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The information in this preliminary prospectus supplement is not complete and may be changed. This
preliminary prospectus supplement and the accompanying prospectus are not an offer to sell these securities,
and we are not soliciting an offer to buy these securities in any jurisdiction where the offer or sale is not
permitted.

SUBJECT TO COMPLETION, DATED JULY 10, 2014

Preliminary Prospectus Supplement

(To Prospectus dated September 6, 2013)

AROTECH CORPORATION

                Shares of Common Stock

We are offering                 shares of our common stock, par value $0.01 per share, at a public offering price of
$        per share.

Our common stock is listed on The NASDAQ Global Market under the symbol �ARTX.� On July 9, 2014, the last
reported sale price for our common stock on The NASDAQ Global Market was $3.87 per share.

Investing in our securities involves a high degree of risk. Before buying any securities, you should read the
discussion of material risks of investing in our common stock under the heading �Risk Factors� beginning on
page S-9 of this prospectus supplement.

Total
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Per
Share

Price to Public
Underwriting Discounts(1)
Proceeds, before expenses, to us

(1) We have agreed to reimburse the underwriter for certain of its expenses as described under �Underwriting� on page
S-24 of this prospectus supplement.

We have granted the underwriter an option for a period of 30 days from the date of this prospectus supplement to
purchase up to an additional                  shares of our common stock from us to cover over-allotments. If the
underwriter exercises this option in full, the total underwriting discounts will be $        , and our total proceeds, before
expenses, will be $        .

Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved of these securities or passed upon the adequacy or accuracy of this prospectus supplement or the
accompanying prospectus. Any representation to the contrary is a criminal offense.

The underwriter expects to deliver the shares of our common stock on or about                     , 2014.

B. Riley & Co., LLC

The date of this prospectus supplement is                     , 2014.
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ABOUT THIS PROSPECTUS SUPPLEMENT

This document contains two parts. The first part is this prospectus supplement, which describes the terms of the
offering of shares of our common stock and also adds to and updates information contained in the accompanying
prospectus and the documents incorporated by reference into this prospectus supplement and the accompanying
prospectus. The second part, the accompanying prospectus, provides more general information about us and the
securities offered hereby. Generally, when we refer to this prospectus, we are referring to both parts of this document
combined together with all documents incorporated by reference. To the extent there is a conflict between the
information contained in this prospectus supplement or any �free writing prospectus� we may authorize to be delivered
to you, on the one hand, and the information contained in the accompanying prospectus or any document incorporated
by reference therein, on the other hand, you should rely on the information in this prospectus supplement or such free
writing prospectus, as the case may be, provided that, if any statement in one of these documents is inconsistent with a
statement in another document having a later date�for example, a document incorporated by reference in the
accompanying prospectus�the statement in the document having the later date modifies or supersedes the earlier
statement.

We further note that the representations, warranties and covenants made by us in any agreement that is filed as an
exhibit to any document that is incorporated by reference in the accompanying prospectus were made solely for the
benefit of the parties to such agreement and the third-party beneficiaries named therein, if any, including, in some
cases, for the purpose of allocating risk among the parties to such agreements, and should not be deemed to be a
representation, warranty or covenant to you. Moreover, such representations, warranties or covenants were accurate
only as of the date when made. Accordingly, such representations, warranties and covenants should not be relied on as
accurately representing the current state of our affairs.

