Switzerland, China, Russia, and the United Statesaddition, our touch screen technology hame e@&®iis now an official trademark registered by
US Patent and Trademark Office.

Our “User Interface’may also be protected by copyright laws in mostntaes, including Sweden and the EU (which do n@ng pater
protection for the software itself), if the softweads new and original. Protection can be claimedfthe date of creation.

Consistent with our efforts to maintain the confitlelity and ownership of our trade secrets an@iotonfidential information, and to protect .
build our intellectual property rights, we requar employees and consultants, and certain cussymenufacturers, suppliers and other persons
whom we do business or may potentially do businéssexecute confidentiality and invention assigntnagreements upon commencement
relationship with us, typically extending for a jper of time beyond termination of the relationship.

Distribution, Sales and Marketing
We consider both OEMs and ODMs and their contraghufacturers to be our primary customers. BothQEéMs, ODMs and their contre

manufacturers may determine the design and prigggirements and make the overall decision reggrttia use of our user interface solutions in
products. The use and pricing of our interface tsahs will be governed by a technology licensingesgnent.




Our sales staff solicits prospective customers and sales personnel receive substantial technigsistance and support from our inte
engineering resources because of the highly teahna&ture of our product solutions. We expect gaes will frequently result from mulkevel sale
efforts that involve senior management, designregyis, and our sales personnel interacting wittpotential customers’ decisianakers throughout tl
product development and order process.

Our sales are normally negotiated and executed$n Dollars or Euros.

Our sales force and marketing operations are mahage of our corporate headquarters in Stockholmed®n, and our current sales forc
comprised of sales offices located in Stockholmrggoand the US.

Research and Development

We continue to invest in research and developméguoent and emerging technologies that we deetitalrto maintaining our competiti'
position in the touchscreen user interface markdemy factors are involved in determining the stgi¢ direction of our product development for
including trends and developments in the markeglaompetitive analyses, market demands, busirestitons, and feedback from our customers
strategic partners. In fiscal years 2010 and 20@9spent $1.9 million and $1.0 million, respectveln research and development activities.

We carefully monitor innovations in other technoksgand are constantly seeking new areas for aiglic of zForce®We have developec
technology roadmap that we believe will result isteady stream of new innovations and areas of use.

Our research and development is predominantljionse, but is also done in close collaboration weititernal partners and specialists.
development areas can be divided into the follovérgas:

Software
Optical
Mechanica
Electrical

Recent Developments

e On March 25, 2011, we filed a Certificate of Ameredmof our Amended and Restated Certificate of ipemtion affecting a reverse stock <
of the Company’s issued and outstanding shareoofr@on stock and Preferred Stock at a ratio of tywfime-to-one (the “Reverse Split")The
Certificate of Amendment provides that each tweiwg-(25) outstanding shares of the Corporaso@bmmon Stock, par value $0.001 per sl
will be exchanged and combined, automatically, aithfurther action, into one (1) share of commatist and each twentive (25) outstandin
shares of the CorporaticnPreferred Stock, par value $0.001 per share,bsilexchanged and combined, automatically, wittiodher actior
into one (1) share of Preferred stockhe Reverse Split was declared effective on Ma&h2R11 and has been reflected in this Annual Regn
Form 1(-K .

e In March 2011, we entered into new convertible lagneements (each a “Convertible Loan Agreemaenit) investors who participated in ¢
2009 and 2010 financing transactions (the “Invessjaend who had been issued common stock purchasenisamith exercise prices of $0.
per share, $1.00 per share, and $1.38 per shaétirrent Warrants”).Pursuant to the Convertible Loan Agreements, eaebstor exercise
some or all of its outstanding Current Warrantshat applicable exercise price ($0.50 per shard)Obfer share, and/or $1.38 per share)
provided us with a convertible loan, bearing ins¢ a rate of seven percent (7%) per annumpthatres on March 1, 201




Each Investor has the option at any time priohtorepayment of its loan to convert the loan indtyfpaid and norassessable restricted share
our common stock, at a price of $2.50 per shatee ldan will automatically be converted into regtd shares of our common stock in the event that
before the loan due date either (a) our commorksitod¢raded at a price per share of $6.25 or higheffive (5) consecutive trading days, or (b)
consummate a financing in the amount of at leashi#lfon. In the event that the loan principal eaxtrued interest is not repaid by us by the die, da:
the Investor has not previously converted the Itlam,Investor's sole remedy for such nmeyment shall be the payment of additional anmiakést at
rate of 10% per year. The accrued interest wilpagable on June 30and December 3%of each year.

In addition, we issued to each Investor new fieetycommon stock purchase warrants, with an exemige of $3.13 per share (thBléw
Warrants”),with each investor receiving (i) a number of Newrvdats equal to fifty percent (50%) of the numb&Carrent Warrants exercised by s
Investor under its Convertible Loan Agreement, éida number of New Warrants that is equal in eato twenty-five percent (25%) of the Investor’
loan to us. The New Warrants may be exercisedalsi payment or through cashless exercise by tmerslar of warrant shares having a value eqt
the exercise price of the portion of the warramimg exercised.

The Investors exercised an aggregate of 493,42&amding Current Warrants, for an aggregate invesstrof $ 515,000n the Company, ar
loaned the Company an aggregate of $ 4.2 millionaddition, we issued to the Investors New Wasdot the purchase of an aggregate of 669¢f58.1
restricted shares of common stock.

e We have recently developed prototype products aa@agaged in product design discussions with aélenge global OEMs and ODMs that
in the process of qualifying our touchscreen tebtpo for incorporation in various products, such digital picture frames, GPS devic
eReaders, Touch PC, mobile phones, printer andlenwitérnet devices. The development and produease cycle for these products may ta
to 18 months

e On March 4, 2011, we signed a technology licensigigement with a top ten global OEM to integratezitorce®touch screen technology int
series of products. In conjunction with the signiof this technology license agreement, the OEMeagjrto pay us $50,000 in no@eurring
engineering development fees. We are deferringetigineering development fee revenue until such @®dhe engineering work has b
completed. We expect to complete all services utidercontract by June 30, 20:

e On January 28, 2011, our Board of Directors apptosartain changes to Neonodehanagement team. Thomas Eriksson, one of owdér:
and current Chief Executive Officer of Neonode Trealbgies AB, Neonode’s wholly-owned subsidiary, wegspointed Neonods’ Chie
Executive Officer, effective as of January 28, 20deplacing Mr. Per Bystedt who resigned from hisifion as Neonods’ Chief Executiv
Officer, effective as of January 28, 2011. Mr. &k assumed the role of Executive Chairman andiraoes to serve as the Chairman of
Board of Directors

e On January 4, 2011, we signed a technology licgnagreement with a global retail and internet ba®&dM to integrate our zForce®uck
screen technology into a series of products. Imwwtion with the signing of this technology liceenagreement, the OEM agreed to pa
$65,000 in norrecurring engineering development fees. We arerdefethe engineering development fee revenue wutdh time as tt
engineering work has been completed. We expedrptete all services under this contract by Marth211.

e On December 30, 2010, we signed a technology leagseement with an OEM related to our touchscregimology for a series of eReaders
conjunction with the signing of this technologyditse agreement, the OEM agreed to pay us $65,000nirecurring engineering developm
fees. We are deferring the engineering developrfemtrevenue until such time as the engineering wak been completed. We expec
complete all services under this contract by M&th2011.
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On June 18, 2010, we signed a technology licensseagent with Sony Corporation related to our toaodsn technology for a series of eRear
In conjunction with the signing of this technolodgigense agreement, Sony Corporation issued araliniirchase order for $475,000
touchscreen licenses. We are deferring the techgdicense fee revenue until such time as the wéyrperiod expires on March 18, 20:

Overview of the Touchscreen Market and Competition

Competing Touchscreen Technologies

Today there are different touchscreen technologiesilable in the market. All of them with different slightly different profiles, pow

consumption, level of maturity, and cost price:

Resistive -- uses conductive and resistive layepsusated by thin space;

Surface acoustic wave -- uses ultrasonic wavespteg over the touchscreen panel;

Capacitive and projected capacitive a-capacitive touchscreen panel is coated with teniag typically indium tin oxide, that conduct:
continuous electrical current across the sensoreMMthe sensor's 'normal’ capacitance field (itsregice state) is altered by another capaci
field, e.g., someone's finger, electronic circlotsated at each corner of the panel measure thitaes'distortion' in the sine wave characterg
to detect a touct

Infrared -- uses infrared beams that are brokefingyer or heat from the finger sensed from a can@etect a touch;

Strain gauge -- uses a spring mounted on the faurecs and strain gauges are used to determinectiefi when the screen is touched,;
Optical imaging -uses two or more image sensors placed around gesdthostly the corners) of the screen and a $ightce to create a shac
of the finger;

In-cell optical touch technology e€mbeds photo sensors or conductive sensors direttyan LCD glass. By integrating the touch fuac
directly into an LCD glass, the LCD acts like a loegolution camera 1“se¢” the shadow of the finge

Dispersive signal technology -- uses sensors tectiéte mechanical energy in the glass that ocgerta a touch; and

Acoustic pulse recognition u#ses more than two piezoelectric transducersédcat some positions of the screen to turn the argchl energy «
a touch (vibration) into an electronic sigr

Touchscreen Technologies Competitors:

Company Technology

3M Capacitive, Dispersive Signal Tou
Synaptics Capacitive sensors and IC controll
ATMEL Capacitive touch IC controlle

Cypress Capacitive touch IC controlle

Maxim Capacitive touch IC controlle

RPO Optical wave guid

Nextwindow Optical with camera sens

Zytronic Capacitive

Tyco Electronics Capacitive, Resistive, Surface Wa

Touch Internatione Resistive and Capaciti\

Mass Multimedia Inc All touchscreen technologit

Young Fas Capacitive sensor and module ma

TPK Capacitive (provides the capacitive touch sensothfe Apple iPhone
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Today’'s market leading touch technologies, resistand capacitive technologies make use of a “tosmmsor/window”or an overlay i
combination with a controller IC to function. In roparison zForce use a “lightguideto(reflect and focus light) together with some damd 1C
components to operate.

Neonode licenses the complete solution to the ousts, and thus there is no need for a Bady to assemble the touch sensor with the cdat
(called a module maker) that adds cost to the cetapolution.

Below is a comparison table for resistive, capeeiii2 types) and zForce touch technologies. Sonm#-ofce unique selling points include |
power, cost and weight, in combination with a 10@r&msparent touch window.

Projective

Capacitive zForce®

Feature / Technology Resistive Surface Capacilive

Lew cost solution
Multi touch support
Fingar touch support
Pen support

Gastures

Low ponweer consumplion

Weight of 10" tablet >130 grams > 200 grams >250 grams 25 grams
Bezel Height Flush | Flush Flush . > 0.4mm
Building Haight_ (107 tab.} >1 5 mm »2 EI mim _J-?‘.J}l_j)_m 0_Brmuim

Me nead for calibration ry v
Viewable in sunlight v v v
I - oo

Technology License Agreements

As of December 31, 2010, we have entered into fechnology license agreements with customers. \gfeesli two additional technology licel
agreements with customers subsequent to Decemb203Q.

We our dependent on a few customers, and the foasyoone of these customers could have a mateidalerse effect on our future reve
stream. In the short term, we anticipate that weramain dependant on a limited number of custrier substantially all of our future revenue. &g
to anticipate or respond adequately to technolbdgieaelopments in our industry, changes in custoonesupplier requirements or changes in reguli
requirements or industry standards, or any siganificlelays in the development or introduction afdurcts or services, could have a material advéfset
on our business, operating results and cash flows.

Our accounts receivable as of December 31, 201Ceaased from six customers. Our revenue for the geded December 31, 2010 was ea

from seven customers of whom two customers accduisteapproximately 84% of our net revenue for ylear. Our customers are located in the
Europe and Asia.
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Employees

On December 31, 2010, we had fourteen full-time leyges and one part-time employee. We augment @aiffr with consultants on ana
needed” basis. Our full-time and our painte employees are located in our corporate heatkrsan Stockholm, Sweden, and one employee &téakin
branch office in the United States. None of our leiyges are represented by a labor union. We hagerienced no work stoppages. We believe
employee relations are positive.

ITEM 1A. RISKFACTORS

In addition to the other information in this Annudeport on Form 1@, stockholders or prospective investors shoulceftelly consider th
following risk factors:

Risks Related To Our Business
We may require additional capital to fund our opdians, which capital may not be available on comroilly attractive terms or at all.

We may require sources of capital in addition tehcan hand to continue operations and to impleroenbusiness plan. We project that we t
sufficient liquid assets to continue operatingegtsk the next twelve months. We are currently eatalg different financing alternatives, includingtimo
limited to selling shares of our common or prefdrsgock, or issuing notes that may be converteshares of our common stock which could result @
issuance of additional shares. If our operatdmsiot become cash flow positive, we will be for¢edeek credit line facilities from financial iitstions
additional private equity investment, or debt agements. No assurances can be given that we wilibeessful in obtaining such additional finanaom
reasonable terms, or at all. If adequate fundsiat@vailable on acceptable terms, or at all, wg beunable to adequately fund our business plaich
could have a negative effect on our business, tesifloperations, and financial condition. In aiufif if funds are available, the issuance of ec
securities or securities convertible into equityldodilute the value of shares of our common stact cause the market price to fall, and the issiat
debt securities could impose restrictive coventrascould impair our ability to engage in certhirsiness transactions.

We have never been profitable and we anticipatengigant additional losses in the future

Neonode Inc. was formed in 1997 and reconstitui€2DD6 as a holding company, owning and operatiegndde AB, which had been forme:
2004. We had been primarily engaged in the busiokdsveloping and selling mobile phones. Followihg liquidation of Neonode AB, we implemer
a new strategy for our business. We have a linogerating history on which to base an evaluatibaur business and prospects. Our prospects m
considered in light of the risks and uncertainBesountered by companies in the early stages afldement, particularly companies in new and raj
evolving markets. We were not successful in sellimghile phones and have refocused our businessamsing our touchscreen technology. We ma
be successful in entering the technology licenbimgjness. Our success will depend on many fadtarsiding, but not limited to:

the growth of touchscreen interface us:

the efforts and success of our OEM and othetoousrs;

the level of competition faced by us; ¢

our ability to meet customer demand for engiimgesupport, new technology and ongoing sen

In addition, we have experienced substantial retde in each fiscal period since our inceptions&heet losses resulted from a lack of subst:
revenues and the significant costs incurred irdéaeelopment of our products and infrastructure. &hility to continue as a going concern is depehde
our ability to raise additional funds and implemeat business plan.
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Our limited operating history and the emerging matf our market, together with the other risk éastset forth in this report, make predictiol
our future operating results difficult. There cdsoabe no assurance that we will ever achieve fsegmit revenues or profitability or, if significantvenue
and profitability are achieved, that they couldshistained.

If we fail to develop and introduce new products ciservices successfully and in a cost effective aingely manner, we will not be able
compete effectively and our ability to generate @aues will suffer.

We operate in a highly competitive, rapidly evolyienvironment, and our success depends on outyatoildevelop and introduce new produ
technology, and services that our customers andusars choose to buy. If we are unsuccessful aldpeiwng and introducing new products, technol
and services that are appealing to our customef®ad users with acceptable quality, prices andgewe will not be able to compete effectively ang
ability to generate revenues will suffer.

The development of new products, technology, amdices is very difficult and requires high levelsionovation. The development proces
also lengthy and costly. If we fail to anticipater @nd usersheeds or technological trends accurately or if veeumable to complete the developmet
products and services in a cost effective and tinf@hion, we will be unable to introduce new pretduand services into the market or succes:
compete with other providers.

As we introduce new or enhanced products or integraw technology into new or existing products,faee risks including, among other thir
disruption in customersdrdering patterns, excessive levels of older produeentories, inability to deliver sufficient sums of new products to me
customersdemand, possible product and technology defectspatentially unfamiliar sales and support enviremts. Premature announcements or |
of new products, features, or technologies may erkete some of these risks. Our failure to manhgdransition to newer products or the integrat
newer technology into new or existing products dadversely affect our business, results of opmmatiand financial condition.

We are dependent on the ability of our customersl&sign, manufacture and sell their products thacbrporate our touchscreen technologi

Our products and technologies are licensed to athepanies which must be successful in designirmmufacturing and selling the products
incorporate our technologies. If our customersratable to design, manufacture or sell their pobsluor are delayed in producing their products
revenues, profitability, and liquidity, as well asr brand image, may be adversely affected.

We must significantly enhance our sales and proddetvelopment organizations.

We will need to improve the effectiveness and btteadl our sales operations in order to increasekaetawareness and sales of our technolc
especially as we expand into new market segmerdspétition for qualified sales personnel is interesed we may not be able to hire the kind
number of sales personnel we are targeting. Likew@ur efforts to improve and refine our produatguire skilled engineers and programrr
Competition for professionals capable of expanding research and development organization is ietelug to the limited number of people avail
with the necessary technical skills. If we are deab identify, hire, or retain qualified sales, nketing, and technical personnel, our ability tdiawe
future revenue may be adversely affected.

We are dependent on the services of our key pergbnn

We are dependent on our current management fofotkeeeable future. The loss of the services ofraeynber of management could ha
materially adverse effect on our operations angdgeots.
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We are dependent on a few customers.

Currently, we have entered into license agreemeitts six customers. Since we are dependent onwacfestomers, the loss of any custo
could have a materially adverse effect on our Ritevenue stream.

If third parties infringe our intellectual propertyor if we are unable to secure and protect our itketual property, we may expend signific:
resources enforcing our rights or suffer competigivnjury.

Our success depends in large part on our propyieehnology and other intellectual property rightge rely on a combination of patel
copyrights, trademarks and trade secrets, confalépt provisions, and licensing arrangements ttalglish and protect our proprietary rights.
intellectual property, particularly our patents,ynmt provide us with a significant competitive adtage. If we fail to protect or to enforce oueltgctua
property rights successfully, our competitive positcould suffer, which could harm our results pémations.

Our pending patent and trademark applicationsdgistration may not be allowed, or others may emgé the validity or scope of our patent
trademarks, including patent or trademark applicetior registrations. Even if our patents or tragldnregistrations are issued and maintained,
patents or trademarks may not be of adequate sdpenefit to us or may be held invalid and unecrdable against third parties.

We may be required to spend significant resourcgesdnitor and police our intellectual property tigihEffective policing of the unauthorized
of our products or intellectual property is difficand litigation may be necessary in the futurestdorce our intellectual property rights. Intetlee
property litigation is not only expensive, but thoensuming, regardless of the merits of any claing eould divert attention of our management 1
operating the business. Despite our efforts, we nudye able to detect infringement and may losepaditive position in the market before they dols
addition, competitors may design around our teabgobr develop competing technologies. Intellecpraperty rights may also be unavailable or lirr
in some foreign countries, which could make it eafir competitors to capture market share.

Despite our efforts to protect our proprietary tgrexisting laws, contractual provisions and rei@eadfford only limited protection. Intellecti
property lawsuits are subject to inherent uncetitsrdue to, among other things, twmplexity of the technical issues involved, andoaanot assure y:
that we will be successful in asserting our intll@al property rights. Attempts may be made to copyeverse engineer aspects of our products
obtain and use information that we regard as petgmy. Accordingly, we cannot assure you that wi v able to protect our proprietary rights agt
unauthorized third party copying or use. The unatitied use of our technology or of our proprietarfprmation by competitors could have an adv
effect on our ability to sell our products.

We have an international presence in countries wedaws may not provide protection of our intellealyproperty rights to the same extent
the laws of the United States, which may make itrdifficult for us to protect our intellectual prperty.

As part of our business strategy, we target custemed relationships with suppliers and originalipment manufacturers in countries with le
populations and propensities for adopting new teldgies. However, many of these countries do ndtest misappropriation of intellectual property
deter others from developing similar, competindhtextogies or intellectual property. Effective pretien of patents, copyrights, trademarks, tradeete
and other intellectual property may be unavailawldéimited in some foreign countries. In particuldre laws of some foreign countries in which we
business may not protect our intellectual propegkits to the same extent as the laws of the Urfitiedes. As a result, we may not be able to effely
prevent competitors in these regions from infrimgour intellectual property rights, which could ued our competitive advantage and ability to com
in those regions and negatively impact our business
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If we are unable to obtain key technologies fromirth parties on a timely basis, free from errors defects, we may have to delay or cancel
release of certain products or features in our praats or incur increased costs.

We license thirdsarty software for use in our products, includihg bperating systems. Our ability to release alidseproducts, as well as ¢
reputation, could be harmed if the thpdsrty technologies are not delivered to customera timely manner, on acceptable business terms, tbey
contain errors or defects that are not discoveretlfexed prior to release of our products and we wrable to obtain alternative technologies ommealii
and cost effective basis to use in our productsa Assult, our product releases could be delayadoffering of features could be reduced, or we mes
to divert our development resources from otherrmes objectives, any of which could adversely affeic reputation, business and results of operation

Changes in financial accounting standards or pracéis may cause unexpected fluctuations in and adgbrsaffect our reported results
operations.

Any change in financial accounting standards octiras that cause a change in the methodology aregures by which we track, calcul
record and report our results of operations onfai@ condition or both could cause fluctuationsand adversely affect, our reported results of atpens
and cause our historical financial information twbe reliable as an indicator of future results.

Wars, terrorist attacks or other threats beyond ocontrol could negatively impact consumer confidenowhich could harm our operatir
results.

Wars, terrorist attacks or other threats beyondcoutrol could have an adverse impact on the Uritedes, Europe and the world econormr
general, and consumer confidence and spendingriicylar, which could harm our business, resultspdrations and financial condition.

Risks Related to Owning Our Stock

During the 2009 fiscal year, due to our lack of dasesources, we were unable to obtain a timely esviof our interim financial statements
a timely audit of our 2009 financial statements byr registered independent accountants.

During the 2009 fiscal year, due to our lack offcessources, we were unable to obtain a timelyerewf our interim financial statements ¢
timely audit of our 2009 financial statements by mgistered independent accountants in accordaithehe Exchange Acs$ reporting requirements &
Rule 10-01(d) of the Securities and Exchange ComionisRegulation S¢. Although our 2009 financial statements havesibheen audited, our failure
have complied with these SEC requirements couledly affect the value of our common stock. Iditan, our failure in 2009 to satisfy the curr
public information requirement of Rule 144 meargat the reduced Rule 144 holding period prior torésale of our unregistered stock is unavailak
holders of our unregistered stock until we areenirfor twelve months. This may adversely affestackholders ability to resell our stock and cause
share price to decline.

If we continue to experience losses, we could eigrere difficulty meeting our business plan and ostock price could be negatively affected.

If we are unable to gain market acceptance of muchscreen technologies, we will experience comoperating losses and negative cash
from our operations. Any failure to achieve or ntain profitability could negatively impact the matkprice of our common stock. We anticipate tha
will continue to incur product development, salesl anarketing and administrative expenses. As altresa will need to generate significant quart
revenues if we are to achieve and maintain prdfitgbA substantial failure to achieve profitatylicould make it difficult or impossible for us ¢gwow ou
business. Our business strategy may not be suateastl we may not generate significant revenueachieve profitability. Any failure to significary
increase revenues would also harm our ability tiea® and maintain profitability. If we do achiepeofitability in the future, we may not be able
sustain or increase profitability on a quarterlyaanual basis.
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Our certificate of incorporation and bylaws and thBelaware General Corporation Law contain provisisrthat could delay or prevent
change in control.

Our board of directors has the authority to isspetai2,000,000 shares of Preferred stock and termite the price, rights, preferences
privileges of those shares without any further \at@ction by the stockholders. The rights of tédars of common stock will be subject to, and rhe
materially adversely affected by, the rights of iedders of any Preferred stock that may be issuéide future. The issuance of Preferred stockabalve
the effect of making it more difficult for a thiggarty to acquire a majority of our outstanding mgtstock. Furthermore, certain other provision®u
certificate of incorporation and bylaws may have difect of delaying or preventing changes in adrndr management, which could adversely affec
market price of our common stock. In addition, we subject to the provisions of Section 203 of Bedaware General Corporation Law, an aakeove
law.

Our stock price has been volatile, and your investmhin our common stock could suffer a decline ialue.

There has been significant volatility in the marggte and trading volume of equity securities, etthis unrelated to the financial performanc
the companies issuing the securities. These br@aanfluctuations may negatively affect the magkeéte of our common stock. You may not be ab
resell your shares at or above the price you payhfase shares due to fluctuations in the markieepsf our common stock caused by changes il
operating performance or prospects, and otherifacto

Some specific factors that may have a significéfieice on our common stock market price include:

actual or anticipated fluctuations in our operatiagults or future prospec

our announcements or our competi’ announcements of new produc

the publi(s reaction to our press releases, our other pahhouncements, and our filings with the Si
strategic actions by us or our competitors, suchcgsiisitions or restructuring

new laws or regulations or new interpretationsx$ting laws or regulations applicable to our bess
changes in accounting standards, policies, guidantpretations or principle

changes in our growth rates or our compet’ growth rates

developments regarding our patents or proprietghts or those of our competitol

our inability to raise additional capital as neec

concern as to the efficacy of our produ

changes in financial markets or general economiglitions;

sales of common stock by us or members of our n&Emagt team; an

changes in stock market analyst recommendatioramiings estimates regarding our common stockr ethraparable companies, or our
industry generally

Future sales of our common stock could adverselfeaf its price and our future capitataising activities could involve the issuance ofusty
securities, which would dilute your investment anduld result in a decline in the trading price ofuo common stock.

We may sell securities in the public or privateiggmarkets if and when conditions are favorabiereif we do not have an immediate neec
additional capital at that time. Sales of substdrdmounts of common stock, or the perception siah sales could occur, could adversely affec
prevailing market price of our common stock and ahitity to raise capital. We may issue additiooanmon stock in future financing transactions ¢
incentive compensation for our executive manageraedtother key personnel, consultants and advitgssing any equity securities would be dilutiv
the equity interests represented by our tbetstanding shares of common stock. The markee gac our common stock could decrease as the n
takes into account the dilutive effect of any aégh issuances. Furthermore, we may enter intodingriransactions at prices that represent a soitiel
discount to the market price of our common stockeative reaction by investors and securitiesyatsko any discounted sale of our equity secs
could result in a decline in the trading price af common stock.
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Our common stock is currently traded on the OTC Batin Board Market. Our stock price and liquidity ay continue to be impacted.

Our common stock is traded on the OTC Bulletin Bloararket, which is generally considered a les<ieffit and less prestigious market t
other markets, such as the Nasdaqg Capital Market. pFice and liquidity of our stock may continueb® adversely affected as a result of our con
stock trading on the OTC Bulletin Board Market.

ITEM1B. UNRESOLVED STAFF COMMENTS
N one.
ITEM 2. PROPERTIES

Our subsidiary, Neonode Technologies AB, enteréal anmonth-tomonth lease with Vasakronan Fastigheter AB for apipnately 2,000 squa
feet of office space located at Linnegatan 89, I8tokn, Sweden for approximately $6,000 per monthe Bnnual payment for this space equat
approximately $72,000.

In addition, we lease office space located in Laftg; California that is provided by our Chief Ficaal Officer on a rent-free basis.

On March 18, 2011, we entered into a twelve moe#sé with CASanta Clara Office Center Limited Partnership fgpraximately 1,781 sque
feet of office space located at 2700 Augustine &rvanta Clara, California, USA for approximate®y8P0 per month.

ITEM 3. LEGAL PROCEEDINGS

On December 9, 2008, Empire Asset Management (“Eat)pia broker dealer that acted as our financial adasar exclusive placement ager
previous private placement transactions, initisethw suit against us in the Supreme Court of tteteSof New York alleging that the Corporal
misrepresented the success of its business to énBowmires customers to invest in us. We entered into desatht agreement dated July 9, 2010.
lawsuit was dismissed on September 13, 2010.

On May 11, 2009, Mr. David Berman initiated a lawsgainst us in the Supreme Court of the Statdex York alleging that the Corporati
misrepresented the success of its business toeénducBerman to invest in us. Mr. Berman, who wadient of Empire, invested $549,860 in our p&
placement offerings on March 4, 2008 and May 1®82@nd purchased an additional 6,516 sharesrtgték51,082 in the aftermarket. We entered il
settlement agreement dated October 11, 2010. Twslawas dismissed on October 13, 2010.

On October 2, 2009, Xerox Corporation (“Xeroxfijtiated a law suit against the Company in the igw Court of California alleging that t
Company breached an equipment lease agreementXeittx and demanding payment of $108,592.81 plusreéxst, late payment charges, and |
costs. On August 16, 2010, we entered into a sedihé agreement that required us to pay a totall&6f@0. The lawsuit was dismissed on Octob
2010.
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ITEM 4. (Removed and Reserved)
PART Il

ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Effective January 2, 2009, our common stock wagegion the Pink Sheets under the symbol NEON.PKedfattive January 26, 2009,
common stock has been quoted on the Over the QoBuotketin Board Market (OTCBB) under the symbol @H.OB. From March 28, 2011 throt
April 15, 2011, the symbol is converted to “NEONBS a result of our reverse stock split. The taklew sets forth the high and low sales prices @
common stock as reported on OTCBB. This informatias been adjusted to reflect the 126rreverse stock split that was effective MarchZ8,1. A:
of December 31, 2010, there were approximately2t&8ders of record of our common stock.

Fiscal Quarter Ended

March 31 June 30 September 3C December 31
Fiscal 201(
High $ 1.0C $ 1.2 $ 20C $ 2.0C
Low $ 0.5C $ 0.5C 0.7t $ 1.5C
Fiscal 200¢
High $ 15C $ 125 $ 1.2t $ 1.0C
Low $ 05C $ 0.5C $ 05C $ 0.5C

There are no restrictions on our ability to payidinds; however, it is currently the intention air Board of Directors to retain all earnings
any, for use in our business and we do not anteipaying cash dividends in the foreseeable futArg. future determination as to the paymer
dividends will depend, among other factors, uponearnings, capital requirements, operating resuitsfinancial condition.

ITEM 6. SELECTED FINANCIAL DATA

Not applicable.
ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF OPERATIONS

The following Management’s Discussion and AnalgéiBinancial Condition and Results of Operationsitzdns forwardlooking statements tr
involve risks and uncertainties. Words such as ithals,” “anticipates,” “expects,” “intends” and sinfar expressions are intended to identify forward-
looking statements, but are not the exclusive meéidentifying such statements. Readers are caatidhat the forwardeoking statements reflect ¢
analysis only as of the date hereof, and we daastime any obligation to update these statemeotsalevents or results may differ materially fréime

results discussed in or implied by the forward-iogkstatements. The following discussion shouldelae in conjunction with the compasyconsolidate
financial statements for the years ended DecembgP310 and 2009 and the related notes includerkthe
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Overview

We provide optical touchscreen solutions iandheld and small to midsized consumer and tnduslectronic devices. We license
touchscreen technology to Original Equipment Maotufiers (“OEMs”) and Original Design Manufacturdf©DMs”) who embed our touchscre
technology into electronic devices that they depedod sell. The cornerstone of our solution is ionovative optical touchscreen technology, zForce®
Our patented zForce®@chnology offers a number of benefits comparedthber touch screen technologies. Our optical teldgyooffers clients low co
and more functional alternatives to other touclesartechnologies. zForces#so consumes less power than competitor's screeable to function in
wide temperature range, requires no screen ovarldythus offers a much clearer picture while atsémae time accommodating multi-touch functionality.

Our technology licensing model allowssta focus on the development of solutions for molich enabled screens and thus we do not h:
contend with the financial and logistical burdenmo&nufacturing products, which is handled by ourMJOEM clients. We license the right to 1
zForce® and software which, together with standamiponents from partners, creates a complete opdicah screen solution. The zForce® mudtirct
product is our latest release and is currently dp@itegrated into products such as mobile phonesilminternet devices, eReaders, digital pictuages
printers, GPS devices and tablet Bt should be noted that our licensing model wes the added benefit of allowing us to grow sabgsonentiall
without the need of increasing costs at anywheee the same rate to support the sales growth.

Through our formerly whollyewned subsidiary, Neonode AB, we developed ourhtsaeen technology and an optical touchscreen mpbibn:
product, the Neonode N2. On December 9, 2008, Ng#®B filed for liquidation under the Swedish bampicy laws. Effective with Neonode A8’
bankruptcy filing on December 9, 2008, Neonode Wmas no longer in the mobile phone business andraleed of any financial obligations relate«
the accounts payable or other debts of Neonode AB.

We have not generated sufficient casmfthe sale of our products or licensing of owhtelogy to support our operations and have ind
significant losses. During the years ended DecerBlte2010 and 2009, we raised approximately $4l0omiand $1.9 million, respectively, net ci
proceeds though the sale of our securities andertible debt. In the first quarter of 2011 we rdisgproximately $4.Tillion through the sale of o
securities and convertible debt. We expect thit qhgs cash generated from the license of our tdolyy to support our operations for at least thet A¢
months.

We have incurred net operating losses and negapigeating cash flows since inception. As of Decen®ie 2010, we had an accumulated de
of $112.1 million. We expect to incur additionat$ées and may have negative operating cash flowaghrthe end of 2011. Although we have been
to fund our operations to date, there is no asserdimat our capital raising efforts will be ableatbract the additional capital or other funds reett
sustain our operations.

Our success is dependent on our obtaining sufficgepital or operating cash flows to fund our otieres and to development of our technol
and on our bringing such technology to the worldwidarket. To achieve our objectives, we may beireduo raise additional capital through publi
private financings or other arrangements. It cafioassured that such financings will be availalléerms attractive to us, if at all. Such finagsma
be dilutive to stockholders and may contain restgccovenants.

In addition to the immediate risks relating to aiility to continue as a going concern and to ebfanding under the current market conditi
we are subject to certain risks common to techngelmgsed companies in similar stages of developn8ad.“Risk Factorsabove. Principal risks inclu
risks relating to the uncertainty of growth in metrlacceptance for our technology, a history ofdessince inception, our ability to remain compegitir
response to new technologies, the costs to defeneell as risks of losing, patents and intelldlcpraperty rights, a reliance on our future custeshe
ability to develop and sell products that incorperaur technology, the concentration of our operetiin a limited number of facilities, the uncentsiof
demand for our technology in certain markets, dbititg to manage growth effectively, our dependerme key members of our management
development team, our limited experience in coridgabperations internationally, and our abilitydiotain adequate capital to fund future operations.
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Critical Accounting Policies and Estimates

The preparation of our consolidated financial stegets are in conformity with generally acceptedoacating principles in the United States
America (“GAAP”) and include the accounts of Neoaddc. and its wholly-owned subsidiary based in @&wve Neonode Technologies AB.

All inter-company accounts and transactions have been etediia consolidation. Our accounting policies affifeg our financial condition ar
results of operations are more fully described ote\2 to our consolidated financial statementsta@eiof our accounting policies require the applon
of judgment by management in selecting appropaatimptions for calculating financial estimatesicihinherently contain some degree of uncerts
Management bases its estimates on historical exqpeziand various other assumptions that are believée reasonable under the circumstances
historical experience and assumptions form thesbfasi making judgments about the reported carryialyies of assets and liabilities and the rep:
amounts of revenue and expenses that may not lbidyregparent from other sources. Actual resulty rdidfer from these estimates under diffel
assumptions or conditions. We believe the followarg some of the more critical accounting poli@esl related judgments and estimates used |
preparation of our consolidated financial statersent

Estimates

The preparation of financial statements in confoymiith accounting principles generally acceptedthie United States of America requ
making estimates and assumptions that affect,eatiite of the consolidated financial statementsréported amounts of assets and liabilities, dssok
of contingent assets and liabilities and the reqgbetmounts of revenue and expenses. Actual resultd differ from these estimates. Significant restie:
include, but are not limited to, collectibility @fccounts receivable, recoverability of lolingd assets, the valuation allowance recordedadl#o ou
deferred tax assets, the fair value of derivatinstruments, and the fair value of securities sushoptions and warrants issued for stbase:
compensation and in certain financing transactions.

Concentration of Credit and Business Risks

In the short term, we anticipate that we will degpean a limited number of customers for substantiall of our future revenue. Failure
anticipate or respond adequately to technologieaketbpments in our industry, changes in customesugplier requirements or changes in regul:
requirements or industry standards, or any sigaificlelays in the development or introduction afdorcts or services, could have a material advéfset
on our business, operating results and cash flows.

Our accounts receivable as of December 31, 2010eaased from six customer. Our revenue for the geded December 31, 2010 was ea
from seven customers of whom two customers accduiateapproximately 84% of our net revenue for ylear. Our customers are located in the
Europe and Asia.

Revenue Recognition
Engineering Services:

We may sell engineering consulting services toaugtomers on a flat rate or hourly rate basis. @é®gnize revenue from these services \
all of the following conditions are met: (1) evidenexisted of an arrangement with the customeicajlp consisting of a purchase order or contréz)
our services were preformed and risk of loss patséue customer; (3) we completed all of the neapsterms of the contract; (4) the amount of ree
to which we were entitled was fixed or determinataled (5) we believed it was probable that we wdutdable to collect the amount due from
customer. To the extent that one or more of theselitions has not been satisfied, we defer recamgnidf revenue. Generally, we recognize revent
the engineering services stipulated under the coata completed and accepted by our customers.
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Licensing Revenues:

We also derive revenue from the licensing of indlyndeveloped intellectual property (“IP'\Ve enter into IP licensing agreements that gerny
provide licensees the right to incorporate our tnponents in their products with terms and condgidhat varied by licensee. The IP licen
agreements generally include a nonexclusive licdosghe underlying IP. Fees under these agreemmiatp include license fees relating to ou
and royalties payable following the sale by ouetisees of products incorporating the licensed t@olgg. The license for our IP has standalone vaho
can be used by the licensee without maintenancesamgort. We defer the technology license fee regamtil such time as the warranty period stipul
in the license agreement expires. During the wayraeriod, we agree to correct software issuesdetailed in the underlying technology lice
agreements.

Hardware Products:

We may from time-tdime develop custom hardware products for our custs that incorporate our touchscreen technology. @licy is tc
recognize revenue from hardware product sales witlertransfers and risk of loss has passed toctrstomer, which is generally upon shipment of
hardware products to our customers. We will estinetpected sales returns and record the amounteduation of revenue and cost of hardware
other revenue at the time of shipment. To datehae not sold any hardware products.

Software Products:

We may derive revenues from software licensing. Wileaccount for the licensing of software in acgance with accounting guidance and ¢
guidance requires judgment, including whether awsofe arrangement includes multiple elements, &isd,iwhether vendospecific objective eviden
(“VSOE") of fair value exists for those elements.

For software license arrangements that do not reaignificant modification or customization of thederlying software, we will recognize n
software license revenue when: (1) we enter in&gally binding arrangement with a customer for libense of software; (2) we deliver the produ¢®
customer payment is deemed fixed or determinabiefeee of contingencies or significant uncertaisitiand (4) collection is reasonably assured
initially will defer all revenue related to the sofre license and maintenance fees until such tivaewe are able to establish VSOE for these elésra
our software products. Revenue deferred undeetheangements will be recognized to revenue dveekpected contract term. We will also contint
defer revenues that represent undelivered geltery engineering support until the engineersugport has been completed and the software pras
accepted. To date, we have not sold any softwareugts.

Allowance for Doubtful Accounts

Our policy is to maintain allowances for estimakeskes resulting from the inability of our customter make required payments. Credit limits
established through a process of reviewing thenfired history and stability of each customer. Whappropriate, we obtain credit rating reports
financial statements of our customers when detengior modifying their credit limits. We regularigvaluate the collectibility of our trade receive
balances based on a combination of factors. Wharstomers account balance becomes past due, we initialegdia with the customer to determine
cause. If it is determined that the customer wéllunable to meet its financial obligation, suchirathe case of a bankruptcy filing, deteriorationthe
customers operating results or financial position, or othsaiterial events impacting its business, we reeogpecific allowance to reduce the rel:
receivable to the amount we expect to recover. [8hall efforts fail to recover the related receilgbwve will write-off the account. We also record
allowance for all customers based on certain dietors, including the length of time the receivebére past due and our historical collection egpee
with customers. We did not have any accounts rabéivat December 31, 2009. We have $151,000 ofuatsoeceivable at December 31, 2010.
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Debt Issuance Costs

Debt issuance costs represent costs incurred ineotion with the issuance of the convertible ngagable. Debt issuance costs are amor
over the term of the financing instrument on aigtraline basis, which approximates the effectimeiest method.

Advertising

Advertising costs are expensed as incurred. Adsirgicosts for the year ended December 31, 201®a68 were approximately $28,000
$48,000, respectively.

Product Research and Development

Research and Development (“R&D”) costs are experasethcurred. R&D costs are accounted for in aceed with accounting guidance
Research and development costs consists mainlgrgbpnel related costs in addition to some extaroasultancy costs such as testing, certifying
measurements. Research and development costbeforerr ended December 31, 2010 and 2009 were xapately $1.9 million and $1.0 millio
respectively.

Property, Plant and Equipment

Property, plant and equipment are stated at cestpfnaccumulated depreciation and amortizatiorprBaation and amortization are compt
using the straight-line method based upon estimagetll lives of the assets ranging from threeve years as follows:

Computer equipmer 3 years
Furniture and fixture 5 years

Equipment purchased under capital leases is aradrtim a straight-line basis over the estimatedulified of the asset.

Upon retirement or sale of property and equipmeonst and accumulated depreciation and amortizatierremoved from the accounts and
gains or losses are reflected in the consolidatgdment of operations. Maintenance and repairstegged to expense as incurred.

Long-Lived Assets

We assess any impairment by estimating the futasté dlow from the associated asset in accordantte agicounting guidance. If the estime
undiscounted cash flow related to these asseteases in the future or the useful life is shortemtoriginally estimated, we may incur charge:
impairment of these assets. The impairment is basdHe estimated discounted cash flow associatutie asset.

