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Item 2.02 Results of Operations and Financial Condition.

(a) On October 2, 2008, Charles & Colvard, Ltd. (the “Company”) issued a press release announcing a reorganization of its corporate structure in a continuing
effort to manage costs and return the Company to profitability. In the press release, the Company disclosed that during the three months ended September 30,
2008, the Company will expense approximately $325,000 in severance pay. A copy of the press release is attached as Exhibit 99.1.

The information disclosed in this Item 2.02 of this Current Report on Form 8-K (including Exhibit 99.1) shall not be deemed to be “filed” for purposes of
Section 18 of the Securities Exchange Act of 1934 (the “Exchange Act”) or otherwise subject to the liabilities of that section, nor shall it be deemed incorporated
by reference in any filing under the Securities Act of 1933 or the Exchange Act, except as expressly set forth by specific reference in such a filing.
 
Item 5.02 Departure of Directors or Certain Officers; Election of Directors; Appointment of Certain Officers; Compensatory Arrangements of

Certain Officers.

(b), (c), (e)

On October 2, 2008, the Company issued a press release announcing the resignation of James R. Braun as Vice President of Finance and Chief Financial
Officer of the Company. As part of the Company’s Severance Agreement with Mr. Braun (the “Agreement”) effective as of September 30, 2008 (the “Effective
Date”), Mr. Braun will continue to receive his salary for eleven months after the Effective Date and will serve as a consultant to the Company to assist with
certain matters at the Company’s request for twelve months after the Effective Date. The Company will reimburse expenses reasonably incurred by Mr. Braun in
performing such services pursuant to the Company’s standard policy. Under the terms of the Agreement, Mr. Braun will be provided the option to continue his
current individual dependent medical and dental insurance coverage under the Company’s medical and dental plans pursuant to the requirements of the
Consolidated Omnibus Budget Reconciliation Act (“COBRA”). If Mr. Braun makes this election the Company will pay Mr. Braun’s COBRA premiums for
eleven months from the Effective Date or until such time that he is no longer eligible for such coverage. For the duration of the Agreement, any stock options or
restricted stock granted to Mr. Braun shall continue to vest and be exercisable following his resignation in accordance with the terms of any applicable
agreements. Mr. Braun is subject to certain confidentiality, non-compete and non-disparagement obligations under the terms of the Agreement. The foregoing
summary of certain terms of the Agreement does not purport to be complete, and is qualified in its entirety by reference to the Agreement itself, a copy of which
is filed as Exhibit 10.124 to this Current Report on Form 8-K and is incorporated herein by reference.

On October 1, 2008, Neil Boss, the Controller of the Company since 2002, was appointed as the principal accounting officer and principal financial officer
of the Company. Mr. Boss, 33, will continue to serve as Controller of the Company. The Company previously entered into a Change in Control Agreement with
Mr. Boss as of October 5, 2007, which provides that in the event the Company terminates Mr. Boss without just cause or he terminates his employment for good
reason within a period of twelve months from the occurrence of a change in control in the Company, the Company shall pay Mr. Boss the amount of his annual
base salary for a period of twelve months following the date of termination. In connection with his appointment as the Company’s principal financial officer and
principal accounting officer, Mr. Boss’s annual base salary has been increased to $140,000, effective immediately, and will be pro rated for the remainder of
calendar year 2008.



On October 1, 2008, Steven L. Abate, the Vice President of Manufacturing of the Company since March 2007, was appointed as the Vice President of
Operations of the Company and will assume increased responsibilities in areas ranging from manufacturing to information technology. From May 2006 to March
2007, Mr. Abate, 45, served as Lead Director of Manufacturing of the Company. From June 2005 to May 2006, he served as Director of Engineering Services of
the Company. From February 2003 to June 2005, Mr. Abate was a Senior Manufacturing Engineer at Schneider Electric, a €11.7 billion motor control
manufacturer. In connection with his appointment as the Vice President of Operations of the Company, Mr. Abate’s annual base salary has been increased to
$145,000, effective immediately, and will be pro rated for the remainder of calendar year 2008.