You should rely only on the information contained in this prospectus supplement, contained in the
accompanying prospectus or incorporated herein and therein by reference, and any �free writing prospectus� we
may authorize to be delivered to you. Neither we nor the underwriter have authorized anyone to provide you
with information that is different. We are offering to sell, and seeking offers to buy, our securities only in
jurisdictions where offers and sales are permitted. The distribution of this prospectus supplement, the
accompanying prospectus and the offering of our securities in certain jurisdictions may be restricted by law.
Persons outside the United States who come into possession of this prospectus supplement and accompanying
prospectus must inform themselves about, and observe any restrictions relating to, the offering of our securities
and the distribution of this prospectus supplement and accompanying prospectus outside the United States.
This prospectus supplement and accompanying prospectus do not constitute, and may not be used in
connection with, an offer to sell, or a solicitation of an offer to buy, any securities offered by this prospectus
supplement and the accompanying prospectus by any person in any jurisdiction in which it is unlawful for such
person to make such an offer or solicitation. The information contained, or incorporated by reference, in this
prospectus supplement and contained, or incorporated herein by reference, in the accompanying prospectus is
accurate only as of the respective dates thereof, regardless of the time of delivery of this prospectus supplement
and the accompanying prospectus, or of any sale of our securities. It is important for you to read and consider
all information contained in this prospectus supplement and the accompanying prospectus, including the
documents we have referred you to in the section entitled �Incorporation of Certain Information by Reference�
in this prospectus supplement and the accompanying prospectus, and any �free writing prospectus� we may
authorize to be delivered to you.

Unless the context otherwise requires, references to us refer to Arotech Corporation and its subsidiaries.
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PROSPECTUS SUPPLEMENT SUMMARY

This summary highlights selected information about us, this offering and information appearing elsewhere in this
prospectus supplement and in the accompanying prospectus and in the documents we incorporate by reference herein
and therein. This summary is not complete and does not contain all the information you should consider before
investing in shares of our common stock in this offering. You should carefully read this entire prospectus supplement
and the entire accompanying prospectus, including the �Risk Factors� section on page S-9 of this prospectus
supplement and beginning on page 7 in the accompanying prospectus and the financial statements and the other
information incorporated by reference in this prospectus supplement and the accompanying prospectus, before
making an investment decision. If you invest in our securities, you are assuming a high degree of risk.

About Us

We are a defense and security products and services company, engaged in two business areas: interactive simulation
for military, law enforcement and commercial markets; and batteries and charging systems for the military and
commercial markets. We operate primarily through our various subsidiaries, which we have organized into two
divisions. Our divisions and subsidiaries (all 100% owned by us) are as follows:

� We develop, manufacture and market advanced high-tech multimedia and interactive digital solutions for
use-of-force training and driving training of military, law enforcement, security and other personnel through
our Training and Simulation Division:

� We provide simulators, systems engineering and software products to the United States military,
government and private industry through our subsidiary FAAC Incorporated, located in Ann Arbor,
Michigan (�FAAC�); and

� Through FAAC, we provide specialized �use of force� training for police, security personnel and the
military under the trade name IES Interactive Training (�IES�).

� We provide high-end electronics engineering and design services, and we manufacture and sell lithium and
Zinc-Air batteries, for defense and security products, including our Soldier Wearable Integrated Power
Equipment System (SWIPES)� power hubs, and other military applications through our Battery and Power
Systems Division:

� We provide high-end electronics engineering and design, rapid prototyping, and vertically-integrated
production services for military, aerospace, and industrial customers, including: (i) hybrid power
generation systems, (ii) smart power subsystems for military vehicles and dismounted applications,
and (iii) aircraft and missile systems support for cutting-edge weapons and communications
technologies, through our subsidiary UEC Electronics, LLC (�UEC�) located in Hanahan, South
Carolina, which we acquired in April 2014;
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� We develop and sell rechargeable and primary lithium batteries and smart chargers to the military and
to private defense industry in the Middle East, Europe and Asia under our Epsilor nameplate (�Epsilor�),
through our subsidiary Epsilor-Electric Fuel, Ltd. (�Epsilor-EFL�), at Epsilor-EFL�s facilities located in
Dimona, Israel (in Israel�s Negev desert area);

� We develop, manufacture and market primary Zinc-Air batteries, rechargeable batteries and battery
chargers for the military, focusing on applications that demand high energy and light weight, as well as
our SWIPES� power hub product, through our subsidiary Electric Fuel Battery Corporation, located in
Auburn, Alabama (�EFB�); and

� We produce water-activated lifejacket lights for commercial aviation and marine applications under
our Electric Fuel nameplate (�EFL�), at Epsilor-EFL�s facilities located in Beit Shemesh, Israel (between
Jerusalem and Tel-Aviv).