Stock-Based Compensation Expense

We measure the cost of employee services receiveskdhange for an award of equity instruments,uiticly share options, based on the
value of the award on grant date, and recogniae d¢ompensation expense over the period the emglsyequired to provide services in exchangelfe
award, usually the vesting period, net of estimdtetbitures. We account for equity instrumentsiess to noremployees in accordance with accour
guidance, which requires that such equity instrusiée recorded at their fair value and the unvegtetion be remeasured each reporting period. W
determining stock-basetbmpensation expense involving options and warramsdetermine the estimated fair value of optiand warrants using t
Black-Scholes option pricing model.
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Foreign Currency Translation and Transaction Gairend Losses

The functional currency of our foreign subsidiasithie applicable local currency, the Swedish Krdiee translation from Swedish Krona to U
Dollars is performed for balance sheet accountsgusurrent exchange rates in effect at the balaheet date and for income statement accounts &
weighted average exchange rate during the periathsGor losses resulting from translation are idetlias a separate component of accumulated
comprehensive income (loss). Gains or losses meguitom foreign currency transactions are includedyeneral and administrative expenses ir
accompanying consolidated statements of operatiémisthe years ended December 31, 2010 and 200%pmign currency transaction losses tot
$23,000 and $0, respectively.

Liabilities for Warrants and Embedded Derivatives

We do not enter into derivative contracts for pwgmof risk management or speculation. Howevem time to time, we enter into contracts
are not considered derivative financial instrumenttheir entirety but that include embedded deaeafeatures, such as conversion features thatm
antidilution rights. Such embedded derivatives are sk at inception of the contract and every repgiieriod, depending on their characteristics
are accounted for as separate derivative finamsaluments pursuant to accounting guidance, if®mbedded conversion features, if freestanding)d
meet the classification of a liability. Accountimgiidance requires that we analyze all material ragtg and determine whether or not they co
embedded derivatives. Any such embedded convefsaiores that meet the above criteria are thendzifad from their host contract and recorded o
consolidated balance sheet at fair value and thegds in the fair value of these derivatives acended each period in the consolidated stateme
operations as an increase or decrease to hon-hashes.

Similarly, if warrants meet the criteria in accanda with accounting guidance to be classified asillties, then the fair value of the warrants
recorded on the consolidated balance sheet atfdiewalues, and any changes in such fair valuegecorded each period in the consolidated statt=
of operations as an increase or decrease to ndnebasges.

Accounting for Debt Issued with Detachable Stock#ehase Warrants and Beneficial Conversion Features

We account for debt issued with stock purchaseamtsrby allocating the proceeds of the debt betwieedebt and the detachable warrants t
on the relative fair values of the debt securityhwut the warrants and the warrants themselvebgifivarrants are equity instruments. The relataie
value of the warrants are recorded as a debt didcand amortized to expense over the life of tHated debt using the straight line method, w
approximates the effective interest method. At ebalance sheet date, we make a determination #etlwearrant instruments should be classifie
liabilities or equity, and reclassify them if thieocumstances dictate.

In certain instances, the Company enters into agitwe notes that provide for an effective or attade of conversion that is below market va
and the embedded conversion feature does not gdaliflerivative treatment (a “BCF”)in these instances, we account for the value oBtBE as a de
discount, which is then amortized to expense okerlife of the related debt using the straighé- method, which approximates the effective ies
method.

Net Loss Per Share

Net loss per share amounts have been computed bagbe weighted average number of shares of comstomk outstanding during the peri
Net loss per share, assuming dilution amounts frommon stock equivalents, is computed based omwéighted average number of shares of comr
stock and potential common stock equivalents onditey during the period. The weighted average nunabeshares of common stock and pote
common stock equivalents used in computing thelowst per share for the year ended December 31, @0d®009, respectively, exclude the pote
common stock equivalents, as the effect would hiedilntive.
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Comprehensive Loss

Our comprehensive loss includes foreign currenagdiation gains and losses. The cumulative amdundieslation gains and losses are refle
as a separate component in stockholders’ deficit.

Income taxes

We account for income taxes in accordance with aaiiog guidance. Accounting guidance requires raitmmgn of deferred tax liabilities ai
assets for the expected future tax consequende=md that have been included in the consolidatehtial statements or tax returns. We estimatenie
taxes based on rates in effect in each of thedigtisns in which we operate. Deferred income tages#s and liabilities are determined based
differences between the financial statement andnm tax bases of assets and liabilities using edatztx rates in effect for the year in which
differences are expected to reverse. The realizatialeferred tax assets is based on historicaptesitions and expectations about future taxalderire
Valuation allowances are recorded against net dafeiax assets where, in our opinion, realizatoaricertain based on the “not more likely thart not
criteria of the accounting guidance.

Based on the uncertainty of future pgiee-income, we fully reserved our net deferredassets as of December 31, 2010 and 2009. In thd @
were to determine that we would be able to realimedeferred tax assets in the future, an adjustioethe deferred tax asset would increase incontbe
period such a determination was made. The provigipincome taxes represents the net change inréeféax amounts, plus income taxes payable fc
current period.

Effective January 1, 2007, we adopted the provssiohthe accounting, which provisions included a-step approach to recognizing, de-
recognizing and measuring uncertain tax positiccanted for in accordance with the accounting guie. As a result of the implementation of
accounting guidance, we did not recognize an irserd@a the liability for unrecognized tax benefitsdaa decrease in the related reserve of the
amount. Therefore, upon implementation of the ajaplie accounting guidance, we recognized no matdjastment to the January 1, 2007 balan:
retained earnings. As of December 31, 2010, wenloaghrecognized tax benefits.

Cash Flow Information

Cash flows in foreign currencies have been condetteU.S. dollars at an approximate weighted awerexchange rate for the respec
reporting periods. The weighted average exchangefoa the consolidated statements of operatiors Wal and 7.65 Swedish Krona to one U.S. £
for the years ended December 31, 2010 and 2008ecteely. The exchange rate for the consolidatddrire sheets was 6.78 and 7.21 Swedish Krc
one U.S. Dollar as of December 31, 2010 and 2G&pactively.

Fair Value of Financial Instruments

We disclose the estimated fair values for all fiziahinstruments for which it is practicable toigstte fair value. Financial instruments incluc
cash, payables and derivatives are deemed to apmtexfair value due to their short maturities. Tdagrying amounts of convertible debt cannc
reasonably determined since no quoted market peiiss for these instruments and quoted pricesifailar instruments cannot be located.

New Accounting Pronouncements

In September 2009, the Financial Accounting Stasgl@oard (“FASB”) issued Accounting Standards Upd@ASU 2009-13"), Multiple-
Deliverable Revenue Arrangeme (“ASU 2009-13"), which amends the revenue guidameder ASC Topic 605Revenue Recognitignwvhich describe
the accounting for multiple-element arrangementSUA200913 addresses how to determine whether an arrangemeriving multiple deliverable
contains more than one unit of accounting and hoangement consideration shall be measured anda#dld to the separate units of accounting il
arrangement. ASU 2009-13 is effective on a prospediasis for the Comparg/fiscal year 2011, with earlier adoption permittéthie Company
currently evaluating the adoption of ASU 2009-18 &me impact that ASU 2009-13 will have on its aditsated financial statements.
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In September 2009, the FASB issued ASU 2009¢eftain Revenue Arrangements That Include SoftEeenents(*ASU 2009-14"), which
excludes tangible products containing software aaomepts and non-software components that functigath®r to deliver produdt’essential functionali
from scope of ASC Topic 985 oftwarewhich describes the accounting for software revaraegnition. ASU 20094 is effective on a prospective bi
for the Company’s fiscal year 2011, with earlieoption permitted. The Company is currently evahmtihe impact that ASU 200B4 will have on it
consolidated financial statements.

Results of Operations

Effective January 2, 2009, our common stock wagegion the Pink Sheets under the symbol NEON.PKedfettive January 26, 2009,
common stock has been quoted on the Over the QoBatietin Board Market (OTCBB) under the symbol QE.OB.

We restructured and recapitalized our business eceBber 31, 2008 to focus our business on the a@wvelnt of our zForce@uchscree
solutions that enable people to interact more gasid intuitively with a wide variety of mobile cgmting, communications, entertainment, and ¢
electronic devices. Our sales are targeted at OBt ODMS which produce handheld devices for the digiti@style consumer products marl
including portable digital music and video playeeReaders, digital cameras, mobile phones, andr @leetronic devices which may utilize «
customized touchscreen solutions.

As of December 31, 2010, we signed four technollizgnse agreements with customers. We have alselafgsd prototype products and
engaged in product engineering design discussidtis several other global OEM and ODMs who are ia firocess of qualifying our touch scr
technology for incorporation in various productstsas digital picture frames, GPS devicebpek readers, Touch PC, mobile phones and moligenia
devices. The development and product release &yctbese products may take six months to one yeatr.

We currently have six customers for our touchscremhnology. Sony Corporation (Sony) began shigmeif their eReader products
September 2010, but we will not recognize any reeefiom the sales of the Sony eReaders until Ma&h2011, the date the initial warranty pe
ends. Koobe Inc. shipped a small number of eResaibethe Chinese market at the end of December 2@#l0we recognized approximately $3,00
revenue from these sales. Two of our other custemeder contract are expected to begin shippindyats in June 2011. Under the terms of one ¢
contracts, the customer will pre-purchase $3.0ianilbf technology licenses prior to shipment ofittliest product.

Net Revenues

Net revenues for the year ended December 31, 2@505440,000. Our net revenues for the year endedrbteer 31, 2010 includes $387,00
fees for engineering design services $50,000 ferstile of components and $3,000 from technolognse fees, respectively, related to our touch B
solution for our customers. We did not have anyree¢nues for the year ended December 31, 2009.

On December 29, 2009, we signed an engineeringcesragreement with an OEM to provide engineergmgises over a thremonth period i
2010 related to the development of a touchscreplicapion for a mobile phone product. The valudto§ agreement was approximately $167,000, w
has been recognized as revenue in the year endesiriber 31, 2010. The technology license agreethattwe signed with Sony on June 18, Z
included payment related to engineering servicepreided in the development of a touchscreen aeafitin for a series of bBeok readers. Throu
December 31, 2010 we earned approximately $201u0@@r this agreement, which has been recognizeévanue in the year ended Decembel
2010. The technology license agreement that weesligvith an OEM on July 15, 2010 included paymetfzted to engineering services we provided il
development of a touchscreen application for aroraobile touch pad. Through December 31, 2010 weeshmpproximately $37,000 under
agreement, which has been recognized as reverthe year ended December 31, 2010.
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In conjunction with the signing of the technologgehse agreement with Sony, they issued an imtiathase order for $475,000 of touchsc
licenses. Sony began shipping its first eReadedymmoon September 1, 2010. We are deferring thentdogy license fee revenue until such time a
warranty period expires, on March 18, 2011. Durhg warranty period, the Company agrees to cogefttvare issues, as detailed in the technc
license agreement.

Drivers of the touch screen market include ieophones, printers, laptops, tablet PCs, eReadersgation screens, etcThe proliferatiol
and mass market acceptance of touch screens hangfmd new applications and uses for existing al offerings, thus making the production
utilization of these modules one of the fastestgng tech segments. The typical sales cycle 189nonths with new customers while existing custt
lead times are typically 8-months. During the initial cycle, there are thpbases: evaluation, design, and commercial. dretlaluation phase, prospe
validate the Neonode technology using a Neonodtuatian kit and may produce short runs. During design phase, true product development be
with solution definition occurring as well. Thisg@se tends to be the longest and it should be nbatdhis phase is where delays typically occrayihc
out the term of the overall cycle. In the finabgk, commercialization, the customer enters int@faduction mode, and Neonode earns license rgxen

Gross Margin

Gross margin was $172,000 and $0 for the yearsceBdeember 31, 2010 and 2009, respectively. Ourafagvenues includes the direct cos
production of the components plus the costs ofre®ging consultants to complete the engineeringgdeontract.

Product Research and Development
Product research and development expenses foredwegnded December 31, 2010 w8ie9 million compared to $1.0 million for year ed
December 31, 2009. Factors that contributed tdartbeease in R&D costs include an increase in géikng costs, travel and prototype materials €
related to customer development projects.
We continue to pursue and expand R&D expenditarethe development of our touchscreen and othéntdogies. We have a developmr
roadmap based on our touchscreen and other tedieslAs of December 31, 2010, we have eight enggleyand one patitme consultant in our R&
department.

Sales and Marketing

Sales and marketing expenses for the year endeehitber 31, 2010 were $566,000 compared to $346@00é year ended December 31, 2
This increase in 2010 as compared to 2009 is pifiyralated to the addition of three sales persband an increase in travel expenses.

Our sales activities focuses primarily on OEM andMDcustomers who will integrate our touchscreerhtedogy into their products, and -
OEM and ODM customers will sell and market thewgarcts to their customers.

General and Administrative
General and administrative expenses for the yeded&mecember 31, 2010 were $3.6 million compare@l® million for the year end
December 31, 2009. This increase in 2010 as compar2009 is primarily related to an increase im-uash fair value of warrants issued to emplo

and legal expenses.

As of December 31, 2010, we have three emp®wad one part-time consultant in our G&A depantfigfilling management and
accounting responsibilities.
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Amortization of Fair Value of Stock Issued to Retat Parties for Purchase of Neonode Technologies AB

On December 29, 2008, we entered into a Share Byeh&greement with Neonode Technologies AB and dtoekholders of Neono
Technologies AB: Iwo Jima SARL, Wirelesstoys ABidaAthemis Ltd (the "Neonode Technologies AB Staaklers”), pursuant to which we agreec
acquire all of the issued and outstanding sharddeainode Technologies AB in exchange for the isseaf 19,800 shares of the Compangeries ,
Preferred stock. Pursuant to the terms of theeSBachange Agreement, upon the closing of the a@tion, Neonode Technologies AB became a w
owned subsidiary of the Company. The Neonode A@ogies AB Stockholders are or were employeessand/or Neonode AB, and as such are re
parties.

The fair value of the conversion feature of the809, shares of Series A Preferred shares issueletaetated parties to acquire Neon
Technologies AB that was converted to a total 668,447 shares of our common stock was $9.5 mibb@sed on our stock price on March 31, 200¢
date our shareholders approved the increased ameratio. Because this transaction is esseyttalt issuance of shares to key employees for
continued service to enhance the Company, the#ifllibn revised fair value of the common stock iy amortized to compensation expense at th
of $1.6 million per quarter for six quarters bedgimnJanuary 1, 2009. The amortization of the $9ilian in compensation expense related the valuthe
stock issued to the related parties to acquire NéerTechnologies AB was completed on June 30, 2B&0the year ended December 31, 2009,
million and for the year ended December 31, 201@ #3llion, respectively, has been recorded as @mation expense in our consolidated stateme
operations.

Interest and Other Expense

Interestexpense for the year ended December 31, 2010 w80, compared to $60,000 for the year endedbker31, 2009. The increas:
primarily due to an increase in the debt outstagfliom $1.1 million at December 31, 2009 to $2.8iori at December 31, 2010.

Foreign Currency Translation and Transaction Gairend Losses

The functional currency of our foreign subsidiasythie applicable local currency, the Swedish Krditee translation from Swedish Krona to {
Dollars is performed for balance sheet accountsgusurrent exchange rates in effect at the balaheet date and for income statement accounts a
weighted average exchange rate during the periathsGor losses resulting from translation are idetlas a separate component of accumulated
comprehensive loss. Gains or losses resulting fargign currency transactions are included in gaen@nd administrative expenses in the accompa
consolidated statements of operations. Foreigneoayr transaction losses were $23,000 and $0 dihieg/ears ended December 31, 2010 and
respectively.

Non-Cash Items Related to Debt Discounts and Deg¢eriFinancing Fees and the Valuation of Conversiore&tures and Warrants
Non-Cash Valuation for Conversion Features and \&ais

In May 2008, the FASB issued accountgugdance related to convertible debt cash setitdsneThis accounting guidance clarifies
convertible debt instruments that may be settle¢dash upon conversion (including partial cash emitint). Additionally, this accounting guidan
specifies that issuers of such instruments shoafhrately account for the liability and equity campnts in a manner that will reflect the ent
nonconvertible debt borrowing rate when interest ¢® recognized in subsequent periods. This adowuguidance is effective for financial statem:
issued for fiscal years beginning after December2l®8, and interim periods within those fiscal ngeand requires retrospective application fo
periods presented.

FASB also issued accounting guidaneeich addresses whether or not a derivative isxadeo an entitys own stock. This accounting guida
is effective for financial statements issued fecél years beginning after December 15, 2008, atadiin periods within those fiscal years, and resf
retrospective application for all periods presenifus accounting guidance requires that warraritis downside ratchet to be accounted for as liabs
that previously had been accounted for as equitysior to this new accounting guidance, these ratghevisions were only evaluated under g
accounting guidance, and because these ratchetsipms are generally within the compasycontrol, they did not trigger liability or deriiee
accounting. Now under the new accounting guiddheg do.
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On January 1, 2009, we adopted the new accountiidpgce. We determined that the 84,744 outstandiagants that include andution
features fall under the new accounting guidance taadfair value of the warrants must be recorded &ability and marked-torarket each reportii
period with the changes in the fair value recordgihcome/expense on the consolidated statememeoétions.

Related to the derivative liabilities associatethwhe conversion features and warrants issueder2009 and 2010 convertible debt financi
we recorded a net increase in the carrying amolutiitose liabilities due to the changes in fair walDuring the years ended December 31, 2010 ang,
we recorded a loss on change in fair value of dére liabilities of $16.3 million and $2.8 millipmespectively. We also reclassified $19.3 millaord $(
of derivative liabilities to additional paid-in ciégg during the years ended December 31, 2010 808,Zespectively.

Gain on Conversion and Forgiveness of Accounts Phlga

We converted approximately $53,000 of our accopagsble to 31,716 shares of our common stock onalar26, 2009. The fair value of -
shares of common stock issued to settle the acs@ayable was $23,000 based on our stock pricammady 26, 2009. We recorded $23,000 as con
stock additional paid in capital and the differeraée$30,000 is include in gain on conversion andjifeeness of accounts payable on our consolit
statements of operations for the year ended Decegihe009.

Deemed Dividend to Preferred Stockholders

On December 31, 2008, we issued 4,488 shares &sS&rPreferred Stock that at the date of issudrazka conversion rate of one shar
common stock for each share of Series A PrefertadkSo investors in a private placement transactimt raised $1.1 million. On March 31, 2009,
shareholders approved a resolution to increasedheersion ratio to 480.63 shares of common stocleéch share of Series A Preferred Stock. Th
value of the conversion of the 4,488 shares ofeSeki Preferred Stock issued to the investors impthate placement transaction that will be corsetc
a total of 2,156,883 shares of our common stock $4a6 million based on our stock price on March 3009, the date our shareholders approve
increased conversion ratio. On December 31, 20@8%2.4 million fair value of the Series A PreéstrStock issued prior to the shareholder appre
included in Series A Preferred Stock in the shadsrs’ equity. On March 31, 2009, we recorded the $1.0Gianilincrease in the fair value as an incrt
in common stock additional paid-in-capital and aeamed dividend to preferred shareholders foy#ze ended December 31, 2009.

Loss on Troubled Debt Restructuring

On March 31, 2009, our shareholders approved aduteso increasing the conversion ratio from oneste to 480.63 shares of common stocl
each share of Series A Preferred Stock. Upon csiorgrthe shares of Series A Preferred Stock willvert into 16,447,600 shares of our common stock.

The fair value of the conversion of the 9,771 shakSeries A Preferred Stock issued to the coiblerdebt holders that will be convertec
4,696,054 shares of our common stock at a later das $4.7 million based on our stock price on M&t, 2009. On December 31, 2008, the
million fair value of the Series A Preferred Staskued prior to the shareholder approval is induite Series A Preferred Stock in the shareholders
equity. On March 31, 2009, we recorded the $2.8anilincrease in the fair value as an increasedtfitional paid-ineapital and as a loss on troubled
restructuring on our consolidated statements efatns for the year ended December 31, 2009.

On December 31, 2008, we issued 3,712 shares s rPreferred Stock to warrant holders to contregir warrants to equity. On March
2009, our shareholders approved a resolution isargahe conversion ratio from one-@oe to 132.07 shares of common stock for each sifeéBeries |
Preferred Stock. Upon conversion, the shares aé$8r Preferred Stock will convert into 490,222relseof our common stock.

The fair value of the conversion of the 3,712, shaf Series B Preferred Stock issued to the wahalders that will be converted to 490,
shares of our common stock at a later date was,8@0Mased on our stock price on March 31, 2008.D&cember 31, 2008, the $2,000 fair value o
Series B Preferred Stock issued prior to the sldaleh approval is included in Series B Preferreatin the shareholdersquity. On March 31, 2009, \
recorded the $488,000 million increase in the f@lue as an increase in additional paids@pital on the consolidated balance sheets and@sseol
troubled debt restructuring on our consolidatetest@nts of operations for the year ended Decenmhe2®9.
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Income Taxes

Our effective tax rate was 0% in the year endedebwer 31, 2010 and 2009, respectively. We recovadadhtion allowances in 2010 ¢
2009 for deferred tax assets related to net operédisses due to the uncertainty of realization.

Net Loss

As a result of the factors discussed above, werded a net loss of $31.6 million for the year ehBecember 31, 2010, compared to a nel
of $14.9 million in the comparable period in 2009.

Off-Balance Sheet Arrangements

We do not have any transactions, arrangementgher celationships with unconsolidated entitied #ir@ reasonably likely to affect our liquic
or capital resources other than the operating seaséed above. We have no special purpose or linptepose entities that provide dfédlance she
financing, liquidity, or market or credit risk sum; or engage in leasing, hedging, research amdldement services, or other relationships thabegp
to liability that is not reflected on the face bétfinancial statements.

Liquidity and Capital Resources

Our liquidity is dependent on many factors, inchglisales volume, operating profit and the efficien€ asset use and turnover. Our fu
liquidity will be affected by, among other things:

actual versus anticipated licensing of our techgy|

our actual versus anticipated operating exper

the timing of our OEM customer product shipme

the timing of payment for our technology licensagyeements
our actual versus anticipated gross profit mar

our ability to raise additional capital, if necegsand

our ability to secure credit facilities, if necess:

The consolidated financial statements includedihdrave been prepared on a going concern basishvduntemplates continuity of operati
and the realization of assets and repayment ailitiab in the ordinary course of business. Altgbhuwe have been able to fund our operations to,
there is no assurance that cash flow from our djp@sior our capital raising efforts will be abtedttract the additional capital or other fundsdezktc
sustain our operations. If we are unable to okadliditional funding for operations, we may not b&eab continue operations as proposed, requiringp
modify our business plan, curtail various aspedt®uwr operations, or cease operations. In such tewvevestors may lose a portion or all of tl
investment.

We have not generated sufficient cash from the shbur products or licensing of our technologystipport our operations and have incu
significant losses. During the years ended DecerBlter2010 and 2009, we raised approximately $4l0omiand $1.9 million, respectively, net ci
proceeds through the sale of our securities andestihle debt. In the first quarter of 2011, weseal approximately $4.million from the sale of o
securities and convertible debt. We now have gefiiccash to operate for the remainder of 2011.a#fgect to receive sufficient cash from custc
license agreements to operate for at least the mesie months. In addition, one of our customeas bommitted to prpurchasing $3.0 million «
technology licenses at the point they begin progdbgiment. Their first product shipments are prigiddo begin in the late second quarter of 2011.

We have six current active customers for our tsuoten technology. In most circumstances, our tanggtomers will have to successfi

integrate our technology into their products anenttsell those products to their customers beforemillereceive any cash from technology lice
agreements.
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Our cash is subject to interest rate risk.ilvest primarily on a shoterm basis. Our financial instrument holdings ac®waber 31, 2010 we
analyzed to determine their sensitivity to interasé changes. The fair values of these instrumgats determined by net present values. In ouritbats
analysis, the same change in interest rate wasfasedl maturities and all other factors were hetthstant. If interest rates increased by 10%eipecte
effect on net loss related to our financial instemts would be immaterial. The functional currendyoar foreign subsidiary is the applicable Ic
currency, the Swedish Krona, and is subject toigoreurrency exchange rate risk. Any increase areaise in the exchange rate of the U.S. C
compared to the Swedish Krona will impact Neonodietsre operating results.

At December 31, 2010, we had cash of $911,00@pawpared to $28,000 at December 31, 2009. In the greded December 31, 2010, ¢
million of cash was used in operating activitiesmarily as a result of our net loss increasedhgyfollowing non-cash items (in thousands):

Depreciation and amortizatic $ 11
Stoclk-based compensation expel 5,43C
Loss on debt extinguishme 2,41¢
Fair value of stock issued in settleme 647
Debt discounts and deferred financing fees andidheation of conversion features and warrants 19,962
Total adjustments to reconcile net loss to net &l in operating activities $ 28,461

Adjusted working capital deficit (current asséess current liabilities not including neash liabilities related to warrants and embe
derivatives) was $3.2 million at December 31, 2@dinpared to an adjusted working capital deficdf million at December 31, 2009.

In the years ended December 31, 2010 and 2009unchased $14,000 and $27,000, respectively ofifessets, consisting primarily
computers and engineering equipment.

During the year ended December 31, 2010, we redeproceeds from a private placement of convertilies totaling $1.6 million a
converted $163,000 of accounts payable to convertlbbt that can be converted, at the hoklegtion, into 3,521,423 shares of our common s&id
conversion price of $0.50 per share. The convertitdte holders have the right to have the convensice adjusted to equal the lower stock priced
issue common stock or convertible notes at a lawewersion price than $0.50 during the period thatnotes are outstanding. These convertible
that were due on December 31, 2010 were extendddlune 30, 2011and bear an annual interest fat& payable on June 30 and December 31 of
year that the convertible notes are outstandingdutition, we issued 1,760,711 three year warrantise convertible note holders with an exerciseepo!
$1.00 per share (see below).

During September and October 2010, all of the hsldé the convertible notes and the holders ofstieek purchase warrants issued in the :
and 2010 Senior Secured Convertible Debt Finan€magsactions extended the maturity date of thaivedible debt from December 31, 2010 to Jun:
2011 under the same terms and conditions as tgamakinotes. Holders of 2,766,856 stock purchaseamts also exercised their previously grantedethre
year warrants with an exercise price of $1.00 disaounted exercise price of $0.88 per share. & taftapproximately $2.4 million was raised undgg
transaction and participants in the warrant repgdransaction received a total 2,766,856 sharesiofommon stock and 2,766,856 replacement three
year warrants with an exercise price of $1.38 fmhewarrant exercised.

Historically, the majority of our cash has beewoved by borrowings from senior secured notes landge notes that have been or
convertible into shares of our common stock or frtbie sale of our common stock and common stockhase warrants to private investors. In the
quarter of 2011, we raised approximately $4.7 onllfrom the sale of our securities and convertitgbdt. We believe we now have sufficient cas
operate for the remainder of 2011. We also expeceteive sufficient cash from customer licenseeagrents to operate for the next twelve montt
addition, one of our customers has committed tepurehasing $3.0 million of technology licensesta point they begin product shipment. Their
product shipments are projected to begin in tredatond quarter of 2011.
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We may require sources of capital in addition tehcan hand to continue operations and to impleraenstrategy. Our operations are not «
flow positive and we may be forced to seek crad Facilities from financial institutions, additial private equity investment or debt arrangemext
assurances can be given that we will be successiitaining such additional financing on reasomablms, or at all. If adequate funds are not ab&
on acceptable terms, or at all, we may be unabledemuately fund our business plans and it coule: leanegative effect on our business, resul
operations and financial condition. In additionfuhds are available, the issuance of equity stegaror securities convertible into equity coultutd the
value of shares of our common stock and cause #r&anprice to fall, and the issuance of debt séesrcould impose restrictive covenants that ¢
impair our ability to engage in certain businessm$actions.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

Not applicable
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Report of Independent Registered Public Accountingrirm

Board of Directors and Stockholders
Neonode Inc

We have audited the accompanying consolidated balaheets of Neonode Inc. (a Delaware corporatiad)subsidiary (the “Companyads o
December 31, 2010 and 2009, and the related codaset statements of operations, stockhold#esicit and comprehensive loss, and cash flows &t
of the years in the two year period ended DecerBbeP010. These consolidated financial statememwtthe responsibility of the Compasyhanagemer
Our responsibility is to express an opinion on ¢hesnsolidated financial statements based on alitsau

We conducted our audits in accordance with thedstats of the Public Company Accounting Oversighamo(United States). Those stand.
require that we plan and perform the audits to inbteasonable assurance about whether the contalidmancial statements are free of mat
misstatement. The Company is not required to hawewere we engaged to perform, an audit of iterivdl control over financial reporting. Our au
included consideration of internal control overafitial reporting as a basis for designing audit@dores that are appropriate in the circumstarces)o
for the purpose of expressing an opinion on thectiffeness of the Compaisyinternal control over financial reporting. Acciogly, we express no su
opinion. An audit also includes examining, on & tessis, evidence supporting the amounts and digms in the consolidated financial statements
audit also includes assessing the accounting ptexiused and significant estimates made by manageras well as evaluating the overall finar
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the financial statements referredabove present fairly, in all material respechs financial position of Neonode Inc. :
subsidiary at December 31, 2010 and 2009, andesalts of their operations and their cash flowsdach of the years in the two year period e
December 31, 2010, in conformity with accountinmeiples generally accepted in the United State&roérica.

The accompanying consolidated financial statembate been prepared assuming that the Company arillirue as a going concern.
discussed in the liquidity section of Note 1 to twmsolidated financial statements, the Companyitasgred significant operating losses and has
substantial amounts of working capital in its opierss since inception, and at December 31, 2016,shworking capital deficit of $9.9 million and
accumulated deficit of $112.2 million. These maiteise substantial doubt about the Company’stgltdi continue as a going concern. Managensent’
plans regarding these matters are also describ#ebiliquidity section of Note 1. The accompanyaapsolidated financial statements do not incluady
adjustments to reflect the possible future effectghe recoverability and classification of assetshe amount and classification of liabilities tmaight
result from the outcome of this uncertainty.

/sl KMJ Corbin & Company, LLP

Costa Mesa, California
March 31, 2011
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NEONODE INC.

CONSOLIDATED BALANCE SHEETS
(In thousands, except share and per share amounts)

As of As of
December December
31, 201C 31, 200¢
ASSETS
Current asset:
Cash $ 911 $ 28
Accounts receivabl 151 —
Debt issuance costs, r 4 26
Prepaid expenses and other current assets 161 11C
Total current asse 1,227 164
Property, plant and equipment, | 24 20
Other assets — 28
Total assets $ 1,251 $ 212
LIABILITIES AND STOCKHOLDERS’ DEFICIT
Current liabilities:
Accounts payabl $ 44z  $ 69¢
Accrued expense 643 99:
Deferred revenu 54C —
Convertible debt, net of discour 2,772 361
Embedded derivatives of convertible debt and wasran 6,71¢ 4,507
Total current liabilities 11,11¢ 6,56(
Total liabilities $ 11,118 $ 6,56(
Commitments and contingencies (Note
Stockholder’ deficit:
Series A Preferred Stock, 899,081 shares authowiztbdpar value of $0.001 per share; 166 and 3ghiges issue
and outstanding at December 31, 2010 and 2009%c#8sely. (In the event of dissolution, each shafr8eries A
Preferred stock has a liquidation preference etpuphr value of $0.001 over the shares of commack} — —
Series B Preferred Stock, 108,850 shares authowitedoar value of $0.001; 141 and 691 shares thsunel
outstanding at December 31, 2010 and 2009, respéctiin the event of dissolution, each share efi€s B
Preferred stock has a liquidation preference etquphr value of $0.001 over the shares of commack$ — —
Common stock, 848,000,000 and 698,000,000 shatksried at December 31, 2010 and 2009, respegtiwgth
par value of $0.001; 21,816,602 and 16,658,894eshasued and outstanding at December 31, 20102G09]
respectively 22 17
Additional paic-in-capital 102,36( 74,28¢
Accumulated other comprehensive | (63 (96)
Accumulated deficit (112,187) (80,55
Total stockholders’ deficit (9,864 (6,34¢)
Total liabilities and stockholders’ deficit $ 1,251 $ 212

The accompanying notes are an integral part oktheasolidated financial statements.
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NEONODE INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share amounts)

Net revenue
Cost of revenues

Gross margin

Operating expense
Product research and developm
Sales and marketir
General and administrati\
Amortization of fair value of stock issued to reldtparties for purchase of
Neonode Technologies AB (formerly AB Cypress
Total operating expenses

Operating loss

Other (expense) incom

Interest and other expen

Gain on conversion and forgiveness of accountsiyea:

Loss on troubled debt restructuri

Loss on extinguishment of de

Non-cash items related to debt discounts and deféimadcing fees and the valuation of conversiondesg and
warrants

Total other expense

Loss before provision for income tax
Provision for income taxes

Net loss

Deemed dividend to preferred stockholders
Net loss attributable to common stockholc

Loss attributable to common stockholders per comshame:

Basic and diluted loss per share
Basic and diluted — weighted average shares uspérishare computations

The accompanying notes are an integral part oktbessolidated financial statements.
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Years ended
December 31

2010 2009
24C $ —
26¢ —
172 —

1,87¢ 99¢
56€ 34¢€
3,58¢ 1,62¢
3,16¢ 6,331
9,19t 9,30¢
(9,029) (9,30%)
(179) (60)
— 30

— (2,74
(2,416) —
(19,969 (2,84/)
(22,55% (5,61¢)
(31,58) (14,92()
45 1
(31,620) (14,92))
— (1,03)
(31,620 $ (15,95¢)
179 $ (1.61)
18,29 9,89¢




NEONODE INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS'’ DEFICIT AN D COMPREHENSIVE LOSS

Balances, January 1
2009

Employee stock optic
and warrant
compensation expen

Amortization of fair
value of stock issued
to related parties for
purchase of
Neonode Technologi
AB (formerly AB
Cypressen

Common stock issue
to settle
accounts payabl

Common stock issue
to settle lawsui

Exchange of Series /
Preferred Stock for
common stocl

Exchange of Series E
Preferred Stock for
common stocl

Loss on troubled deb
restructuring related
the modification of
conversion feature of
preferred stocl

Fair value of warrant:
reclassified to
derivative liabilities
due to adoption of ne
accounting standat

Deemed dividend to
preferred stockholdel

Proceeds received
from subscription
receivable

Reclassification of
warrants to derivative
liabilities due to
insufficient authorizes
shares

Foreign currency
translation adjustmet

Net loss

Comprehensive loss

(Amounts in thousands)

Series A Series B
Common Preferred Series A Preferred  Series B Accumulated Total

stock Common  Additional stock Preferred stock Preferred Stock other Stockholders’ Other
shares stock paid-in- shares stock shares stock subscription  comprehensive  Accumulated equity comprehensive

issued amount capital issued amount issued amount receivable loss deficit (deficit) loss
1,402 $ 2 $64,58: 34 s — 4% — $ (1038 — $(64,60) $ (1,05)% —
— — 457 — — — — — — — 452 —
— — 6,337 — — — — — — — 6,331 —
31 — 23 — — — — — — — 23 —
48 — 35 — — — — — — — 35 —
14,77¢ 15 (15 (31 — — — — — — — —
39¢ — — — — ©) — — — — — —
— — 2,741 — — — — — — — 2,741 —
- = 67 — - - = — — — (67) —
— — 1,03 — — — — — — (1,03%) — —
— — — — — — — 1,03¢ — — 1,03¢ —
— — (837) — — — — — — — (837) —
- = - = - - = — (96) — (96) (96)
— — — — — — — — —  (14,92) (14,92) (14,92)
$ (15,019




Balances, Decembe
31, 2009 16,65¢ $ 17 $74,28¢ 3% — 1% — $ — $ (96) $ (80,557 $ (6,34¢)
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Employee stock
option and warran
compensation
expense

Amortization of
fair value of stock
issued to related
parties for
purchase of
Neonode
Technologies AB
(formerly AB
Cypressen

Reclassification of
derivative
liabilities to
additional paid-in-
capital

Common stock
issued to settle
lawsuits

Exchange of Serie
A Preferred Stock
for common stocl

Exchange of Serie
B Preferred Stock
for common stocl

Common stock
issued upon
conversion of deb
including
beneficial
conversion feature
amounts

Common stock
issued to broker

Proceeds from
issuance of
warrants

Common stock
issued to investor:
in the 2010 warrai
repricing financing
transactior

Foreign currency
translation
adjustmen

Net loss

Comprehensive
loss

Balances,
December 31,
2010

Series A

Series B

Common Preferred Series A Preferred Series B Accumulated Total
stock Common  Additional stock Preferred stock Preferred Stock other Stockholders Other
shares stock paid-in- shares stock shares stock subscription  comprehensive  Accumulated equity comprehensive
issued amount capital issued amount issued amount receivable loss deficit (deficit) loss
— —  2,26: — — — — — — — 2,262
— 3,16¢ — — — — — — — 3,16¢
— — 19,28¢ — — — — — — — 19,28¢
49¢ — 647 — — — — — — — 647
1,571 2 ) ) — — — — — — —
73 — — — — 1) — — — — —
18€ — 17¢ — — — — — 17¢
57 — 65 — — — — — — — 65
— — 48 — — — — — — — 48
2,76 3 2,41¢ = — — — — = = 2,421
— — — — — — — — 33 — 33 33
_ _ _ _ — — — — — (31,620 (31,62 __ (31,620
— — — — — — — — — — — $ (31,599
21,81 22 $102,36( — — — — — $ (63) $ (112,18)$ (9,869




The accompanying notes are an integral part oketbessolidated financial statements.
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NEONODE INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

Years ended
December 31

2010 2009
Cash flows from operating activitie
Net loss $ (31,620 $ (14,92)
Adjustments to reconcile net loss to net cash useg@erating activities
Stocl-based compensation expel 5,43( 6,79(
Fair value of common stock issued in settlem: 647 35
Depreciation and amortizatic 11 8
Loss on sale of property and equipm — 3C
Gain on conversion of accounts payable to ec — (30
Loss on troubled debt restructuri — 2,741
Loss on extinguishment of de 2,41¢ —
Debt discounts and deferred financing fees andridhgation of conversion features and warre 19,96: 2,84¢
Changes in operating assets and liabilit
Accounts receivabl (146 (52
Prepaid expenses and other current a: (16) (12
Other asset — (28
Accounts payable and other accrued exp: (419 69¢€
Deferred revenue 54C —
Net cash used in operating activities (3,195 (1,899
Cash flows from investing activitie
Purchase of property, plant and equipment (14) (27)
Net cash used in investing activities (14) (27)
Cash flows from financing activitie
Proceeds from issuance of convertible ¢ 1,597 90¢
Proceeds from issuance of warra 49 —
Proceeds from issuance of common stock, warramicieg and preferred stock 2,421 1,03¢
Net cash provided by financing activities 4,067 1,94
Effect of exchange rates on ce 28 (6)
Net increase in cas 88< 11
Cash at beginning of year 28 17
Cash at end of year $ 911 $ 28
Supplemental disclosure of cash flow informati
Interest paic $ 18C $ 32
Supplemental disclosure of r-cash transactions
Fair value of conversion to common stock of 19,808res of Series A Preferred stock issued to ckfzdeties for
100% of Neonode Technologies AB (formerly AB Cym@s) recorded as compensation expt $ — 3 4,55¢
Fair value of conversion to common stock of Sefiemd B Preferred stock issued to note and watraluters
related to corporate restructuring in excess ofuartsrecorded in equity at December 31, 2 $ — % 2,741
Fair value of warrants reclassified to derivativabilities due to adoption of new accounting stadc $ — 3 67
Deemed dividend to investors who received Seri€s&erred stock issued related to corporate rdstting at
December 31,2008 based on the fair value of thearsion to common stock at March 31, 2( $ — % 1,03t
Debt discount recorded as a result from embeddedadiee liabilities $ — 3 987
Fair value of warrants issued to broker as debiisse cost $ — % 26
Fair value of 30,517 shares of common stock issa@dnvert accounts payak $ — % 23
Conversion of accrued expenses to convertible $ — 3 79
Removal of capital lease and related fixed as $ — % 85
Exchange of preferred stock for common st $ 80€ $ 2,692
Reclassification of previously issued warrantseoitive liabilities due to insufficient authorehares on a full
diluted basis $ — 3 837
Reclassification of derivative liabilities to addital paic-in-capital $ 14,95 $ —
Value of shares of common stock and warrants isguedokers in connection with financing, recordeddebt
issuance costs and debt discc $ 12¢  $ —
Debt discount recorded as part of 2010 financiaggactior $ 1,761  $ —
Accounts payable converted in 2010 convertible défetring $ 16 $ —
Conversion of debt to common stc $ 17¢  $ —
Debt issuance costs recorded in connection of éebtguishment transactiol $ 8 $ —
Reduction of derivative liabilities upon conversioidebt and exercise of warral $ 4,33 $ —

The accompanying notes are an integral part oktheasolidated financial statements.



39




NEONODE INC.
Notes to the Consolidated Financial Statements
1. Nature of the business and operations
Background and Organization

Neonode Inc. was incorporated in the State of Datawn 1997, and in 2007 merged with the parerfl@dnode AB, a company foundec
February 2004 and incorporated in Sweden. On Deee@®, 2008, we entered into a Share Exchange Agreewith AB Cypressen nr 9683 (renar
Neonode Technologies AB), a Swedish engineeringpemy, and Neonode Technologies AB became our whmliged subsidiary. Together, Neon
Inc. and Neonode Technologies AB are known as “Wgs}” “our”, or the “Company.”

On December 9, 2008, our former wholly owned subsjd Neonode AB, filed for liquidation under thev&dish bankruptcy laws. Effecti
with Neonode ABS bankruptcy filing on December 9, 2008, Neonode Is no longer in the mobile phone business apdetlare no known financ
obligations related to the accounts payable orradbbts of Neonode AB for which Neonode Inc. hapoasibility.