Also effective October 1, 2008, certain members of the management team and certain other employees of the Company have agreed to a reduction in their
respective annual base salaries for the three month period ending December 31, 2008 (the “Reduction Period”). The members of the management team who will
receive 90% of their pro rated annual base salaries during the Reduction Period include Dennis M. Reed, President and Chief Marketing Officer; Steven L. Abate,
Vice President of Operations; and Neil Boss, Controller and the newly appointed principal financial officer and principal accounting officer of the Company.
 
Item 9.01. Financial Statements and Exhibits.
 

(d) Exhibits
 

Exhibit 10.124   Severance Agreement, effective September 30, 2008, between James R. Braun and Charles & Colvard, Ltd.

Exhibit 99.1   Press Release, dated October 2, 2008.



SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized.
 

Charles & Colvard, Ltd.

By:  /s/ Dennis M. Reed
 Dennis M. Reed
 President and
 Chief Marketing Officer

Date: October 3, 2008
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Exhibit 10.124   Severance Agreement, effective September 30, 2008, between James R. Braun and Charles & Colvard, Ltd.

Exhibit 99.1   Press Release, dated October 2, 2008.



Exhibit 10.124

SEVERANCE AGREEMENT

This Severance Agreement (the “Agreement”) is entered into between James R. Braun, a resident of North Carolina (“Braun”), and Charles & Colvard,
Ltd., a North Carolina corporation (“Company”), effective as of the 30th day of September, 2008 (the “Effective Date”).

WHEREAS, Braun has served in the position of Vice President of Finance and Chief Financial Officer of the Company pursuant to the Employment
Agreement made and entered into effective as of June 4, 2001 by and between the Company and Braun, as amended (the “Employment Agreement”); and

WHEREAS, Braun and the Company desire to terminate his employment with the Company, including any subsidiaries and affiliates, as of the Effective
Date; and

WHEREAS, the parties wish for Braun’s termination from his employment and positions with the Company to be achieved in an amicable fashion, with
Braun available to continue to perform services for the Company as set out herein, and to provide a clear understanding of the parties rights and liabilities;

THEREFORE, the parties agree as follows:

1. Termination Date. Braun and the Company agree that as of the Effective Date, his service as an employee and as Vice President of Finance and Chief
Financial Officer of the Company, including any subsidiaries and affiliates is terminated.

2. Continuing Services. Commencing on the Effective Date, and continuing for a period of twelve (12) months thereafter, Braun will make himself
reasonably available to perform services, at such hours and such places as may be reasonably requested by the Company, of an advisory or consulting nature on
behalf of Company on the terms set out herein. Specifically, Braun shall: (i) assist the Company in finalizing the closure of the Company’s Hong Kong
operations; (ii) assist the Company in determining the tax treatment of closing the Company’s Hong Kong operations; (iii) assist the Company with filing its 2008
tax returns; (iv) assist the Company in connection with the South Korean patent litigation; (v) assist the Company in connection with the litigation entitled
Charles & Colvard, Ltd. v. Jewelnet Corporation d/b/a K&G Creations and Jewelnet Acquisition Corporation d/b/a K&G Creations; and (vi) assist with general
business issues that may arise, including but not limited to any investigation, inquiry, litigation or other proceeding in which the Company is or may become
involved, and which arises out of facts and circumstances known to Braun (and without regard to whether Braun is a party thereto). The Company shall provide to
Braun from time to time, in writing, a single point-of-contact for Braun at the Company and with counsel to coordinate the services to be provided hereunder.
Braun acknowledges and agrees that in



providing these services, he shall have no authority to bind the Company to any contract, agreement or obligation whatsoever. The acts of Braun shall in no way
constitute the acts of the Company and Braun shall not represent to any third party that he has any express or implied authority to bind the Company to any
contract, agreement or obligation.