S-2
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We are subject to risks common to our industry and to publicly-traded companies in general, as well as to risks
particular to our industry. In brief, we note that we operated at a loss from our inception through 2012; our
accumulated deficit since inception is substantial; we maintain significant amounts of goodwill on our books; and a
significant portion of our business is dependent on government contracts, which are subject to both complex
regulatory requirements and periodic shifts in allocation of resources due to changes in public policy.

On a divisional basis, we face the following additional risks:

� The Training and Simulation Division�s business is cyclical, and our success in that division in dependent in
great part on our periodically obtaining substantial new contract wins; and

� The Battery Division�s relatively small size makes it difficult for us to compete for large orders.
We also face strong competition for new orders in all divisions from other companies with substantially more
resources than we have, which may enable them to underbid us for new business. These and other risks are set forth in
detail in the section entitled �Risk Factors� beginning on page S-9, and we urge investors to review this section
carefully.

Recent Developments

UEC Acquisition

On April 1, 2014, we acquired all the membership interests in UEC, which designs, engineers and manufactures
proprietary electronics, spanning components and sub-assemblies through end use systems.

The initial acquisition price for UEC was $28 million plus 775,000 shares of our common stock, as well as a potential
earn-out of up to $5.5 million over the next two calendar years, which earn-out is payable in cash or shares of our
common stock at our option. On March 31, 2014, the closing price of our common stock on the Nasdaq Global Market
was $6.22 per share, causing the common stock issued in the acquisition to be valued for accounting purposes at $4.82
million, subject to potential reduction to reflect the fact that the stock being issued in the acquisition was unregistered
and not freely tradable.

Bank Financing

On April 1, 2014, pursuant to an Amended and Restated Credit Agreement, the parties to our original credit agreement
with Fifth Third Bank agreed to amend our line of credit to add two term loans to it: an $18.0 million 61-month senior
term loan at a 2014 interest rate of 3.75% over LIBOR, and a $4.5 million 61-month B term loan at a 2014 interest
rate of 5.5% over LIBOR. We used the funds from these terms loans for the acquisition of UEC.

Business Description

Training and Simulation Division

We develop, manufacture and market advanced high-tech multimedia and interactive digital solutions for use-of-force
training and driver training of military, law enforcement, security and other personnel through our Training and
Simulation Division, the larger of our two divisions. During 2013 and 2012, revenues from our Training and
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Simulation Division were approximately $63.4 million and $59.3 million, respectively.
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The Training and Simulation Division concentrates on three different product areas:

� Our Vehicle Simulation group provides high fidelity vehicle simulators for use in operator training and is
marketed under our FAAC and Realtime Technologies nameplates;

� Our Military Operations group provides weapon simulations used to train military pilots in the effective use
of air launched weapons and is also marketed under our FAAC nameplate; and

� Our Use of Force group provides training products focused on the proper employment of hand carried
weapons and is marketed under our IES Interactive Training nameplate.

VEHICLE SIMULATION

We provide simulators, systems engineering and software products focused on training vehicle operators for cars and
trucks. We provide these products to the United States military, government, municipalities, and private industry
through our FAAC nameplate. Our fully interactive driver-training systems feature state-of-the-art vehicle simulator
technology enabling training in situation awareness, risk analysis and decision making, emergency reaction and
avoidance procedures, and proper equipment operation techniques. Our simulators have successfully trained hundreds
of thousands of drivers.

Our Vehicle Simulation group focuses on the development and delivery of complete driving simulations for a wide
range of vehicle types�such as trucks, automobiles, subway trains, buses, fire trucks, police cars, ambulances, airport
ground vehicles, and military vehicles. In 2013, our Vehicle Simulations group accounted for approximately 9.5% of
our Training and Simulation Division�s revenues.

We believe that we have held a dominant market share in U.S. military wheeled vehicle operator driver training
simulators since 1999 and that we are currently one of three significant participants in the U.S. municipal wheeled
vehicle simulators market.