On December 29, 2008, we entered into a Share gfgeh Agreement with Neonode Technologies AB andsthekholders of Neono
Technologies AB: Iwo Jima SARL, Wirelesstoys ABdaAthemis Ltd (the “Neonode Technologies AB Staaklers”), pursuant to which we agreec
acquire all of the issued and outstanding shareseainode Technologies AB in exchange for the isseaf 19,800 shares of Neonode Inc. Seri
Preferred stock. Pursuant to the terms of theeSBachange Agreement, upon the closing of the a@tion, Neonode Technologies AB became a w
owned subsidiary of the Company. The Neonode A@ogies AB Stockholders are or were employeessand/or Neonode AB, and as such are re
parties. Neonode Technologies AB did not have grgrations in 2008. The acquisition of Neonode Telgies AB by us did not qualify as a busir
combination but rather as a merger of entities ugdexmon control; accordingly, the acquired assétdeonode Technologies AB are recorded at
historical cost basis of $12,000.

Neonode Technologies AB was formed on Decembe2@98 following the bankruptcy filing on December2®08 of Neonode AB, and
comprised principally of engineers formerly empldyley Neonode AB. Based on Swedish tax consideratiove determined that it would be n
efficient to form a new company which would be adoed by Neonode Inc. rather than tohiee each of the former employees of Neonode ABac
individual basis. Furthermore, we determined thagsed on the importance to the Company of retaittiegtechnology and business expertise o
beneficial owners of Neonode Technologies AB andrafuring our ability to continue to develop owtteology, in exchange for complete ownershi
Neonode Technologies AB, we were prepared to issuée Neonode Technologies AB Stockholders shegpsesenting approximately 49.5% of
Company. However, since we did not have a sufiicirumber of unissued shares of common stock dttime to issue shares of common s
representing 49.5% of the Company as well as énterthe other Refinancing Agreements, we decidhed in exchange for all of the shares of Neol
Technologies AB we would issue shares of Seriesefered stock at a ratio such that assuming aease in the Comparg/authorized share capital
an increase in the conversion rate to 480.63 shaffesommon stock for each shares of Series A Pedestock, the Neonode Technologies
Stockholders would own in the aggregate an amotishares equal to approximately 49.5% of the Compafter completion of our refinancing ¢
capital raising activities. Nevertheless, pursuarthe Share Exchange Agreement, we did not gteedhat either the Compasyauthorized share cap
would be increased or that the conversion rate evbelincreased to 480.63 shares of common stodkafcin shares of Series A Preferred stock, (See
9).

The fair value of the Series A Preferred Stockiéskto the Neonode Technologies AB Stockholdeesxiress of the $12,000 cash balan:

accounted for as compensation. Pursuant to theeShahange Agreement, the beneficial owners ofNbenode Technologies AB Stockholders ag
to remain employees of Neonode Technologies ABfperiod of 18 months. In addition, each of thedfigial owners of the Neonode Technologies
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AB Stockholders signed a repurchase agreementth@tCompany granting the Company a lapsing re@sehight to purchase the Serie
Preferred stock held by such Neonode TechnologisStockholder in the event the beneficial owsezmployment with Neonode Technologies A
terminated other than for cause prior to the exjpinaof 18 months from December 29, 2008. Eachtmol/18 of the Series A Preferred shares he
the Neonode Technologies AB Stockholders was rete&r®em the lapsing repurchase right. Thus, #ievialue of the common stock (as converted
Series A Preferred Stock during 2009 was $9.5 omjliissued under the Share Exchange Agreement éms &omortized on a straiglite basis t
compensation expense over the 18-month vestingghegginning January 1, 2009.

On March 25, 2011, we filed a Certificate of Amereht of our Amended and Restated Certificate obiparation affecting a reverse st
split of the Company'’s issued and outstanding shafeCommon stock and Preferred Stock at a ratitwehty-five-to-one (the “Reverse Split”-he
Certificate of Amendment provides that each tweig-(25) outstanding shares of the Corporatso@ommon Stock, par value $0.001 per share, w
exchanged and combined, automatically, withouthfertaction, into one (1) share of Common Stock, each twentyfive (25) outstanding shares of
Corporations Preferred Stock, par value $0.001 per share,bgilexchanged and combined, automatically, witliodher action, into one (1) share
Preferred Stock. The Reverse Split was declaregtéfe on March 28, 2011 and has been reflect¢isnAnnual Report on Form 10-K.

Operations

The Company was in the development stage from trarephrough December 31, 2006. The year ended Dbee 31, 2007 is the first ye
which the Company is considered an operating compad is no longer in the development stage.

We provide optical infrared touchscreen solutiasrsHfandheld and small to midsized consumer andsinidlielectronic devices. We licel
our touchscreen technology to Original EquipmennMacturers (“OEMs”) and Original Design Manufaexg (“ODMs”) who imbed our touchscre
technology into electronic devices that they depedod sell. The cornerstone of our solution is inaovative optical infrared touchscreen technol
zForce®. Our patented zForce@chnology offers a number of benefits comparedtier touch screen technologies currently on theketaOur optice
infrared technology offers clients lower cost andrenfunctional alternatives to other touch scresamologies. zForce®Iso consumes less power t
our competitor's solutions, is able to functionainvide temperature range, requires no screen gvarld thus offers a much clearer picture whileha
same time accommodating multi-touch functionalyorce® combines full finger touch capabilities dmgh resolution pen support in the same solution.

Our technology licensing model allows us tou® on the development of solutions for mtdtiich enabled screens and thus we do not hi
contend with the financial and logistical burdenmo&nufacturing products, which is handled by ourMIOEM clients. We license the right to 1
zForce® and software which, together with standamiponents from partners, creates a complete opdicah screen solution. The zForce® mudtirct
product is our latest release and is currently dp@itegrated into products such as mobile phonesilminternet devices, eReaders, digital pictuages
printers, GPS devices and tablet BAt should be noted that our licensing model wes the added benefit of allowing us to grow sabgsonentiall
without the need of increasing costs at anywheee the same rate to support the sales growth.

Liquidity

Theaccompanying consolidated financial statements baea prepared on a going concern basis, whicleogoiates the realization of as:
and the satisfaction of liabilities in the ordinagurse of business. We have incurred net oper&issgs and negative operating cash flows sin@ptian
As of December 31, 2010, we had an accumulateaitiefi approximately $112.2 million, a stockholdedgficit of approximately $9.9 million anc
working capital deficit (current assets less curt@bilities, not including noreash liabilities related to derivative liabilitiessociated with the embed:
conversion features of our convertible debt) ofragjmately $3.2 million. In addition, for the yeanded December 31, 2010, we used cash in ope
activities of approximately $3.2 million. Our opéions are subject to certain risks and uncer&sniequently encountered by companies in the
stages of operations. Such risks and uncertaimasde, but are not limited to, technical and @ygbroblems in new products, ability to raise atdial
funds, credit risks and costs for developing neadpcts. Our ability to generate revenues in thertutvill depend substantially on our ability to @nintc
contracts with customers and to raise additionatifuthrough debt or equity financings. During 20d®, raised approximately $4rillion through det
and equity offerings (see Notes 6 and 9). We belige have sufficient cash to operate for the redwi of calendar 2011 and expect to receive seffi
cash from customer license agreements curreniiyaice to operate for at least the next twelve nmmrithaddition, one of our customers has commitb
prepurchasing $3.0 million of technology licenseshe point they begin product shipment. Their finsidquct shipments are projected to begin in the
second quarter of 2011 .

41




If additional capital is needed there is no asstgahat we will be successful in obtaining suffigiéunding on acceptable terms, if at all. If we
unable to secure additional funding and/or ourldtolders, if required, do not approve such finagcime would have to curtail certain expendituresch
we consider necessary for optimizing the probabdit success of developing new products and exegudur business plan. If we are unable to ol
additional funding for operations, we may not b&dab continue operations as proposed, requirintousodify our business plan, curtail various asg
of our operations or cease operations. The coratelid financial statements do not include any adjasts related to the recovery of assets
classification of liabilities that might be necegsshould we be unable to continue as a going aonce

2. Summary of significant accounting policies
Principles of Consolidation

The preparation of our consolidated financial stateméstin conformity with accounting principles gealér accepted in the United States
America (“GAAP”) and the consolidated financial statements inclieaccounts of Neonode Inc. and its wholly ownedd@sh subsidiary, Neonc
Technologies AB. All inter-company accounts arhactions have been eliminated in consolidation .

Reclassification
Certain amounts in the 2009 consolidated finarste@iements have been reclassified to conform touhent year presentation.
Estimates

The preparation of financial statements in confoymvith GAAP requires making estimates and assusnptithat affect, at the date of
financial statements, the reported amounts of assal liabilities, disclosure of contingent assetd liabilities and the reported amounts of reveais
expenses. Actual results could differ from theseénmeges. Significant estimates include, but are limatted to, collectibility of accounts receivab
recoverability of longived assets, the valuation allowance recordedeaelto our deferred tax assets, the fair valueesivdtive liabilities, and the fe
value of securities such as options and warrasteis for stock-based compensation and in certagméing transactions.

Debt Issuance Costs

Debt issuance costs represent costs incurred ineotion with the issuance of the convertible ngagable. Debt issuance costs are amot
over the term of the financing instrument on aigtraline basis, which approximates the effectimeiest method.

Cash and Cash Equivalents

We have not had any liquid investments other themmal cash deposits with bank institutions to ddfen the future the Company purcha
cash equivalents, the Company will consider alhhidiquid investments with original maturities thfree months of less to be cash equivalents.

Accounts Receivable and Allowance for Doubtful Acotds

Our net accounts receivable are stated at nezadédi value. Our policy is to maintain allowancesdstimated losses resulting from the inak
of our customers to make required payments. Ciedits are established through a process of revigwhe financial history and stability of e:
customer. Where appropriate, we obtain credit gateports and financial statements of the customiem determining or modifying its credit limits.
regularly evaluate the collectibility of our tradeceivable balances based on a combination offactdhen a customer’account balance becomes
due, we initiate dialogue with the customer to datee the cause. If it is determined that the austowill be unable to meet its financial obligaticuct
as in the case of a bankruptcy filing, deteriomatio the customes operating results or financial position or otheterial events impacting its busin
we record a specific allowance to reduce the relateeivable to the amount we expect to recovesulshall efforts fail to recover the related recdile
we will write-off the account. We also record an allowance fbcadtomers based on certain other factors incfythie length of time the receivables
past due and historical collection experience witbtomers. An allowance for doubtful accounts matsnecessary at December 31, 2010.
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Property, Plant and Equipment

Property, plant and equipment are stated at cestphaccumulated depreciation and amortizatiorprBaation and amortization are compt
using the straight-line method based upon estimagetll lives of the assets ranging from threeuve years as follows:

Estimated useful live

Computer equipmer 3 years
Furniture and fixture 5 years

Equipment purchased under capital leases is aradrtim a straight-line basis over the estimatedulified of the asset.

Upon retirement or sale of property and equipmenst and accumulated depreciation and amortizatierremoved from the accounts and
gains or losses are reflected in the consolidatgement of operations. Maintenance and repairsteagged to expense as incurred.

Long-Lived Assets

We assess any impairment by estimating the futash ¢low from the associated asset in accordantie neievant accounting guidance. If
estimated undiscounted future cash flow relatethése assets decreases or the useful life is shbee originally estimated, we may incur chargex
impairment of these assets. The impairment is basethe estimated discounted cash flow associatddtire asset. At December 31, 2010, we be
there is no impairment of our lordiyed assets. There can be no assurance, howdarptarket conditions will not change or sufficie@mmercie
demand for our products and services will matergglivhich could result in impairment of long-livadsets in the future.

Foreign Currency Translation and Transaction Gairend Losses

The functional currency of our foreign subsidiasithie applicable local currency, the Swedish Krdie translation from Swedish Krona to L
Dollars is performed for balance sheet accountsgusurrent exchange rates in effect at the balaheet date and for income statement accounts &
weighted average exchange rate during the periathsGor losses resulting from translation are idetlias a separate component of accumulated
comprehensive loss in the accompanying consolidstz@ments of stockholderdéficit and comprehensive loss. Gains or lossadtiieg from foreigr
currency transactions are included in general aimirgstrative expenses in the accompanying constad statements of operations. Foreign curt
transaction losses were $23,000 and $0 duringehesyended December 31, 2010 and 2009, respectively

Liabilities for Warrants and Embedded Derivatives

We do not enter into derivative contracts for pwgmof risk management or speculation. Howevem time to time, we enter into contracts
are not considered derivative financial instrumenttheir entirety but that include embedded demeafeatures, such as conversion features thatm
anti-dilution rights. Such embedded derivatives are sssxk at inception of the contract and every repprpieriod, depending on their characteristics
accounted for as separate derivative financiatuns¢énts pursuant to accounting guidance, if sucheslded conversion features, if freestanding, w
meet the classification of a liability. Accountimgiidance requires that we analyze all material ragtg and determine whether or not they co
embedded derivatives. Any such embedded convefsaiores that meet the above criteria are thendzifad from their host contract and recorded o
consolidated balance sheet at fair value and thagds in the fair value of these derivatives acended each period in the consolidated stateme
operations as an increase or decrease to non-bhasfes.
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Similarly, if warrants meet the criteria in accande with accounting guidance to be classifiedadmlities, then the fair value of the warre
are recorded on the consolidated balance shedteatfair values, and any changes in such fair emlare recorded each period in the consoli
statements of operations as an increase or dedeeasa-cash charges.

Concentration of Credit and Business Risks

In the short term, we anticipate that we will degpeon a limited number of customers for substdgtiall of our future revenue. Failure
anticipate or respond adequately to technologieaketbpments in our industry, changes in customesugplier requirements or changes in regul:
requirements or industry standards, or any sigificlelays in the development or introduction afdorcts or services, could have a material advdfset
on our business, operating results and cash flows.

Ouraccounts receivable as of December 31, 2010 wasedrom six customers, none of which representecerthan 10% of our accou
receivable balance. Our revenue for the year erdecember 31, 2010 was earned from seven custonfienh@m two customers accounted
approximately 84% of our net revenue for the y@an customers are located in the US, Europe and Asi

Risk and Uncertainties

Our longterm success is dependent on our obtaining sufficapital to fund our operations and to developpgoducts, and on our bringi
such products to the worldwide market and obtairguafficient sales volume to be profitable. To agbi¢hese objectives, we may be required to
additional capital through public or private finamgs or other arrangements. If additional capsgahéeded we cannot be assured that such finanaiti
be available on terms attractive to us, if at@llch financings may be dilutive to our stockholdird may contain restrictive covenants.

We are subject to certain risks common toretdgy-based companies in similar stages of developmeinicipal risks include risks relatii
to the uncertainty of market acceptance for ourdpets, a history of losses since inception, outitgbio remain competitive in response to r
technologies, the costs to defend, as well as rigksing patents and intellectual property rigtdasreliance on a limited number of suppliers,
concentration of our operations in a limited numbfefacilities, the uncertainty of demand for owogucts in certain markets, our ability to managaagh
effectively, our dependence on key members of canagement and development team, our limited expezién conducting operations internation:
and our ability to obtain adequate capital to féutdre operations .

We are exposed to a humber of economic and indiesttors that could result in portions of our teclogy becoming obsolete or not gair
market acceptance. These factors include, butatrémited to, technological changes in our markets ability to meet changing customer requirers,
competitive pressures in products and prices, hadbility of our customers to manufacture andtbelir products that incorporate our technology.

A significant portion of our business is conductecturrencies other than the U.S. dollar (the @y in which our consolidated financ
statements are reported), primarily the SwedismKrand, to a lesser extent, the Euro. We incuggifsgiant portion of our expenses in Swedish Kr
including a significant portion of our product déyement expense and a substantial portion of omegd and administrative expenses. As a re
appreciation of the value of the Swedish Kronathegato the other currencies, particularly the WSllar, could adversely affect operating result® dc
not currently undertake hedging transactions teecawur currency exposure, but we may choose toéadgprtion of our currency exposure in the fu
as it deems appropriate.

Our future success depends on market acceptarcug ¢échnology as well as our ability to introdumawy versions of our technology to
the evolving needs of our customers.
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Revenue Recognition
Engineering Services:

We may sell engineering consulting services to augtomers on a flat rate or hourly rate basis.rdé®gnize revenue from these serv
when all of the following conditions are met: (3jdence existed of an arrangement with the custptypically consisting of a purchase order or cact
(2) our services were performed and risk of lossspd to the customer; (3) we completed all of theessary terms of the contract; (4) the amou
revenue to which we were entitled was fixed or deieable; and (5) we believed it was probable thatwould be able to collect the amount due fron
customer. To the extent that one or more of theselitions has not been satisfied, we defer recmgnitf revenue. Generally, we recognize reveni
the engineering services stipulated under the coate completed and accepted by our customers.

Licensing Revenues:

We also derive revenue from the licensingrtérinally developed intellectual property (“IPWe enter into IP licensing agreements
generally provide licensees the right to incorpsratir IP components in their products with termd eonditions that vary by licensee. The IP liceg
agreements generally include a nonexclusive licdosghe underlying IP. Fees under these agreemmiatp include license fees relating to ou
and royalties payable following the sale by ouetisees of products incorporating the licensed t@olgg. The license for our IP has standalone vaho
can be used by the licensee without maintenancesapylort. We defer the technology license fee regamtil such time as the warranty period stipul
in the license agreement expires (see Note 8).ngutie warranty period, we agree to correct soffwissues, as detailed in the underlying technc
license agreements .

Hardware Products:

We may from time-tdime develop custom hardware products for our custs that incorporate our touchscreen technology. @licy is tc
recognize revenue from hardware product sales witlertransfers and risk of loss has passed toctrstomer, which is generally upon shipment of
hardware products to our customers. We will estineatpected sales returns and record the amounteduation of revenue and cost of hardware
other revenue at the time of shipment. To datehawe not sold any hardware products.

Software Products:

We may derive revenues from software licensingssalWe will account for the licensing of softwaneaccordance with accounting guidance
such guidance requires judgment, including whethesoftware arrangement includes multiple elemesmsl, if so, whether vend@pecific objectiv
evidence (“VSOE") of fair value exists for thosemlents.

For software license arrangements that do not reaignificant modification or customization of thederlying software, we will recognize n
software license revenue when: (1) we enter in&gally binding arrangement with a customer for libense of software; (2) we deliver the produ¢®
customer payment is deemed fixed or determinabiefeee of contingencies or significant uncertaisitiand (4) collection is reasonably assured
initially will defer all revenue related to the sofre license and maintenance fees until such tivaewe are able to establish VSOE for these elésma
our software products. Revenue deferred undeethgangements will be recognized to revenue dweekpected contract term. We will also contint
defer revenues that represent undelivered geltery engineering support until the engineersagport has been completed and the software pras
accepted. To date, we have not sold any softwaeugts.
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Advertising

Advertising costs are expensed as incurred. Eateadvertising costs amounted to approximately &28,and $48,000 for the years en
December 31, 2010 and 2009, respectively.

Product Research and Development

Research and Development (“R&EQsts are expensed as incurred. R&D costs consistlyrof personnel related costs in addition to €
external consultancy costs such as testing, cenjifgnd measurements.

Stock-Based Compensation Expense

We measure the cost of employee services recéivedchange for an award of equity instrumentsluidiog share options, based on the
value of the award on the grant date, and recoghigevalue as compensation expense over the pt@oemployee is required to provide service
exchange for the award, usually the vesting pernetiof estimated forfeitures.

We account for equity instruments issued to-amployees at their fair value and the unvestetiquois remeasured each reporting perio
long as the instrument requires variable accounting

When determining stodiased compensation expense involving options arrdania, we determine the estimated fair value dfoog ani
warrants using the Black-Scholes option pricing glod

Accounting for Debt Issued with Detachable Stockiehase Warrants and Beneficial Conversion Features

We account for debt issued with stock purchaseaamés by allocating the proceeds of the debt batwke debt and the detachable wart
based on the relative fair values of the debt sgcwithout the warrants and the warrants themsglifehe warrants are equity instruments. THatinee
fair value of the warrants are recorded as a dislsbdnt and amortized to expense over the lifenefrelated debt using the straidine method, whic
approximates the effective interest method. At ebatance sheet date, we make a determination fetlearrant instruments should be classifie
liabilities or equity, and reclassify them if thieocumstances dictate.

In certain instances, the Company enters into ediile notes that provide for an effective or attate of conversion that is below ma
value, and the embedded conversion feature doeguadify for derivative treatment (a “BCF”)n these instances, we account for the value oBtBE a:
a debt discount, which is then amortized to expewse the life of the related debt using the stiline method, which approximates the effective ies
method.

Income Taxes

We recognize deferred tax liabilities and assetste expected future tax consequences of iteatshidwve been included in the consolid
financial statements or tax returns. We estimaterime taxes based on rates in effect in each ghtrelictions in which we operate. Deferred incotax
assets and liabilities are determined based udterelices between the financial statement and iectam bases of assets and liabilities using enaat
rates in effect for the year in which the differeac@re expected to reverse. The realization ofridefdax assets is based on historical tax positeon
expectations about future taxable income. Valuatitmwances are recorded against net deferredsset®where, in our opinion, realization is unde
based on the “not more likely than not” criteriatloé accounting guidance.
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Based on the uncertainty of future pa-income, we fully reserved our net deferredassets as of December 31, 2010 and 2009. In thd
we were to determine that we would be able tozeaur deferred tax assets in the future, an adgprstto the deferred tax asset would increase irdo
the period such a determination was made. The simvfor income taxes represents the net chandeferred tax amounts, plus income taxes payab
the current period.

Effective January 1, 2007, we adopted thevegleaccounting guidance related to uncertain tsitjpns, which provisions include a tvetef
approach to recognizing, deeognizing and measuring uncertain tax positiohs.a result, we did not recognize a liability fonrecognized te
benefits. As of December 31, 2010 and 2009, wenmaginrecognized tax benefits.

Net Loss Per Share

Net loss per share amounts have been compateetd on the weighteairerage number of shares of common stock outstgrdlining th
years ended December 31, 2010 and 2009. Net lasshaee, assuming dilution amounts from commonkseguivalents, is computed based on
weighted average number of shares of common stogtlpatential common stock equivalents outstandiming the period. The weighted average nur
of shares of common stock and potential commorkstgeivalents used in computing the net loss paresfor years ended December 31, 2010 and
exclude the potential common stock equivalentsha®ffect would be anti-dilutive (see Note 14).

Comprehensive Loss

Our comprehensive loss includes foreign curremapdation gains and losses. The cumulative amofittanslation gains and losses
reflected as a separate component in the consedidaatements of stockholders’ deficit and comprsive loss.

Cash Flow Information

Cash flows in foreign currencies have been coedetd U.S. dollars at an approximate weighted ayemxchange rate for the respec
reporting periods. The weighted average exchangefoa the consolidated statements of operatiors WAl and 7.65 Swedish Krona to one U.S. D
for the years ended December 31, 2010 and 200%ctgely. The exchange rate for the consolidatddrire sheets was 6.78 and 7.21 Swedish Krc
one U.S. Dollar as of December 31, 2010 and 2G&hectively.

Fair Value of Financial Instruments

We disclose the estimated fair values for all fficial instruments for which it is practicable tatiemte fair value. Financial instrume
including cash, payables and current portions offierm debt are deemed to approximate fair valuetdtleeir short maturities. The carrying amount
longterm debt cannot be reasonably determined sincpioted market prices exist for these instrumentscaroted prices for similar instruments cai
be located (see Note 6).

New Accounting Pronouncemers

In September 2009, the Financial Accountingn8ards Board (“FASB”) issued Accounting Standdugslate (“ASU 2009-13")Multiple-
Deliverable Revenue Arrangeme (“ASU 2009-13"), which amends the revenue guidameder ASC Topic 605Revenue Recognitignwhich describe
the accounting for multiple-element arrangementSUA200913 addresses how to determine whether an arrangamasiving multiple deliverable
contains more than one unit of accounting and hoangement consideration shall be measured anda##id to the separate units of accounting il
arrangement. ASU 2009-13 is effective on a prospediasis for the Comparg/'fiscal year 2011, with earlier adoption permitt@tie Company
currently evaluating the adoption of ASU 2009-18 #me impact that ASU 2009-13 will have on its aditated financial statements.
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In September 2009, the FASB issued ASU 2009¢eftain Revenue Arrangements That Include SoftEeenents(*ASU 2009-14"), which
excludes tangible products containing software aaomepts and non-software components that functigath®r to deliver produdt’essential functionali
from scope of ASC Topic 983 oftwarewhich describes the accounting for software revamgegnition. ASU 20094 is effective on a prospective b
for the Company’s fiscal year 2011, with earliepption permitted. The Company is currently evahgtihe impact that ASU 200P4 will have on it
consolidated financial statements.

3. Prepaid Expenses and Other Current Assets

Prepaid expenses and other current assets cohgigt following (in thousands):
As of December 31

2010 2009
Prepaid insuranc $ 32 % 30
Prepaid ren 11 6
Receivable from supplie 15 33
VAT receivable 62 --
Other 41 41
Total prepaid expenses and other current assets $ 161 $ 11C

4.  Property, Plant and Equipment

Property, plant and equipment consist of the foihga(in thousands):
As of December 31

2010 2009
Computers, furniture and fixtur: $ 42 % 27
Less: accumulated depreciation and amortization (18) (7)
Property, plant and equipment, net $ 24 3% 20
Depreciation and amortization expense for the geded $ 11 $ 8

On January 31, 2009, we vacated our leased officBan Ramon, California and disposed of the exo#fgse furniture and equipment. \
recorded a loss of $30,000 on the retirement of#sets, which is recorded as a component of sttarel other expense in the accompanying conset
statement of operations for the year ended DeceBhe2009.

5.  Accrued Expenses

Accrued expenses consist of the following (in ttends):
As of December 31,

2010 2009
Earned salary, payroll taxes, vacation and ben $ 20t $ 28
Accrued legal and audit fe: - 40¢
Accrued consulting fees and other 43€ 55€
Total accrued expenses $ 64: $ 992
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6.  Convertible Debt
Our convertible debt consists of the following {filousands):

As of December 31,

2010 2009
Senior Convertible Secured Not- 2010 $ 1,75C $ --
Senior Convertible Secured Not- 2009 937 987
Senior Convertible Secured Notes - 2007 85 13¢
Total convertible det 2,772 1,12¢
Less: unamortized debt discounts - (765)
Convertible debt, net of debt discounts $ 277 $ 361

Future maturities of convertible debt (in thousgnds
Future Maturity of

Year ended December 31, Notes Payabl
2011 $ 2,772
Total principal payments $ 2,772

Senior Convertible Secured Notes - 2007

At December 31, 2009, we had $139,000 of convertipbmissory notes (“Senior Convertible SecureceSl@007")bearing the greater of 8%
LIBOR plus 3% interest per annum, convertible isii@ares of our common stock at a conversion prick8@f50 per share. The Senior Convertible Ses
Notes— 2007 were originally due August 26, 2010. In Sefiten2010, we retired $12,500 of the notes andextsered into a debt modification agreen
to extend the maturity date of the remaining natesl April 26, 2011. The terms of the agreememjuiee us to retire the remaining notes in e
installments over the eight month period beginn8eptember 26, 2010 and ending April 26, 2011 byingsshares of our common stock to the
holders under the terms of the debt modificatioreament (see below). The carrying balance of 08 Zonvertible notes is $85,000 at Decembe
2010.

On September 8, 2010, we issued 16,894 sharesrafomumon stock to the holder of a $12,500 conviertfisomissory note that was due
August 26, 2010. We retired the $12,500 convertistamissory note due August 26, 2010 and $170lafee accrued interest. Per the terms of the
modification agreement with the holder, we agreedltow the holder to convert his promissory nate aate of $0.75 per share. The trading priceur
stock on the date of conversion was $1.50 per sHaue to the discount given to the holder, uponveosion, we recorded the effects of this bend
conversion feature to interest expense, totaling, ¥23. This amount is included in noash items related to debt discounts and defemediding fee:
and the valuation of conversion features and wésremthe accompanying consolidated statement efaifpns and comprehensive loss for the year ¢
December 31, 2010.
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On September 22, 2010, we entered into a debt matidfn agreement with the two holders of an agategf $126,362 of convertit
promissory notes that were due on August 26, 2B&8ed on the terms of the modification, this tratiea qualified as debt extinguishment accour
under the relevant accounting guidance. As path@fdebt extinguishment, the maturity date of thevertible promissory notes was extended until ¥
26, 2011. In following the accounting guidance debt extinguishment accounting, we removed thedelot instrument and any associated discour
costs and recorded the new debt instrument aaiits/&lue, of $148,661. In connection with thisnsaction we recorded a loss on extinguishmeneb
of $22,299 in the accompanying consolidated stat¢snef operations for the year ended December 810.2We also entered into a debt-&puity
repayment plan whereby we will retire the convéetipromissory note in equal installments by issuwinig common stock priced at a 15% discount -
the average market closing price for the five dayding on the 25 tbf each month over the eight month period begini8egtember 26, 2010 ending
April 26, 2011. The holders of the notes havertght to convert the outstanding balance price8225 per share if the market value of our com
stock is greater than $2.50 per share for five eontve days.

During the year ended December 31, 2010, we isshechote holders 46,314 shares of our common spockuant to the debt-faquity
repayment plan. We recorded $76,575 of note prateigduction and $3,636 interest payment and are#se of $1,158 to our common stock and $7¢
to our additional paid-in capital that represehtsfair value of the 46,314 shares our common sigstled to the note holders.

Under the debt modification agreement, we haveitfg to repay the amount due prior to the noteumityt date with cash. In addition, we iss
to the note holders 16,000 fiyear warrants to purchase our common stock witexamcise price of $1.00 per share. As these warnaate issued to t
note holders in connection with the modificatiorresgnent, the value of these warrants, $28,000 aspueted under the Blackeholes option pricir
model, were recorded as a component of the loextinguishment of debt in the accompanying constdid statement of operations and comprehe
loss for the year ended December 31, 2010. Asgfatie modification agreement, the holders inadir$&,500 in legal fees. We agreed to enter il
separate note with similar terms as those noteéldenmodification agreement for these legal feearmd by the holders. As these costs were relatéiak
new debt, we recorded them as additional debt igRieosts in the accompanying consolidated balsimeet as of December 31, 2010.

Senior Convertible Secured Notes - 2009

During the period from August 25, 2009 through Deber 15, 2009, we completed a private placemembaofertible notes totaling $987,(
that can be converted, at the holder’s option, in8¥3,966 shares of our common stock at a coraremice of $0.50 per share (the “Convertible Nates
2009%). Included in the convertible notes was agpnately $79,000 of relategarty accruals that were converted to these ndtls. convertible no
holders have the right to have the conversion paidisted to equal the lower stock price if we éssommon stock or convertible notes at a I
conversion price than $0.50 during the period thatnotes are outstanding. The Convertible No®309 that were originally due on December 31, .
have been extended to June 30, 2011 (see below Waleant Repricing and Debt Extension FinancingrniBaction 2010) and bear an annual inte
rate of 7%, payable on June 30 and December 3aabf gear that the convertible notes are outstandiingddition, we issued 986,983 thrgear warrant
to the convertible note holders with an exerciseepof $1.00 per share. The warrants may be exat@sd converted to common stock, at the we
holder’s option, beginning on the smenth anniversary of the date of issuance untilwaerant expiration date. We are not obligatedetister th
common stock related to the convertible debt omiaerants. On September 22, 2010, we issued 10Eff&®s of our common stock to one of the ho
of Convertible Notes 2009 who converted principal of $50,000 and $894etdted accrued interest, and as a result recaxgptbximately $9,000
unamortized debt discount as a charge to intergsérse. We paid $62,000 of accrued interest reltdetthese convertible notes in the year e
December 31, 2010.

The embedded conversion feature of the Converhloies —2009 meets the definition of a derivative finanératrument and is classified a
liability in accordance with relevant accountingidance. The note holders have the right to conertdebt into shares of our common stock, an
notes include price protection whereby these nategprotected for as long as the notes remainandstg against future private placements madevagt
share prices, and therefore, the total number afeshof our common stock that the convertible notgsbe convertible into is not fixed. The embet
conversion features are revalued on each balaret date and marked-to-market with the change decoto noreash items related to debt discounts
deferred financing fees and the valuation of cosieerfeatures and warrants on the consolidatedrataits of operations.
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The fair value of the embedded conversion featafe¢he Convertible Notes 2009 totaled $2.2 million on the issuance datethefconvertibl
debt. The fair value of the conversion featureniduded in the account entitled embedded derivatofeconvertible debt and warrants on our consteit
balance sheets. We recorded a debt discount af, 98 and the excess fair value was recorded eesttexpense in the account entitled nash item
related to debt discounts and deferred financieg fnd the valuation of conversion features andamts on our consolidated statement of operatiod
comprehensive loss (totaling $1.2 million) for ear ended December 31, 2009. The embedded coowdesiture was valued on the dates we rec
the proceeds using the Black-Scholes option pricimaglel. The assumptions used for the Bl&ckoles option pricing model at the dates of isee
ranged from a term of 1 to 1.33 years, volatilify286.79% to 247.52%, and a rifdee interest rate of 1.13%. As of December 31,02@he fair value ¢
the embedded conversion feature related to the &thle Notes 2009 is $2.3 million and is included in the accomyag consolidated balance shee
the account labeled as embedded derivatives ofectible debt and warrants.

The $987,000 debt discount is being amortized fgerge over the 15-month term of the debt on agétidine basis, which approximates
effective interest method. Included in the accoentitled noneash items related to debt discounts and defelirethding fees and the valuation
conversion features and warrants on the consotidstetements of operations for the period endeceéer 31, 2010 and 2009. The Company rect
amortization expense of $766,000 and $221,000eatsely, related to this debt discount.

The warrants issued to the holders in this financingeneriginally recorded as derivative liabilities w& did not have sufficient authoriz
unissued shares of common stock to settle all audéhg equity instruments. On December 13, 2016,Gbmpany increased its authorized shar
common stock to cover all potentially dilutive inshents outstanding. As a result, on December @80 2the Company reclassified the fair value o
warrants on that date, totaling $4.3 million to iéiddal paid-in capital, as the warrants no longealified as derivative instruments .

On December 31, 2009, we issued a warrant to psecha,230 of our common stock at an exercise @ic&l.00 per share to an investor
services provided for the private placement of @stible notes and warrants in the 2009 financiaggaction. The fair value of the warrant that rbe
exercisable for 52,230 shares of our common stoak $26,000 on the date of issuance and was recasiddbt issuance costs and included in ct
assets in the accompanying consolidated balan@sshs of December 31, 2010 and 2009. Amortizdtiothe years ended December 31, 2010 and
was $26,000, and $0, respectively. The warrantwahsed using the Black-Scholes option pricing mode

During the years ended December 31, 2010 and 208%¢ecorded a total of $62,000 and $20,000, res@bgt in interest expense related to
principal balance of the Convertible Notes — 2009.

Senior Convertible Secured Notes - 2010

During the period from January through June 30,02@de received $1,597,000 in cash proceeds andecmuv$163,000 of accounts pay:
related to a private placement of convertible nated stock purchase warrants that can be conveatdtle holdes option, into 3,521,423 shares of
common stock at a conversion price of $0.50 pereslad 1,760,712 stock purchase warrants that havexercise price of $1.00 per share.
convertible note holders have the right to havecttreversion price adjusted to equal the lower sfwate if we issue stock or convertible notes &iveer
conversion price than $0.50 during the period thatnotes are outstanding. These convertible neées originally due on December 31, 2010 and
been extended to June 30, 2011(see below underWdRepricing and Debt Extension Financing Transact 2010) and bear an annual interest ra
7%, payable on June 30 and December 31 of eachthyatathe convertible notes are outstanding. Theamés may be exercised and converted to con
stock, at the warrant holder’s option, beginningtiea sixmonth anniversary date of issuance until the wareapiration date. We are not obligate:
register the common stock related to the convertitdbt or the warrants. On May 27, 2010, an investaverted approximately $1,600 of Converi
Notes- 2010 and accrued interest and was issued 3,136sshfour common stock pursuant to the terms ottmertible note. On September 22, 2
we issued 18,322 shares of our common stock toobiiee holders of Convertible Notes2010 who converted principal of $9,000 and $16Ietdtec
accrued interest. Related to these conversionsea@ded a total of $2,000 of unamortized debt dist@s a charge to interest expense on the de
conversion. We paid $109,000 of accrued interdatae to these convertible notes during the yededrDecember 31, 2010.
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Mr. Per Bystedt, our Chief Executive Officer throudanuary 27, 2011, purchased $16,000 of conventibles as part of the financing transac
that may be converted into 32,780 shares of oumeomstock and also received a warrant that, whencesed, can be converted into 16,390 shares «
common stock at a conversion price of $1.00 peresha addition, lwo Jima SARL, a related partyneerted $163,000 of amounts owed to it for
Bystedts consulting services into convertible notes thay fme converted into 326,705 shares of our comrtmrk and also received a warrant that, v
exercised, can be converted into 163,352 sharearafommon stock at a conversion price of $1.00spare. We are not obligated to register the con
stock related to the convertible debt or the wasan

A company controlled by Mr. Mats Dahlin, a membgthe board of directors of our wholly owned suliigd Neonode Technologies AB, Dav
Ltd, purchased a total of $138,000 convertible s@te part of the financing transaction that maydreverted, at the option of Davisa Ltd, into 278
shares of our common stock and also received warthat, when exercised, can be converted intoO¥38shares of our common stock at a conve
price of $1.00 per share. We are not obligate@dister the common stock related to the convertilelbt or the warrants.

The embedded conversion feature of the convertlelet issued in the 2010 convertible debt finandigsaction meets the definition ¢
derivative financial instrument and is classifieddaliability in accordance with accounting guidanthe note holders have the right to convert tig
into shares of our common stock, and the notesdiecprice protection whereby these notes are pgeatefor as long as the notes remain outstar
against future private placements made at lowerespaces, and therefore, the total number of shafe@ur common stock that the convertible notea
be convertible into is not fixed. The embedded @wsion features will be revalued on each balaneetstiate and marked to market with the increa
decrease in fair value to naash items related to debt discounts and defemedding fees and the valuation of conversion fest@nd warrants on 1
consolidated statements of operations.

The value of the embedded conversion features ubim@lackScholes option pricing model were approximately6$iillion on the dates
issuance of the convertible debt. As of December2®10, the fair value of the embedded converseatures were $4.4 million and is included in
accompanying consolidated balance sheet in theuatdabeled as embedded derivatives of convertielat and warrants. We initially recorded a
discount of $1.6 million and recorded $1.0 milliohadditional interest expense to noash items related to debt discounts and defeimedding fees ar
the valuation of conversion features and warraiee Note 7 for the assumptions used for the B&ahoeles option pricing model for the conver:
feature as of December 31, 2010. Until Decembe2020, the warrants issued to the holders weggnally recorded as derivative liabilities up thgh
December 13, 2010 as we did not have sufficiertta@ized unissued shares of common stock to sdtieistanding equity instruments. On Decembe
2010, the Company increased its authorized shdresnomon stock to cover all potentially dilutivestruments outstanding. As a result, on Decemb
2010, the Company reclassified the fair value efwharrants on that date, totaling $4.3 million didliional paid-ineapital, as warrants no longer qualif
as derivative instruments. Approximately $1.6 rilliof amortized debt discounts is included in wash items related to debt discounts and def
financing fees and the valuation of conversionuezg and warrants on the consolidated statemermtsesitions for the year ended December 31, 2010.

On March 21, 2010, we issued 35,000 shares of @mnmn stock and a warrant to purchase 35,000 of@mmon stock at an exercise pric
$1.00 per share to Davisa Ltd for services proviidedhe private placement of convertible note amdrant in the March 2010 financing transactiome
aggregate fair value of the shares and warranhergtant date was $52,000, which was recorded lasisiuance costs and was amortized to int
expense in the year ended December 31, 2010. See”™or the assumptions used for the Bl&dkoles option pricing model for the valuation loé
warrants up through December 13, 2010 (date thieument is no longer considered a derivative duedcease in authorized shares of common stock).

On September 24, 2010, we issued 6,933 shareshoa stock and a warrant to purchase 6,933 shams common stock that has an exer
price of $1.00 per share to an investor who fad#itl part of the private placement of convertibiées and warrants in the March 2010 finan
transaction. The aggregate fair value of the shaneswarrant on the grant date was $24,000, whiab recorded as additional debt discount anc
amortized to interest expense in the year endeemier 31, 2010. See Note 7 for assumptions usethéoBlackScholes option pricing model for f
valuation of the warrants. On December 13, 201@e(tfze instrument was no longer considered a direvanstrument due to the increase in authol
shares of common stock).
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On September 27, 2010, we issued an additionaD05Bares of our common stock and an additionalamato purchase 15,000 of our comr
stock an exercise price of $1.00 per share to Ralid. for services provided for the private plaesnof convertible notes and warrants in the M
2010 financing transaction. The aggregate fair eati the shares and warrant on the grant date Wa®®0, which was recorded as additional
discount and will be amortized to interest expeoger the remaining term of the convertible notelse varrants were valued using the Bl&gtole
option pricing model. See Note 7 for the assumggtiosed for the BlacKcholes option pricing model for the warrants tigtolDecember 13, 2010 (d
the instrument was no longer considered a derigatistrument due to the increase in authorizedeshafrcommon stock).

Due to the Warrant Repricing and Debt Extensioraf@ing Transaction 2010 noted below, we recorded a charge to intergetnse of $19,4.
for the removal of a portion of these new debtalist amounts recorded in September 2010.

Warrant Repricing and Debt Extension Financing Traaction - 2010

During September and October 2010, all of the hsldé the convertible notes and the holders ofstieek purchase warrants issued in the :
and 2010 Senior Secured Convertible Debt Finan€nagisactions agreed to extend the maturity datbedsf convertible debt from December 31, 201
June 30, 2011 under the same terms and conditiortheaoriginal notes. Holders of 2,766,857 stockcpase warrants also agreed to exercise
previously granted thregear warrants with an exercise price of $1.00 fdisgounted exercise price of $0.88 per share. Thegived 2,766,857 share:
our common stock and 2,766,857 replacement theae-warrants with an exercise price of $1.38 fachewarrant exercised. We raised a total of
million by these warrant exercises. In accordanié the relevant accounting guidance, we noted thattransaction qualified for debt extinguishn
accounting. As a result, the remaining debt distdwere written off and charged to interest expesrs@ fair value of the replacement warrants !
recorded to loss on extinguishment of debt, whigs wieemed to be the date that the convertible litEder signs the modification agreement. As
Company did not have sufficient unissued authorsteatres to cover all dilutive instruments until therease in authorized shares on December 13,,
these replacement warrants were initially recor@ederivative liabilities at their grant date faue. On December 13, 2010, the Company increits
authorized shares and then had sufficient authdribares to cover all dilutive instruments andwh ghe replacement warrants werevadded on the
date (totaling $4,335,785) and the Company redladsthe replacement warrants to additional paiddpital in accordance with relevant accour
guidance.