3. Compensation and Benefits.

(a) Compensation. Notwithstanding any provision to the contrary in the Employment Agreement for severance or other payments, the sole
compensation payable to Braun subsequent to the Effective Date shall be as provided in this Agreement. In consideration of Braun agreeing to make
himself available to provide services as set out in Section 2 of this Agreement during the twelve (12) month period commencing on the Effective Date,
Braun will be paid at the rate of $19,500 per month in arrears for eleven (11) months commencing on the Effective Date. Any accrued but unused vacation
shall be paid to Braun per Company practice. Additionally, the Company will reimburse expenses reasonably incurred in performing such services pursuant
to the Company’s standard policy. The Company will continue to withhold from such payments customary amounts for federal or state income taxes, social
security (FICA) and unemployment tax with respect to Braun.

(b) Payments for COBRA Continuation Coverage. Upon termination from employment, Braun will be provided with the option to continue his
current individual dependent medical and dental insurance coverage (the “Continuation Coverage”) under Company’s medical and dental plans pursuant to
the requirements of the Consolidated Omnibus Budget Reconciliation Act (“COBRA”). If Braun elects the Continuation Coverage, the Company will pay
Braun’s COBRA premium for eleven months from the Effective Date or until such time that Braun is no longer eligible for the Continuation Coverage.
With respect to the period during which the Continuation Coverage is provided to Braun pursuant to this subsection (b), to the extent that the Continuation
Coverage benefits constitute taxable income to Braun, Company shall report as income to Braun for federal and state income tax purposes the value of the
Continuation Coverage.

(c) Equity Awards. For the duration of this Agreement, any stock options or restricted stock granted to Braun shall continue to vest and be
exercisable in accordance with the terms of any applicable agreements. The Company agrees that the Company shall not exercise negative discretion to
alter any post-termination exercise and vesting terms of such agreements. 

4. Death After Effective Date. Should Braun die after the Effective Date, Company will pay to Braun’s estate any payments provided for in Sections 3(a)-
(b) above which remain unpaid through his date of death, and notwithstanding Section 3(c), all rights with respect to any outstanding stock options at the time of
Braun’s death shall be governed by the terms of the applicable stock option agreements.
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5. Return and Use of Company Property; Preservation of Records. Unless otherwise mutually agreed by the parties as necessary or appropriate for the
performance of the services provided for herein, following the Effective Date, Braun will promptly return to Company all Company property, including, but not
limited to, credit cards, and Company Confidential Information (both written and electronic copies) as required under Section 6(a). Braun may retain his
blackberry/cell phone and pertinent numbers and his computer with such access as is needed for performing services pursuant to this Agreement. Braun shall
remove all of his personal belongings from his current office, but shall be provided office space by the Company as needed to perform the services pursuant to
this Agreement. During the term of this Agreement, the Company shall preserve and maintain records pertaining to Braun’s employment and shall make such
records reasonably available to Braun during normal working hours.

6. Restrictive Covenants. Braun acknowledges that Company is engaged in a highly competitive business and that Company has made substantial
investments of time and capital in the development of its business and the goodwill associated with its business and will continue to make such substantial
investments. In order to protect Company against possible injury or damage, Braun agrees as follows:

(a) Nondisclosure. Braun acknowledges that as a result of his employment by Company, he has used, acquired and added to Confidential Information
relating to Company which is proprietary to Company. Braun agrees that he shall not at any time, directly or indirectly, divulge or disclose to any person,
for any purpose, any Confidential Information unless legally required to do so. “Confidential Information,” as that term is used in this Agreement, shall
mean all information concerning Company, including, but not limited to, business plans and models, specifications, technical data, designs, formulas,
computer software programs, manuals, methods of operation, accounting and financial information, customer lists, pricing structure and other product
information, which has ever been or will be revealed to or discovered by Braun, unless such information was generally available to the public prior to
disclosure by Braun or subsequently became publicly available through no act of Braun that was not authorized by Company. Such information shall be
considered “Confidential Information” whether it was disclosed to Braun by plans, drawings, reports or other written materials, by conversation with
employees or agents of Company, by observation or inspection of physical objects or by any other method. Promptly following the Effective Date, Braun
shall, on a best efforts basis immediately deliver, or cause to be delivered, to Company any and all documents, statements or other information (both
written and electronic copies) in his possession or control obtained from Company containing Confidential Information (including, but not limited to,
photocopies as taken by Braun or any other person in or outside Company, and Braun’s handwritten or typed notes containing such Confidential
Information), other than such Confidential Information as is mutually agreed to by the Company and Braun as necessary for Braun to retain to perform his
consulting duties hereunder. The return of documents provided for herein shall in no way obviate the obligation of Braun to maintain the confidentiality of
the Confidential Information as provided for herein. Notwithstanding the provisions of this Section, Braun may disclose
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Confidential Information to his attorneys and accountants provided they are made aware of and agree to maintain such Confidential Information in
accordance with the terms of this Agreement.

(b) Non-Competition. Braun acknowledges that the Covenant Not to Compete in his Employment Agreement effective as of June 4, 2001, as
amended, is a valid and binding agreement and in consideration of the compensation paid to him under this Agreement, Braun will abide by the restrictive
covenants contained therein for a period of one (1) year following the termination of this Agreement.

(c) Nondisparagement. Braun agrees that he will not make disparaging comments regarding Company or any of its officers or directors to any third
party. Company agrees that neither it nor any of its officers or directors in their capacities as officers or directors will make disparaging comments
regarding Braun to any third party.

(d) Breach. In addition to any other remedies (including injunctive relief), Braun agrees that if he breaches the restrictive covenants or any other
material provision of this Agreement, Company’s obligation to make any remaining payments pursuant to Section 3 of this Agreement is terminated and
Braun will be liable to Company for, and will immediately repay to Company, the gross amount paid pursuant to Section 3(a) and (b) of this Agreement.

7. Mutual Release.

(a) Release by Braun. Braun (and any of his respective heirs, agents or assigns) does hereby remise, release and forever discharge the Company and
its officers, directors, shareholders, predecessors, successors, agents, counsel, trusts and assigns from any and all rights, actions, suits, debts, sums of
money, accounts, causes of action, claims (however and whenever arising and whether in law or equity, and whether arising under statutory or common law
of the United States or any state thereof), demands or damages of any kind (whether actual, punitive, compensatory, double, treble or nominal and whether
known or unknown) arising prior to the date of this Agreement and related in any way to Braun’s previous relationship with the Company, which include
claims under the Age Discrimination in Employment Act, 29 U.S.C. 621 et. seq all to the end that any and all matters and things which are or might have
been claimed now or in the future by Braun against the Company pursuant to any previous events that may have occurred or may occur in connection with
the subject matter of their previous relationship or any prior contracts or agreements of any kind whatsoever between Braun and the Company are forever
barred and put to rest. In addition and not in limitation of the foregoing, Braun does hereby release and extinguish any and all claims he may have against
the Company of any kind whatsoever prior to the execution of this Agreement.

(b) Release by Company. The Company does hereby remise, release and forever discharge Braun from any and all rights, actions, suits, debts, sums
of money, accounts, causes of action, claims (however and whenever arising and
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whether in law or in equity, and whether arising under statutory or common law of the United States or any state thereof), demands or damages or any kind
(whether actual, punitive, compensatory, double, treble or nominal, and whether known or unknown) arising prior to the date of this Agreement and related
in any way to Braun’s previous relationship with the Company, all to the end that any and all matters and things which are or might have been claimed now
or in the future by the Company against Braun pursuant to any previous events that may have occurred or may occur in connection with the subject matter
of their previous relationship or any prior contracts or agreements of any kind whatsoever between Braun and the Company are forever barred and put to
rest. In addition and not in limitation of the foregoing, the Company does hereby release and extinguish any and all claims it may have against Braun of any
kind whatsoever prior to the execution of this Agreement.

