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Item 1.01.  Entry into a Material Definitive Agreement.

On April 4, 2007, the compensation committee of the board of directors of Luna Innovations Incorporated (the “Company”) approved the Company’s
senior management cash bonus plan for 2007. Under the terms of the bonus plan, participants will be eligible for annual bonus payments based upon the
achievement of specified financial and qualitative objectives. The plan will be payable and evaluated annually following the completion of the Company’s fiscal
year, which ends December 31.

Under the plan, participants may receive between zero and 150 percent of their individual target bonus percentage depending upon actual performance
relative to financial objectives. Potential payments under the plan are divided into two categories, each representing 50% of the participant’s individual target.
Amounts earned in the first category will be determined based in part upon meeting the company’s budgeted revenues and net loss for 2007 and in part upon
achievement of individual performance objectives. Amounts earned in the second category will be determined solely upon improvement from the company’s
budgeted net loss for the year. Payments under both categories are subject to achievement of an overall threshold performance for both revenue and net loss.
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