Mr. Per Bystedt, our Chairman and Chief Executifficer, and Iwo Jima Sarl, a company controlled\by Bystedt, invested a total of $258,(
of the $2.4 million raised in the 2010 warrant feijmg private placement financing transaction aaedeived 295,435 shares of our common stock
Bystedt and Iwo Jima Sarl also received a totf298,435 replacement warrants to purchase our constomk. Mr. Bystedt paid $59,000 and Iwo J
Sarl paid $21,000 in cash and converted $178,0@@msulting fees payable by us pursuant to theamanepricing agreement.

On November 17, 2010, Davisa Ltd, a company coetloby Mr. Mats Dahlin, a member of the board afediors of our wholly owne
subsidiary, Neonode Technology AB, invested a tot$161,000 in cash and converted $28,000 in dtinguees payable by us pursuant to the wa
repricing agreement and received a total of 215sf2Bes of our common stock and 215,725 replaceweamants to purchase our common stock.

7. Fair Value Measurement of Assets and Liabiles
Accounting guidance defines fair value, establishdeamework for measuring fair value, and expadtidslosure requirements about fair ve

measurements. The accounting guidance does notatgaady new faikalue measurements and is applicable to assetéadildies that are required to
recorded at fair value under other accounting puocements.
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The three levels of the fair-value hierarchy arsctibed as follows:
Level 1: Quoted prices (unadjusted) in active miarker identical assets and liabilities. We hadewel 1 assets or liabilities.
Level 2: Inputs other than Level 1 that are obdalejzeither directly or indirectly. We had no leeassets or liabilities.
Level 3: Unobservable inputs. We valued warrantd ambedded conversion features that were withosemiable market values and the value

required a high level of judgment to determine failue (level 3 inputs). The Company estimateddirevalue of these warrants and embedded conwi
features using the Black-Scholes option pricing etaging the following assumptions:

For The Yea
Ended
December 31,
2010
Annual dividend yielc -
Expected life (years 0.50- 4.¢
Risk-free interest rat 0.18%- 1.9(%
Expected volatility 117%- 221%

The following table shows the classificatimf our liabilities that are subject to fair valneasurements and the rédlward of these liabilities fc
the years ended December 31, 2010 and 2009 (is&nas):

Fair Value of Embedded Conversion Features and Waants

December 31, 200 $ ==
Derivatives added in connection with issuarfcgebt and equit 3,29:
Net increase in fair value 1,21

December 31, 2009 4,507
Derivatives added in connection with issuance &t and equity 5,23¢
Derivatives reclassified to equi (19,28€
Net increase in fair value 16,26

December 31, 2010 $ 6,71¢

8. Deferred Revenue

We derive revenue from the licensing of internalgveloped intellectual property (“IP&nd for providing engineering development servivee
enter into IP licensing agreements that generalbyigde licensees the right to incorporate our Ifhponents in their products with terms and condg
that vary by licensee. The IP licensing agreemgeterally include a nonexclusive license for thdartying IP. Fees under these agreements may ie
license fees relating to our IP and royalties p&yétllowing the sale by our licensees of produntrporating the licensed technology. The licefus
our IP has standalone value and can be used Hicémsee without maintenance and support. We db&technology license fee revenue until such
as the warranty period stipulated in the licensee@gent expires. During the warranty period, weeago correct software issues, as detailed i
technology license agreement. Engineering developrfees are recorded as deferred revenue until Sowh as the engineering services have
provided.
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On June 18, 2010, we signed a technology licensseagent with Sony Corporation related to our toaodsn technology for a series of eRear
In conjunction with the signing of this technoloigense agreement, Sony Corporation issued aralimtirchase order for $475,000 of touchsc
licenses. We are deferring the technology liceeserévenue until such time as the warranty perxpites on March 18, 2011.

On December 30, 2010, we signed a technology leagseement with an OEM related to our touchsctegimology for a series of eReader:
conjunction with the signing of this technologyelitse agreement, the OEM agreed to pay us $65,00@nkecurring engineering development fees.
are deferring the engineering development fee n@eamtil such time as the engineering work has lxeenpleted. We expect to complete all sen
under this contract by March 31, 2011.

9. Stockholders’ Deficit
Common Stock

On March 21, 2010, we issued 35,000 shares of our commstock and a warrant to purchase 35,000 sharearafommon stock at an exerc
price of $1.00 per share to an investor for ses/ipeovided for the private placement of convertiblete and warrant in the 2010 financ
transaction. The fair value of the 35,000 shafeommon stock is $26,000 based on our common stlding price on the date of issuance. The $2¢
fair value of the warrants is included in comméeock and additional paidt capital in the consolidated balance sheets aamlarviginally recorded as di
issuance costs and subsequently amortized to sttexpense on the consolidated statement of opesator the year ended December 31, 2010 (See
6).

On May 27, 2010, we issued 3,136 shares of our cemstock to a holder of two convertible promissnoges who elected to convert and re
the $1,600 of convertible promissory notes pluswt interest at the $0.50 conversion price purtsigetne note agreements (see Note 6).

On September 8, 2010, we issued 16,894 sharesrafooumon stock to the holder of a convertible pssuory note that was due on August
2010. We retired the $12,500 convertible promissmte and $170 of accrued interest (see Note 6).

On September 13, 2010, we issued 450,263 sharesirofommon stock in settlement of the Empire latvamd we settled all outstand
warrants held by Empire. In addition, our insuracagier paid a cash settlement to Empire. Theevafuithe shares issued to Empire were $562,82&¢
on the trading price of $1.25 per share on the diasettlement) and were charged to settlementresgincluded in general and administrative expeim
the accompanying consolidated statement of opeatior the year ended December 31, 2010. The fdirevof Empires warrants was reclassified
additional paid-in-capital at the date of settlemmen

On September 22, 2010, we issued 120,111 sharasraommon stock to a holder of two convertiblerpissory notes who elected to con
and retired the $59,000 of convertible promissarten plus accrued interest at the $0.50 convesioe pursuant to the note agreements (see Note 6).

On September 23, 2010, we issued 6,933 shares @ooumon stock and a warrant to purchase 6,932sharour common stock at an exer
price of $1.00 per share to an investor for ses/ipeovided for the private placement of convertiblete and warrant in the 2010 financ
transaction. The fair value of the shares of comrsinck and warrants totaling $24,000 are recomeéhterest expense with an offsetting amou
equity (see Note 6).

On September 25, 2010, we issued 15,000 sharesrofammon stock and a warrant to purchase 15,08€eshof our common stock at
exercise price of $1.00 per share to an investorséovices provided for the private placement afivestible note and warrant in the 2010 finan
transaction. The fair value of the shares of comrsimck and warrants totaling $52,000 are recomeéhterest expense with an offsetting amou
equity (see Note 6).
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On September 29, 2010, we issued 11,462 sharegrafoonmon stock for the conversion of principal amerest of senior convertible secu
notes originally issued in 2007 (see Note 6).

During September 2010, we issued 348,464 sharesiotommon stock for the exercise of warrants innextion with the 2009 and 2(C
convertible debt financings. The warrants were @zed at $0.88 per share based on the warrantiepiand debt extension agreement (see Note 6).

On October 11, 2010, we issued 48,000 shares of@umon stock in settlement of the Berman lawsnét eanceled all outstanding warre
held by Berman. In addition, our insurance cam&id a cash settlement to Berman and we paid aitiadd cash settlement to Berman. The value o
shares issued to Berman were valued at $84,00@dlas the trading price of $1.75 per share on tite df settlement) and were charged to settle
expense included in general and administrative esgein the accompanying consolidated statemespiexfations for the year ended December 31, 2010.

On October 18, 2010, we issued 1,235,636 sharemiotommon stock for the exercise of warrants innestion with the 2009 and 2C
convertible debt financings. The warrants were e@sed at $0.88 per share based on the warrantiepind debt extension agreement (see Note 6).

On October 27, 2010, we issued 12,966 shares af@umon stock for the conversion of principal amiest of senior convertible secured n
originally issued in 2007 (see Note 6).

On November 4, 2010, we issued 792,086 shares nt@mmon stock for the exercise of warrants in emtion with the 2009 and 20
convertible debt financings. The warrants were @zed at $0.88 per share based on the warrantiepiand debt extension agreement (see Note 6).

On November 19, 2010, we issued 390,672 sharesiot@mmon stock for the exercise of warrants inneation with the 2009 and 2C
convertible debt financings. The warrants were @sed at $0.88 per share based on the warrantiepind debt extension agreement (see Note 6).

On December 13, 2010, we increased the numbsurcduthorized shares of common stock from 6980Dto 848,000,000.

On December 13, 2010, we issued 9,866 shares ofmumon stock for the conversion of principal antkiest of senior convertible sect
notes originally issued in 2007 (see Note 6).

On December 29, 2010, we issued 12,002 sharesrafomamon stock for the conversion of principal amigrest of senior convertible secu
notes originally issued in 2007 (see Note 6).

Preferred Stock
During the years ended December 31, 2010 and 228%s A Preferred stockholders exchanged 3,28MdRD shares of Series A Prefe

stock for 1,576,517 and 1,980,194 shares of oomeon stock, and Series B Preferred stockholdersamged 551 and 3,022 shares of Series B Pre
stock for 72,671 and 399,035 shares of our comrtmoksrespectively.
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On December 31, 2008, we issued Series A and Rrireferred Stock to certain convertible debt eadrant holders as described below.

terms of the Series A and Series B Preferred Sioglas follows:

Dividends and Distribution:

Series A Preferred StocRhe holders of shares of Series A Preferred Stoekeatitled to participate with the holders of @@mmon stock wit
respect to any dividends declared on the commark stoproportion to the number of shares of comratotk issuabl
upon conversion of the shares of Series A Prefedtedk held by then

Series B Preferred StocKhe holders of shares of Series B Preferred Stoeleatitled to participate with the holders of @ammon stock wit
respect to any dividends declared on the commark stoproportion to the number of shares of commtotk issuabl
upon conversion of the shares of Series B Prefédtedk held by then

Liguidation Preferenc

Series A Preferred Stockn the event of any liquidation, dissolution, omding up of our operations, either voluntary ordluntary, subject to tt
rights of any other series of Preferred Stock te$@blished by the Board of Directors (the “SeRieferred Stock”)the
holders of Series A Preferred Stock shall be entito receive, after any distribution to the hoddef Senior Preferre
Stock and prior to and in preference to any distidn to the holders of common stock, $0.001 farheshare of Series
Preferred Stock then outstandii

Series B Preferred Stockn the event of any liquidation, dissolution, omding up of our operations, either voluntary ordluntary, subject to tt
rights of the Series A Preferred Stock and anyrosieeies of Preferred Stock to be established byBthard of Directol
(collectively, the “Senior Preferred Stockthe holders of Series B Preferred Stock shall hiilexh to receive, after a
distribution to the holders of Senior PreferredcBtand prior to and in preference to any distritmitto the holders
common stock, $0.001 for each share of Series BeReel Stock then outstandir

Voting.

The holders of shares of SeriedPreferred Stock and Series B Preferred shall haeevote for each share of Series A Preferred StockSeries
Preferred Stock held by thel

Conversion

Initially, each share of Preferred A Stock and esttdwre of Preferred B Stock was convertible inte simare of our common stock. Any modifica
to the conversion rate requires shareholder appr@a March 31, 2009, our shareholders approvegsalution to increase the conversion rati
480.63 shares of common stock for each share aésSérPreferred Stock and to 132.07 shares of oorgon stock for each shares of Serit
Preferred Stock

Series A Preferred Stock

On December 31, 2008, we issued the followingeSehi Preferred Stock:

4,492 shares to investors in a private placemewtimested $1,121,90

9,771 shares to convertible debt holders who cdede$6,195,805 of principal and accrued inter

19,800 shares to acquire Neonode Technologies A
163 shares for brokerage services in regards toefirancing and capital raising transactic

These transactions are discussed in more detailvbel

On December 31, 2008, we issued 4,492 shares adsS&rPreferred Stock that at the date of issudrazka conversion rate of one shar

common stock for each share of Series A Preferi@ckgo investors in a private placement transactimt raised $1.1 million. $1,035,000 of the fs
raised was received in 2009. On March 31, 2008, vhlue of the 2,156,883 shares of common stock thiese Series A Preferred Stock are
convertible into was approximately $2.1 million.elimcrease in the value of the Series A PrefertedkSas a result of this modification was $1,035,
which we have recorded as a deemed preferred dtoiciend (since the underlying transaction wasshaaise) during the year ended December 31, .
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The fair value of the conversion feature of the79,5hares of Series A Preferred Stock issued toctmeertible debt holders that is n
convertible to a total of 4,696,055 shares of ammon stock was $4.7 million based on our stockepon March 31, 2009, the date our sharehc
approved the increased conversion ratio. On Deeei®b, 2008, the $2.4 million fair value of the iBsrA Preferred Stock issued prior to the chan
conversion rate was included in the calculatiogaifi on troubled debt restructuring; therefore March 31, 2009, we recorded the $2.3 million inse
in the fair value as an increase in additional paidapital and as a loss on troubled debt restringflon our consolidated statements of operationshf
year ended December 31, 2009 as the final paheoféestructuring that began in 2008 (since the tyidg transaction was a debt extinguishment).

The fair value of the conversion feature of the809, shares of Series A Preferred Stock issued dorg¢hated parties to acquire Neon
Technologies AB that was converted to a total 608,448 shares of our common stock was $9.5 mibb@sed on our stock price on March 31, 200¢
date our shareholders approved the increased ameratio. Because this transaction is esseyttalt issuance of shares to key employees for
continued service to enhance the Company, the B8l®n revised fair value of the common stock wasing amortized to stodkased compensati
expense at the rate of $1.6 million per quarteisferquarters beginning January 1, 2009. The amatitin of the $9.5 million in stockased compensati
expense related the value of the stock issuedetodlated parties to acquire Neonode Technolog@svAs completed on June 30, 2010. The Com
recorded stockased compensation expense of $6,336,000 and $3Q068or the years ended December 31, 2009 and,2@&Kpectively, tr
accompanying consolidated statements of operations.

Series B Preferred Stock:

The fair value of the conversion feature of thel2,8hares of Series B Preferred Stock issued tavéineant holders that is now convertible
490,223 shares of our common stock was $490,008edban our stock price on March 31, 2009, the datreshareholders approved the incre
conversion ratio. On December 31, 2008, the $2f@D¥alue of the Series B Preferred stock isgueal to the change in conversion rate was includ
the calculation of gain on troubled debt restruomirtherefore, on March 31, 2009, we recorded$#@8,000 increase in the fair value as an incréaz
additional paidin capital and as a loss on troubled debt restrimgion our consolidated statements of operationshfe year ended December 31, 20(C
the final part of the restructuring that began @2 (since the underlying transaction was a detimgxishment).

Conversion of Preferred Stock Issued in the Dece®be2008 Financing Transaction to Common Stock
On April 24, 2009, we initiated the process obaifing the shareholders of our preferred stock toved the Series A and B Preferred Stoc
shares of our common stock. In order to converipitederred stock to common stock each preferreckssbareholder is required to submit the prefe

stock certificate to our transfer agent and requesversion to common stock. The conversion to comstock is not mandatory and shareholders
own preferred stock may choose not to convert fraferred stock to shares of our common stock.
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Shares of Preferrec
Stock Not
Exchanged as of

Shares of Commor
Stock after
Conversion of all
Outstanding Shares
of Preferred Stock
Not yet Exchanged
at December 31,

December 31, 2010 Conversion Ratio 2010
Series A Preferred sto« 16€ 480.6° 79,78¢
Series B Preferred stock 141 132.07 18,62:
Total Remaining Not Exchanged 307 98,40’

10. Stock-Based Compensation

We have several approved stock option plans foichvistock options and restricted stock awards amdlable to grant to employe
consultants and directors. All employee and dinestock options granted under our stock option plagve an exercise price equal to the market \at
the underlying common stock on the grant date. §tee no vesting provisions tied to performanceditmms for any options, as vesting for
outstanding option grants was based only on coetiraervice as an employee, consultant or direéibof our outstanding stock options and restri
stock awards are classified as equity instruments.

Amortization of Fair Value of Stock Issued to Retat Parties for Purchase of Neonode Technologies AB

On December 29, 2008, we entered into a Share dixgeh Agreement with Neonode Technologies AB andstbekholders of Neono
Technologies AB: Iwo Jima SARL, Wirelesstoys ABdaAthemis Ltd (the “Neonode Technologies AB Staaklers”), pursuant to which we agreec
acquire all of the issued and outstanding sharddeainode Technologies AB in exchange for the isseaf 19,800 shares of the Compangeries ,
Preferred stock. Pursuant to the terms of theeSBachange Agreement, upon the closing of the a@tion, Neonode Technologies AB became a w
owned subsidiary of the Company. The Neonode A@ogies AB Stockholders are or were employeessand/or Neonode AB, and as such are re
parties.

The fair value of the conversion feature of the809 shares of Series A Preferred shares issudiietoelated parties to acquire Neon
Technologies AB that was converted to a total 668,447 shares of our common stock was $9.5 mibb@sed on our stock price on March 31, 200¢
date our shareholders approved the increased amematio. Because this transaction is esseyttalt issuance of shares to key employees for
continued service to enhance the Company, thedifllibn revised fair value of the common stock iy amortized to compensation expense at th
of $1.6 million per quarter for six quarters begimnJanuary 1, 2009. The amortization of the $9ilian in compensation expense related the valuthe
stock issued to the related parties to acquire NéerTechnologies AB was completed on June 30, 2B&0the year ended December 31, 2009,
million and for the year ended December 31, 201@ #3llion, respectively, has been recorded as @mation expense in our consolidated stateme
operations.
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Stock Options
As of December 31, 2010, we had four equity inaengilans:

The 1996 Stock Option Plan (t“1996 Pla”), which expired in January 200

The 1998 No-Officer Stock Option Plan (th“1998 Pla”), which expired in June 200

The 2007 Neonode Stock Option Plan (‘Neonode PIg"), from which we will not grant anadditional equity awards; ar
The 2006 Equity Incentive Plan (t“2006 Pla”).

We also have one non-employee director stock optian as of December 31, 2010:

The 2001 No-Employee Director Stock Option Plan (*Director Pla’).

The following table details the outstanding optibtmpurchase shares of our common stock pursuaddb plan at December 31, 2010:

Options Available Outstanding
Plan Qutstanding for Issue Options Veste(
1996 Plar 1,00(¢ 1,00(
1998 Plar 1,12C 1,12C
Neonode Plai 7,06¢ 7,06¢
2006 Plar 9,00( 6,30: 7,80(
Director Plan 1,62( 1,62(
Total 19,80« 6,30: 18,60«

The following table summarizes information withpest to all options to purchase shares of commackstutstanding under the 1996 Plan,
1998 Plan, the 2006 Plan, the Neonode Plan anDiteetor Plan at December 31, 2010:

Options Outstandin Options Exercisabl
Weighted
Average
Number Remaining Weighted Number Weighted
Outstanding at Contractual Life Average Exercise Exercisable at Average Exercise
Range of Exercise Pric 12/31/10 (years) Price 12/31/10 Price

$0.00- $37,5C 7,064 1.05 $ 35.5C 7,064 $ 35.5C
$37.51- $62.5C 780 295 % 58.2¢ 780 $ 58.2¢
$62.51- $87.5C 3,20C 4.00 $ 86.2F 3,20C $ 86.2F
$87.51- $112.5( 80 1.26 $ 100.0C 80 $ 100.0¢
$112.51- $ 150.0C 7,48C 354 % 122.7¢ 6,28C $ 122.7¢
$150.01 - $446.25 1,20C 0.92 $ 446.2F 1,20C $ 446.2F
Total 19,80¢ 254 $ 102.7¢ 18,60 $ 101.2¢
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A summary of the combined activity under all of #teck option plans is set forth below:

Weighted

Average Weighted-

Number of Exercise Price Average

Shares Per Shar Exercise Prict

Outstanding at January 1, 20 52,92( $15.00- $446.2' $ 71.2¢
Granted - % - $ --
Cancelled or expire (33,03¢) $15.00- $323.7! $ 51.5(
Exercised - $ - $ --
Outstanding at December 31, 2( 19,88 $15.00- $446.2! $ 51.5(
Granted - $ - $ --
Cancelled or expire (80) $ $348.7F $ 348.7¢
Exercised - $ - $ --
Outstanding, vested and expected to vest at Demegih 2010 19,80+« $35.50- $446.2! $ 102.7¢

The aggregate intrinsic value of the 19,804 stquions that are outstanding, vested and expectedsibat December 31, 2010 is $0.

The 1996 Plan terminated effective January 17, 2806 the 1998 Plan terminated effective June @88 2Although we can no longer issue s
options out of the plans, the outstanding optidrihe date of termination will remain outstandinglavest in accordance with their terms. Optionsige
under the Director Plan vest over a one to fgear period, expire five to seven years after thte df grant and have exercise prices reflectindketavalue
of the shares of our common stock on the dateaftgStock options granted under the 1996, 1998806 Plans are exercisable over a maximum te
ten years from the date of grant, vest in varimssallments over a one to foyear period and have exercise prices reflectingrtheket value of the sha
of common stock on the date of grant.

The Neonode Plan has been designed for particigantso are subject to Swedish income taxatiortliea Swedish Participant) and (ii) who
not subject to Swedish income taxation (each, a-Swedish Participant). The options issued undepthe to the NorBwedish Participant are five y:
options. We will not grant any additional equityads out of the Neonode Plan.

We did not grant any options to purchase sharegiotommon stock to employees or members of ourdofDirectors during the year enc
December 31, 2010.

Warrants

We issued 626,400 stock purchase warrants to ere@sogr members of our Board during the year endamber 31, 2009. The stock purcl
warrants have an exercise price equal to $0.58 e, which was the market price on the datearfitgAugust 25, 2009. These stock purchase wa
have a sevegear term and are vested on the date of grant.stdek underlying the stock purchase warrants gdatdteemployees or members of
Board has not been registered for resale. The wargranted to employees had a fair value on the afagrant of $305,000 and was included in gel
and administrative expense for the year ended Dieeer@l, 2009. The fair value of stobksed compensation related to the employee waris
calculated using the Black-Scholes option pricingdel as of the grant date of the underlying warrant
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Weissued 440,000 stock purchase warrants to our W8demployees or members of our Board during the eieded December 31, 2010.
stock purchase warrants have an exercise pricd &y$4.38 to $1.63 per share. These stock puechasrants have a three to fiyear term. Warrants
purchase 320,000 shares of our common stock atedvesa the date of grant and a warrant to purcth@®ed00 shares of our common stock vests ov
months at the rate of 5,000 shares per month, bemjnDecember 2010. The stock underlying the sfmgichase warrants granted to employee
members of our Board has not been registered falee The vested warrants granted to employees d&dai value on the date of grant of $660,!
Approximately $470,000 of the fair value is inclddie general and administrative expense for the gaded December 31, 2010 and $189,750 w
amortized to expense on a straight-line monthlysbager the period ending December 3, 2012. Theviue of stocksased compensation related to
employee warrants is calculated using the Blackefshoption pricing model as of the grant datehefunderlying warrant .

Weissued 1,200,000 stock purchase warrants to oudiStvéased employees or members of our Board dthimgear ended December 31, 2
for approximately $49,000, which was recorded tdittmhal paid-ineapital. The stock purchase warrants have an iseepeice equal to $1.38 per sh
which was the market price on the date of grantpler 15, 2010. These stock purchase warrants ddveeyear term and are vested on the date ¢
sale. The stock underlying the stock purchase wesrgranted to employees or members of our Boasdnioa been registered for resale. The ve
warrants granted to employees have a fair valuh@nlate of grant of $1.7 million and is includadyeneral and administrative expense for the yedec
December 31, 2010. The fair value of stock-basedpemsation related to the employee warrants isutzkd using the Blackcholes option pricir
model as of the grant date of the underlying wdrran

The stock-based compensation expense reflectsathedlue of the vested portion of options and waats for the Swedish and N@wedisl
participants at the date of issuance, the amoidizaif the unvested portion of the stock optionsg avarrants less the option and warrant prem
received from the Swedish participants. This amaist includes the amortization of the faalue of the common stock issued under the Shacadig:
Agreement (see above). Employee and director sbasled compensation expense related to stock omimhsvarrants and the amortization of the
value of common stock in the accompanying constditiatatements of operations is as follows (in saoals):

Remaining
unamortized
Year ended Year ended expense at
December 31, December 31, December 31,
2009 2010 2010
Stock-based compensation $ 6,79C $ 543C $ 27¢€

The remaining unamortized expense related to stptibns will be recognized on a straight line bastnthly as compensation expense ove
remaining vesting period which approximates 0.64rye

The fair value of each option and warrant grant a&tgnated on the date of grant using the Bl&chkeles option pricing model with the follow
weighted-average assumptions: (Warrants were issuibe fiscal year ended December 31, 2009 an@.201

Warrants issued during the year ended December 31 2009
Expected life (in years 7.C
Risk-free interest rat 2.2¢%
Volatility 166.19%
Dividend yield 0.0(%
Warrants issued during the year ended December 31 2010
Expected life (in years 3.0-5.C
Risk-free interest rat 0.59%-1.64%
Volatility 162.50%- 195.5%
Dividend yield 0.0(%
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A summary of warrant activity is set forth below:

2010

Weighted

Weighted Average

Average Remaining
Outstanding and exercisable Warrants Exercise Prict  Contractual Life
Beginning of yea 7,751,79! $ 0.57 3.5€
Issuec 6,240,500 $ 1.27 -
Expired/forfeitec - - -
Exercised (8,852,80) $ 0.62 -
Outstanding and exercisable, end of year 5,139,48' $ 1.27 3.2¢

During September and October 2010, we enteredtimtodifferent types of amendments with the holdefrshe convertible notes and st
purchase warrants issued in the Fall of 2009 anih&mf 2010 financing transactions. All of theldiers of the convertible notes entered intc
amendment pursuant to which the due date of theerthle notes was extended until June 30, 201Imdjority of the holders of the stock purct
warrants entered into an amendment pursuant tohwthiey exercised their previously granted warranta discounted exercise price of $0.88 per ¢
and was granted a replacement thyear warrant for each original warrant exercisé¢hen exercised, the replacement warrants can beeded int
2,766,857 shares of our common stock at an exepcise of $1.38 per share. A total of 2,766,857revats were exercised at the discounted exercise
of $0.88 per share and a total of $2,384,554 wiaedaby the Company through these warrant exercidésissued a total of 2,766,857 shares of con
stock and replacement warrants to the exercisinganaholders.

No stock options were issued in the fiscalrgemded December 31, 2009 and 2010, respectiVely weighted average gragite fair valu
of warrants issued during the fiscal year endedebdrer 31, 2009 was $0.50. The weighted average-dede fair value of warrants issued during
fiscal year ended December 31, 2010 was $1.25.gtlores or warrants were exercised during the yeaded December 31, 2009 and 2010, respectively .

The fair value of stock-based awards to emgrayis calculated using the BlaSkholes option pricing model, even though this nhode
developed to estimate the fair value of freely atzld, fully transferable options without vestingtrietions, which differ significantly from our stk
options. The Blaclkscholes model also requires subjective assumptindsiding future stock price volatility and expedttime to exercise, which gree
affect the calculated values. The expected termfarfieiture rate of options granted is derived frhistorical data on employee exercises and pesting
employment termination behavior, as well as exgbttehavior on outstanding options. The ride rate is based on the U.S. Treasury ratesfati
during the corresponding period of grant. The etguboolatility is based on the historical volatiliof our stock price. These factors could changthé
future, which would affect fair values of stock impts granted in such future periods, and could eaudatility in the total amount of the stoblase:
compensation expense reported in future periods.
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Below is a summary of Outstanding Warrants to Purclase Common Stock as of December 31, 20:

Exercise Expiration

Description Issue Date Price Shares Date
September 2007 Investor Wartr: 9/26/2007 $ 36.2¢ 233 9/26/201:
August 2009 Employee Warrar 8/25/200¢ $ 0.50 626,40( 8/25/201¢
January 2010 Investor Warre 1/28/201( $ 1.00 40,00( 1/28/201:
May 2010 Broker Warrar 3/21/201( $ 1.00 35,00( 3/21/201:
2007 Debt Extension Warrar 9/22/201( $ 1.00 16,00 9/22/201¢
Broker Warrant for 2010 Del 9/27/201( $ 1.00 15,00( 9/27/201:
September 2010 Repricing Warr: 9/28/201( $ 1.38 25,00 9/28/201:
October 2010 Repricing Warrar 10/18/201( $ 1.38 2,741,85¢ 10/18/201:
October 2010 Employee Warrai 10/15/201( $ 1.38 1,440,00( 10/15/201:
December 2010 Employee Warrants 12/3/201( $ 1.63 200,00( 12/3/201*
Total Warrants Outstanding 5,139,48¢

During the year ended December 31, 2009, we issapdertible notes to investors in the Septembe®2@thvertible debt financing transact
convertible at $0.50 per share and this issuamnggetred the price protection provision relatedh® original 84,744 previously outstanding pricetpctec
warrants; as such, we reduced the exercise pritkeo84,744 warrants to $0.50 per share and inedetie warrant shares to 6,085,951. During -
pursuant to terms of two lawsuit settlements, veeigsl 498,263 shares of our common stock to theawaholders and settled all of the outstan
warrants with price protection. Prior to the sstients, the fair value of the canceled warrantsagasunted for as derivative liabilities (see Note

On January 1, 2009, we adopted the new accountidpgce that requires warrants with certain typeardi-dilution ratchet features to
accounted for as liabilities, where previously thad been accounted for as equity. Prior to this accounting guidance, these ratchet provisions
only evaluated under prior accounting guidance, lze@huse these ratchet provisions are generallyniat companys control, they did not trigger liabili
or derivative accounting. We determined that thigimal 84,744 outstanding warrants (noted abowa} tncluded ratchet features fell under the
accounting guidance and the fair value of the wasraeeded to be recorded as a liability and matteadarket each reporting period with the chang:
the fair value recorded as income/expense in theamated statement of operations.

On January 1, 2009, the fair value of the origval744 outstanding warrants was $67,000 and wasded as a liability in the account entit
embedded derivatives of convertible debt and wasraith the corresponding reduction to additioraibgin-capital.

During the year ended December BD92we recorded an increase related to the faievaf the outstanding warrants of $2,976,000 qea
in the account entitled notash items related to debt discounts and defemaahding fees and the valuation of conversion festwand warrants on |
consolidated statements of operations and compsahelnss. The fair value of the outstanding wasavas $3,043,000 on December 31, 2009.

We issued 626,400 stock purchameamts to employees and members of our Board gu#25, 2009. The stock purchase warrants hs
exercise price equal to $0.50 per share, whichth@snarket price on the date of grant, August 2892 These stock purchase warrants have a s@meen-
term and are vested on the date of grant. The stodkrlying the stock purchase warrants grantezhiployees and members of our Board has not
registered for resale. The $305,000 fair valuéhefdtock purchase warrants granted to employeegenibers of our Board was calculated using the Black
Scholes option pricing model on the date of grauctia included in stock-based compensation expkmgbe year ended December 31, 2009.
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During the fourth quarter of 2009, we issued adddi convertible debt with warrants to a broker abhdime we did not have enough uniss
authorized shares to settle all outstanding equisgruments, and so we classified the warrantsedsio the debt holder and broker as derivi
liabilities. The fair value of those warrants 14,000 on the grant date, which was recorded &pense in the account entitled raash items relat:
to debt discounts and deferred financing fees aldation of conversion features and warrants oncomsolidated statement of operations for the
ended December 31, 2009.

On December 31, 2009, we issued a warrant to psecbh2,230 of our common stock an exercise pricldd0 per share to an investor
services provided for the private placement of estivle notes and warrants in the 2009 financimgngaction. The fair value of the 52,230 shar
common stock was $26,000 on the date of issuandewss recorded as debt issuance costs and includedrrent assets in the accompan
consolidated balance sheet as of December 31, Zb@warrants were valued using the Black-Schaii®o pricing model.

During the year ended December 31, 2010, we isadddional convertible debt with warrants and alsrants to a broker. Prior to Decenr
13, 2010, we did not have sufficient unissued atgkd shares to settle all outstanding equity imagnts, the warrants were classified as liabilifses
Notes 6 and 7

As a result of the issuance of convertible notesaily October 2009, we no longer had enough uedsuithorized shares to settle all outstar
equity instruments, including convertible preferstdck, convertible debt, options and warrantser&fore, in accordance with the applicable accog
guidance, all non-employee warrants were requindsetrecorded as liabilities from that point andked-tomarket at each period until we have suffic
unissued authorized shares to settle all outstgrelijuity instruments. As a result, we reclassiftesi fair value of all nommployee warrants not alre:
recorded as liabilities totaling $837,000 as ofdbetr 1, 2009 from additional paid-oapital to embedded derivatives of convertible defat warrants. Tt
warrants issued to the holders in this financingeagriginally recorded as derivative liabilities\ae did not have sufficient authorized unissuedeha
common stock to settle all outstanding equity instents. On December 13, 2010, the Company incratssadthorized shares of common stock to ¢
all potentially dilutive instruments outstandings A result, on December 9, 2010, the Company efitas the fair value of the warrants on that ¢
totaling $4.3 million to additional paid in capitals warrants no longer qualified as derivativéruments.

On September 22, 2010, we issuegear warrants to purchase 160,000 of our commark to exercise price of $1.00 per share to holokes!
Senior Convertible Secured Note2607 to extend the maturity date of the notes il 26, 2011. The fair value of the warrantspierchase 160,01
shares of common stock was $28,000 on the datssofince and was recorded as expense componerg Gisth on extinguishment of debt in
accompanying consolidated statement of operationshie year ended December 31, 2010. The warraate walued using the Blackeholes optio
pricing model. The assumptions used for the Blacke®s option pricing model are a term of 4.98 gewaolatility of 162.45%, and a rigkee interest ra
of 1.95%.

On September 24, 2010, we issued a warrant to peec,933 of our common stock an exercise priceldd0 per share to an investor
services provided for the private placement of estible notes and warrants in the 2010 financiaggaction (see Note 6).

On September 27, 2010, we issued a warrant tchpaec15,000 of our common stock an exercise pficgl @0 per share to an investor
services provided for the private placement of estible notes and warrants in the 2010 financiaggaction (see Note 6).

During September and October 2010, we enteredeimtarrant repricing and debt extension financiagdaction (see Note 6). In connection
this transaction the holders of 2,766,857 stocklpase warrants agreed to exercise their previgyrsiyted thregrear warrants with a stated exercise |
of $1.00 per share for a discounted exercise @fick0.88 per share. Upon exercise the holdersvede?,766,857 shares of common stock and 2,76
replacement three-year warrants with an exercise pf $1.38 per share.
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11. Commitments and Contingencies
Indemnities and Guarantees

We have agreed to indemnify each of our execudffieers and directors for certain events or ocences arising as a result of the office
director serving in such capacity. The term ofitidgemnification period is for the officer's or diter's lifetime. The maximum potential amount ofuie
payments we could be required to make under thesaninification agreements is unlimited. Howeves,vave directors’ and officerBability insuranc:
policy that should enable us to recover a portibfuture amounts paid. As a result of our insurapalkicy coverage, we believe the estimated faiuga
these indemnification agreements is minimal ancehav liabilities recorded for these agreementsf @ecember 31, 2010 and 2009, respectively.

We enter into indemnification provisions under agreements with other companies in the ordinanyssof business, typically with busin
partners, contractors, customers aefahdlords. Under these provisions we generally imai€éy and hold harmless the indemnified party fusdes suffere
or incurred by the indemnified party as a resulbof activities or, in some cases, as a resuh@fridemnified party's activities under the agrestmthes
indemnification provisions often include indemniftions relating to representations made by us wétard to intellectual property rights. Th
indemnification provisions generally survive teratiion of the underlying agreement. The maximum midé amount of future payments we coulc
required to make under these indemnification piows is unlimited. We have not incurred materiastsato defend lawsuits or settle claims relate
these indemnification agreements. As a result, slebe the estimated fair value of these agreemisnisinimal. Accordingly, we have no liabiliti
recorded for these agreements as of December 20,8t 2009, respectively.

Legal

On December 9, 2008, Empire Asset Management (“Eat)pa broker dealer that acted as our financial adasarexclusive placement ager
previous private placement transactions, initiadethwsuit against us in the Supreme Court of theeSof New York alleging that the Corporal
misrepresented the success of its business to énHowires customers to invest in us. We entered into desatht agreement dated July 9, 2010
September 13, 2010, we issued 450,263 shares afooumon stock in settlement of the Empire lawsno@ e canceled all outstanding warrants hel
Empire. In addition, our insurance carrier paicaaltsettlement to Empire. The lawsuit has beendlyrdismissed.

On May 11, 2009, Mr. David Berman initiated a lawsgainst us in the Supreme Court of the StatBl@& York alleging that the Compa
misrepresented the success of its business to enilic Berman to invest in us. Mr. Berman, who veaslient of Empire, invested an aggregat
$549,860 in our private placement offerings on Ma#¢ 2008 and May 16, 2008, and purchased an additi6,516 shares totaling $251,082 in
aftermarket. We entered into a settlement agreemiated October 11, 2010. On October 11, 2010, weei 48,000 shares of our common stot
settlement of the Berman lawsuit and canceledwtitanding warrants held by Berman. In additiom,ingurance carrier paid a cash settlement to Ba
and we paid an additional cash settlement to Beriflaa lawsuit has been formally dismissed.

On October 2, 2009, Xerox Corporation (“Xeroxfijtiated a law suit against the Company in the igw Court of California alleging that t
Company breached an equipment lease agreemenXeiitx and demanding payment of $108,593 plus istetate payment charges, and legal costs
accrued the total amount of the lawsuit $108,59Bextember 31, 2009.0n August 16, 2010, we entered into a settlemergeagent that required us
pay a total of $15,000. On August 16, 2010, we reze the $108,593 that was previously accrued ecorded an accounts payable of $15,000. D
2010, we paid the $15,000 settlement amount anththeuit has been formally dismissed.
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Operating Leases

On January 12, 2009, our subsidiary, Neonode Taobies AB, entered into a 12 month lease with Kem@an Fastigheter AB f
approximately 2,000 square feet of office spacatke at Linnegatan 89, Stockholm, Sweden for apprately $6,000 per month. The annual paymer
this space equates to approximately $72,000. Onadgri2, 2010, we extended the lease with provssioncancel the lease with a ninety day ni

period.

12. Income Taxes

Income (loss) before income taxes was distributmhgaphically as follows (in thousands):

Year Ended Year Ended
December 31, December 31,

2010 2009
Domestic $ (31,667 $ (23,300
Foreign 41 (1,627)
Total $ (31,620 $ (14,92
The provision for income taxes is as follows foe frear ended December 31:
2010 2009
Current
Federal $ -- --
State 1 1
Foreign 44 -
Total current $ 45 1
The effective income tax rate differs from the staty federal income tax rate for the following seas:
Year Ended Year Ended
December 31, December 31,
2010 2009
Amount at standard tax rat (34)% (34)%
Nor-deductible loss on revaluation of embedded comwerfgatures and extinguishment
convertible deb (24)% 6.5%
Loss on debt restructurir -- 6.2%
Stock compensatic 5.2% 14.4%
Foreign losses not benefited -- 3.7%
Valuation allowanct 5.0% 3.2%
Effective tax rate 0.20% 0%
Significant components of the deferred tax balaseesas follows (in thousands):
December 31
2010 2009
Deferred tax asset
Accruals $ 85 64
Stock compensatic 897 494
Net operating losse 2,45¢ 812
Total deferred tax asse $ 3,431 1,371
Valuation allowance (3,437) (1,377)

Total net deferred tax assets
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Valuation allowances are recorded to offset certiferred tax assets due to managersamtcertainty of realizing the benefits of thesanis
Management applies a full valuation allowance fa¥ accumulated losses of Neonode Inc, and its diabgiNeonode Technologies AB, since it is
determinable using the “more likely than natiteria that there will be any future benefit afraeferred tax assets. This is mainly due to dstoly of
operating losses. Due to the reorganization, thmgzmy believes that the US net operating lossesaatits would be subject to the provisions of Ba
382 and therefore subject to strict limitations.eT@ompany has not completed a study of the limitgtiand therefore has not included these
carryforwards or credits in the analysis of theedefd tax assets. The Company has federal, statefomaign net operating losses of $4,659,
$4,659,000 and $1,565,000, respectively. The fédiesa carryforward begins to expire in 2029, thaifdrnia loss carryforward begins to expire in 2
and the foreign loss carryforward indefinitely. Oecember 9, 2008, Neonode AB filed for liquidatiomder the Swedish bankruptcy laws and effe
with the filing we are no longer responsible foe frabilities and no longer have any ownershipriegéin the assets of Neonode AB, including anynta
operating loss carryforwards.

Effective January 1, 2007, we adopted the provssiohaccounting guidance which includes a two-stgproach to recognizing, deeognizin
and measuring uncertain tax positions accountednfaccordance with accounting guidance. As a tesalrecognized no increase in the liability
unrecognized tax benefits. Therefore, upon impldatem of accounting guidance we recognized no ratadjustment to the January 1, 2007 balan
retained earnings. A reconciliation of the unredpgd tax benefits for the year ended December @10 Zs as follows:

Balance at January 1, 2010 $ 0
Additions for tax positions of prior yea
Reductions for tax position of prior yet
Additions based on tax positions related to theeniryeal
Decrease- Settlement:
Reductions - Settlements

Balance at December 31, 201 $ 0

We adopted a policy to classify accrued interest p@nalties as part of the accrued tax liabilitythie provision for income taxes. For the \
ended December 31, 2010, we did not recognizergnyeist or penalties related to unrecognized taefits.