8. Consideration and Revocation Period. Employee acknowledges that he has hereby been advised in writing to consult with an attorney of his choice prior
to signing this Agreement, and that he had at least 21 days to consider this Agreement before signing it. Employee acknowledges that if this agreement is signed
before 21 days have elapsed from the date of delivery, which he has expressly waived the 21-day consideration period. Employee acknowledges that he may
revoke this Agreement within seven (7) days following its execution, and the Agreement shall not become effective until the revocation period has expired.

9. Opportunity to Seek Counsel. Braun acknowledges by signing this Agreement that he has read and understands this document, that he has conferred with
or had the opportunity to confer with an attorney of his choice regarding the terms and meaning of this Agreement, that he has had sufficient time to consider the
terms provided for in this Agreement, that no representations or inducements have been made to him as set forth herein, and that he has signed the same
KNOWINGLY AND VOLUNTARILY.

10. Arbitration. Except as provided below, any dispute or controversy arising between the parties to this Agreement involving the interpretation or
application of any provision of this Agreement, or arising out of this Agreement, shall be submitted to arbitration at Raleigh, North Carolina, pursuant to the
Commercial Rules (the “Rules”) of the American Arbitration Association (“AAA”) by an arbitrator mutually agreed upon by the parties. Such arbitrator shall
be selected by the parties hereto in accordance with and within the period specified by the Rules (“Arbitrator Designation Period”). In the event Company and
Braun are unable to agree on an arbitrator within the Arbitrator Designation Period, AAA shall appoint a neutral arbitrator in accordance with the Rules no
later than ten (10) days following the expiration of the Arbitrator Designation Period. The designated arbitrator shall not be an agent, Braun, shareholder,
relative or affiliate of Company or Braun. The arbitrator may, in his or her discretion, award to the prevailing party its costs of the proceeding, including
attorneys’ fees and expenses. The decision of the arbitrator shall be final and binding on the parties, and judgment upon the decision may be entered in the
state courts or federal courts having jurisdiction over Wake County, North Carolina. Notwithstanding the foregoing, either party shall have the right to institute
an action against the other party in the federal or state courts of Wake County,
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North Carolina seeking injunctive relief to enjoin any continuing or threatened breach by the other party of any term of this Agreement.

11. Governing Law. The provisions of this Agreement shall be construed in accordance with the internal laws of the state of North Carolina. In the event
that any paragraph, subparagraph or provision of this Agreement shall be determined to be partially contrary to governing law or otherwise partially
unenforceable, the paragraph, subparagraph, or provision and this Agreement shall be enforced to the maximum extent permitted by law, and if any paragraph,
subparagraph, or provision of Agreement shall be determined to be totally contrary to governing law or otherwise totally unenforceable, the paragraph,
subparagraph, or provision shall be severed and disregarded and the remainder of this Agreement shall be enforced to the maximum extent permitted by law.

12. Entire Agreement. This Agreement expresses the entire agreement between the parties with reference to the terms of the termination of Braun and
supersedes and replaces any prior understanding or arrangement as to such termination, (other than any benefit plans governing such terms), whether written or
oral, between Braun and the Company.

13. Modification of Agreement. No waiver or modification of this Agreement shall be valid unless in writing and signed by the party to be charged
therewith.
 
Charles & Colvard, Ltd.
   

By:  /s/ Dennis M. Reed   /s/ James. R. Braun
 Dennis M. Reed, President   James R. Braun

Date:  9/30/08   Date: 9/30/08
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Exhibit 99.1

Charles & Colvard Announces
Corporate Reorganization

MORRISVILLE, N.C., October 2, 2008 — Charles & Colvard, Ltd., (NASDAQ: CTHR), the sole source of moissanite, a created jewel for use in fine jewelry,
announced a reorganization of its corporate structure in a continuing effort to manage costs and return the Company to profitability.