Our continuing practice is to recognize interest/anpenalties related to income tax matters immne tax expense. As of December 31, 201(
had no accrued interest and penalties relateddertain tax matters.

As of December 31, 2010, we had no uncertain takipas that would be reduced as a result of adlabshe applicable statute of limitations.
do not anticipate the adjustments would resultmmaderial change to our financial position.

We file income tax returns in the U.S. federalgdiction, California and Sweden. The 1996 throug@®tax years are open and may be su
to potential examination in one or more jurisdioBoWe are not currently under any federal, stafereign income tax examinations.

13. Employee Benefit Plans
We do not have any defined contribution or othersaen plans for our employees.
14. Net Loss Per Share
Basic net loss per common share for the yearsdeBaeember 31, 2010 and 2009 was computed by diyitfie net loss for the relevant pe

by the weighted average number of shares of comstack outstanding. Diluted earnings per commoneslaae computed by dividing net loss by
weighted average number of shares of common statlceammon stock equivalents outstanding.

68




Potential common stock equivalents of approxinyadeand 20,000 stock options and 5.1 million artirtillion warrants to purchase comn
stock 100,000 and 1.7 million shares issuable wumversion of preferred stock and 0.2 million an@ @illion shares issuable upon conversion of r
are excluded from the diluted earnings per shdmlzdion for the year ended December 31, 20102809, respectively, due to their anti-dilutive effe

Year ended

(in thousands, except per share amounts) December 31
2010 2009

BASIC AND DILUTED
Weighted average number of common shares outs@ndin 18,29: 9,89¢
Number of shares for computation of net loss pare 18,29 9,89%¢
Net loss attributable to common stockholc $ (31,620 $ (15,956)
Net loss per shares basic and dilt $ (1.79 $ (1.6

15. Segment Information

We have one reportable segment, as defined inetbeant accounting guidance. All of our revenuestlie year ended December 31, 2010
to customers located outside the United States.

16. Related Party Transactions
Per Bystedt

Mr. Per Bystedt, our Chairman of the Board of Diioes, is personally involved in our refinancing arapital raising activities. Mr. Bystedt is
beneficial holder of approximately 4.6 million sharof our common stock, or approximately 14.18%thef Companys outstanding shares of comn
stock, as of December 31, 2010 on a fully dilutadi®, and is the beneficial owner of lwo Jima SARL.

Iwo Jima SARL invested $100,000 in the Compani®ecember 2008 financing transaction and receishares of our Series A Prefe
stock that was exchanged for 192,252 shares ofcoanmon Stock. Iwo Jima SARL also surrendered wasranexchange for 289 shares of Seri
Preferred Stock. The Series B Preferred stock webamged for 38,094 shares of our Common Stock Jima SARL was one of the three Neor
Technologies AB Stockholders which participatedhie share exchange transaction with the Compangupat to the Share Exchange Agreemel
December 29, 2008. Iwo Jima SARL received 6,072eshaf our Series A Preferred Stock that was exgbdifior 2,916,276 shares of our common S
On November 6, 2009, Iwo Jima SARL transferred @60,shares of our Common Stock to certain emplogétese Company.

On September 15, 2009, lwo Jima SARL purchased0®64in convertible notes that may be convertedhatoption of lwo Jima SARL, in
128,618 shares of our Common Stock and also redeiwwarrant that was exercisable into 64,309 shfumir Common Stock at a conversion pric
$1.00 per share. On September 15, 2009, Mr. Byslieeittly purchased $51,000 in convertible notes thay be converted, at the option of Mr. Bys
into 102,766 shares of our Common Stock and alseived a warrant that was exercisable into 51,388es of our Common Stock at a conversion
of $1.00 per share. Mr. Bystedt holds 1,600 emgéostock options to purchase our common stock&$&er share.

On January 1, 2009, Mr. Bystedt, through his comgpamo Jima SARL, entered into a consulting agreeimeth us whereby he has earne
total of $211,000 and $237,000 for his servicethasCEO of Neonode, Inc. for the years ended Deeer2®09 and 2010, respectively. Iwo Jima S,
converted $163,000 of amounts owed to it for Mrs@yts consulting services as of December 31, 2009datwertible notes that may be converted
326,705 shares of our common stock at a convemige of $0.50 per share and also received a wathanh was exercisable into 163,353 shares ¢
common stock at a conversion price of $1.00 peresh&e also paid Mr. Bystedt a bonus totaling $20,i the year ended December 31, 2010.
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Iwo Jima Sarl invested a total of $180,000 of t®8%000 raised in the 2009 private placement fimgntransaction. Iwo Jima Sarl receive
total of 179,743 warrants to purchase our commocksand the convertible notes can be convertedaritdal of 359,485 shares of our common stock
are not obligated to register the common stockedl¢o the convertible debt or the warrants.

On January 18, 2010, Mr. Bystedt purchased $160d@@nvertible notes that may be converted int@8@,shares of our common stock and
received a warrant that was exercisable into 16sfH@0es of our common stock at a conversion pfidd ®0 per share.

On October 14, 2010, Mr. Bystedt and Iwo Jima $asésted a total of $258,505 of the $2,384,554edhis the October 2010 private placen
financing transaction. Mr. Bystedt exercised 295,4@rrants that were previously issued at an esengiice of $1.00 per share at a reduced exerois
of $0.88 per share and received 295,435 sharegrafamnmon stock. Mr. Bystedt and Iwo Jima Sarlereed a total of 7,385,857 replacement warrar
purchase our common stock at an exercise pricd 88%er share. Mr. Bystedt also agreed to exteaditie date on $295,434 of convertible debt he
him and a company controlled by him from Decemigr2®10 to June 30, 2011.

On October 15, 2010, we sold to Mr. Bystedt a warta purchase 320,000 shares of our common stbak axercise price of $1.38 per sh
Mr. Bystedt purchased the warrant for $13,060. fHirevalue of the warrant is $440,000 on the ddtissuance and was recorded as compensation e;
in the year ended December 31, 2010. The warragits valued using the Black-Scholes option priciragiel.

Thomas Eriksson

Mr. Thomas Eriksson, our Chief Executive Officadaa member of our Board, is the beneficial hotdfeapproximately 2.8 million shares of
common stock and warrants to purchase 10 millicareshof common stock, or approximately 9.85% of autstanding shares of common stock ¢
December 31, 2010 on a fully diluted basis, artthésbeneficial owner of Wirelesstoys AB, which canp is one of the three Neonode Technologie:
Stockholders which participated in the share exgharansaction with the Company pursuant to theeSBachange Agreement.

As part of the share exchange transaction, WirkdgssAB received 6,072 shares of our Series A PredeStock, which shares have since |
exchanged for 2,916,276 shares of our common Stock.

On November 6, 2009, Wirelesstoys AB transferre@,A®0 shares of our Common Stock to certain employpé the Company.

On January 1, 2009, Mr. Eriksson, through his camgp&Virelesstoys AB, entered into a consulting egrent with us whereby he has earn
total of $111,000 for the period January 1, 20¥0ugh June 30, 2010 for his services as the CEReohode Technologies AB. Mr. Eriksson was F
as an employee on July 1, 2010 and earned $10400@be period July 1, 2010 through December 31,02@uring the year ended December 31, Z
we paid $125,000 owed to Wirelesstoys AB that wamed during year ended December 31, 2009. WepaisbMr. Ericsson a bonus totaling $36,
and apartment rent totaling $12,000 during the yealed December 31, 2010.

On October 15, 2010, we sold to Mr. Eriksson a amtrto purchase 400,000 shares of our common stioak exercise price of $1.38 per st
Mr. Eriksson purchased the warrant for $16,325. fievalue of the warrant is $550,000 on the daftéssuance and was recorded as compen:
expense in the year ended December 31, 2010. Thramswere valued using the Black-Scholes optitsimg model.

On October 1, 2010, the Company rented an apartfoeMr. Eriksson for six months at a cost of 3S@@®EK per month.
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Magnus Goertz

Mr. Magnus Goertz, one of our founders, is the Eeia¢ holder of approximately 2.8 million sharef @ur common stock, or approximat
8.71% of our outstanding shares of common stocfdecember 31, 2010 on a fully diluted basis, anthe beneficial owner of Athemis Ltd., wh
company is one of the three Neonode TechnologiesSakholders which participated in the share emgkaransaction with the Company pursua
the Share Exchange Agreement.

As part of the share exchange transaction, Atherus received 6,072 shares of our Series A PrefeBtock, which shares have since t
exchanged for 2,916,276 shares of our common Stock.

On November 6, 2009, Athemis Ltd. transferred 160,8hares of our common stock to certain emplogédse Company.

On January 1, 2009, Mr. Goertz, through his comp&wgctor AB, entered into a consulting agreemetit ws whereby he has earned a tot
$151,000 per year for his services as an engiWgerpaid $88,000 and $64,000 of the amount owedetid® AB during the year ended Decembel
2010 and 2009, respectively. The cumulative whpalance of $147,000 is included in our accrugzkages at December 31, 2009.

Mats Dahlin

Mr. Mats Dahlin, a member of the Board of Directofsour wholly owned subsidiary, Neonode TechnadsghB, is the beneficial owner
Davisa Ltd. As of December 31, 2010, Mr. Dabhlirthe beneficial owner of approximately 1.1 milliohases of our common stock or approxime
3.26% of our outstanding shares of common stoc& faly diluted basis.

On October 9, 2009 and December 15, 2009, Davidafirchased a total of $50,000 in convertible sidlat may be converted, at the optio
Davisa Ltd., into 99,301 shares of our common stack also received warrants that were exercisatite 49,651 shares of our common stock
conversion price of $1.00 per share (see below).AGQgust 25, 2009, Davisa Ltd. was granted a wam@purchase 186,400 shares of our common
at an exercise price of $0.50 per share in conaiider for Mr. Dahlins services as a Board member and advisor to thep@&uyn In June 2009, N
Dahlin, through his company, Davisa Ltd., entem#o ia consulting agreement with us whereby he éaanttal of $28,000 for his services for the
ended December 31, 2010. In lieu of a cash paymenDecember 15, 2009, we converted the $28,0@0canvertible note and a warrant under the
terms and conditions as the September 2009 cobleedebt financing transaction. Davisa Ltd. recdimetotal of $28,000 in convertible notes that rhe
converted, at the option of Davisa Ltd., into 5® &bhares of our common stock and also receivedawtmithat were exercisable into 28,000 sharesn
common stock at a conversion price of $1.00 peresha

On March 21, 2010, we issued 35,000 shares of eomtwon stock and a warrant to purchase 35,000 otoommon stock an exercise price
$1,00 per share to Davisa Ltd. for services pravifie the private placement of convertible note amdrant in the March 2010 financing transacti@m
February 18, 2010, Davisa Ltd. purchased a tot$l138,000 convertible notes that may be convegtthe option of Davisa Ltd., into 276,148 shart
our common stock and also received warrants thed exercisable into 138,074 shares of our commueksit a conversion price of $1.00 per share.

On September 27, 2010, we issued 15,000 sharas @bomon stock and a warrant to purchase 15,0@@io€ommon stock an exercise pric
$1.00 per share valued at $26,000 to Davisa Ltddovices provided for the private placement ofvestible note and warrant in the March 2010 finag
transaction.

On November 17, 2010, Davisa Ltd. invested a tots161,000 in cash and converted $28,000 in ctingufees payable by us pursuant to
warrant repricing agreement and received a totall6f725 shares of our common stock and 215,73&aement warrants to purchase our common stock.
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17. Subsequent Events

On January 4, 2011, we signed a technology licgnagreement with a global retail and internet ba®&d\ to integrate our zForce®uct
screen technology into a series of products. Imuwwtion with the signing of this technology lisenagreement, the OEM agreed to pay us $65,(
non+ecurring engineering development fees. We arerdefethe engineering development fee revenue gnth time as the engineering work has
completed. We expect to complete all services utfdercontract by March 31, 2011.

On January 21, 2011, we paid $120,000 in accoumtalpe by issuing 60,000 shares of stock andyaa3-warrant to purchase 20,000 shar
our common stock at an exercise price of $2.0Gpare to an employee.

On January 28, 2011, our Board of Directors apptasartain changes to Neonode’s management te@inomas Eriksson, one of our founc
and current Chief Executive Officer of Neonode Tealbgies AB, Neonode’s wholly-owned subsidiary, waspointed Neonods’ Chief Executiv
Officer, effective as of January 28, 2011, replgdiir. Per Bystedt who resigned from his positio\&®nodes Chief Executive Officer, effective as
January 28, 2011. Mr. Bystedt assumed the rolexetutive Chairman and continues to serve as tlaén@hn of the Board of Directors.

On March 4, 2011, we signed a technology licensigigement with a top ten global OEM to integratezabtorce®touch screen technology int
series of products. In conjunction with the signof this technology license agreement, the OEMedito pay us $50,000 in noseurring engineerir
development fees. We are deferring the engineatevglopment fee revenue until such time as theneeging work has been completed. We expe
complete all services under this contract by Juhe2811.

On March 4, 2011, we issued our legal adviso8-yaar warrant to purchase 80,000 shares of our canstazk at an exercise price of $2.00
share.

In March 2011, the Company entered into new coiblertloan agreements (each a “Convertible Loan Agrent”) with investors wh
participated in the Company’s 2009 and 2010 finagdransactions (the “Investorsdhd who had been issued common stock purchase ntsarsétt
exercise prices of $0.50 per share, $1.00 per shak $1.38 per share (the “Current WarrantB)rsuant to the Convertible Loan Agreements,
Investor exercised some or all of its outstandingrént Warrants at the applicable exercise pri€e5 per share, $1.00 per share, and/or $1.38hpee)
and provided the Company with a convertible loaaring interest at a rate of seven percent (7%apeum, that matures on March 1, 2014.

Each Investor has the option at any time priohtorepayment of its loan to convert the loan indtyfpaid and norassessable restricted share
the Company’s common stock, at a price of $2.50share. The loan will automatically be convertetb irestricted shares of the Compangbmmo
stock in the event that on or before the loan date @ither (a) the Compasytommon stock is traded at a price per share @5%6r higher for five (£
consecutive trading days, or (b) the Company comsates a financing in the amount of at least $5ionill In the event that the loan principal and aec
interest is not repaid by the Company by the due,dmnd the Investor has not previously convertedldan, the Investor’s sole remedy for such non-
payment shall be the payment of additional anmitarést at a rate of 10% per year. The accruedeist will be payable on June 8@nd December 3%
of each year.

In addition, the Company issued to each Investov fiveyyear common stock purchase warrants, with an eseeqmiice of $3.13 per share (
“New Warrants”),with each investor receiving (i) a number of Newrvilats equal to fifty percent (50%) of the numb&Carrent Warrants exercised
such Investor under its Convertible Loan Agreement] (i) a number of New Warrants that is equavalue to twentyfive percent (25%) of tt
Investors loan to the Company. The New Warrants may becesesl by cash payment or through cashless exedbpgighe surrender of warrant she
having a value equal to the exercise price of tréign of the warrants being exercised.

The Investors exercised an aggregate of 493,42Gamding Current Warrants, for an aggregate investrof $ 515,000n the Company, ar
loaned the Company an aggregate of $ 4.2 millidn addition, the Company issued to the Invesiesy Warrants for the purchase of an aggrege
699,753 of the Company’s restricted shares of comstock.

During the three months ended March 31, 2011, S&i®referred stockholders exchanged 82.79 shdr8er@es A Preferred stock for 39,7
shares of our common stock, and Series B Prefstomttholders exchanged 39.79 shares of SeriesfBrRye stock for 5,254 shares of our common s
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On March 18, 2011, we entered into a twelve moedisé with CASanta Clara Office Center Limited Partnership fopraximately 1,781 sque
feet of office space located at 2700 Augustine &rvanta Clara, California, USA for approximate®y6P0 per month.

On March 25, 2011, we filed a Certificate of Amendmehbur Amended and Restated Certificate of Incoapon affecting a reverse stock s
of the Company’s issued and outstanding sharesoofif@on stock and Preferred Stock at a ratio of ty«fime-to-one (the “Reverse Split")The
Certificate of Amendment provides that each tweitg-(25) outstanding shares of the Corporatso@ommon Stock, par value $0.001 per share, w
exchanged and combined, automatically, withoutherriaction, into one (1) share of Common Stock, @ach twentyfive (25) outstanding shares of
Corporations Preferred Stock, par value $0.001 per share,bgilexchanged and combined, automatically, witfioddher action, into one (1) share
Preferred Stock. The Reverse Split was declaregt@fe on March 28, 2011 and has been reflect¢aisnAnnual Report on Form 10-K.

In the three months ended March 31, 2011, holdef&s 21 million of convertible debt with a maturidate of June 30, 2011 with a conver:
price of $0.50 per share converted their notes #&64,600 s hares of common stock.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL DISCLOSURE
None.

I TEM 9A. CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

Under the supervision of and with the partitipn of our management, including the Comparghief Executive Officer and Chief Finan
Officer, we evaluated the effectiveness of our ldsare controls and procedures (as such term isetkfin Rules 13a-15(e) and 1%8¢(e) under tF
Exchange Act) as of the December 31, 2010. Based tipat evaluation, our Chief Executive Officer abHief Financial Officer concluded that
disclosure controls and procedures were not effedtr the reasons described below.

During the audit of our consolidated financialtstaents for the year ended December 31, 2010, neamag determined that we had cet
material weaknesses relating to our accountingéotain financing transactions, including convéetibebt and derivative financial instruments. A enit
weakness is a deficiency, or a combination of dgficies, in internal control over financial repogj such that there is a reasonable possibility &
material misstatement of a Compasgnnual or interim financial statements will net firevented or detected on a timely basis. In maditve entere
into several complex financing transactions thaulted in accounting adjustments during our yead-audit and quarterly reviews. Because theserial
weaknesses as to internal control over financipbming also bear upon our disclosure controls pirmtedures, our Chief Executive Officer and C
Financial Officer were unable to conclude our disake controls and procedures were effective.

Despite the conclusion that disclosure control mrmocedures were not effective as of the end efpriod covered by this report, the C

Executive Officer and Chief Financial Officer befethat the consolidated financial statements ahéroinformation contained in this annual re
present fairly, in all material respects, our bess) financial condition and results of operations.
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Internal Control over Financial Reporting
Report of Management on Internal Control over Finarcial Reporting

Our management is responsible for establishingraathtaining adequate internal control over finahoégorting as defined in Rules 13&¢f)
and 15d15(f) under the Exchange Act. Our internal congpdtem has been designed to provide reasonabl@bsotute, assurance to our manage
and Board of Directors that the objectives of oantool system with respect to the integrity, relli@p and fair presentation of published finan
statements are met. A control system, no matter Wwell designed and operated, can provide only mdsle, not absolute, assurance that the cc
systems objectives will be met. Further, the design afoatrol system must reflect the fact that thererasmurce constraints. Because of the inh
limitations in all control systems, no evaluatidncontrols can provide absolute assurance thatatrol issues and instances of fraud, if any, withut
company have been detected. Under the supervisidmnwéth the participation of our management, inghgdour Chief Executive Officer and Ch
Financial Officer, we assessed the effectivenessuofinternal control over financial reporting asbecember 31, 2010. In making this assessmer
used the criteria established in the frameworklmternal Control — Integrated Frameworissued by the Committee of Sponsoring Organiza
(“COSO") of the Treadway Commission. Based on our assesswéith was conducted according to the COSO cadtesie have concluded that
internal control over financial reporting was néfeetive in achieving its objectives as of Decem®&y 2010 due to a material weakness that existedi
internal controls relating to our accounting forta@ financing transactions, including convertiigbt and derivative financial instruments.

A material weakness is a deficiency, or combinatibreficiencies, in internal control over finaricieporting, such that there is a reason
possibility that a material misstatement of the pamy’s annual or interim financial statements will netfirevented or detected on a timely basis. E
on managemerg’assessment of our internal control over finan@pbrting as of December 31, 2010, the followingtenial weakness existed as of
date:

The Company controls over accounting for certain financirgnsactions did not operate effectively as of De@m®i, 2010. In additio
we entered into several complex financing transastthat resulted in accounting adjustments dwimrgyear-end audit and quarterly reviews.

As we move towards complete integration and cadatibn of business and financial operations of iNete Technologies AB and Neon
Inc., we expect to take steps to both remedy theemah weaknesses described above and facilitatenamagemens' assessment of internal control ¢
financial reporting in accordance with the Sarba@akey Act and Commission rules. Our planned steplide:

« adding personnel to our finance department, coastdt or other resources (including those with jgubbmpany reporting experience)
enhance our policies and procedures, includingetheaited to revenue recognitic

« exploring the suitability of further upgrades tor @ccounting system to complement the new manageraporting system software descril
above; anc

« Management will perform an assessment of the éffoess of our internal control over financial regpg and implement appropriate inter
controls on weaknesses determined, if any, docuntgreand then testing, the effectiveness of thaswrols.

This annual report does not include an attiestaeport of the Company’independent registered public accounting firmarding internz
controls over financial reporting. Management'sartpvas not subject to attestation by our Compsiigtependent registered public accounting
pursuant to the rule of the Securities and Exchaogemission that permit us to provide only managatee@ssessment in this annual report.

ITEM 9B . OTHER INFORMATION

None
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PART llI

ITEM1 DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNA NCE
0.

The following individuals serve as the Directorslaxecutive officers of our company. There areanifial relationships between our directors or our
executive officers and any other director or exeeudfficer.

NAME AGE POSITION DATE FIRST ELECTED OR
APPOINTED

Per Bysted 46 Executive Chairma— Chairman of the Board of Directa May 2008

John Reardo 50 Director February 200

Thomas Eriksso 42 Director, and CEO of Neonode Inc. and of Neonodehhelogies AE February 200t

David Brunton 60 Vice President, Finance, Chief Financial Officeredsurer and Secrete November 200(

Board of Directors

The Board is divided into three classes. Edahks consists, as nearly as possible, oftbind-of the total number of directors, and eadis!
has a thregrear term. Vacancies on the Board may be fillely &y persons elected by a majority of the remajnitirectors. A director elected by
Board to fill a vacancy in a class shall servetf@ remainder of the full term of that class, antiluhe directors successor is elected and qualified.
includes vacancies created by an increase in thbauof directors.

The Board presently has three members. Thenflg is a brief biography of each director anfiagfr of the Company.

Per Bystedt- Mr. Bystedt has served as Executive Chairman ofGbmpany since January 28, 2011 and as the Chaiofntre Board ¢
Directors of the Company since May 2008. From Mag@8 through January 2011, he served as Chief ExedDfficer of the Company, and he serve
the interim Chief Executive Officer of the Compdingm October 2005 through July 2006. Since 1997, Bystedt has been the Chief Executive Of
of Spray AB, an internet investment company. Fra@@1lthrough 1997, Mr. Bystedt was CEO of variousuision production and network compat
including Trash Television, ZTV AB, TV3 BroadcagjiGroup Ltd. and Senior Vice President of MTG ABorA 2000 to 2010, Mr. Bystedt served i
member of the Board of Directors of Axel Johnson. ABom 2000 to 2008, he was a member of the bofdirectors of Eniro AB. and from 2005
2008, was a member of the Board of Directors of/&ar AB. From 2005 to 2010, Mr. Bystedt was thai@han of the Board of Directors of AIK Fotb
AB, and is currently a member of the Board of Diogs. From 1997 through 2005, he served as a reoflthe Board of Directors of Ahlens AB, ¢
from 1998 through 2000 he was the Chairman of thar@& of Directors of Razorfish, Inc. Mr. Bystedildls an MBA degree from the Stockholm Scl
of Economics.

The Board has concluded that Mr. Bystedt shoulgeses director of the Company because of his ektenmeanagement experience, his
experience as the Company’s Chief Executive Offieard his more than twelve years of venture camtqerience with technology companies.
Moreover, Mr. Bysteds educational background and over nineteen yegmriexce as a chief executive officer and membéh®boards of directors
various companies attests to his wide-ranging eégpee in management and finance, and his familiavith reading and evaluating financial statements.
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John Reardon - Mr. Reardon has served as a director of SBE, lecpttedecessor of Neonode Inc., since February 26@4of the Compat
since February 2007. Mr. Reardon is the chairmah®fAudit Committee, the Compensation Committeel, the Nominating and Governance Comm
of the Company. Mr. Reardon has served as Presiatehinember of the board of directors of The RTGURr a technical publishing company since 1
In 1994, Mr. Reardon founded a Dutch corporatioBEAto expand the activities of The RTC Group iBtoope. Mr. Reardon also serves on the boe
directors of One Stop Systems, Inc., a computirsgesys and manufacturing company. Mr. Reardon B4 degree from National University.

The Board has concluded that Mr. Reardon shoulesas director of the Company because of his waahgring experience in management
finance, and his over twenty years experience 8irtass development. In particular, during his mbas twenty years experience as a business owad
member of the boards of directors and audit conemsttof various companies, Mr. Reardon has develofpgglranging experience in management
finance, and is familiar with reading and evalugtiimancial statements and interacting with comesnauditors and accounting specialists.

Thomas Eriksson— Mr. Eriksson has served as the Chief Executivec®ffof the Company since January 28, 2011, asec®ir of the Compat
since December 2009, and as the Chief Executiveedfbf Neonode Technologies AB, a whotiywwned subsidiary of the Company, since Janue
2009. From February 2006 through December 31, 2008Eriksson served as the Chief Technical Offickthe Company. Mr. Eriksson was one of
founders of Neonode, Inc. in 2001.

The Board has concluded that Mr. Eriksson shoutdesas director of the Company because of his éxpes as one of the founders of
Company, and his deep understanding of the Compaeghnology. Mr. Eriksson has extensive knowledgthe Companys touch screen technolc
and hands-on experience relating to the Comparpgesational activities.

David W Brunton - Mr. Brunton joined SBE Inc., the predecessor tombele Inc, in November 2001 as Vice President, KieaGhief Financii
Officer, Secretary and Treasurer. From 2000 to 20@lwas the Chief Financial Officer for NetStrednr., a telephony broadband network ser
provider. Mr. Brunton is a certified public accoant and holds a BA degree from California Stateversity.

Board Leadership Structur

The Company has chosen to separate the principauéixe officer and Board chairman positions. Tampany believes that following 1
expansion of the Compargyactivities in the last year, having two indivithiaerve in these positions is the most appropfatéhe Company. Now tt
that the Company is actively marketing and licegsis technology and entering into license agredmuaiith customers, having one individual be
responsible for the operational aspects of the Gmys business and a second individual being resplenfor the strategic aspects of the Company’
business is more efficient than having both resipiiies in the hands of one person. By disassieg and clarifying the roles of the Company’
principal executive officer and the Board chairmtre Company believes that it has created cleasgvonsibility and accountability at the top of
Company.

Independence of the Board of Directo

A majority of the members of the Board of angany listed on a national exchange must qualifiiralependent,’as affirmatively determine
by the Board of Directors. Since the Company islisted on a national exchange, it is not reqube@domply with these “independengquirements. /
present, the sole independent member of the Bddpirectors is John Reardon.
Meetings of the Board of Director

The Board met four times during the Compar8040 fiscal year. Each theserving director attended 75% or more of the agageeof thi

meetings of the Board and of the committees on lwhi served, held during the period for which he walirector or committee member, respectivel
addition, the Company’s independent director meegularly scheduled executive sessions at whi¢yhiodependent director is present.
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All of the board members attended last year's annual meetitingr in person or telephonically.
Corporate Governance Guidelines

The Company adopted the Neonode Inc. Code of Bssi@®nduct that applies to all officers, Directangl employees. All of the Compary’
employees must carry out their duties in accordanitte the policies set forth in the Code of Bussm&onduct and with applicable laws and regulat
The Code of Business Conduct contains a separate GoEthics that applies specifically to the Comypga Chief Executive Officer and senior finan
officers. The Code of Business Conduct and Code ofEthics is available on our website
http://www.neonode.com/Documents/investor/businesde_of conduct.pdff the Company makes any substantive amendmeritet€ode of Busine
Conduct or grants any waiver from a provision & tbode to any executive officer or director, tharpany will promptly disclose the nature of
amendment or waiver on its website.

The Board has adopted a written Audit Committeert@nahat is available on the Company’s website at
http://www.neonode.com/Documents/investor/audit_oottee_charter.pdf.

The Board has adopted a written Compensation Camen@harter that is available on the Company’s wtels
http://www.neonode.com/Documents/investor/compeosatommittee_charter.pdf.

The Board has adopted a written Nominating and Gmareee Committee Charter that is available on the@any’s website at
http://www.neonode.com/Documents/investor/nomirgatand_governance_committee_charter.pdf.

Board Committee:

The Board has three committees: an Audit Committe€ompensation Committee, and a Nominating andefdance Committee. Jc
Reardon, Per Bystedt and Thomas Eriksson constitetenembers of each committee. During the Com@a2@10 fiscal year, the Audit Committee
four times, the Compensation Committee met two $imend the Nominating and Governance Committee tmettimes. All thenserving directol
attended at least 75% of the meetings of each ctgani

Below is a description of each committee of theai8lo Each of the committees has authority to endegal counsel or other experts
consultants, as it deems appropriate to carry tsuteisponsibilities. The Board has determined thdy John Reardon meets the applicable rules
regulations regarding “independenaeid is free of any relationship that would integferith his individual exercise of independent judgrnwith regar
to the Company.

Audit Committet

John Reardon is Chairman of the Audit Committ€ee members of the Audit Committee are John Rearéen Bystedt and Thorr
Eriksson. The Audit Committee of the Board, whiehs established in accordance with Section 3(af§&)f the Exchange Act, oversees the Company’
corporate accounting and financial reporting precésr this purpose, the Audit Committee performgesal functions, including the following:

° evaluates the performance of and assesses théicaiadns of the independent registered public actiog firm;

° determines and approves the engagement of theeéndept registered public accounting fit

° determines whether to retain or terminate the iexjshdependent registered public accounting fimbocappoint and engage a new indeper
registered public accounting firr

° reviews and approves the retention of the indepen@gistered public accounting firm to perform gmgposed permissible n-audit services

° monitors the rotation of partners of the indepemdegistered public accounting firm on the Comparstidit engagement team as require
law;
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° confers with management and the independent registgublic accounting firm regarding the effectigses of internal controls over financ
reporting;

° establishes procedures, as required under apmidakll, for the receipt, retention and treatmentcofmplaints received by the Comp:
regarding accounting, internal accounting conteolauditing matters and the confidential and anamysrsubmission by employees of conc
regarding questionable accounting or auditing mst

° reviews the financial statements to be includethénCompan’'s Annual Report on Form -Q and 1-K; and

° discusses with management and the independentergispublic accounting firm the results of the walnaudit and the results of -
Compan'’s quarterly financial statemen

The Board annually reviews the SEC standards afihition of independence for Audit Committee memsband has determined the
majority of the members of the Company’s Audit Coitbee are not independent. The Company does nat hav‘audit committee financial exped?
defined in the rules of the Securities and Excha@gexmission serving on the Audit Committee becahseBoard believes that the background
financial sophistication of its members are suéfitito fulfill the duties of the Audit Committee.

Compensation Committee
John Reardon is Chairman of the Compensation Caeenit he members of the Compensation Committeddadme Reardon, Per Bystedt and Tha

Eriksson. The Compensation Committee of the Baamdews and approves the overall compensationesfyaand policies for the Company. -
Compensation Committee duties include the following

° reviews and approves corporate performance godl®hjectives relevant to the compensation of thm@any’s executive officers and ott
senior managemer

° reviews and approves the compensation and othastef employment of the Compé’s Chief Executive Officel

° reviews and approves the compensation and othastef employment of the other executive officers]

° administers and reviews the Compangtock option and warrant and purchase plans,gersd profit sharing plans, stock bonus pl

deferred compensation plans and other similar progt

The Committee has the authority to obtain advicassistance from consultants, legal counsel, atoaior other advisors as appropriat
perform its duties, and to determine the termstscasd fees for such engagements. A majorithefmiembers of the Compensation Committee ar
independent.

The Compensation Committee conducts an annuabipesince and compensation review for each of oucwdike officers and determir
salary adjustments and bonus and equity awardeeabomore meetings generally held during thedastrter of the year. In addition, the Compensi
Committee considers matters related to individwahpgensation, such as compensation for new exechires, as well as various compensation pi
issues throughout the year. For executives othan the Chief Executive Officer, the Compensatiorm@iuttee receives and considers perform
evaluations and compensation recommendations staghid the Committee by the Chief Executive Offidarthe case of the Chief Executive Officer,
evaluation of his performance is conducted by tbenfensation Committee, which determines any adgstsnto his compensation as well as awar
be granted. The agenda for meetings of the Compensaommittee is usually determined by its Chainnwéth the assistance of the CompanZhie
Executive Officer and Chief Financial Officer. Coemsation Committee meetings are regularly atteriethe Chief Executive and Chief Finan
Officer.

The Committee approves routine lire option grants to employees of the Companyjesitio specific limitations. For these grants,
exercise price must be equal to the closing pricéhe Over the Counter Bulletin Board (“OTC BB”)tbe Companys common stock on the date of gri
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Nominating and Governance Commit

John Reardon is Chairman of the Nominating and Gmree Committee. The members of the Nominating@oernance Committee are J
Reardon, Per Bystedt and Thomas Eriksson. The hating and Governance Committee of the Board iparsible for identifying, reviewing a
evaluating candidates to serve as directors o€thrapany, consistent with criteria approved by tlraf8. The Nominating and Governance duties inc
the following:

° reviewing and evaluating incumbent directc
° recommending candidates to the Board for electathé Board; an
° making recommendations to the Board regarding tembership of the committees of the Bos

A majority of the members of the Nominatinglabovernance Committee are not independent.

The Nominating and Governance Committee beliekasdandidates for director should have certainmmim qualifications, including bei
able to read and understand basic financial statesnkeing over 21 years of age, and having thiedsigpersonal integrity and ethics. The Nominaéing
Governance Committee also intends to consider $actors as possessing relevant expertise upon wbidbe able to offer advice and guidanc
management, having sufficient time to devote todffieirs of the Company, demonstrated excellendesror her field, having the ability to exercismiac
business judgment and having the commitment toreiggly represent the long-term interests of the @amy’s stockholders. However, the Nomina
and Governance Committee retains the right to igatiése qualifications from time to time. Candidater director nominees are reviewed in the col
of the current composition of the Board, the opegarequirements of the Company and the ltenga interests of stockholders. In conducting
assessment, the committee considers diversity, sigits, and such other factors as it deems ap@atgpgiven the current needs of the Board an
Company, to maintain a balance of knowledge, erpeg and capability.

In the case of incumbent directors whose tesfiffice are set to expire, the Nominating andv&@oance Committee reviews such directors’
overall service to the Company during their temgjuding the number of meetings attended, levegdasficipation, quality of performance, and any ¢
relationships and transactions that might impathsdirectors’ independence.

In the case of new director candidates, the Notinigaand Governance Committee also determines wehétie nominee must be indepent
pursuant to applicable SEC rules and regulationstla@ advice of counsel, if necessary. The Nomigagind Governance Committee then uses its ne
of contacts to compile a list of potential cand&atbut may also engage, if it deems appropriaterofessional search firm. The Nominating
Governance Committee conducts any appropriate andssary inquiries into the backgrounds and quatifins of possible candidates after consid:
the function and needs of the Board. The Nominagéind Governance Committee meets to discuss anddeorssich candidatesjualifications and the
selects a nominee for recommendation to the Bognahdority vote. To date, the Nominating and Goeerce Committee has not paid a fee to any
party to assist in the process of identifying oaleating director candidates. To date, the Nommgatind Governance Committee has not receive
director nominations from stockholders of the Compa

The Nominating and Governance Committee will cdestdirector candidates recommended by stockhol@®es Nominating and Governai
Committee does not intend to alter the manner irchvit evaluates candidates, including the minimermiteria set forth above, based on whethe
candidate was recommended by a stockholder or $totckholders who wish to recommend individuals ¢onsideration by the Nominating ¢
Governance Committee to become nominees for efe¢tiothe Board may do so by delivering a writteworamendation to the Nominating ¢
Governance Committee at the following address: Mderinc., Linnegatan 89 SE 115 23 Stockholm, Swedkleast six months prior to any meetin
which directors are to be elected. Submissions rmestide the full name of the proposed nomineegscdption of the proposed nomingdjusines
experience for at least the previous five yearmplete biographical information, a description lné proposed nomineegualifications as a director an
representation that the nominating stockholder ligreficial or record owner of the Compasgtock. Any such submission must be accompanietid
written consent of the proposed nominee to be naaseainominee and to serve as a director if elected
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Stockholder Communications with the Board of Direcs

Stockholders, or anyone else wishing to contaetBbard directly, may send a written communicatmmavid W. Brunton, Chief Financ
Officer, 651 Byrdee Way, Lafayette, CA 94549, USMr. Brunton will forward such correspondence otdythe intended recipients, whether the e
Board or only an individual Board member. Howemior to forwarding any correspondence, Mr. Brumtuill review such correspondence and, ir
discretion, may not forward certain items if theg deemed to be of a commercial nature or seradnfaith.

Board's Role in Risk Oversight
The Board assesses on an ongoing basis the rsksl foy the Company. These risks include finant@dhnological, competitive, a

operational risks. The Board dedicates time alh @hdts meetings to review and consider the raievsks faced by the Company at that time. Initiafg
the Audit Committee of the Board is responsibletfa assessment and oversight of the Company’sdiakrisk exposures.

ADDITIONAL INFORMATION - SECTION 16(a) BENEFICIAL O WNERSHIP REPORTING COMPLIANCE

Section 16(a) of the Securities Exchange Act @418:quires our officers and Directors, and persems own more than ten percent (10%
our stock, to file reports of ownership and chanigeswnership with the SEC. Officers, Directorsdagreater than ten percent (10%) stockholder
required by SEC regulation to furnish us with cepié all Section 16(a) forms they file. Based splmh a review of the copies of such reports furedstt
us we believe that during the fiscal year endedebdser 31, 2010, all Section 16(a) filing requiremseapplicable to our officers, Directors and gee
than ten percent (10%) beneficial owners were cadplith.

ITEM 11 .
EXECUTIVE COMPENSATION

The table below summarizes the total compensatiith o or earned by each of the named executiveenff for the fiscal year ended December 31, 2010:

Summary Compensation Table

Option or

Warrant

Awards All Other

Name and Principal Year Salary Bonus Stock Awards %) Compensatio
Position @) ($) ($) ($) (b) ($) Total ($)
Per Bystedt 201C $ 208,18c) $ 29,09:(e) - $ 440,00( - $ 677,28(
200¢ $ 218,304(d) - - - - $ 218,30:

Thomas Eriksso 201C $ 215,124g) $ 36,36¢(i) - 3 550,00( $ 12,49) $ 813,98
Chief Executive Office 200¢ $ 216,41(h) - - - - % 216,41
®
Magnus Goertz 201C $ 151,74¢(k) - - - - $ 151,74t
Lead Enginee 200¢ $ 216,47(1) - - - - 8 216,47:
David W. Brunton 201C $ 132,00( - - $ 220,000(m) - % 352,00(
Chief Financial Officer 200¢ $ 85,00( - - $ 77,93¢ - % 162,93:
@
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(@) The amounts in this table are displayed in U.SIddsl(USD). All compensation paid in 2010 in SveddKrona have been converted from
SEK to USD using the average exchange rate foalfd@10 year 7.21 SEK to the USD. All compensation paid in 2@9%wedish Krona ha
been converted from the SEK to USD using the aweeaghange rate for fiscal 2009 y- 7.65 SEK to the USLC

(b) The amounts are calculated as of the grant datdeofoption or warrant award in accordance with phevisions of applicable Accounti
Standards. Please see Note 10. “Stock Based Coaterisin the Notes to the consolidated financi@tements as filed on Neonode Isc.’
annual report on Form 10-K for the valuation asstiomg made in the Blacgcholes option pricing model used to calculatef#irevalue of th:
option or warrant award

(c) Mr. Bystedt through a consulting agreement with dcosmpany, Iwo Jima SARL, earned a total of $208,kB88%alary plus applicable Swed
payroll taxes for his services as CEO of Neonodefdn the year ended December 31, 2010. We cord/é1€6,551 of the amount owed to
Jima SARL to a convertible note and a warrant asudised above and paid $41,638 in cash. Mr. Byatantied salary and applicable Swe
payroll taxes of 134,000 SEK per mon

(d) Mr. Bystedt through his company, lwo Jima SARL,egatl into a consulting agreement with us wherebgdraed a total of $218,302 salary |
applicable Swedish payroll taxes for his service<C&O of Neonode Inc for the year ended DecembeP@19. We converted $51,303 of
amount owed to lwo Jima SARL to a convertible natel a warrant as discussed above and $159,445%lisléd in our accrued expense
December 31, 2009. Mr. Bystedt accrued a saladyapplicable Swedish payroll taxes of 134,000 SEKmonth.

(e) On October 15, 2010, Mr. Bystedt purchased a watmpurchase 320,000 shares of our common stoek &ixercise price of $1.38 per sh
Mr. Bystedt paid $13,060 for the warrant. The compagranted Mr. Bystedt a $29,901 bonus includingliapble Swedish payroll taxes
purchase the warrant. The warrant vested on theafgiurchase. The amounts in this table are displén U.S. Dollars (USD) and are conve
from the SEK to USD using the average exchangefoatiescal 2010 year 7.21 SEK to the US

(f) On September 15, 2009, Mr. Eriksson was appoirdesut Board. Mr. Eriksson serves as our Chief EfeelOfficer of Neonode Technolog
AB and his compensation is related to his dutie€E® of this company. Mr. Eriksson does not recaivg fees for his duties as a member o
Board. Mr. Eriksson was appointed CEO of Neonaue dn January 28, 201

(g) Mr. Eriksson through a consulting agreement with dampany, Wirelesstoys Sweden AB, earned a tétd1 1,034 for his services for the
months ended June 30, 2010. Mr. Eriksson convérnbed a consultant to a full time employee on Jul2Q10, and earned a total of $104,09:
his services from July 1 to December 31, 2010. \Md o Wirelesstoys Sweden AB during the year erldedember 31, 2010, the $125,46¢
services earned but unpaid as of December 31, 20B9Eriksson accrued salary and applicable Swegéyroll taxes of 134,000 SEK per mc
as a consultant and 125,000 SEK per month exclugiipdjcable Swedish payroll taxes as an emplc

(h) Mr. Eriksson through his company, Wirelesstoys SemedB, entered into a consulting agreement whehebgarned a total of $216,417 for
services for the year ended December 31, 2009. % $90,247 of the amount owed to Wirelesstoys ®mwedB during the year end
December 31, 2009 and $126,170 is included in oarugd expenses at December 31, 2009. Mr. Erikasorued salary and applicable Swe
payroll taxes of 134,000 SEK per mor

(i) On October 15, 2010, Mr. Eriksson purchased a watmpurchase 400,000 shares of our common stoak axercise price of $1.38 per sh

Mr. Eriksson paid $16,325 for the warrant. The pamy granted Mr. Eriksson a $36,364 bonus includipglicable Swedish payroll taxes
purchase the warrar
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(/) On October 1, 2010, the Company rented an apartfoeMr. Eriksson for six months at cost of 30,(8BK per month

(k) Mr. Goertz through a consulting agreement withduisipany, Rector AB, earned a total of $151,74éhfsrservices for the year ended Decer
31, 2010. During the year ended December 31, 280&Qaid $87,994 of the amount owed to Rector ABfaBecember 31, 2009, and $146,
is included in our accrued expenses at Decembe2@®l). Mr. Goertz is paid on a per hour basis earths 1,000 SEK per hour for each |
worked.

() Mr. Goertz through his company, Rector AB, enténdd a consulting agreement to perform duties ksd engineer with us whereby he earn
total of $216,471 for his services for the yearezh®ecember 31, 2009. We paid $70,628 of the anmwuat to Rector AB during the year en
December 31, 2009, and $146,967 is included inacarued expenses at December 31, 2009. Mr. Goertmed salary and applicable Swe:
payroll taxes of 134,000 SEK per mon

(m) On October 15, 2010, Mr. Brunton was granted aavero purchase 160,000 shares of our common sttoak exercise price of $1.38 per share.
The warrant vested on the date of gr:

Outstanding Equity Awards at December 31, 2010
OPTION AWARDS
Equity Incentive

Number of Plan Awards:
Securities Number of Number of
Underlying Securities Securities
Unexercised Underlying Underlying
Options or Unexercised Unexercised Option Option
Warrants (#) Options(#) Unearned Option Exercise Expiration
Name & Principal Positio Grant Date Exercisable Unexercisabl¢ (#) price ($) Date
Per Bystedt, CEO and Chairrr
of Board of Directors (7 1/2/2008 1,60((3) = - $ 86.2¢ 1/2/2015
10/15/2010 (5 320,00( - - $ 1.3¢ 10/15/201z
David W. Brunton, CF(C 4/12/2004 20C - - % 556.2¢ 4/12/2011
3/31/200& 80C - - $ 368.7¢ 8/8/2012
3/21/200€ 20C = - $ 125.0( 3/21/2013
5/30/2007 60C - - $ 58.2¢ 5/30/2014
8/10/2007 7,80( 30,00%(1) - $ 122.5( 8/10/2014
8/25/2009 (2. 160,00( - - $ 0.5C 8/25/201€
10/15/2010 (4 160,00( - - $ 1.3¢ 10/15/201z
Thomas Eriksson, CEO of
Neonode Technologies AB ( 10/15/2010(6 400,00( - - $ 1.3¢ 10/15/201z
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(1) Stock option grants vest 25% on first anniversateaf grant and monthly thereafter for the next86iths.

(2) On August 25, 2009, Mr. Brunton was granted a wara purchase 160,000 shares of our common stioak axercise price of $0.50 per sh
The warrant vested on date of gre

(3) Mr. Bystedt was granted 16,000 stock options tlested one year after the grant date for servicasmasmber of our Board of Directo

(4) On October 15, 2010, Mr. Brunton was granted a averio purchase 160,000 shares of our common stioak exercise price of $1.38 per sk
The warrant vested on the date of gr.

(5) On October 15, 2010, Mr. Bystedt purchased a watmpurchase 320,000 shares of pour common stibak axercise price of $1.38 per sh
Mr. Bystedt paid $13,060 for the warrant. The watrgested on the date of purche

(6) On October 15, 2010, Mr. Eriksson purchased a watmpurchase 400,000 shares of pour common stbahk exercise price of $1.38 per sk
Mr. Bystedt paid $16,325 for the warrant. The watreested on the date of purchz

(7) On January 28, 2011, Mr. Bystedt resigned his jpmsias CEO and Mr. Eriksson was appointed CEO efdbmpany. Mr. Bystedt rema
Chairman of the Board of Directors and Mr. Erikssemains as a member of the Board of Direc

Employment Agreements and Change of Control Arrangents.
David W. Brunton

Change in Control Terminatian

If Mr. Brunton’s employment terminates due to a @in Control Termination, Mr. Brunton will be @hgd to receive the following benefits:

1. Salary Continuation. Mr. Brunton shall receiveaanount equal to six (6) months of Base Salary (@per month). Such amount shall be
in equal monthly installments over the six (6) nimnfollowing Change in Control Termination and $Haz¢ subject to all required t
withholding.

2. Bonus Payment. Within fifteen (15) days followittte last day of the fiscal quarter during which @i in Control Termination occurs |
Brunton shall receive the pro-rata share of anyuboto which he would have been entitled had his leynpent with the Company
continued. The bonus amount paid will be the pebafi the bonus percentage of Base Salary derieedhis bonus planmultiplied by his Bass
Salary from the beginning of the Fiscal Year thitotige date of his Involuntary Termination WithowtuBe. Such payment shall be subject 1
required tax withholding

3. Acceleration of Option Vesting. Effective as oéttate of Change in Control Termination, Mr. Brumshall be credited with full vesting uni
all options to purchase the Comp’s Common Stock that he holds on such ¢

Thomas Eriksson

Change in Control Terminatian

If Mr. Eriksson’s employment terminates due to e in Control Termination, Mr. Eriksson will betiéed to receive the following benefits:
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1. Salary Continuation. Mr. Eriksson shall receiveaamount equal to six (6) months of Base Salary (A@®%SEK per month). Such amount sha
paid in equal monthly installments over the six (Bynths following Change in Control Termination astehll be subject to all required
withholding.

Compensation of Directors

For the period January 1, 2010 through June 300,26ach noremployee director of the Company received an anretainer of $12,00
payable monthly in arrears. Beginning July 1, @0the annual retainer for each nemployee director of the Company was increasedth®0 pe
calendar year. The Chairman of the Board was edtith receive an annual retainer of $30,000, payatanthly in arrears. However, neither Mr. Bys
nor Mr. Eriksson received any fees for serving fom €ompany’s Board of Directors. No director isittd to receive a pemeeting fee. The members
the Board are also eligible for reimbursement fairt expenses incurred in attending Board meetingaccordance with Company policy. While
Directors earned fees in 2010, the Directors hateoaen paid their fees for the months of Januamguigh December 2010, except Mr. Reardon whc
paid a total of $45,000, of which $18,000 was f&d earned in 2010 and $27,000 was for fees earmeibr years that had accrued.

Effective January 2, 2008, on January 2 of eachr y@athe next business day if that date is a ldgdiday), each noemployee director
automatically granted an additional option to pass 1,600 shares of common stock of the Companyekier, the Company did not grant the non-
employee directors any stock options on JanuaB0@9 or January 2, 2010. The exercise price obaptgranted is 100% of the fair market value o
common stock subject to the option on the datehefdption grant. Options granted to Directors may be exercised until the date upon whick
optionee (or the affiliate of the optionee) hasvied one year of continuous service as a amployee director following the date of grant oflswption
at which point 100% of the option becomes exerd¢ésalbhe options will fully vest upon a change ohtrol, unless the acquiring company assume
options or substitutes similar options. The tefroftions granted is 10 years.

As of the date of this Form 10-K, no options grdrt directors had been exercised.
The table below summaries the compensation pattidoCompany to our Directors for the fiscal yeagethDecember 31, 2010:

Director Compensation

Fees Earned o Non-Equity Nonqualified
Paid in Stock Option or Incentive Plan Deferred All Other
Cash Awards Warrant Award: Compensation Compensation Compensation Total
Name(a) ($) ($) ($) ($) Earnings ($) $)
John Reardon (¢ $ 18,00( - $ 110,00( - - - % 128,00(

(a) All compensation paid to Per Bystedt and Thomagdsdn is disclosed in the footnotes to the Sumn@ognpensation Table. Neither |
Bystedt nor Mr. Eriksson received any fees for sgnon the Compar’'s Board of Directors

(b) Amounts are calculated as of the grant date obgiten or warrant award in accordance with the fmions of applicable Accounting Standa

Please see Note 14. “Stock Based CompensatiorieilNbtes to the consolidated financial statemestdiled on Neonode Ins.’annual repc
Form 1(-K for the valuation assumptions made in the B-Scholes option pricing used to calculate fair valfithe option or warrant awarc
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(c) On October 15, 2010, Mr. Reardon was granted aamamo purchase 80,000 shares of our common stbek @&xercise price of $1.38
share. The warrant vested on the date of grant.Réardon holds 9,204 stock options to purchaseGmmmon Stock with exercise prif
ranging from $35.50 to $687.50 per sh:

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNER S AND MANAGEMENT AND RELATED STOCKHOLDER
MATTERS

The following table sets forth, as of December 3110, certain information regarding the estimatesh@rship of our common stock assun
conversion of all issued and outstanding Seriend\ $eries B Preferred Stock by: (i) each diredigreach of our “named executive officers3 define
in Item 402 under Regulation Kspromulgated by the Securities and Exchange Cosiamis (iii) all executive officers and directors Neonode as
group; and (iv) all those known by us to be bernafiowners of more than five percent of our commstotk. Unless otherwise indicated, the addres
each of the persons and entities set forth belafoisNeonode Inc. — Linnegatan 89, SE 115 23, $iolok, Sweden.

Percentage ownership is based on 32,496,257 shheesstimated number of shares of common stocktanding after the conversion of
Series A and B Preferred Stock at the increasedersion rates and the conversion of the outstandengants and convertible debt.

Beneficial Ownership (1)
Beneficial Owner Number of Shares  Percent of Total

Per Bystedt (2)(3)(4)

CEO and Directo 4,608,76! 14.1¢%
Thomas Eriksson (£ 3,199,733 9.85%
CEO Neonode Technologies AB and Direc

Magnus Goert: 2,830,36! 8.71%
Foundel

Mats Dahlin (6) 1,057,34! 3.25%

Director of Neonode Technologies #

David Brunton (2)(7)(8)

CFO 622,37¢ 1.92%
John Reardon (2)(7)(8)

Director 292,31 0.9(%
All executive officers and directors as a groupéssons) (2) 12,610,89 38.81%

(1)This table is based upon information supplied Hicefs, directors and principal stockholders. Usletherwise indicated in the footnotes to thisd
and subject to community property laws where applie, we believe that each of the stockholders daméhis table has sole voting and investr
power with respect to the shares indicated as bmakf owned.

Includes, 1,600, 9,000 and 9,204 shares of comromk shat Messrs. Bystedt, Brunton and Reardomeaesvely, have the right to acquire within
(2) days after the date of this table under outstanstiogk options

(3)Includes 3,333,095 shares of common stock, warrangsurchase 227,654 shares of common stock atxarcise price of $1.38 per share,
$227,661 of convertible debt that can be conveiriénl 455,323 shares of common stock that is heldway Jima SARL. lwo Jima SARL may
deemed an affiliate of Mr. Bystec

Includes 67,773 shares of common stock, warranpsitohase 387,773 shares of common stock at acisaerice of $1.38 per share, and $67,7:
(4) convertible debt that can be converted into 135g#6es of common stock that is held by Mr. Bysi

(5)Includes warrants to purchase 400,000 shares ommnstock at an exercise price of $1.38 per shallty Mr. Eriksson
Includes 315,724 shares of common stock, warranmitchase 260,171 shares of common stock at anisxerice of $1.38 per share, warran
(6) purchase 50,000 shares of common stock at an sgguoice of $1.00 per share, and $215,724 of ctibledebt that can be converted into 431
shares of common stock that is held by Davisa Daliisa Ltd may be deemed an affiliate of Mr. Dal

(7)Includes 160,000 and 200,000 warrants to purchhaees of common stock at an exercise price of $p&i0share held by Messrs. Brunton
Reardon, respectivel

(8)Includes 160,000 and 80,000 warrants to purchaaeeshof common stock at an exercise price of $pe38 share held by Messrs. Brunton
Reardon, respectivel
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Equity Compensation Plan Information

Number of securities
remaining available
for future issuance

Number of securities ~ Weighted-average under equity
to be issued upon exercise price of compensation plans
exercise of outstanding options,  (excluding securities
outstanding options, warrants reflected in column
Plan categor warrants and right and rights (@
@ (b) (©)
Equity compensation plans and warrants approvesebyrity holder: 2,766,61. $ 2.0C 6,30:
Equity compensation plans and warrants not apprbyeskecurity holders 2,392,68. $ 1.2¢ 3,192
Total 5,159,29. $ 1.7¢ 9,49¢

The following table details the outstanding optitmgurchase shares of our common stock pursuasdb plan at December 31, 2010:

Options Available Outstanding
Plan Qutstanding for Issue Options Veste(
1996 Plar 1,00( 1,00(
1998 Plan (1 1,12C 1,12(
Neonode Plan (Z 7,06¢ 7,064
2006 Plar 9,00( 6,30: 7,80(
Director Plan 1,62( 1,62(
Total 19,80« 6,30: 18,60

M The 1998 Plan has not been approved by our shaietsol
@ The 2007 Neonode Plan was assumed by Neonode bpa@ohnsummation of the August 2007 SBE Merger Witonode.

Summary of 1998 Non-Officer Stock Option Plan

The purpose of the 1998 Narfficer Stock Option Plan is to provide a meansathych eligible recipients of options may be givenapportunit
to benefit from increases in value of our commamrlsthrough the granting of nonstatutory stock @mmi The plan permits the grant of nonstatutorgk
options. Nonstatutory stock options may be granteder the 1998 Plan to our employees or consult@tsare not, at the time of such grants, direate
officers. The administrator, in its discretion,ess# the persons to whom options are grantedjriedr times at which such options are granted,the
exercise price and number of shares subject to @atthgrant. We do not expect to issue any fudpéons under the 1998 Plan.
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRA NSACTIONS, AND DIRECTOR INDEPENDENCE
Per Bystedt

Mr. Per Bystedt, our Chairman of the Board of Diioes, is personally involved in our refinancing arapital raising activities. Mr. Bystedt is
beneficial holder of approximately 4.6 million sba of our common stock, or approximately 14.18%the Companys outstanding shares of comn
stock, as of December 31, 2010 on a fully dilutadi, and is the beneficial owner of lwo Jima SARL.

Iwo Jima SARL invested $100,000 in the Compani®ecember 2008 financing transaction and receidshares of our Series A Prefe
stock that was exchanged for 192,252 shares offomnmon Stock. lwo Jima SARL also surrendered wasranexchange for 289 shares of Serit
Preferred Stock. The Series B Preferred stock wabamged for 38,094 shares of our Common Stock Jima SARL was one of the three Neor
Technologies AB Stockholders which participatedhie share exchange transaction with the Compangupat to the Share Exchange Agreemer
December 29, 2008. Iwo Jima SARL received 6,072eshaf our Series A Preferred Stock that was exgbarfor 2,916,276 shares of our common S
On November 6, 2009, Iwo Jima SARL transferred @60,shares of our Common Stock to certain emplogétee Company.

On September 15, 2009, lwo Jima SARL purchased0®64in convertible notes that may be convertedhatoption of lwo Jima SARL, in
128,618 shares of our Common Stock and also ret@ivwwarrant that was exercisable into 64,309 shhmr Common Stock at a conversion pric
$1.00 per share. On September 15, 2009, Mr. Byslieeittly purchased $51,000 in convertible notes thay be converted, at the option of Mr. Bys
into 102,766 shares of our Common Stock and alseived a warrant that was exercisable into 51,388es of our Common Stock at a conversion
of $1.00 per share. Mr. Bystedt holds 1,600 emgéostock options to purchase our common stock@®$ger share.

On January 1, 2009, Mr. Bystedt, through his corgpano Jima SARL, entered into a consulting agreetmeith us whereby he has earne
total of $211,000 and $237,000 for his servicethasCEO of Neonode, Inc. for the years ended Deeer2®09 and 2010, respectively. Iwo Jima S,
converted $163,000 of amounts owed to it for Mrs@yts consulting services as of December 31, 2009datwertible notes that may be converted
326,705 shares of our common stock at a convemige of $0.50 per share and also received a wathamh was exercisable into 163,353 shares ¢
common stock at a conversion price of $1.00 peresh&e also paid Mr. Bystedt a bonus totaling $20,i the year ended December 31, 2010.

Iwo Jima Sarl invested a total of $180,000 of t®8Z000 raised in the 2009 private placement fimgntransaction. Iwo Jima Sarl receive
total of 179,743 warrants to purchase our commocksand the convertible notes can be convertedantgal of 359,485 shares of our common stock
are not obligated to register the common stockedlto the convertible debt or the warrants.

On January 18, 2010, Mr. Bystedt purchased $16¢0@@nvertible notes that may be converted int@8@,shares of our common stock and
received a warrant that was exercisable into 16sh@es of our common stock at a conversion pifidd @0 per share.

On October 14, 2010, Mr. Bystedt and Iwo Jima $asésted a total of $258,505 of the $2,384,554edhis the October 2010 private placen
financing transaction. Mr. Bystedt exercised 295,4@rrants that were previously issued at an esengiice of $1.00 per share at a reduced exerois
of $0.88 per share and received 295,435 sharegrafamnmon stock. Mr. Bystedt and Iwo Jima Sarlereed a total of 7,385,857 replacement warrar
purchase our common stock at an exercise pricd .88%er share. Mr. Bystedt also agreed to exteaditie date on $295,434 of convertible debt he
him and a company controlled by him from Decemter2®10 to June 30, 2011.
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On October 15, 2010, we sold to Mr. Bystedt a warta purchase 320,000 shares of our common stbak axercise price of $1.38 per sh
Mr. Bystedt purchased the warrant for $13,060. fHirevalue of the warrant is $440,000 on the ddtissuance and was recorded as compensation e;
in the year ended December 31, 2010. The warragits valued using the Black-Scholes option pricirayiel.

Effective as of January 28, 2011, Mr. Bystedt esdeinto a new consulting agreement with us purst@mnwhich he will be paid an anni
chairmanship fee of $48,000, payable monthly ireans, for serving as Chairman of the Board of Die; and an annual services fee of $100
payable monthly in arrears, for providing businesssulting services to us. This new consultingeagrent replaced and superseded both the emplo
agreement entered into between Neonode Technolddieend Per Bystedt, dated 29 December 2008, amddhsulting agreement entered into bet
the Company and Iwo Jima SARL, dated January 19200

Thomas Eriksson

Mr. Thomas Eriksson, our Chief Executive Officedammember of our Board, is the beneficial holdeaproximately 2.8 million shares of «
common stock and warrants to purchase 10 millicareshof common stock, or approximately 9.85% of autstanding shares of common stock ¢
December 31, 2010 on a fully diluted basis, artthésbeneficial owner of Wirelesstoys AB, which canp is one of the three Neonode Technologie:
Stockholders which participated in the share exgharansaction with the Company pursuant to theeSBachange Agreement.

As part of the share exchange transaction, WirlgssAB received 6,072 shares of our Series A PredeStock, which shares have since |
exchanged for 2,916,276 shares of our common Stock.

On November 6, 2009, Wirelesstoys AB transferre@,Q®0 shares of our Common Stock to certain emplopé the Company.

On January 1, 2009, Mr. Eriksson, through his camgp&Virelesstoys AB, entered into a consulting egrent with us whereby he has earn
total of $111,000 for the period January 1, 20¥0ugh June 30, 2010 for his services as the CEReohode Technologies AB. Mr. Eriksson was F
as an employee on July 1, 2010 and earned $10400@be period July 1, 2010 through December 31,02@uring the year ended December 31, Z
we paid $125,000 owed to Wirelesstoys AB that wamed during year ended December 31, 2009. WepaisbMr. Ericsson a bonus totaling $36,
and apartment rent totaling $12,000 during the yealed December 31, 2010.

On October 15, 2010, we sold to Mr. Eriksson a amirto purchase 400,000 shares of our common stioak exercise price of $1.38 per st
Mr. Eriksson purchased the warrant for $16,325. fievalue of the warrant is $550,000 on the daftéssuance and was recorded as compen:
expense in the year ended December 31, 2010. Tiranmtswere valued using the Black-Scholes optiigimg model.

On October 1, 2010, the Company rented an apartfoeMr. Eriksson for six months at a cost of 3S@@®EK per month.

Magnus Goertz

Mr. Magnus Goertz, one of our founders, is the Eeia holder of approximately 2.8 million sharef @ur common stock, or approximat
8.71% of our outstanding shares of common stockf d3ecember 31, 2010 on a fully diluted basis, enthe beneficial owner of Athemis Ltd., wh
company is one of the three Neonode TechnologiesSakholders which participated in the share emgkaransaction with the Company pursua
the Share Exchange Agreement.

As part of the share exchange transaction, Athénus received 6,072 shares of our Series A PredeBtock, which shares have since
exchanged for 2,916,276 shares of our common Stock.

On November 6, 2009, Athemis Ltd. transferred 160,8hares of our common stock to certain emplogédse Company.
On January 1, 2009, Mr. Goertz, through his comp&m®gctor AB, entered into a consulting agreemetth ws whereby he has earned a tot

$151,000 per year for his services as an engiVgerpaid $88,000 and $64,000 of the amount owedeittd® AB during the year ended Decembel
2010 and 2009, respectively. The cumulative whpalance of $147,000 is included in our accrugzkages at December 31, 2009.
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Mats Dahlin

Mr. Mats Dahlin, a member of the Board of Directofsour wholly owned subsidiary, Neonode TechnadsghB, is the beneficial owner
Davisa Ltd. As of December 31, 2010, Mr. Dabhlirthe beneficial owner of approximately 1.1 milliohases of our common stock or approxime
3.26% of our outstanding shares of common stoc& faly diluted basis.

On October 9, 2009 and December 15, 2009, Davidafirchased a total of $50,000 in convertible sitlat may be converted, at the optio
Davisa Ltd., into 99,301 shares of our common stacll also received warrants that were exercisattte 49,651 shares of our common stock
conversion price of $1.00 per share (see below).AQgust 25, 2009, Davisa Ltd. was granted a wat@purchase 186,400 shares of our common
at an exercise price of $0.50 per share in conaiider for Mr. Dahlins services as a Board member and advisor to thep@wmyn In June 2009, N
Dahlin, through his company, Davisa Ltd., entem#o ia consulting agreement with us whereby he éaanttal of $28,000 for his services for the
ended December 31, 2010. In lieu of a cash paymenbecember 15, 2009, we converted the $28,0@0ctnvertible note and a warrant under the :
terms and conditions as the September 2009 cobleedebt financing transaction. Davisa Ltd. recdimetotal of $28,000 in convertible notes that rhe
converted, at the option of Davisa Ltd., into 5® &bhares of our common stock and also receivedawtmithat were exercisable into 28,000 sharesn
common stock at a conversion price of $1.00 peresha

On March 21, 2010, we issued 35,000 shares of eomwon stock and a warrant to purchase 35,000 otoommon stock an exercise price
$1.00 per share to Davisa Ltd. for services pravifte the private placement of convertible note amdrant in the March 2010 financing transaction
February 18, 2010, Davisa Ltd. purchased a tot$l138,000 convertible notes that may be conveggthe option of Davisa Ltd., into 276,148 shart
our common stock and also received warrants thed exercisable into 138,074 shares of our commmeksit a conversion price of $1.00 per share.

On September 27, 2010, we issued 15,000 sharag @bmmon stock and a warrant to purchase 15,0@@o€ommon stock an exercise pric
$1.00 per share valued at $26,000 to Davisa Ltddovices provided for the private placement ofvestible note and warrant in the March 2010 finag
transaction.

On November 17, 2010, Davisa Ltd. invested a tot£161,000 in cash and converted $28,000 in ctingufees payable by us pursuant to
warrant repricing agreement and received a totall6f725 shares of our common stock and 215,73&aement warrants to purchase our common stock.

Independence of the Board of Directo

The Board affirmatively determined that as of Debem31, 2010, only John Reardon is an independieettdr within the meaning of t
applicable NASDAQ listing standards. The Board Hia®e committees: an Audit Committee, a Compensa@ommittee, and a Nominating ¢
Governance Committee. John Reardon is the sol@amient director committee member, and has beaadain each of the Boasdtcommittee by P
Bystedt and Thomas Eriksson.
ITEM 14.  PRINCIPAL ACCOUNTANT FEES AND SERVICE S

The Audit Committee of the Board has selected KMdoth & Company LLP as our independent auditorsiierfiscal years ended Decembet
2010 and 2009.

Independent Auditor’ Fees

The following table represents aggregate feesitbeus for fiscal years ended December 31, 20802809, by KMJ Corbin & Company LL
our principal accountant for 2010 and 2009.
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Fiscal Year Ended
(in thousands)

2010 2009
Audit Fees $ 23¢ $ 13
Audit-related Fees(] - -
Tax Fees (2 - -
All Other Fees - -
Total Fees $ 23¢ $ 13

(1) Fees paid for registration, proxy and review ofeotfegulatory filings
(2) Fees paid for preparation and filing of our fedenad state income tax returi

All fees described above were pre-approved byAihdit Committee. The Audit Committee has determined that the rendeof the foregoin
services separate from the audit services by KMbi@& Company LLP are compatible with maintainithg principal accountant’s independence .

Pre-Approval of Audit and Non-Audit Services
The Audit Committee has not approved any formalgyotoncerning pre-approval of the auditors to perf both audit and noaudit service
(services other than audit, review and attest sesyi Instead, on a case by case basis, any @udibnaudit services proposed to be performec
considered by and, if deemed appropriate, apprbydtie Audit Committee in advance of the perforneaatsuch services. All of the fees earned by
Corbin & Company LLP described above were attriblgdo services pre-approved by the Audit Committee
PART IV
ITEM 15.  EXHIBITS, FINANCIAL STATEMENT SCHEDULES

Financial Statements

The consolidated financial statements of the reayistare listed in the index to the consolidatedticial statements and filed under Item 8 of
report.

Financial Statement Schedule

Not Applicable
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Exhibits

Exhibit Description

#

2.1 Agreement and Plan of Merger and Reorganizatiowdxst SBE, Inc. and Neonode Inc., dated Januar2d® (incorporated by referen:
to Exhibit 2.1 of our Current Report on Form 8-kdi on January 22, 200)7( In accordance with Commission rules, we supplentignsall
furnish a copy of any omitted schedule to the Casiom upon reque))

2.2 Amendment No. 1 to the Agreement and Plan of Meeget Reorganization between SBE, Inc. and Neonnde tlated May 18, 20(
effective May 25, 2007 incorporated by reference to Exhibit 2.1 of our @unt Report on Form-K filed on May 29, 200)

3.1 Amended and Restated Certificate of IncorporatibN@onode Inc., dated April 17, 2009nCorporated by reference to Exhibit 10.22 of
Quarterly Report on Form -Q filed on August 4, 200).

3.1.1 Certificate of Amendment, dated December 13, 26ilé(herewith)

3.1.2 Certificate of Amendment, dated March 18, 201ricbrporated by reference to Exhibit 3.1 of our €t Report on Form 8-K filed on
March 28, 2017)

3.2 Bylaws, as amended through December 5, 206€qrporated by reference as Exhibit 3.2 of our AainReport on Form 16 filed on Apri
15, 200€)

4.1 Certificate of Designations, Preferences and Righthie Series A and Series B Preferred Stock d28&ebecember 2008i(icorporated b
reference as Exhibit 4.1 of our Current Report anrk €-K filed on December 31, 20()

4.2 Certificate of Increase of Designation of SerieBBferred Stock dated 2 January 2!

4.3 Certificate of Increase of Designation of SerieBiBferred Stock dated 28 January 2

10.1 1998 Non-Officer Stock Option Plan, as amendedcrporated by reference to Exhibit 99.2 of ourgR&ation Statement on Form&-
(333-63228) filed on June 18, 200)+

10.2 2001 Non-Employee Directors’ Stock Option Planaa®nded {ncorporated by reference to Exhibit 10.2 of ouméal Report on Form 10-
K for the fiscal year ended October 31, 2002, ksifon January 27, 20C)+

10.3 Director and Officer Bonus Plan, dated September2R06 (incorporated by reference to Exhibit 10.1 of our@at Report on Form &
filed on September 26, 20)+

104 Executive Severance Benefits Agreement with DavidBNinton, dated April 12, 2004ifcorporated by reference to Exhibit 10.13 of
Quarterly Report on Form -Q for the period ended January 31, 2005, as filedviarch 2, 2005)+

10.5 Employment Agreement with Per Bystedin¢orporated by reference to Exhibit 10.19 to dumual Report on Form 1R-filed on April 15
2009)+

10.6 Employment Agreement with Thomas Erikssomdorporated by reference to Exhibit 10.20 to éumual Report on Form 1R-filed or
April 15, 2009)+

10.7 Employment Agreement with Magnus Goertindorporated by reference to Exhibit 10.21 to oumAal Report on Form 18-filed on Apri
15, 2009)+

10.8 Convertible Note Agreement, dated September 9, Z08&orporated by reference to Exhibit 10.1 of ourr@at Report on Form & filed
on Septemberl4, 20()

10.9 Convertible Promissory Noteincorporated by reference to Exhibit 10.2 of our@at Report on Form-K filed on September 14, 20)

10.10 Form of Common Stock Purchase Warramicprporated by reference to Exhibit 10.3 of ourf@at Report on Form & filed on Septemb
14, 200¢)

10.11 Convertible Note Agreement, dated January 18, Z0a€orporated by reference to Exhibit 10.1 of our@at Report on Form & filed or
February 23, 201()

10.12 Convertible Promissory Noteincorporated by reference to Exhibit 10.2 of our@at Report on Form-K filed on February 23, 201)

10.13 Form of Common Stock Purchase Warramtcprporated by reference to Exhibit 10.3 of our@at Report on Form & filed on Februar
23, 2010)

10.14 Form of Amendment Convertible Note Agreement{forporated by reference to Exhibit 10.1 of ourr@at Report on Form & filed or
October 18, 201/

10.15 Form of Amendment Convertible Note Agreement(incogbed by reference to Exhibit 10.2 of our CurrBeiport on Form & filed on
October 18, 2010

10.16 Form of Common Stock Purchase Warraimicorporated by reference to Exhibit 10.3 of ounr@at Report on Form 8-K filed on October
18, 201C)

10.17 Consulting Agreement with Per Bystedt, dated Jan@8r 2011 (filed herewith)

10.18 Form of Convertible Loan Agreement for the Marci 2@inancing (filed herewitt

10.19 Form of Convertible Promissory Note for the Mar€i 2 Financing (filed herewitt

10.20 Form of Common Stock Purchase Warrant for the Ma@tl Financing (filed herewitt

21 Subsidiaries of the registra

23.1 Consent of independent registered public accouffiing(filed herewith)

31.1 Certification of Principal Executive Officer pursitao Section 302 of the Sarba-Oxley Act Of 200z

31.2 Certification of Principal Financial Officer pursutato Section 302 of the Sarba-Oxley Act Of 200z

32 Certification pursuant to 18 U.S.C. Section 13%0adopted pursuant to Section 906 of the Sarl-Oxley Act of 200z

+ Management contract or compensatory plan or genaent
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SIGN ATU RES

Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the regigthas duly caused this report to be signeds

behalf by the undersigned, thereunto duly authdrize

Date: March 31, 2011
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By:

NEONODE INC.
(Registrant)

/s/ David W. Bruntor
David W. Brunton

Chief Financial Officer,
Vice President, Finance
and Secretar




POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each e&f tindersigned officers and directors of the regigtconstitutes and appoints, joit
and severally, Thomas Eriksson and David W. Brunéaml each of them, as lawful attorneyddnt and agents for the undersigned and for ea¢henfi
each with full power of substitution and resubsiitn, for and in the name, place and stead of e&the undersigned officers and directors, in ang al
capacities, to sign any and all amendments toréiert, and to file the same, with all exhibitsrdte and all other documents in connection thetgwiith
the Securities and Exchange Commission, grantirig said attorneys-ifact and agents, and each of them, full power arbagity to do and perfor
each and every act and thing necessary or apptepade done in and about the premises, as folglitintents and purposes as he might or coulth
person, hereby ratifying and confirming all thatleaf said attorneys-ifact or any of them, or any of their substitutesyntawfully do or cause to
done by virtue hereof.

Pursuant to the requirements for the Securitieh&mxge Act of 1934, this report has been signechbyfdllowing persons on behalf of the regist
and in the capacity and dates indicated.

Name Title Date
/s/ Thomas Eriksso Chief Executive Officer, March 31, 2011
Thomas Eriksson Per Byste and Directol

(Principal Executive Officer

/s/ David W. Bruntor Chief Financial Officer, Vice President, Finance March 31, 2011
David W. Bruntor and Secretar
(Principal Financial and Accounting Office

/s/ John Reardo Director March 31, 2011
John Reardo

/sl Per Bysted Director and Chairman of the Board March 31, 2011
Per Bysted
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Exhibit 3.1.1



Delaware .. .

The First State

I, JEFFREY W. BULLOCK, SECRETARY OF STATE OF THE STATE OF
DELAWARE, DO HEREBY CERTIFY THE ATTACHED IS A TRUE AND CORRECT
COPY OF THE CERTIFICATE OF AMENDMENT OF "NEONODE INC.", FILED IN
THIS OFFICE ON THE THIRTEENTH DAY OF DECEMBER, A.D. 2010, AT

9:49 O'CLOCK A.M.

A FILED COPY OF THIS CERTIFICATE HAS BEEN FORWARDED TO THE

NEW CASTLE COUNTY RECORDER OF DEEDS.

Jeffrey W. Bullock, Secretary of State

2782732 8100 AUTHEN TION: B443939

101176880

You may verify this certificate opline
at corp.delaware.gov/authver. shtml

DATE: 12-21-10






State of Delaware
Secre of Stats
Division arions
Dalivered 09:57 12/13/2010
FILED 09:49 AM 12/13/2010
SRV 101176880 - 2792732 FILE

CERTIFICATE OF AMENDMENT

OF
THE AMENDED AND RESTATATED CERTIFICATE OF INCORPORATION
QF
NEONODE INC.

NEONODE ING., l:mﬂhﬂ@ﬂﬂddﬁﬂ!ﬂh‘ﬂdh!ﬁ“ﬂﬂnﬁmﬂﬂwhw
al'the Siste of Delewars {ihe "Cospomilon™), does hereby certifys

FIRsYT The name of the Corporation is Necaods Inc.

Sxcomn: The Corporation fled its origina Certificate of Incorporation with ihe Secretary of Swie of the
Siste of Delaware on Sepiember 4, 1997 wader the same SBE (Delaware), Inc. ‘Tha name of the Corparaticn wes
dnnpluilE.ln:.nmhlcﬁﬁm:uﬂdmﬁhl-hﬁnMIﬂﬂMunhﬁmﬂnmmm
December 15, 1997, An Amendment to the Certllficate of [acorporation was ffled an Augist 10, 2007 ta change the
e of ke Carperation to Neanade Ine. On Apel 17, 2009, sn Amended and Restuted Certificsie of Incorporation
waz Filed with the Secretary of Staie of te Sime of Delawsce.

Timm: Al mesting of the Bosrd of Directors of the Corporation resolutions were duly adopted senting
forth & propoced amendraen of the Amended sad Restated Crrtificade of Incorporation af the e
jnercas (1) the sumber of suthorized shares of siock of the C. lon from 700,000,000 to 450,000,000, end (i)

the member of authorized yhares of comwon sack from 000 1o $48,000,000 {the “Amendmen”); declardog
taid Amendmeat (o be advisables and calling = meeting of the stockholders of ssid corpormion for contideration
thereaf.

FousTii: Theresflar, putsusnt ta & resolwiion of its Board of Direciors, » spexial macting of the
siockhelders of the Corparsiton was duly called asd held upan notice In sccordance with Section 122 of the Genersl
Corparstion Law of the Sinte of Delsware, st which mezling the nocessary nurmber ol ghares os requited by stamsic
were voled in favor of the Amendment.

Firiu: The Amendment was duly adopied in secordance with the provision of Seeilon 292 of the Geaenl
Corpormion Law of Delwwars, Accordingly, Section A of Article IV of the Amended and Revtated Certifieais of
Incarperstian of the Carporalion is kersby ammwded to read as follows:

“A.  Thiscorporstion Ls authorized to issuc two classes of stock lo be desigaated, respectively,
*Commaon Siock® und *Prefemed Stock.” The o] number of chares which the corporalion is suiborized 1o
jssue s Eight Aundred Fifty Million (150,000,000} shares. of which Eight Hundred Foniy-Eight Mifliea
{843,000,000) shares will be Common Stock, par value 50.001 per share. ond Two Million (2.000.000)
shares will be Prefenved Stock, par velue $0.00) per share, of which F99,081 ghares shall be desipneled &2
Series A Preferred Stock and 108,050 shorcs shall be dexi gnuted as Serles B Preferred Stoek ™

INWITHESS WIEREOY, Meonade Ing. has eaused this Cenlfleaie of Amendment io bie signed this J_a_ day
of December, 2010,




Exhibit 10.17

SERVICES AGREEMENT

THIS SERVICES AGREEMENT, ("Agreemenr), is entered into this 28 day of January, 2011 (th¥&ffective Date"), by and betwee
Neonode Inc.,a Delaware corporatioif;Neonode"), and Per Bystedt,an individual with an address at Djurgardsvagen, 14% 21 Stockholm, Swed
(the "Chairman").

WHEREAS, the Chairman represents that he is interested dlfidgijyand able to serve as Executive Chairman @hdirman of the Board
Directors of Neonode and to provide Neonode witttate business consulting services: and

WHEREAS, Neonode wishes to retain the services of the Clairas its Executive Chairman, and the Board ofdlirs of Neonode wishes
reaffirm the appointment of the Chairman as Chairrofithe Board of Directors of Neonde, all in actamce with the terms and conditions set 1
herein:

NOW, THEREFORE, in consideration of the mutual promises hereinafteitained, the Parties hereto agree as follows:

1. Scope of Services

1.1 The Chairman shall serve as Executive i@tai of the Board of Directors dfeonode, and shall provide Neonode with the bus
consulting services described_in ExhibK attached hereto, and any additional services @siafly agreed upon between the Chairman and Ned(ibe
"Services").

1.2 The Chairman shall perform the Serviceadoordance with the instructiorgyidelines, and timetables for performance prov
from time to time by the Board of Directors of Nede, or such other person designated by the Bddbitectors of Neonode.

1.3 The Chairman shall perform the Servicgsn@ diligent, responsible, competeand trustworthy manner, (b) while exercising
professional care, and (c) in compliance with pplacable laws.

2. Consideration for Services.

2.1 Annual Compensation.

211 In consideration for serving as Chairman of theaoof Directors of Neonode, Neonode shall pay @airman a
annual chairmanship fee of $48,000, payable morithéyrears, subject to any tax withholding reqgdiite be made by Neonode under applicable law.

2.1.2 In consideration for the Services, Neonode shall the chairman an annual services fee of $100@ble monthly i
arrears, subject to any tax withholding requireéanade by Neonode under applicable law.




2.2 ExpensedNeonode shall reimburse the Chairman for all gmeravedexpenses, including reasonable travel expensasrattby th
Chairman in the performance of the Services.

3. Confidential Information

3.1 Each party acknowledges that in connectiith its duties hereunder it may peovided with or have access to written informa
data and/or other confidential material ("the Infiation") which is proprietary and/or confidentialthe other party, and which is so marked propmy
and/or confidential or which it would be reasonafoleassume was proprietary or confidential duentortature of the Information disclosed. Both pa
agree to keep confidential all such Information ahdll not disclose the same either in whole opart to any third party without the other partyt®g
written consent. Information which is already ie fhublic domain or which is known to the receivpagty without a breach of this or any other Agrest
or any other obligation of confidentiality shalltize treated as confidential for the purposes isfAlgreement.

3.2 Upon termination of this Agreement, theatttman shall (a) immediately ceassing the Information, (b) promptly return
Neonode all tangible embodiments of the Informatammd (c) promptly certify in writing the Chairmarompliance with this obligatio

3.3 In the event that a party breaches a pi@mviof this Section 3, the damage to thiker party may be irreparable. Therefore, ir
event of a breach or threat of breach, the ownéhefinformation shall be entitled to request eajlg relief to restrain such breach or threat efibh, ii
addition to any other relief available at law oenuity.