James R. Braun has resigned from his position as Vice President of Finance and Chief Financial Officer of the Company. He will continue to assist the Company
in certain business matters as requested. Neil Boss, Controller of the Company since 2002, will continue to serve in that role and has been appointed as the
principal accounting officer and principal financial officer for the Company. A graduate of Penn State with a BS in Accounting, Mr. Boss has worked for the
Company since April 1998.

The Company also reduced its workforce by eliminating four other positions within the organization, including positions in marketing and manufacturing. During
the three months ended September 30, 2008, the Company will expense approximately $325,000 in severance pay. Additionally, the management team and
certain other employees have agreed to a rollback in salary for three months, effective October 1, 2008.

The organizational changes, including those changes made earlier in 2008, will result in salary savings of approximately $1.7 million in 2009, partially offset by
$325,000 of severance and consulting fees to be paid in 2009.

Dennis Reed, President, stated, “We thank Mr. Braun and these four associates for their hard work and dedication. We deeply appreciate their contributions in
building the Company and its strong reputation in the jewelry industry. The economic climate for the jewelry industry is quite challenging, requiring the
Company to make changes in order to achieve profitability quickly and build a foundation for successful growth.”

Steven Abate, Vice President of Manufacturing of the Company since March 2007, has been appointed the Vice President of Operations for the Company and will
assume increased responsibilities in areas ranging from manufacturing to information technology. A graduate of New Jersey Institute of Technology, Mr. Abate
has worked for the Company since June 2005.

Mr. Reed continued, “We have every confidence in Neil’s ability to take on the responsibilities as principal accounting officer and principal financial officer and
look forward to his contributions. Steven has been a valuable addition to our organization and we expect continued success in his expanded role.”



About Charles & Colvard, Ltd.

Charles & Colvard, Ltd. (NASDAQ: CTHR), based in the Research Triangle Park area of North Carolina, is the global sole-source of lab-created moissanite, a
unique, near-colorless jewel that is distinct from other gemstones and jewels based on its exceptional fire, brilliance, luster, durability and rarity. Currently used in
fine jewelry, Charles & Colvard created Moissanite ™ is marketed for gifts and self-purchases to customers around the world. For more information, please
access www.moissanite.com or www.charlesandcolvard.com.

Contact:
Charles & Colvard Ltd.
Neil Boss, Controller
(919) 468-0399 Ext. 229
Nboss@moissanite.com

Investor Relations
Jean Fontana
Integrated Corporate Relations
(203) 682-8200
Jean.Fontana@icrinc.com

This press release contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the
Securities Exchange Act of 1934, as amended. Statements expressing expectations regarding our future and projections relating to products, sales, revenues and
earnings are typical of such statements and are made under the Private Securities Litigation Reform Act of 1995. These forward-looking statements include, but
are not limited to, statements about our plans, objectives, representations and contentions and are not historical facts and typically are identified by use of terms
such as “may,” “will,” “should,” “could,” “expect,” “plan,” “anticipate,” “believe,” “estimate,” “predict,” “potential,” “continue” and similar words,
although some forward-looking statements are expressed differently.

All forward-looking statements are subject to the risks and uncertainties inherent in predicting the future. You should be aware that although the forward-looking
statements included herein represent management’s current judgment and expectations, our actual results may differ materially from those projected, stated or
implied in these forward-looking statements as a result of many factors, including, but not limited to any trends in the general economy that would adversely
affect consumer spending, a further decline in our sales, dependence on Cree, Inc. as the current supplier of most of the raw material, ability to develop a
material second source of supply, dependence on a limited number of customers, dependence on consumer acceptance of the Company’s products, risks of
conducting operations in foreign countries and our dependence on third parties, in addition to the other risks and uncertainties described in more detail in our
most recent annual report on Form 10-K filed with the Securities and Exchange Commission. Forward-looking statements speak only as of the date they are
made. We undertake no obligation to update or revise such statements to reflect new circumstances or unanticipated events as they occur except as required by
the federal securities laws, and you are urged to review and consider disclosures that we make in the reports that we file with the Securities and Exchange
Commission that discuss other factors relevant to our business.

###