3.4 As additional protection for Neonode'somfation, the Chairman agrees tldating the period over which he is to be provi
Services and for one year thereafter, the Chairfapwill not encourage or solicit any employee, sdtant, or Director of Neonode to leave Neonod
any reason. (b) will not engage in any activityttisain any way competitive with the business omdestrably anticipated business of Neonode, ar
will not assist any other person or organizationcaompeting or in preparing to compete with any bess or demonstrably anticipated busine:
Neonode

4, Intellectual Property Rights

4.1 All right, title, and interest in and t8 deliverables, and any discovery, inventiamprovement, patent, works of authorshig
other proprietary technical and programming dataceoved, discovered, or developed by the Chairmatheé course of the performance of the Ser
(the "Discoveries"), including all rights in copghits or other intellectual property rights pertagito thedeliverables or the Discoveries shall bel
exclusively to Neonode. Atleliverables and Discoveries shall, to the extessible, be considered works made by the Chairmiahirfe for the benefit «
Neonode. In the event that the deliverables or @isdes cannot constitute work made by the Chairfiearhire for the benefit of Neonode un
applicable law, or in the event that the Chairmlaoudd otherwise retain any rights to asgliverables or Discoveries, the Chairman agreessign, ar
upon creation thereof automatically assigns, ajhti title, and interest in and to such deliverabnd Discoveries to Neonode, without fur
consideration. The Chairman agrees to execute aoyndents of assignment or registration of copyrighpatents requested by Neonode respectin
and all deliverables and Discoveries.




4.2 The Chairman, in developing materials eadying out consultancy work fdhird parties, shall not utilize or copy in wholeia
part any original material whether written or relsldeby machine or otherwise developed for Neonaukeuthis Agreement.

5. Warranties.

The Chairman warrants that: (a) the Services wveilpbrformed in a professional manner; (b) nonédefServices or any part of this Agreeme
or will be inconsistent with any obligation the @in@an may have to others; (c) none of the Serwdg#snfringe, misappropriate or violate any intettua
property or other right of any person or entitydagd) the Chairman has the full right to allowtdt provide Neonode with the assignments and r
provided for herein.

6. Term and Termination.

6.1 This Agreement shall be effective as efHifective Date and shall continuedffect unless terminated earlier pursuant to thad
of this Agreement.

6.2 This Agreement may be terminated by eifraaty for conveneince upon advance written naifadirty (30) days.

6.3 Upon termination of this Agreement for aagson, the Chairman shall prompiijurn to Neonode all copies of any Neonode
records, or materials of whatever nature or kindluding all materials incorporating the proprigtarformation of Neonode.

7. Relationship of the Patrties.

Notwithstanding any provision hereof, the Chairnsan independent contractor and not an employeg@nt of Neonode, and shall not bind
attempt to bind Neonode to any contract. The Cotdrashall accept any directions issued by Neorpmttining to the goals to be attained and thelts
to be achieved but shall be solely responsibléifermanner and hours in which Services are perforameler this Agreement. The Chairman shall n
eligible to participate in any of Neonode's empmyenefit plans or similar programs. Neonode shatl provide workers' compensation, disab
insurance, or unemployment compensation coverageynother statutory benefit to the Chairman.

8. Limitation of Liability; Indemnifiation




8.1 Limitation of Liability Except with regard to a breach of confidentialitybmeach of Section 4 above, neither party shallidlgle
hereunder for any indirect, special,aansequential losses or damages of any kind orenathatsoever, including but not limited to losbfits, regardles
of whether arising from breach of contract, waryamart, strict liability or otherwise, even if aided of the possibility of such loss or damageif suct
loss or damage could have been reasonably foreseen.

8.2 IndemnificatioNeonode shall indemnify the Chairman to the fulledentpermitted by Delaware law in connection with anti@agt
suit, or proceeding brought against the Chairmathi@atened to be brought against the Chairmaredsgon of his being a Director of Neonode.

9. Miscellaneous

9.1 Entire Agreementhis Agreement constitutes the entire agreemenwdmithe parties concerning the subject matter hereu
supersedes all prior or contemporaneous statemeesentations, discussions, negotiations, aneeagents, both oral and written. This Agreer
replaces and supersedes both the Employment Agreemntered into between Neonode Technologies ABa(fAB Cypressen nr 9683) and Per Bys
dated 29 December 2008, (the "Employment Agreemeatid the Consulting Agreement entered into betwiéeonode Inc. and Iwo Jima SARL, de¢
January 1, 2009, (the "Consulting Agreement"), apdn the execution of this Agreement, both the Exyplent Agreement and the Consulting Agreer
shall be null and void and of no further force fieet.

9.2 AssignmenfThis Agreement and the services contemplated hdegwarepersonal to the Chairman and the Chairman shalhaw
the right or ability to assign, transfer, or subttact any obligations under this Agreement withthg written consent of Neonode. Any attempt to o
shall be void.

9.3 NoticesAll notices under this Agreement shall be in wiggirand shall beleemed given when personally delivered, or threes
after being sent by prepaid certified or registarall to the address of the party to be noticedeadorth herein or such other address as such |ze
provided to the other by written notice.

9.4 No WaiverThe failure of either party to enforce its righteder thisAgreement at any time for any period shall not bestrued as
waiver of such rights.

9.5 Modifications No changes or modifications or waivers to thigefgment will beeffective unless in writing and signed
both parties.

9.6 Severabilityln the event that any provision of this Agreemdralsbedetermined to be illegal or unenforceable, thavision will
be limited or eliminated to the minimum extent resa@y so that this Agreement shall otherwise renmafull force and effect and enforceable.

9.7 Governing LawThis Agreement shall be governed by and constivedcordance with the laws of the State of Delawar




9.8 Headingsleadings herein are for convenience of referenteamd shall in no way affect interpretation of thgreement.

IN WITNESS WHEREOF, the parties have executed this Agreement as dEffieetive Date first above written.
Neonode Inc. Per Bystedt

/s/ Per Bystedt
Name: Per Bystec

Name:
Title: Title: Executive Chairma
Date: Date: January 28, 20:




EXHIBIT A
THE SERVICES

The Chairman shall serve as the Executive Chairofidhe Board of Directors of Neonode Inc. (tf@ompany") and provide the Company with busi
consulting services.

Reporting to: The Company's Board of Directors

Role Definition: To serve as the Company's executive chairman amhdgage in strategic projects and business developarctivities, all to
facilitate the financial, strategic and commergiadgress of the Company.

1. Principal Responsibilities
1.1. Maintain an active, ongoing, positive and collaltierrelationship with the Board of Directors anH@.
1.2. Advise the CEO and work ha-in-hand with him regarding strategic initiatives, mesis development and financing the Company's dpesa
1.3. Schedule and preside at executive sessions witbBitleetors. Give the Board of Directors and CECQdfesck on matters discusst
1.4. Participate with the CEO in preparation for Boand 8oard committee meeting
2. Strategic and Business Development Responsibdit
2.1. Assist in the definition of corporate strategy el business plau
2.1.1. product/service definition of corporate strategy #ime business ple
2.1.2. marketing strateg
2.1.3. distribution channel
2.1.4. financial projection:
2.2. Assist the CEO in presenting the Company's poteriiion, and mission to potentistrategic and businepartners
2.3. Advise on Company structure, characteristics, positg and differentiatiol

2.4. Provideassistance in business development and introdisctiopotential strategic and business part




3. Financial Responsibilities
3.1. Define fund raising strategy with the CE

3.2. Identify and approach potential investors (VCstiingonal investorsetc.)3.3. Present the Company's potential, vision, aisdion to potential
investors

3.4. Participate in negotiations in order to achieveliist possible terms for the Company with the seteinvestors
4.  Leadership responsibilities

4.1. Lead the Board, ensuring its overall effectiveriasall aspects of its rol

4.2. Ensure that the Board remains focused on its mudetlae achievement of key tas

4.3. Plan effectively and proactively by concentratingstrategic mattet

4.4. Take the chair at general meetings, Board meetamgs strategy meeting

4.5. Represent the Company, along with the CEO. at iieelst leve

4.6. Ensure effective communication and maintain a peasitngoing dialogue with the Company's sharehslded investor
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CONVERTIBLE LOAN AGREEMENT

THIS CONVERTIBLE LOAN AGREEMENT (this “ Agreement”) is entered into as of the __ day of March 204yl and betweelNeonoc
Inc ., a Delaware Company (theCompany "), and the entity set forth on the signature pébe “ Investor ).

WHEREAS, the Company and the Investor entered into an Amendrio Convertible Note Agreement dated as of Seipee 27, 2010 (tt
Amendment”); and

WHEREAS , pursuant to the Amendment, the Company issudidetdnvestor the number of warrants set fortiExhibit 1 hereto (the ‘Currer
Warrants ") to purchase fully-paid and non-assessable msttishares of common stock of the Company, atce pf $0.055 per share (theCurrer
Warrant Shares™); and

WHEREAS , the Company requires an infusion of funds in otddinance the operations of the Company; and

WHEREAS , the Investor is willing to exercise the Currenaiénts and make available a convertible loan éoGlompany on the terms
conditions set forth in this Agreement.

NOW, THEREFORE , the parties hereto hereby agree as follows:

1. Exercise of Current Warrants

1.1 Simultaneously with the executiontbis Agreement, the Investor shall complete andveelto the Company a warrant exe
notice/Form of Subscription in the form attachedeb® asExhibit 2 , for the exercise of the number of Current Wasantd the purchase of the numl
Current Warrant Shares set forthBrhibit 1 , at an exercise price of $0.02, $0.04 or $0.055%hare.

1.2 Simultaneously with the executiortto§ Agreement, the Investor shall deliver to tt@rpany the aggregate warrant exercise price
amount set forth iExhibit 1 hereto for the number Current Warrant Shares bgimghased hereunder.

2. Grant of Replacement Warrants

Simultaneously with the execution of this Agreemeht Company shall deliver to the Investor a commstock purchase warrant betw
Investor and the Company substantially in the fattached hereto d&xhibit 3 , providing the Investor with 5-year warrants to fase fullypaid and
assessable restricted shares of common stock oCtimepany, at an exercise price of $0.125 per sliae “Replacement Warrants”he numk
Replacement Warrants shall be equal to fifty per¢®®%) of the number of Current Warrants beingreised hereunder, as set forthErhibit 1 hereto.




3. Convertible Loan

3.1 The Investor agrees to lend to them@any the amount set forth opposite its namExhibit 4 hereto (the ‘Loan "), subject to the te
and conditions of this Agreement.

3.2 The Investor will transfer the Loanthhe Company, in accordance with the wire transfgructions provided in writing by the Com
to the Investor, on the first business day follogvihe approval of this Agreement by the Companya of Directors (the Closing”). At the Closing,
Company will deliver to the Investor a ConvertiBlmmissory Note substantially as set forttieihibit 5

3.3 The Loan will bear interest at a raft&% per year. The accrued interest will be pég@emiannually on June 30 and December
each year. During each interest period, the Imvesblely at their discretion, may elect to havteiest payable on the Loan (i) paid in cash @mgid
kind through the delivery to the Investor of newahs with an aggregate par value equivalent to mberést amount payable for the period
consideration. The Investor will provide the Compd5 days’ notice prior to the semi-annual paynsento their pay in cash or pay in kind election.

3.4 Subject to Section 4 below, the Ledh be repaid on or prior to March 1, 2014 (theDtie Date”). Without derogating from
provisions of Section 4 below, in the event tha tlman and accrued interest shall not be repaithbyCompany by the Due Date and the Investor
converted the Loan pursuant to Section 4 below]nfestors sole remedy for such non payment shall be thenpay of additional interest at a rate of
per annum.

3.6 Grant of Warrant Simultaneously with the execution of this Agresm the Company shall deliver to each Lender a iBom Stc
Purchase Warrant (theWarrant Agreement ”) between each Lender and the Company substanirathe form attached hereto Bghibit 6 providit
the Lenders with a right to purchase such numbéulyf-paid and norassessable restricted shares of common stock @dhepany that is equal in val
twenty-five percent (25%) of the Loan, at an exagrice of $0.125 per share, as set forthxhibit 4 hereto (the ‘Warrant Shares ™).

4, Conversion
4.1 Automatic Conversion
41.1 In the event that on or before Bhee Date, the Comparg/’common stock is traded at a price per share @5%6r higher

five (5) consecutive trading days, then, the Ldaallshe automatically converted into fully-paid amoh-assessable restricted shares of common stoc
Company (the Restricted Shares’), at a price of $0.10 per share.

4.1.2 Notwithstanding the automatic casia@n pursuant to Section 4.1 above, the Compalfiycaitinue to pay interest on the
as if the Loan were still outstanding until six (@pnths after the automatic conversion, and thé-@asversion interest will be paid in cash or staatkt
Investor’s option.

4.1.3 In the event that on or beforeBhe Date, the Company consummates a financingeirathount of at least $5 million (i
Financing "), then the Loan shall be automatically converted Réstricted Shares, at a price equal to the loWwéa)o$0.10 per share or (b) the pric
share of the securities issued pursuant to thenEing. Such conversion shall be conditional ugord concurrent with, the closing of the Financing.




41.4 Notwithstanding the automatic caosian pursuant to Section 4.3 above, the Compaliycantinue to pay interest on the
as if the Loan were still outstanding until twelid®) months after the automatic conversion, andptistconversion interest will be paid in cash or stc
the Investor’s option.

4.2 Optional ConversianWithout derogating from the provisions of Secti®melow, the Investor shall have at any time ptiothe D
Date (including immediately prior to an Event ofokteration, as defined below) the option to contlegtLoan into Restricted Shares, at a price diGg
share.

4.4 The Company shall, promptly upon aogversion of the Investa’Loan, issue and deliver to the Investor a cedié representing

number of shares of the Restricted Shares to whiehnvestor shall be entitled upon conversiorheflhvestors Loan (bearing such legends as are re
under applicable law, in the opinion of counseltef Company).

5. Acceleration of Conversion

The Loan will become, in the Investsrsole discretion, either repayable or convertihlesuant to the terms set forth in Section 4.2 ebapon
occurrence of an Event of Acceleration (as defibelbw) that occurs prior to the conversion of treah under Section 4 above. For the purposes
Section 4, an Event of Acceleration” shall be deemed to exist upon the occurrence obéihe following: (a) the Company files a petitimm bankrupt
files a petition seeking any reorganization, areangnt, composition, or similar relief under any legarding insolvency or relief for debtors, or resl
assignment for the benefit of creditors; (b) a neme trustee, or similar officer is appointed fitve business or a significant part of the propeityl
Company, and such appointments are not stayednedjoor discharged within forty five (45) daysrrdheir commencement; (c) any involuntary pe
or proceeding under bankruptcy or insolvency lasvmstituted against the Company, and such actoesot stayed, enjoined, or discharged withii
five (45) days from their commencement; (d) themPany adopts a resolution for discontinuance ofitsiness or for its liquidation, dissolutic
winding-up; or (e) a sale of all or substantialiyof the assets of the Company.

6. Information on the Company

Each Investor has been furnished with or has hedsacat the EDGAR Website of the SEC to the Conipaipended Form 18-filed on May
2010 for the fiscal year ended December 31, 20@Pthe financial statements included therein for yhar ended December 31, 2009, together v
subsequent filings made with the SEC availablehat EDGAR website ("Reports"). In addition, eackestor may have received in writing fror
Company such other information concerning its ofp@ng, financial condition and other matters ashsinwestor has requested in writing, identifiedréh
as "Other Written Information" and considered afitbrs such Investor deems material in decidintheradvisability of investing in the Restricted 8w

7. Representations, Warranties and Cavisof the Company

The Company hereby represents, warrants and cotgeasifiollows:




7.1 Organization and QualificationThe Company is a corporation duly organizedidilexisting and in good standing under the le
the State of Delaware, and has the requisite catpquower to own its properties and to carry obitsiness as it is now being conducted.

7.2 Authorization, Enforceability (i) The Company has the requisite corporate poavel authority to enter into this Agreement ¢
perform its obligations hereunder in accordancéh wine terms hereof, (ii) the execution and delivef this Agreement by the Company an
consummation by it of the transactions contempldteteby have been duly authorized by the CommaBgdard of Directors and further conse
authorization of the Company by its Board of Diggstis not required; and (iii) upon the executiowl a@elivery of this Agreement by the Compan'
Agreement will constitute valid and binding obligets of the Company enforceable against the Comjamgccordance with their terms, except a:
enforceability may be limited by applicable bankayp insolvency, reorganization, moratorium, licatidn or similar laws relating to, or affecting gea
the enforcement of creditors’ rights and remediesyoother equitable principles of general applarat

7.3 Issuance of the Restricted Shar&éhe Restricted Shares to be issued, sold andededl by the Company hereunder, when so
sold and delivered, will be duly and validly issuddlly paid and nonassessable and will be issuedeliance upon applicable exemptions fro
registration and qualification provisions of allphipable securities laws of the United States aadhestate whose securities laws may be apj
thereto. All Restricted Shares will be issued fofeany preemptive or similar right and free andacl of any claim, lien, security interest or
encumbrance. Assuming the accuracy of the Investepresentations and warranties hereunder, thariss to the Investor of the Restricted Sharesl
exempt from the registration requirements of theuBides Act and will be made in reliance upon #gile exemptions from the registratior
qualification provisions of all applicable statesgties laws.

8. Representations, Warranties, Ackndgteents, of the Investors

The Investor hereby represents, warrants, ackn@ekedinderstands and agrees (as the case may the) ftilowing, and acknowledges th:
Company's reliance on exemption from registratiorspant to a registration statement under the 8msuAct of 1933, as amended (the “Securities Act”
predicated upon the representations of the Investoforth herein:

8.1 AuthorizationThe Investor has full power and authority to eiméo this Agreement, and the Agreement has bednekecuted by
Investor, and such authorization constitutes alvaatid legally binding obligation of the Investonf@ceable in accordance with its terms.

8.2 The Restricted Shares Are Not Regist. The Investor hereby acknowledges that the RusthiShares will not be issued b
Company pursuant to a registration statement utfterSecurities Act, and therefore the Investor rbayrequired to hold the Restricted Shares
indeterminate period. The Restricted Shares aeets pursuant hereto in reliance upon a specifeangkion from the registration requirement ¢
Securities Act which depends, in part, upon theiemy of the representations, warranties, and aggats of the Investor set forth in this Agreement.




8.3 Investment IntentThe Investor is acquiring the Restricted Shéweshe Investors own account as principal, not as a nominee o
for investment purposes only, and not with a viewar for, resale, distribution or fractionalizatithereof, in whole or in part, which resale, digition
fractionalization would violate the Securities A&he Investor agrees that a legend to the forggeifect may be placed upon any and all certifieadeL
representing the Restricted Shares. Further,nbestor does not have any contract, undertakingeagent or arrangement with any person to sefisi
or grant participations to such person or to arigdtperson, with respect to the Restricted Shd@swhich the Investor is purchasing. The In
acknowledges that he has been afforded the oppiyrtionask questions of, and to obtain any infoiorafrom, the Company and the Board of Direct
he or she deems necessary to determine the sitytanitl advisability of, and the merits and riskiofesting in the Company pursuant hereto.

8.4 Risk The Investor is aware that: (i) investment ia @ompany involves a high degree of risk, may teauh lack liquidity, and ple
substantial restrictions on transferability of net&t; and (ii) no Federal or state agency has raagdinding or determination as to the fairnessifiestms
by the public, nor has made any recommendatiomdorsement, of the Restricted Shares.

8.5 Financial Ability The Investor has sufficient financial resouraeailable to support the loss of all or a portidinvestor’s investm
in the Company, has no need for liquidity in theestment in the Company, and is able to bear tlomaic risk of the investment. The Inves
sophisticated and experienced in investment mated as a result, is in a position to evaluatemaestment in the Company.

8.6 Information The Investor has been furnished with any andhallerials that he has requested relating to thep@2ay or the offering
the Restricted Shares, and the Investor has béemied the opportunity to ask questions of the aemanagement and directors of the Company con
the terms and conditions of the offering and toaobtany additional information necessary to vetifig accuracy of the information provided t
Investor. The Investor understands that such mahtercurrent information about the Company andsioot in any way guarantee future performanct
completion of future proposed events discussedidh snaterial. The Investor, either alone or wiih fprofessional advisors, has the capacity to ptd
own interests in connection with this transaction.

8.7 Regulation S Exemptiorif the Investor is not a U.S. Person, the Ineesinderstands that that the Restricted Sharebeang offer
and sold to him in reliance on an exemption from thgistration requirements of United States fddend the state securities laws under Regul:
promulgated under the Securities Act, and that Grenpany is relying upon the truth and accuracy & tepresentations, warranties, agree
acknowledgments, and understandings of the Inveastaietermine the applicability of such exemptiamgl the suitability of the Investor to acquit
Restricted Shares.

8.8 The Investor consents to the Compaaking a notation on its records or giving instimes to any transfer agent of the Comp:
order to implement the restrictions on transfethef Restricted Shares set forth in this Section 9.




8.9 Legend The certificates representing the Restricted&hshall contain a legend substantially as follows

“THE SECURITIES WHICH ARE REPRESENTED BY THIS CERTOATE HAVE NOT BEEN REGISTERED UNDER T
SECURITIES ACT OF 1933, AS AMENDED, AND MAY NOT BBSOLD, TRANSFERRED, HYPOTHECATED OR OTHERV
DISPOSED OF UNTIL A REGISTRATION STATEMENT WITH REEECT THERETO IS DECLARED EFFECTIVE UNDER S
ACT, OR NEONODE, INC. RECEIVES AN OPINION OF COUNBEFOR THE HOLDER REASONABLY SATISFACTORY
COUNSEL FOR NEONODE, INC. THAT AN EXEMPTION FROM THREGISTRATION REQUIREMENTS OF SUCH AC

AVAILABLE.”
9. Miscellaneous
9.1 Each of the parties hereto shallgrerfsuch further acts and execute such furthermeats as may reasonably be necessary to ¢

and give full effect to the provisions of this Agreent and the intentions of the parties as refieittereby.

9.2 This Agreement shall be governed iy @onstrued according to the laws of the Stafdenf York, without regard to the conflict of
provisions thereof.

9.3 Except as otherwise expressly limibedein, the provisions hereof shall inure to tleadiit of, and be binding upon, the succe
assigns, heirs, executors, and administratorseopénties hereto.

9.4 This Agreement and the Exhibits heiainstitute the full and entire understanding ageeement between the parties with regarc
subject matters hereof and thereof and supersederar agreement, understand or contract, writielral, with respect to the subject matter hees
thereof.

9.5 No delay or omission to exercise aglt, power, or remedy accruing to any party upag breach or default under this Agreemen:
be deemed a waiver of any other breach or defhalietofore or thereafter occurring. All remedieithex under this Agreement or by law or othe
afforded to any of the parties, shall be cumulasiad not alternative.

9.6 If any provision of this Agreementhisld by a court of competent jurisdiction to beenforceable under applicable law, ther
provision shall be excluded from this Agreement #r@lremainder of this Agreement shall be integatets if such provision were so excluded and 4
enforceable in accordance with its terms; providedyever, that in such event this Agreement stalhkerpreted so as to give effect, to the greatets
consistent with and permitted by applicable law,the meaning and intention of the excluded provisés determined by such court of com
jurisdiction.

9.7 This Agreement may be executed imtenparts.




IN WITNESS WHEREOF the parties have signed this Convertible Loan Agiex@ in one or more counterparts as of the dateHereinabove

forth.

The Company The Investor
Name: Name

Title: Title:

Date: Date:

List of Exhibits:

Exhibit 1: Investor Details — Current WMéats

Exhibit 2 : Form of Subscription — CuntrgVarrants

Exhibit 3: Common Stock Purchase WarrdReplacement Warrants
Exhibit 4 : Investor Details — Loan

Exhibit 5 : Convertible Promissory Note

Exhibit 6 : Common Stock Purchase WaraWarrant Shares




EXHIBIT 1

INVESTOR DETAILS—CURRENT WARRANTS

Investor Name

Address

Number of Current

Current Warrants

Current Warrants Exercise

Aggregate Warrant

Number of Replacement

Warrants Being Exercised — Current Price Exercise Price Warrants
Warrant Shares Issuable (50% coverage)
upon Exercise
$0.0 per Sha




EXHIBIT 2

FORM OF SUBSCRIPTION- CURRENT WARRANTS

FORM OF SUBSCRIPTION
(to be signed on exercise of Current Warrant)

TO: NEONODE INC.
The undersigned, pursuant to the provisions s#t farthe attached Warrant (No. ), hereby iroandy elects to purchase:
shares of the Common Stock covered by suchaia

The undersigned herewith makes payment of the gulichase price for such shares, at a price peresbfr$0.0 , for a total payment
$ . Such payment takes the form of:
U.S. dollars ($ in layvful money of the United State

The undersigned requests that the certificates starth shares be issued in the name of, and delivered whose addres

The undersigned represents and warrants thatfeliscdnd sales by the undersigned of the securitsesble upon exercise of the within Warrant she
made pursuant to registration of the Common Staaletithe Securities Act of 1933, as amended (teeuf®ies Act"), or pursuant to an exemption f
registration under the Securities Act.

Dated:

(Signature must conform to name of holder as sjgetdn the face of the
Warrant)

(Address)




EXHIBIT 3

COMMON STOCK PURCHASE WARRANTF REPLACEMENT WARRANTS

10




EXHIBIT 4

INVESTOR DETAILS—LOAN

Investor Name

Loan

Number of Warrants
(25% coverage)

11




EXHIBIT 5

CONVERTIBLE PROMISSORY NOTE

12




EXHIBIT 6

COMMON STOCK PURCHASE WARRANT WARRANT SHARES

13
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NEITHER THE ISSUANCE AND SALE OF THE SECURITIES REP RESENTED BY THIS CERTIFICATE NOR THE SECURITIES INT O
WHICH THESE SECURITIES ARE CONVERTIBLE HAVE BEEN RE GISTERED UNDER THE SECURITIES ACT OF 1933, AS
AMENDED, OR APPLICABLE STATE SECURITIES LAWS. THE S ECURITIES MAY NOT BE OFFERED FOR SALE, SOLD,
TRANSFERRED OR ASSIGNED (I) IN THE ABSENCE OF (A) AN EFFECTIVE REGISTRATION STATEMENT FOR THE SECURITI ES
UNDER THE SECURITIES ACT OF 1933, AS AMENDED, OR AN OPINION OF COUNSEL (WHICH COUNSEL SHALL BE SELECTE D BY
THE HOLDER), IN A GENERALLY ACCEPTABLE FORM, THAT R EGISTRATION IS NOT REQUIRED UNDER SAID ACT OR (Il)
UNLESS SOLD PURSUANT TO RULE 144 OR RULE 144A UNDERSAID ACT. NOTWITHSTANDING THE FOREGOING, THE
SECURITIES MAY BE PLEDGED IN CONNECTION WITH A BONA FIDE MARGIN ACCOUNT OR OTHER LOAN OR FINANCING
ARRANGEMENT SECURED BY THE SECURITIES.

Principal Amount: $ Issue Date: March , 20

CONVERTIBLE PROMISSORY NOTE

FOR VALUE RECEIVED, NEONODE INC., a Delaware corption (hereinafter called “Borrower”), hereby prees to pay (the “Holder"r its
registered assigns or successors in interest @r,ovdthout demand, the sum of (“Principal Amoun®n March 1, 2014 (the “Maturity Date", not
sooner paid.

This Note has been entered into pursuant to timestef a Convertible Loan Agreement between the ®eer and the Holder, dated of even date hert
(the “Convertible Loan Agreement’and shall be governed by the terms of such Comlertioan Agreement. Unless otherwise separatelipegthereir
all capitalized terms used in this Note shall hidneesame meaning as is set forth in the Convertibén Agreement. The following terms shall applytte
Note:

ARTICLE |

INTEREST; AMORTIZATION

1.1 Interest Rate Interest on the outstanding Principal Amourdlishccrue from the date of the Note and shall &gaple in arrears «
June 30, and December 31, of each year as lonigeaNidte is outstanding and on the Maturity Dateghrated or otherwise, when the principal
remaining accrued but unpaid interest shall be ahak payable. Interest on the outstanding prindigddnce of this Note shall accrue at a rate ofns
percent (7.0%) per annum (the “Interest Rat&f)erest on the outstanding principal balance ef Mote shall be computed on the basis of the ¢
number of days elapsed and a year of three huradrddsixty (360) days. During each interest perthd, Holder, solely at their discretion, may el
have interest payable on the Notes (i) paid in aasfii) paid in kind through the delivery to theolder of new Notes with an aggregate par v
equivalent to the interest amount payable for #m@ogl under consideration. The Holder will provitie Borrower 45 days’ notice prior to the seaninua
payment as to their pay in cash or pay in kindt&lac

1.2. Default Interest Ratd-ollowing the occurrence and during the contimugaof an Event of Default (as defined in Articl®,lwhich,
if susceptible to cure is not cured within twen®p) days, otherwise then from the first date othsaccurrence, the annual interest rate on this Nloat
be ten percent (10%). Such interest shall be ddepayable together with regular scheduled paynafitgerest.




1.3. Conversion PrivilegesThe Conversion Privileges set forth herein shathain in full force and effect immediately frommetdat
hereof and until the Note is paid in full regardled the occurrence of an Event of Default. ThéeNshall be payable in full on the Maturity Date)as:
previously converted into Common Stock.

ARTICLE Il
OPTIONAL REDEMPTION

2.1. Optional Redemption of Princigahount. Provided an Event of Default or an event whidthwthe passage of time on the giv
of notice could become an Event of Default hasawourred, unless such Event of Default has beeedgtinen commencing six months (6) after the |
Date of this Note, the Borrower will have the optiof prepaying the outstanding Principal Amountto$ Note ("Optional Redemption™), in whole ol
part, by paying to the Holder a sum of money edqaatne hundred and twenty percent (120%) of thadfyal Amount to be redeemed, together
accrued but unpaid interest thereon and any andtladir sums due, accrued or payable to the Holdsing under this Note through the Redemr.
Payment Date as defined below (the "Redemption ArtipuBorrower’s election to exercise its rightgoepay must be by notice in writingNbtice o
Redemption”). The Notice of Redemption shall specify the datesiach Optional Redemption (the "Redemption Paynbaie"), which date shall
thirty (30) business days after the date of thed¢adf Redemption (the "Redemption Period"). A Netof Redemption shall not be effective with reg
to any portion of the Principal Amount for whictethlolder has a pending election to convert purst@aBection 3.2. A Redemption Notice may be g
not more than two times. On the Redemption Payrbené, the Redemption Amount, less any portionhef Redemption Amount against which
Holder has previously exercised its rights pursuanBection 3.1, shall be paid in good funds to Hudder. In the event the Borrower fails to pay
Redemption Amount on the Redemption Payment Dategforth herein, then (i) at the Holdeelection, such Notice of Redemption will be rark
void, (ii) Borrower will not have the right to deér another Notice of Redemption, and (iii) Borrelgdailure may be deemed by Holder to be a non-
curable Event of Default. A Notice of Redemptioaynbe cancelled at the option of the Holder, iy time during the Redemption Period an Eve
Default, or an event which with the passage of tongiving of notice could become an Event of Défunless such Event of Default has been cu
occurs. Notwithstanding anything in this agreemérhe Borrower gives notice to the Holder of Reqg#ion of the Note, the Holder has the optio
converting the Note pursuant to Section 3.2.

ARTICLE Il
CONVERSION

3.1. Automatic ConversionThe then aggregate outstanding Principal Amadirthis Note shall be automatically converted islare
of Common Stock, subject to the terms and conditieet forth in this Article I, at the rate of 30. per share of Common Stock (“Conversion Prica?),
the same may be adjusted pursuant to this Note timoccurrence of either of the following on oiopto the Due Date: (i) the BorrowerCommol
Stock is traded at a price per share of $0.25ghédrifor five (5) consecutive trading days, or fi¢ Borrower consummates a financing in the amoftia
least $5 million (the “Financing”jn which case the conversion shall be conditiomainy and concurrent with, the closing of the Firiagc In the event (
conversion pursuant to sugection (i), then the Borrower will continue to pagerest on the Principal Amount as if the Noteevgtill outstanding until s
(6) months after the conversion, and the post-c@ive interest will be paid in cash or stock, & Hwolders option. In the event of conversion pursua
subsection (ii), then the Borrower will continue toypaterest on the Principal Amount as if the Noterevstill outstanding until twelve (12) months €
the conversion, and the post-conversion interelfbwipaid in cash or stock, at the Holder’s option




3.2 Holdés Conversion Rights Subject to Section 3.3, the Holder shall hawe right, but not the obligation, to convert all am
portion of the then aggregate outstanding Princfpabunt of this Note, together with interest, ifyaimto shares of Common Stock, subject to the ¢
and conditions set forth in this Article Ill, atetiate of $0.10 per share of Common Stock (“Conversion Prica¥the same may be adjusted pursue
this Note. The Holder may exercise such right élyvéry to the Borrower of a written Notice of Carsion pursuant to Section 3.4.

3.3. Conversion Limitatian Neither Holder nor the Borrower may convertaoy date that amount of the Note Principal or egeir
connection with that number of shares of CommortiStehich would be in excess of the sum of (i) thniber of shares of Common Stock benefic
owned by the Holder and its affiliates on a Coniggr®ate, (ii) any Common Stock issuable in conimectvith the unconverted portion of the Note,
(iii) the number of shares of Common Stock issualgen the conversion of the Note with respect tactvithe determination of this provision is be
made, which would result in beneficial ownershipthbg Holder and its affiliates of more than 4.99¢%4he outstanding shares of Common Stock o
Borrower on such Conversion Date. For the purpo$éise provision to the immediately preceding sang, beneficial ownership shall be determine
accordance with Section 13(d) of the Securitiesharge Act of 1934, as amended, and Regulation3liB@&reunder. Subject to the foregoing, the He
shall not be limited to aggregate conversions dff @n99% and aggregate conversion by the Holder exgeed 4.99%. The Holder shall have
authority and obligation to determine whether thstniction contained in this Section 3.3 will lineihy conversion hereunder and to the extent te
Holder determines that the limitation containedthis Section applies, the determination of whichtipa of the Notes are convertible shall be
responsibility and obligation of the Holder. Theltler may waive the conversion limitation descriliredhis Section 3.3, in whole or in part, upon
effective after 61 days prior written notice to Berrower to increase such percentage to up td’8.99

3.4. Mechanics of HoldsrConversion

(a) In the evéimit the Holder elects to convert any amountstanténg under this Note into Common Stock, the idokhall givi
notice of such election by delivering an executed aompleted notice of conversion (a “Notice of @ansion”) to the Borrower, which Notice
Conversion shall provide a breakdown in reasondétail of the Principal Amount, accrued interesd amounts being converted. The original Note
required to be surrendered to the Borrower untisais due under the Note have been paid. On @adkersion Date (as hereinafter defined) ar
accordance with its Notice of Conversion, the Hokleall make the appropriate reduction to the BsalcAmount, accrued interest and fees as ente
its records. Each date on which a Notice of Casiveris delivered or telecopied to the Borroweaacordance with the provisions hereof shall be @
a “Conversion Date.” A form of Notice of Conversito be employed by the Holder is annexed heretexaghit A.

(b) Pursuantthe terms of a Notice of Conversion, the Borrowdl issue instructions to the transfer agent accanmigd by a
opinion of counsel (if so required by the Borroveetransfer agent), and, except as otherwise prdviééow, shall cause the transfer agent to transre
certificates representing the Conversion SharethéoHolder by crediting the account of the Holdedesignated broker with the Depository T
Corporation (“DTC”) through its Deposit Withdrawagent Commission (“DWAC”system within three (3) business days after redsighe Borrower ¢
the Notice of Conversion (the “Delivery Daten the case of the exercise of the conversion sigiet forth herein, the conversion privilege sha
deemed to have been exercised and the ConversamesSissuable upon such conversion shall be detmeave been issued upon the date of recei
the Borrower of the Notice of Conversion. The Holdball be treated for all purposes as the bera¢fimlder of such shares of Common Stock, or, é
case that Borrower delivers physical certificateset forth below, the record holder of such shafé€&ommon Stock, unless the Holder




provides the Borrower written instructions to trentrary. Notwithstandinghe foregoing to the contrary, the Borrower ortitmsfer agent shall only
obligated to issue and deliver the shares to th€ DR the Holdes behalf via DWAC (or certificates free of restivet legends) if the registrati
statement providing for the resale of the shareSahmon Stock issuable upon the conversion ofNloi® is effective and the Holder has complied
all applicable securities laws in connection wlik sale of the Common Stock, including, withoutitétion, the prospectus delivery requirements aaws
provided representations accordingly. In the ewbat Conversion Shares cannot be delivered toHibleler via DWAC, the Borrower shall deliy
physical certificates representing the Conversibar8s by the Delivery Date to an address desigrmstétblder in the U.S.

3.5. Conversion Mechanics

(@ The number of shares of Common Stockedssued upon each conversion of this Note puatsteathis Article Il shall b
determined by dividing that portion of the Prindipanount and interest to be converted, if any, oy then applicable Fixed Conversion Price.

(b) The Fixed Conversion Price and numbet kind of shares or other securities to be isaygsh conversion shall be subjec
adjustment from time to time upon the happeningesfain events while this conversion right remantstanding, as follows:

A. Merger, Sale of Assets, etdf (A) the Company effects any merger or coitadlon of the Company with or ir
another entity, (B) the Company effects any salalbbr substantially all of its assets in one osesies of related transactions, (C) any tendfar afi
exchange offer (whether by the Company or anothgtyg is completed pursuant to which holders oh@®oon Stock are permitted to tender or exch
their shares for other securities, cash or propéRy the Company consummates a stock purchasemgrd or other business combination (incluc
without limitation, a reorganization, recapitalimat, spineff or scheme of arrangement) with one or more@es®r entities whereby such other perso
entities acquire more than the 50% of the outstapdhares of Common Stock (not including any shafé&ommon Stock held by such other persoi
entities making or party to, or associated or iatfld with the other persons or entities makinganty to, such stock purchase agreement or ottenés
combination), (E) any "person” or "group" (as thésens are used for purposes of Sections 13(d)1&fd) of the 1934 Act) is or shall become
"beneficial owner" (as defined in Rule 13dinder the 1934 Act), directly or indirectly, di% of the aggregate Common Stock of the Compan(F)othe
Company effects any reclassification of the Comn&tack or any compulsory share exchange pursuamthioh the Common Stock is effectiv:
converted into or exchanged for other securitieshcor property (in any such case, a "Fundamehtahsaction"), this Note, as to the unpaid prink
portion thereof and accrued interest thereon, ghelleafter be deemed to evidence the right to edriato such number and kind of shares or «
securities and property as would have been issuabtistributable on account of such Fundamentah3action, upon or with respect to the secu
subject to the conversion right immediately prior guch Fundamental Transaction. The foregoing ipi@mv shall similarly apply to success
Fundamental Transactions of a similar nature by sugh successor or purchaser. Without limiting gle@erality of the foregoing, the amfiution
provisions of this Section shall apply to such sii&s of such successor or purchaser after anly Buadamental Transaction.

B. Reclassification, etclf the Borrower at any time shall, by reclagsfion or otherwise, change the Common £
into the same or a different number of securitifeany class or classes, this Note, as to the unma@idipal portion hereof and accrued interest beyshal
thereafter be deemed to evidence the right to abmvi® an adjusted number of such securities @nd &f securities as would have been issuable &
result of such change with respect to the Commonkiimmediately prior to such reclassification tiner change.




C. Stock Splits, Combinations and Divids. If the shares of Common Stock are subdividedoonbined into a great
or smaller number of shares of Common Stock, ardividend is paid on the Common Stock in shareS@hmon Stock, the Conversion Price sha
proportionately reduced in case of subdivisiontwdres or stock dividend or proportionately increasethe case of combination of shares, in each
case by the ratio which the total number of shafe€ommon Stock outstanding immediately after saebnt bears to the total number of share
Common Stock outstanding immediately prior to seeént.

D. Share Issuance The Holder has been granted certain righthénQGonvertible Loan Agreement in connection
issuances and proposed issuances of Common Stdtiefyompany at a price lower than the ConversiicePuntil such time as this Note is Conve
to Common Stock or Paid in Full.

(c) Whenever the Conversion Price is adigiursuant to Section 3.5(b) above, the Borrowatl promptly mail to the Holder
notice setting forth the Conversion Price aftetsadjustment and setting forth a statement of dlstsfrequiring such adjustment.

3.6. Reservation During the period the conversion right exi&errower will reserve from its authorized and unesd Common Stot
not less than one hundred percent ( 100 %) ohtimeber of shares to provide for the issuance of @omStock upon the full conversion of thislote
Borrower represents that upon issuance, such shéltdse duly and validly issued, fully paid andmassessable. Borrower agrees that its issuandes
Note shall constitute full authority to its offisgragents, and transfer agents who are chargedthatduty of executing and issuing stock certifisatc
execute and issue the necessary certificates &meslof Common Stock upon the conversion of thieNo

3.7 Issuance of Replacement Notdpon any partial conversion of this Note, a aepiment Note containing the same date
provisions of this Note shall, at the written resfuef the Holder, be issued by the Borrower tollioéder for the outstanding Principal Amount of thiete
and accrued interest which shall not have beenearted or paid, provided Holder has surrenderedraginal Note to the Borrower. In the event that
Holder elects not to surrender a Note for reisseammon partial payment or conversion, the Holdeelne indemnifies the Borrower against any an
loss or damage attributable to a thiakty claim in an amount in excess of the actuadarmhthen due under the Note, and the Borroweelighy express
authorized to offset any such amounts mutually edjigpon by Borrower and Holder or pursuant to gfoent in Borrowers favor against amounts tt
due under the Note.

ARTICLE IV
EVENTS OF DEFAULT
The occurrence of any of the following events dfadé (“Event of Default”)shall, at the option of the Holder hereof, makesalhs of princip:
and interest then remaining unpaid hereon andtiaireamounts payable hereunder immediately duepageble, upon demand, without presentmer

grace period, all of which hereby are expresslyer, except as set forth below:

4.1 Failure to Pay Principal or letglr. The Borrower fails to pay any installment ofreipal Amount, interest or other sum due u
this Note or the Convertible Loan Agreement whea dnd such failure continues for a period of fisgl{usiness days after the due date.




4.2 Breach of CovenanfThe Borrower breaches any material covenantr@rderm or condition of the Convertible Loan Agment o
this Note in any material respect and such bred@cubject to cure, continues for a period of té0)(business days after written notice to the Buer
from the Holder.

4.3 Breach of Representations andrévities. Any material representation or warranty of th@mBwer made herein, in the Convert
Loan Agreement or in any agreement, statement wificate given in writing pursuant hereto or inntection herewith or therewith shall be fals:
misleading in any material respect as of the datderand the Closing Date.

4.4 Receiver or Trusteerhe Borrower or any Subsidiary of Borrower shmaflke an assignment for the benefit of creditargpply foi
or consent to the appointment of a receiver ortérugor them or for a substantial part of theirgandy or business; or such a receiver or trusted
otherwise be appointed.

4.5 JudgmentsAny money judgment, writ or similar final proseshall be entered or filed against Borrower or aopsidiary ¢
Borrower or any of their property or other assetsnfiore than $100,000, and shall remain unvacateignded, unappealed, unsatisfied, or unstayea
period of forty-five (45) days.

4.6 NofPayment A default by the Borrower under any one or malségations in an aggregate monetary amount iegxof $100,0(
for more than twenty (20) days after the due datdess the Borrower is contesting tedidity of such obligation in good faith and hageegated ca
funds equal to not less than one-half of the caeteamount.

4.7 Bankruptcy Bankruptcy, insolvency, reorganization, or ldtion proceedings or other proceedings or relnefen any bankrupt
law or any law, or the issuance of any notice ilatren to such event, for the relief of debtorslkba instituted by or against the Borrower or
Subsidiary of Borrower and if instituted againstrthare not dismissed within forty-five (45) daysrofiation.

4.8 Stop TradeAn SEC or judicial stop trade order with respwcBorrowers Common Stock that lasts for five or more consee
trading days.

4.10 Failure to Deliver Common StackReplacement Note Borrowers failure to timely deliver Common Stock to the di pursuar
to and in the form required by this Note or the Gzmetible Loan Agreement, or if required, a reptaeat Note.

4.11 Cross DefaultA default by the Borrower of a material termyenant, warranty or undertaking of the Convertibban Agreemet
or other agreement to which the Borrower and Holderparties, or the occurrence of a material epedefault under any such other agreement whi
not cured after any required notice and/or cur@ger

412 Reservation DefaultFailure by the Borrower to have reserved feu#@ice upon conversion of the Note the amount ofirGar
Stock as set forth in this Note and the Convertildan Agreement.

413 Financial Statement Restatemerithe restatement of any financial statemenésifity the Borrower for any date or period f
two years prior to the Issue Date of this Note antl this Note is no longer outstanding, if theul of such restatement would, by comparison &
unrestated financial statements, have constitufddtarial Adverse Effect.




ARTICLE V
MISCELLANEOUS

5.1 Failure or Indulgence Not WaiveNo failure or delay on the part of Holder her@otthe exercise of any power, right or privil
hereunder shall operate as a waiver thereof, redt ahy single or partial exercise of any such powight or privilege preclude other or further ecise
thereof or of any other right, power or privilegall rights and remedies existing hereunder aredative to, and not exclusive of, any rights or eshe:
otherwise available.

5.2 Notices All notices, demands, requests, consents, apfgoand other communications required or permitteccunder shall be
writing and, unless otherwise specified herein lldbe (i) personally served, (ii) deposited in tmail, registered or certified, return receipt resfed
postage prepaid, (iii) delivered by reputable aurger service with charges prepaid, or (iv) traitsed by hand delivery, telegram, or facsimile, dde
as set forth below or to such other address as athh shall have specified most recently by wnittetice. Any notice or other communication reqc
or permitted to be given hereunder shall be deegffedtive (a) upon hand delivery or delivery bydimaile, with accurate confirmation generated by
transmitting facsimile machine, at the addressuwniver designated below (if delivered on a busimlessduring normal business hours where such r
is to be received), or the first business day feilg such delivery (if delivered other than on asibess day during normal business hours where
notice is to be received) or (b) on the secondrmss day following the date of mailing by expressrier service, fully prepaid, addressed to sudrest
or upon actual receipt of such mailing, whichevalkfirst occur. The addresses for such commuioioa shall be: (i) if to the Borrower to: Neondde.,
651 Byrdee Way, Lafayette, California, 94549, Atravid Brunton, with a copy by telecopier only 8RK Law Offices, Oppenheimer 7, Rehovot, Isi
Attn: Steve Kronengold, telecopier: +972-8-98800, and (ii) if to the Holder, to the name, addrand telecopy number set forth on the front ddgkis
Note.

5.3 Amendment ProvisionThe term “Note”and all reference thereto, as used throughoutinikisument, shall mean this instrumen
originally executed, or if later amended or suppeated, then as so amended or supplemented.

5.4 Assignability This Note shall be binding upon the Borrower @aduccessors and assigns, and shall inure tbethefit of the Holde
and its successors and assigns.

55 Cost of Collection If default is made in the payment of this N@eyrower shall pay the Holder hereof reasonabléscofcollectior
including reasonable attorneys’ fees.

5.6 Governing Law This Note shall be governed by and construeacoordance with the laws of the State of New Yarkluding, but
not limited to, New York statutes of limitations. Any action brought by either party against tlieeo concerning the transactions contemplated Is
Agreement shall be brought only in the courts ofvN¥ork. Both parties and the individual signingstthgreement on behalf of the Borrower agre
submit to the jurisdiction of such courts. Theyaiéing party shall be entitled to recover from thtber party its reasonable attorney's fees ani.cds the
event that any provision of this Note is invalidusrenforceable under any applicable statute orafilaw, then such provision shall be deemed inafpe
to the extent that it may conflict therewith andisbe deemed modified to conform with such statirteule of law. Any such provision which may pr
invalid or unenforceable under any law shall né¢etfthe validity or unenforceability of any othaovision of this Note. Nothing contained hereimlsbe
deemed or operate to preclude the Holder from brghguit or taking other legal action against treBwer in any other jurisdiction to collect on
Borrower's obligations to Holder, to realize on aojlateral or any




other security for such obligations, or to enfoecgudgment or other decision in favor of the Holdeérhis Note shall be deemed an uncondition
obligation of Borrower for the payment of money and without limitation to any other remedies of Holde, may be enforced against Borrower b
summary proceeding pursuant to New York Law or anysimilar rule or statute in the jurisdiction where enforcement is sought. For purposes
such rule or statute, any other document or agreenms to which Holder and Borrower are parties or which Borrower delivered to Holder, which
may be convenient or necessary to determine Holder'rights hereunder or Borrower’s obligations to Holder are deemed a part of this dte,
whether or not such other document or agreement wadelivered together herewith or was executed apaftom this Note.

5.7 Maximum PaymentsNothing contained herein shall be deemed tdéstaor require the payment of a rate of intepgstther charge
in excess of the maximum permitted by applicabie. lan the event that the rate of interest requiledbe paid or other charges hereunder excee
maximum permitted by such law, any payments in sx@d such maximum shall be credited against anscumed by the Borrower to the Holder and
refunded to the Borrower.

5.8. Construction Each party acknowledges that its legal coupagicipated in the preparation of this Note aheréfore, stipulates tt
the rule of construction that ambiguities are todmolved against the drafting party shall not jygliad in the interpretation of this Note to faay party
against the other.

5.9 Redemption This Note may not be redeemed or called withthet consent of the Holder except as described ign Nlote or th
Convertible Loan Agreement.

5.10 Shareholder Statu§he Holder shall not have rights as a sharelnalfi¢he Borrower with respect to unconverted morsi of thi:
Note. However, the Holder will have the rightsao$hareholder of the Borrower with respect to thar€s of Common Stock to be received after del
by the Holder of a Conversion Notice to the Borrawe

5.11 NorBusiness Days Whenever any payment or any action to be mhd# Be due on a Saturday, Sunday or a public aglithde
the laws of the State of New York, such payment ipaylue or action shall be required on the nexteseting business day and, for such payment,
next succeeding day shall be included in the catmn of the amount of accrued interest payableuah date.




IN WITNESS WHEREOF , Borrower has caused this Note to be signed innéme by an authorized officer as of the d

NEONODE INC.

By: /s/
Name: David W Bruntol
Title: CFO




EXHIBIT A
NOTICE OF CONVERSION

(To be executed by the Registered Holder in omeotvert the Note)

The undersigned hereby elects to convert $ of the principal and $ of the interest dn the Note issued by Neonode Inc
into Shares of Common Stock aihbi@e Inc. (the‘Borrower”) according to the conditions set forth in such Neaieof the da

written below.

Date of Conversion:

Conversion Price:

Shares To Be Delivered:

Signature:

Print Name:

Address:
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Exhibit 10.20

NEITHER THE ISSUANCE AND SALE OF THE SECURITIES RRESENTED BY THIS CERTIFICATE NOR THE SECURITIES INDTWHICH
THESE SECURITIES ARE EXERCISABLE HAVE BEEN REGISTER UNDER THE SECURITIES ACT OF 1933, AS AMENDED, !
APPLICABLE STATE SECURITIES LAWS. THE SECURITIESAY NOT BE OFFERED FOR SALE, SOLD, TRANSFERRED OR JI&NED (I}
IN THE ABSENCE OF (A) AN EFFECTIVE REGISTRATION STEEMENT FOR THE SECURITIES UNDER THE SECURITIES AQIF 1933, At
AMENDED, OR (B) AN OPINION OF COUNSEL (WHICH COUNSESHALL BE SELECTED BY THE HOLDER), IN A GENERALL
ACCEPTABLE FORM, THAT REGISTRATION IS NOT REQUIREDNDER SAID ACT OR (lI) UNLESS SOLD PURSUANT TO RULE44 OF
RULE 144A UNDER SAID ACT. NOTWITHSTANDING THE FOREOING, THE SECURITIES MAY BE PLEDGED IN CONNECTION/ITH A
BONA FIDE MARGIN ACCOUNT OR OTHER LOAN OR FINANCINGARRANGEMENT SECURED BY THE SECURITIES.

Right to Purchase shares of Common Stock of Neonode Inc. (subje
adjustment as provided here

COMMON STOCK PURCHASE WARRANT
No. 201 insert warrant designation co(] Issue Date: March __, 20:

NEONODE INC., a corporation organized under theslafithe State of Delaware (the “Company”), herebstifies that, for value receivefdill -
in name of investor] or its assigns (the “Holder"s entitled, subject to the terms set forth belawpurchase from the Company at any time comme
six (6) months after the Issue Date until 5:00 pS.T on March __, 2016, the fifth {5) anniversary of the Issue Date (the “ExpiratiorteDg up tc
[fill -in amount of Common Stock that can be isstigitl} paid and nonassessable shares of Common Stoakper share purchase price of $0.125.
purchase price per share, as adjusted from tinienas herein provided, is referred to hereirhas'Purchase Price." The number and charactenar
shares of Common Stock and the Purchase Priceibjecsto adjustment as provided herein. Capédlierms used and not otherwise defined hereit
have the meanings set forth in that certain Coiblert.oan Agreement (the “Convertible Loan Agreetfigrdated as of March __, 2011, entered int
the Company and the Holder. Notwithstanding amghn this agreement or the Convertible Loan Agreenio the contrary, the Holder shall have
right to purchase the amount of Common Stock ligtetthis paragraph at a per share purchase pri&@.a4R5 within six (6) months after the Issue Da
the event that a Fundamental Transaction per se8tibof this agreement is announced.

As used herein the following terms, unless the éxdrmtherwise requires, have the following respectheanings:

(@) The term “Companyghall include Neonode Inc. and any corporation Wwtshall succeed or assume the obligations of Neotac
hereunder.
(b) The term “Common Stockicludes (a) the Company's Common Stock, $0.001vpkre per share, as authorized on the date «

Convertible Note Agreement, and (b) any other sgearinto which or for which any of the securitidescribed in (a) may be converted or excha
pursuant to a plan of recapitalization, reorgamratmerger, sale of assets or otherwise.

(c) The term “Other Securitieggfers to any stock (other than Common Stock) ahérosecurities of the Company or any other pe
(corporate or otherwise) which the holder of theri&lat at any time shall be entitled to receivesloall have received, on the exercise of the Warra
lieu of or in addition to Common Stock, or whichaaty time shall be issuable or shall have beereasn exchange for or in replacement of Com
Stock or Other Securities pursuant to Section loerwise.




(d) The term “Warrant Shares” shall md@Common Stock issuable upon exercise of thig&ar

1. Exercise of Warrant

1.1. Number of Shares Issuable upon &iser From and after the Issue Date through and imctuthe Expiration Date, tl
Holder hereof shall be entitled to receive, upoareise of this Warrant in whole in accordance wfith terms of subsection 1.2 or upon exercise @
Warrant in part in accordance with subsection ¢hdyes of Common Stock of the Company, subjeadtjissament pursuant to Section 3.

1.2. Full Exercise This Warrant may be exercised in full by the dtolhereof by delivery of an original or facsimilepy of the
form of subscription attached as Exhibit A heretee (“Subscription Form”duly executed by such Holder and delivery withirotdays thereafter
payment, in cash, wire transfer or by certifiedofficial bank check payable to the order of the @amy, in the amount obtained by multiplying
number of shares of Common Stock for which this Mfatris then exercisable by the Purchase Priceitheffect. The original Warrant is not requir@
be surrendered to the Company until it has bedy éxiercised.

1.3. Partial ExerciseThis Warrant may be exercised in part (but wotaf fractional share) by delivery of a Subscriptieorm ir
the manner and at the place provided in subsett®except that the amount payable by the Holdesumh partial exercise shall be the amount obt:
by multiplying (a) the number of whole shares ofn@oon Stock designated by the Holder in the Subsenig-orm by (b) the Purchase Price the
effect. On any such partial exercise providedHbéder has surrendered the original Warrant, then@any, at its expense, will forthwith issue andwia
to or upon the order of the Holder hereof a new Méferof like tenor, in the name of the Holder hémmoas such Holder (upon payment by such Hold
any applicable transfer taxes) may request, thdemmamber of shares of Common Stock for which stivgirant may still be exercised for the balance of.

1.4. Fair Market ValueFair Market Value of a share of Common Stock faa particular date (the "Determination Date") ¢

mean:

(@) If the Company's Common Stock is échaddn an exchange or is quoted on the NASDAQ Globalket, Nasds
Global Select Market, the NASDAQ Capital Markeg thew York Stock Exchange or the American Stockhaxge, LLC, then the average of the clo
or last sale prices, respectively, reported fortéimetrading days immediately preceding the Deteatibn Date;

(b) If the Company's Common Stock is tratled on an exchange or on the NASDAQ Global Marikasdaq Glob.
Select Market, the NASDAQ Capital Market, the Newrk Stock Exchange or the American Stock Exchahg@€, but is traded in the over-tr@sunte
market, then the average of the closing bid prg®rted for the ten trading days immediately prewgethe Determination Date;

(c) Except as provided in clause (d) betmd Section 2.1, if the Company's Common Stoclotgpublicly traded, then
the Holder and the Company agree, or in the absehsech an agreement, by arbitration in accordamitie the rules then standing of the Ameri
Arbitration Association, before a single arbitratorbe chosen from a panel of persons qualifiecedhycation and training to pass on the matter
decided; or




(d) If the Determination Date is the datiea liquidation, dissolution or winding up, oryaevent deemed to be
liquidation, dissolution or winding up pursuantth@ Company's charter, then all amounts to be peysy share to holders of the Common Stock put
to the charter in the event of such liquidatiorssdiution or winding up, plus all other amountsopayable per share in respect of the Common $ib
liguidation under the charter, assuming for theppses of this clause (d) that all of the shareS@mhmon Stock then issuable upon exercise of afhe
Warrants are outstanding at the Determination Date.

1.5. Company Acknowledgmenthe Company will, at the time of the exerciseted Warrant, upon the request of the Hc
hereof acknowledge in writing its continuing obliga to afford to such Holder any rights to whialick Holder shall continue to be entitled after ¢
exercise in accordance with the provisions of Wiarrant. If the Holder shall fail to make any sueluest, such failure shall not affect the contig
obligation of the Company to afford to such Holday such rights.

1.6. Trustee for Warrant Holders the event that a bank or trust company shalehbeen appointed as trustee for the Hold
the Warrants pursuant to Subsection 3.2, such baikust company shall have all the powers andedutif a warrant agent (as hereinafter described
shall accept, in its own name for the account ef @ompany or such successor person as may beeérttitreto, all amounts otherwise payable t
Company or such successor, as the case may beemnrnse of this Warrant pursuant to this Section 1.

1.7 Delivery of Stock Certificates, etm Exercise The Company agrees that the shares of Commork $tarchased upc
exercise of this Warrant shall be deemed to bess$a the Holder hereof as the record owner of sigres as of the close of business on the d:
which delivery of a Subscription Form shall haveurted and payment made for such shares as afdrésasoon as practicable after the exercise g
Warrant in full or in part, and in any event wittihree (3) business days thereafter (“Warrant SBetiwery Date”),the Company at its expense (incluc
the payment by it of any applicable issue taxedl)aaiuse to be issued in the name of and delivarede Holder hereof, or as such Holder (upon pay
by such Holder of any applicable transfer taxesy digect in compliance with applicable securitiaws$, a certificate or certificates for the numbieduy
and validly issued, fully paid and n@ssessable shares of Common Stock (or Other Seshtidb which such Holder shall be entitled on saghrcise
plus, in lieu of any fractional share to which sutblder would otherwise be entitled, cash equauoch fraction multiplied by the then Fair Marketlivk
of one full share of Common Stock, together witly ather stock or other securities and propertyl(iding cash, where applicable) to which such Hc
is entitled upon such exercise pursuant to Sedtionotherwise.

2. Cashless Exercise

(@) Commencing six months after the Id9ate, payment upon exercise may be made at th@nopftthe Holder either in (i) cas
wire transfer or by certified or official bank clkepayable to the order of the Company equal teaphicable aggregate Purchase Price, (ii) by defioé
Common Stock issuable upon exercise of the Wariardscordance with Section (b) below or (iii) bg@mbination of any of the foregoing methods
the number of Common Stock specified in such foamguch exercise number shall be adjusted to teffecadjustment in the total number of shart
Common Stock issuable to the holder per the terbki® Warrant) and the holder shall thereupon itled to receive the number of duly authori:
validly issued, fully-paid and non-assessable shafé€€ommon Stock (or Other Securities) determireg@rovided herein.

(b) Subiject to the provisions hereintie tontrary, if the Fair Market Value of one shafeCommon Stock is greater than
Purchase Price (at the date of calculation asostit below), in lieu of exercising this Warrant foash, the holder may elect to receive shares ¢quht
value (as determined below) of this Warrant (or ploetion thereof being cancelled) by surrenderhig Warrant at the principal office of the Comp
together with the properly endorsed Subscriptionn=@n which event the Company shall issue to thi&ldroa number of shares of Common S
computed using the following formula:




X=Y (A-B
A

Where X= the number of shares of Common Stock to be issued to the holder

Y= the number of shares of Common Stock purchasalderuthe Warrant or, if only a portion of the Waitras being
exercised, the portion of the Warrant being exerti@t the date of such calculatic

A= the average of the closing sale prices of the Com8tock for the five (5) Trading Days immediateljop to (but no
including) the Exercise Date, or Fair Market Valudjichever is les

B= Purchase Price (as adjusted to the date of suchlatibn)
For purposes of Rule 144 promulgated under the 1883t is intended, understood and acknowleddst the Warrant Shares issued
cashless exercise transaction shall be deemedveobeen acquired by the Holder, and the holdingpgdor the Warrant Shares shall be deemed to
commenced, on the date this Warrant was originsdlyed pursuant to the Convertible Loan Agreement.

3. Adjustment for Reorganization, Coidation, Merger, etc.

3.1. Fundamental Transactioff, at any time while this Warrant is outstandifg) the Company effects any merger or consolaabi
the Company with or into another entity, (B) then@many effects any sale of all or substantiallyadlits assets in one or a series of related trditse
(C) any tender offer or exchange offer (whetheth®y Company or another entity) is completed purst@awhich holders of Common Stock are perm
to tender or exchange their shares for other s@sjricash or property, (D) the Company consummatstdck purchase agreement or other bus
combination (including, without limitation, a reangjzation, recapitalization, spoff or scheme of arrangement) with one or more @essor entitie
whereby such other persons or entities acquire tinanme the 50% of the outstanding shares of Comnmiock§not including any shares of Common S
held by such other persons or entities making otyp®, or associated or affiliated with the ottpmarsons or entities making or party to, such ¢
purchase agreement or other business combina{iengany "person” or "group” (as these terms arel dse purposes of Sections 13(d) and 14(d) o
1934 Act) is or shall become the "beneficial own@s defined in Rule 138-under the 1934 Act), directly or indirectly, d% of the aggregate Comn
Stock of the Company, or (F) the Company effectg r@tlassification of the Common Stock or any colepry share exchange pursuant to whict
Common Stock is effectively converted into or exuded for other securities, cash or property (in sugh case, a "Fundamental Transaction”), them
any subsequent exercise of this Warrant, the Hadtlell have the right to receive, for each Warr@hare that would have been issuable upon
exercise immediately prior to the occurrence ohskiandamental Transaction, at the option of thedeligl(a) upon exercise of this Warrant, the nunaif
shares of Common Stock of the successor or acguianporation or of the Company, if it is the suimg corporation, and any additional considere
(the "Alternate Consideration") receivable uponaera result of such reorganization, reclassificatioerger, consolidation or disposition of assets
Holder of the number of shares of Common Stockafoich this Warrant is exercisable immediately ptmsuch event or (b) if the Company is acquire
(1) a transaction where the consideration paithéchiblders of the Common Stock consists solelyash¢(2) a “Rule 13e-3 transacticas defined in Ru
13e3 under the 1934 Act, or (3) a transaction invajvanperson or entity not traded on a national séesiexchange, the Nasdaq Global Select Me
the Nasdaq Global Market or the Nasdaq Capital Eartash equal to the Bla8choles Value. For purposes of any such exerdigegétermination
the Purchase Price shall be appropriately adjusteapply to such Alternate Consideration basedhenamount of Alternate Consideration issuab
respect of one share of Common Stock in such FuedtahTransaction, and the Company shall appotttienPurchase Price among the Alter
Consideration in a reasonable




manner reflecting the relative value of any diffdireomponents of the Alternate Consideration. olfiers of Common Stock are given any choice aké
securities, cash or property to be received inrdBmental Transaction, then the Holder shall bergthe same choice as to the Alternate Consider#
receives upon any exercise of this Warrant follgviuch Fundamental Transaction. To the extentssacg to effectuate the foregoing provisions,
successor to the Company or surviving entity in hsueundamental Transaction shall issue to the Holdernew warrant consistent w
the foregoing provisions and evidencing the Hotdgght to exercise such warrant into Alternate Sideration. The terms of any agreement pursuz
which a Fundamental Transaction is effected shallude terms requiring any such successor or sagyientity to comply with the provisions
this Section 2.1 and insuring that this Warrantgey such replacement security) will be similartijusted upon any subsequent transaction analoga
Fundamental Transaction. “Black-Scholes Value'lldt@determined in accordance with the Black-Ses@ption Pricing Model obtained from the “OV
function on Bloomberg L.P. using (i) a price peaghof Common Stock equal to the VWAP of the ComrB¢wck for the Trading Day immediat
preceding the date of consummation of the appc&bindamental Transaction, (ii) a riBke interest rate corresponding to the U.S. Tngasate for i
period equal to the remaining term of this Warbf the date of such request and (jii) an expleaddatility equal to the 100 day volatility obtaid fron
the HVT function on Bloomberg L.P. determined agha Trading Day immediately following the publinreouncement of the applicable Fundame
Transaction.

3.2. Dissolution In the event of any dissolution of the Compaolofving the transfer of all or substantially aflits propertie
or assets, the Company, prior to such dissolusball at its expense deliver or cause to be daivé¢ine stock and other securities and propertyu@irg
cash, where applicable) receivable by the HoldethefWarrants after the effective date of suchdlig®n pursuant to this Section 3 to a bank osl
company (a "Trustee") having its principal officeNlew York, NY, as trustee for the Holder of the Wdats. Such property shall be delivered only 1
payment of the Warrant exercise price.

3.3. Continuation of TermsUpon any reorganization, consolidation, mergertransfer (and any dissolution following ¢
transfer) referred to in this Section 3, this Watrshall continue in full force and effect and thems hereof shall be applicable to the Other Segesianc
property receivable on the exercise of this Warraftér the consummation of such reorganization,sobidation or merger or the effective date
dissolution following any such transfer, as theecamy be, and shall be binding upon the issuengpfGther Securities, including, in the case of angt
transfer, the person acquiring all or substantiallyf the properties or assets of the Companyethdr or not such person shall have expressly abtin
terms of this Warrant as provided in Section 4thk event this Warrant does not continue in fulté and effect after the consummation of the aretisr
described in this Section 3, then only in such éwvél the Company's securities and property (iithg cash, where applicable) receivable by the et
of the Warrants be delivered to the Trustee asetoplated by Section 3.2.

4, Extraordinary Events Regarding Comr8tock. In the event that the Company shall (a) issudtiadal shares of the Common St
as a dividend or other distribution on outstand@gmmon Stock, (b) subdivide its outstanding shafeSommon Stock, or (c) combine its outstan
shares of the Common Stock into a smaller numbehafes of the Common Stock, then, in each suahtethee Purchase Price shall, simultaneously
the happening of such event, be adjusted by myiltigithe then Purchase Price by a fraction, the arator of which shall be the number of share
Common Stock outstanding immediately prior to sagbnt and the denominator of which shall be the bemof shares of Common Stock outstan
immediately after such event, and the product gaioéd shall thereafter be the Purchase Priceitheffect. The Purchase Price, as so adjusted, Is¢
readjusted in the same manner upon the happeniagyo$uccessive event or events described her¢hisirBection 4. The number of shares of Corr
Stock that the Holder of this Warrant shall theterafon the exercise hereof, be entitled to recehadl be adjusted to a number determined by niyiltig
the number of shares of Common Stock that woul@retlse be issuable on such exercise by a fractiomhich (a) the numerator is the Purchase |
that would otherwise be in effect, and (b) the deimator is the Purchase Price in effect on the dateich exercise.




5. Certificate as to Adjustmentdn each case of any adjustment or readjustnretiié shares of Common Stock (or Other Secur
issuable on the exercise of the Warrants, the Caypéa its expense will promptly cause its Chiefdfinial Officer or other appropriate designe
compute such adjustment or readjustment in accoedamith the terms of the Warrant and prepare aificate setting forth such adjustment
readjustment and showing in detail the facts upbitiwvsuch adjustment or readjustment is based,dima a statement of (a) the consideration recer
receivable by the Company for any additional shafeSommon Stock (or Other Securities) issued ¢t 80 deemed to have been issued or sold, (t
number of shares of Common Stock (or Other Seesjitbutstanding or deemed to be outstanding, griiédPurchase Price and the number of sha
Common Stock to be received upon exercise of thasravit, in effect immediately prior to such adjustior readjustment and as adjusted or readjus
provided in this Warrant. The Company will forthlvitnail a copy of each such certificate to the Hpoloiethe Warrant and any Warrant Agent of
Company (appointed pursuant to Section 10 hereof).

6. Reservation of Stock, etc. IssuabieEaercise of Warrant; Financial Statementdhe Company will at all times reserve and |
available, solely for issuance and delivery ondkercise of the Warrants, all shares of CommonkSgocOther Securities) from time to time issuabh
the exercise of the Warrant. This Warrant entitless Holder hereof to receive copies of all finah@nd other information distributed or requiredot
distributed to the holders of the Company's Comiatutk.

7. Assignment; Exchange of Warrar8ubject to compliance with applicable securitégs, this Warrant, and the rights evidenced he
may be transferred by any registered holder hdeetfransferor"). On the surrender for exchangthisf Warrant, with the Transferor's endorsemerhé
form of Exhibit B attached hereto (th@&ransferor Endorsement Form") and together wittogimion of counsel reasonably satisfactory to tlen@an
that the transfer of this Warrant will be in conapice with applicable securities laws, the Compaiil issue and deliver to or on the order of
Transferor thereof a new Warrant or Warrants o tiénor, in the name of the Transferor and/or thiesferee(s) specified in such Transferor Endorst
Form (each a "Transferee"), calling in the aggregat the face or faces thereof for the number afeshof Common Stock called for on the face ors
of the Warrant so surrendered by the Transferor.

8. Replacement of WarranOn receipt of evidence reasonably satisfactorthé Company of the loss, theft, destruction otilation of
this Warrant and, in the case of any such los$t ¢tmelestruction of this Warrant, on delivery af mdemnity agreement or security reasonably satiefy
in form and amount to the Company or, in the cdsng such mutilation, on surrender and canceltatibthis Warrant, the Company at its expense,d
only, will execute and deliver, in lieu thereofpew Warrant of like tenor.

9. Maximum Exercise The Holder shall not be entitled to exercises Warrant on an exercise date in connection wigth ttumber ¢
shares of Common Stock which would be in excesth@fsum of (i) the number of shares of Common Stoehkeficially owned by the Holder and
affiliates on an exercise date, and (ii) the numbleshares of Common Stock issuable upon the eseerof this Warrant with respect to which
determination of this limitation is being made anexercise date, which would result in beneficihership by the Holder and its affiliates of madnar
4.99% of the outstanding shares of Common Stockuch date; provided that the restrictions on egerset forth in this Section 9 shall not applyvere
of completion of a Fundamental Transaction. Fa purposes of the immediately preceding senteneeeflzial ownership shall be determinec
accordance with Section 13(d) of the Securities4188t, and Rule 13& thereunder. Subject to the foregoing, the Hoddherll not be limited to aggreg
exercises which would result in the issuance ofartban 4.99%. The restriction described in thissgeaph may be waived, in whole or in part, L
sixty-one (61) days prior notice from the Holder to themPany to increase such percentage to up to 9.B8¢%ot in excess of 9.99%. The Holder |
decide whether to convert a Investment Amount @r@ge this Warrant to achieve an actual 4.99%pa0o8.99% ownership position as described al
but not in excess of 9.99%.




10. Warrant Agent The Company may, by written notice to the Holdéthe Warrant, appoint an agent (a “Warrant Afefdr the
purpose of issuing Common Stock (or Other Secsjitin the exercise of this Warrant pursuant to i8edt, exchanging this Warrant pursuan
Section 7, and replacing this Warrant pursuantectiSn 8, or any of the foregoing, and thereafter such issuance, exchange or replacement, assk
may be, shall be made at such office by such WaAgant.

11. Transfer on the Company's Bookdntil this Warrant is transferred on the booKstlte Company, the Company may treat
registered holder hereof as the absolute owneohéeall purposes, notwithstanding any noticefte contrary.

12. Notices All notices, demands, requests, consents, apfgoand other communications required or perchittereunder shall be
writing and, unless otherwise specified herein lldb& (i) personally served, (ii) deposited in thmil, registered or certified, return receipt resfed
postage prepaid, (iii) delivered by reputable aurier service with charges prepaid, or (iv) traitsed by hand delivery, telegram, or facsimile, exide
as set forth below or to such other address as paith shall have specified most recently by wnittetice. Any notice or other communication regc
or permitted to be given hereunder shall be deegfifedtive (a) upon hand delivery or delivery bydaile, with accurate confirmation generated by
transmitting facsimile machine, at the addressumnimer designated below (if delivered on a busikessduring normal business hours where such r
is to be received), or the first business day feilg such delivery (if delivered other than on asibess day during normal business hours where
notice is to be received) or (b) on the secondrnmss day following the date of mailing by expressrier service, fully prepaid, addressed to suatrest
or upon actual receipt of such mailing, whichevalkfirst occur. The addresses for such commuioica shall be: if to the Company, to: Neonode,
651 Byrdee Way, Lafayette, California, 94549, At€hief Financial Officer, with a copy by telecopienly to: Steve Kronengold, SRK Law Offic
Oppenheimer 7, Rehovot, Israel, Fax: +972-8-8860, and (ii) if to the Holder, to the address tadcopier number listed in the records of the Gany
or such other address as such party may desigpatetize hereunder.

13. Law Governing This WarraniThis Warrant shall be governed by and constimetcordance with the laws of the State of Newk
without regard to principles of conflicts of lawény action brought by either party against theeotboncerning the transactions contemplated by
Warrant shall be brought only in the state couftdlew York or in the federal courts located in ttate and county of New York. The parties to
Warrant hereby irrevocably waive any objectionudgdiction and venue of any action instituted eder and shall not assert any defense based k
of jurisdiction or venue or based upon forum nonwamiens. The Company and Holder waive trial by jury. Tpmevailing party shall be entitled
recover from the other party its reasonable atidsnfees and costs. In the event that any pravisfothis Warrant or any other agreement delivan
connection herewith is invalid or unenforceable emany applicable statute or rule of law, then spidvision shall be deemed inoperative to the &
that it may conflict therewith and shall be deemmallified to conform with such statute or rule oivlaAny such provision which may prove invalic
unenforceable under any law shall not affect tHalig or enforceability of any other provision afly agreement. Each party hereby irrevocably &g
personal service of process and consents to prdesg served in any suit, action or proceedingdannection with this Agreement by mailing a ¢
thereof via registered or certified mail or oveftiglelivery (with evidence of delivery) to such tyaat the address in effect for notices to it unttes
Agreement and agrees that such service shall tatestjood and sufficient service of process anitadhereof. Nothing contained herein shall bentkx
to limit in any way any right to serve process ity @ther manner permitted by law.




IN WITNESS WHEREOF, the Company has executed thasrnt as of the date first written above.

NEONODE INC.

By:

Name




Exhibit A
FORM OF SUBSCRIPTION
(to be signed only on exercise of Warrant)
TO: NEONODE INC.
The undersigned, pursuant to the provisions s#t farthe attached Warrant (No. ), hereby iroandy elects to purchase (check applicable box):
shares of the Common Stoekrea by such Warrar

_ the maximum number of shafeSommon Stock covered by such Warrant pursuatiheocashless exercise procedure set fol
Section 2.

The undersigned herewith makes payment of the guithase price for such shares at the price peae gh@vided for in such Warrant, which

$ . Such payment takes the form of {capplicable box or boxes)

. $ in lawful money of thdted States and/c

- the cancellation of such portiontd attached Warrant as is exercisable for a tdtal o shares of Common Stock (using a Fair B
Value of $ per share for purposes of tHisutation); and/ or

_ the cancellation of such number afreh of Common Stock as is necessary, in accordgitttghe formula set forth in Section 2, to exeecthit
Warrant with respect to the maximum number of shafeCommon Stock purchasable pursuant to the essleixercise procedure set forth in Section 2.

The undersigned requests that the certificates fauch shares be issued in the name of, and deliverm
whose address is

The undersigned represents and warrants thatfeliscdnd sales by the undersigned of the securitsesble upon exercise of the within Warrant she
made pursuant to registration of the Common Staaletithe Securities Act of 1933, as amended (teelf®ies Act"), or pursuant to an exemption f
registration under the Securities Act.

Dated:

(Signature must conform to name of holder as sjgetcdn the face of the
Warrant)

(Address)




Exhibit B

FORM OF TRANSFEROR ENDORSEMENT
(To be signed only on transfer of Warrant)

For value received, the undersigned hereby sal§gas, and transfers unto the person(s) nameavheider the heading "Transfere
the right represented by the within Warrant to pase the percentage and number of shares of CorSteck of NEONODE INC. to which the witt
Warrant relates specified under the headings "Rexge Transferred" and "Number Transferred," rebgelyg, opposite the name(s) of such person(s
appoints each such person Attorney to transfeegigective right on the books of NEONODE INC. wfith power of substitution in the premises.

Transferee:

Percentage Transferr

Number Transferre

Dated: ,

Signed in the presence of:

(Name)

ACCEPTED AND AGREED:

[TRANSFEREE]

(Name)

(Signature must conform to name of holder as sjgecdn the face of the warrant)

(address)

(address)

10




Exhibit 21

SUBSIDIARIES OF THE REGISTRANT

Name Jurisdiction

Neonode Technologies Al Sweden



Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference inRlegistration Statements Nos. 333-132713, 333-63228-114161, 333-150346 on FornB$A
Neonode Inc. of our report dated March 31, 201lhtiregy to the consolidated financial statementdlebnode Inc. and subsidiary appearing in the Ar
Report on Form 1@ for the years ended December 31, 2010 and 200@8ckwreport expreses an unqualified opinion anduthes an explanatc
paragraph relating to substantial doubt about Ndernc.'s ability to continue as a going concern.)

/s/ KMJ Corbin & CompanLLP

Costa Mesa, Californ
March 31, 201




Exhibit 31.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Thomas Erikssson, certify that:

1.

2.

| have reviewed this annual report on FornKl®FNeonode Inc.;

Based on my knowledge, this report does notaio any untrue statement of a material fact oit ¢onstate a material fact necessary to mak

statements made, in light of the circumstancesuwtich such statements were made, not misleaditigrespect to the period covered by this report;

3.

Based on my knowledge, the financial statesyeamd other financial information included in théport, fairly present in all material respecte

financial condition, results of operations and césWvs of the registrant as of, and for, the pesipdesented in this report;

4,

The registrans other certifying officer(s) and | are responsifde establishing and maintaining disclosure cdstand procedures (as definel

Exchange Act Rules 13a-15(e) and 15d-15(e)) aretriat control over financial reporting (as definedExchange Act Rules 13a-15(f) and 156(f)) for
the registrant and have:

5.

a) Designed such disclosure controls and proesdur caused such disclosure controls and proesdarbe designed under our supervisio
ensure that material information relating to thgiserant, including its consolidated subsidiarissmade known to us by others within th
entities, particularly during the period in whidfig report is being prepared; and

b) Designed such internal control over financighorting, or caused such internal control ovearitial reporting to be designed under
supervision, tgrovide reasonable assurance regarding the rétjabflfinancial reporting and the preparation ofancial statements for exter
purposes in accordance with generally accepteduatiog principles; and

c) Evaluated the effectiveness of the registeadtsclosure controls and procedures and presentéuis report our conclusions about
effectiveness of the disclosure controls and prores) as of the end of the period covered by #psit based on such evaluation; and

d) Disclosed in this report any change in thastegnt's internal control over financial reportitttat occurred during the registranthost recel
fiscal quarter (the registrastfourth fiscal quarter in the case of an annuabre that has materially affected, or is reasopdikkly to materially
affect, the registrant’s internal control over ficél reporting.

The registrang’ other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrobover financial reporting,

the registrant’s auditors and the audit committe® registrant’s board of directors (or persoegfig@ming the equivalent functions):

a) All significant deficiencies and material weakses in the design or operation of internal cbwotrer financial reporting which are reason:
likely to adversely affect the registrant’s abilttyrecord, process, summarize and report finamtiaimation; and

b) Any fraud, whether or not material, that inved management or other employees who have ais@mifrole in the registrargt’interns
control over financial reporting.

Date: March 31, 2011

/sl Thomas Eriksso

Thomas Eriksso
Chief Executive Office




Exhibit 31.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, David W. Brunton certify that:

1.

2.

| have reviewed this annual report on FornKl®FNeonode Inc.;

Based on my knowledge, this report does notaio any untrue statement of a material fact oit ¢onstate a material fact necessary to mak

statements made, in light of the circumstancesuwtich such statements were made, not misleaditigrespect to the period covered by this report;

3.

Based on my knowledge, the financial statesyeamd other financial information included in théport, fairly present in all material respecte

financial condition, results of operations and césWvs of the registrant as of, and for, the pesipdesented in this report;

4,

The registrans other certifying officer(s) and | are responsifde establishing and maintaining disclosure cdstand procedures (as definel

Exchange Act Rules 13a-15(e) and 15d-15(e)) aretriat control over financial reporting (as definedExchange Act Rules 13a-15(f) and 156(f)) for
the registrant and have:

5.

a) Designed such disclosure controls and proesdur caused such disclosure controls and proesdarbe designed under our supervisio
ensure that material information relating to thgiserant, including its consolidated subsidiarissmade known to us by others within th
entities, particularly during the period in whidfig report is being prepared; and

b) Designed such internal control over financighorting, or caused such internal control ovearitial reporting to be designed under
supervision, to provide reasonable assurance rieggtide reliability of financial reporting and tipeeparation of financial statements for exte
purposes in accordance with generally accepteduatiog principles; and

c) Evaluated the effectiveness of the registeadtsclosure controls and procedures and presentéuis report our conclusions about
effectiveness of the disclosure controls and prores) as of the end of the period covered by #psit based on such evaluation; and

d) Disclosed in this report any change in thastegnt's internal control over financial reportitttat occurred during the registranthost recel
fiscal quarter (the registrastfourth fiscal quarter in the case of an annuabre that has materially affected, or is reasopdikkly to materially
affect, the registrant’s internal control over ficél reporting.

The registrang’ other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrobover financial reporting,

the registrant’s auditors and the audit committe® registrant’s board of directors (or persoegfig@ming the equivalent functions):

a) All significant deficiencies and material weakses in the design or operation of internal cbwotrer financial reporting which are reason:
likely to adversely affect the registrant’s abilttyrecord, process, summarize and report finamtiaimation; and

b) Any fraud, whether or not material, that inved management or other employees who have ais@mifrole in the registrargt’interns
control over financial reporting.

Date: March 31, 2011

/s/ David W. Bruntor
David W. Bruntor
Chief Financial Officer, Vice President, Finance aBecretan




Exhibit 32.1

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

In connection with the annual report of Neonode [tice “Company”) on Form 18-for the fiscal year ended December 31, 2010 lad fivith the
Securities and Exchange Commission on the dateohéte “report”),the undersigned, Thomas Eriksson, the Chief Exeeu@ifficer of the Compan
and David W. Brunton, Chief Financial Officer oktiCompany, each hereby certifies, pursuant to B8QJ.§ 1350, as adopted pursuant to § 906 «
Sarbanes-Oxley Act of 2002, that to our knowledge:

1. The report fully complies with the requirementsSefction 13(a) or Section 15(d) of the Securitiestaxge Act of 1934, as amended, ex
for the audit of our financial statements by owtdpendent registered public accounting firm ;
2. The information contained in the report fairly prats, in all material respects, the financial ctiodiand results of operation of the Compe

Dated: March 31, 2011

/s/ Thomas Eriksso /s/ David W. Bruntor
Thomas Eriksso David W. Bruntor
Chief Executive Office Chief Financial Office