In January 2008, we added Realtime Technologies Incorporated to our Vehicle Simulation group. RTI specializes in
multi-body vehicle dynamics modeling and graphical simulation solutions. RTI offers simulation software
applications, consulting services, and custom software and hardware development services primarily for use by the
automotive industry and universities engaged in the study of vehicle performance or operator/vehicle interactions. We
merged RTI into FAAC in January 2010.

MILITARY OPERATIONS

In the area of Military Operations, we believe we are a premier developer of validated, high fidelity analytical models
and simulations of tactical air and land warfare systems for all branches of the Department of Defense and its related
industrial contractors. Our simulations are found in systems ranging from instrumented air combat and maneuver
training ranges (such as Top Gun), full task training devices such as the F-18 Weapon Tactics Trainer, and in the
on-board computer of many fighter jet aircraft. We supply on-board software to support weapon launch decisions for
the F-15, F-16, F-18, F-22 and Joint Strike Fighter (JSF) fighter aircraft. Additionally, FAAC is a prime contractor in
respect of the U.S. Army�s Virtual Clearance Training Suite (VCTS) program. In 2013, our Military Operations group
(including VCTS) accounted for 75.4% of our Training and Simulation Division�s revenues. Our VCTS project
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accounted for 40.7% of our Training and Simulation Division�s revenues.

USE-OF-FORCE

We are a leading provider of interactive, multimedia, fully digital training simulators for law enforcement, security,
military and similar applications. With a large customer base spread over twenty countries around the
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world, we are a leader in the supply of simulation training products to law enforcement, governmental, and
commercial clients. We conduct our interactive training activities and market our interactive training products, such as
the MILO (Multiple Interactive Learning/training Objectives) System, the A2Z Classroom Trainer (a state-of-the-art
Computer Based Training (CBT) system that allows students to interact with realistic interactive scenarios projected
life-size in the classroom), and the Range FDU (firearm diagnostics unit), using our IES Interactive Training
nameplate. In 2013, our Use of Force group accounted for 11.0% of our Training and Simulation Division�s revenues.

WARRANTY

We typically offer a one- to two-year warranty for most of its products. Additionally, we sell extended warranties to
our existing customers. In 2013, warranty revenue accounted for 4.1% of our Training and Simulation Division�s
revenues.

Battery and Power Systems Division

We provide high-end electronics engineering and design services, and we manufacture and sell Lithium and Zinc-Air
batteries for defense and security products and other military applications through our Battery and Power Systems
Division. During 2013 and 2012, revenues from our Battery and Power Systems Division were approximately $25.1
million and $20.8 million, respectively; this did not include the results of UEC, which we did not own until April
2014. On a pro forma basis, assuming we had owned all components of our Battery and Power Systems Division since
January 1, 2012, revenues in 2013 and 2012 would have been approximately $57.6 million and $64.2 million,
respectively.

ELECTRONICS ENGINEERING AND DESIGN SERVICES FOR THE MILITARY

We provide high-end electronics engineering and design, rapid prototyping, and vertically-integrated production
services for military, aerospace, and industrial customers through our UEC subsidiary.

UEC designs, engineers and manufactures proprietary electronics, spanning components and sub-assemblies through
end use systems. UEC specializes in electronic/electromechanical systems, subsystems, and component level
requirements which include circuit card assemblies, and wire and cable assemblies. UEC�s products range from
complex assemblies to multi-rack functional systems and test equipment.

UEC specializes in core, proprietary engineering capabilities in highly-demanded solution areas, including: (i) hybrid
power generation systems, (ii) smart power subsystems for military vehicles and dismounted applications, and
(iii) aircraft and missile systems support for cutting-edge weapons and communications technologies. UEC�s unique
brand of comprehensive service is highly sought-after by customer agencies such as the Marine Corps Systems
Command (�MARCORSYSCOM�), Space and Naval Warfare Systems Command (�SPAWAR�), and Tank Automotive
Command (�TACOM�), as well as large prime contractors such as Raytheon, Boeing, Lockheed Martin, and BAE.
UEC�s key program areas include the following:

� UEC supplies the United States Marine Corps (USMC) with its proprietary Ground Renewable
Expeditionary Energy Network Systems (GREENS), a renewable power generation, storage and distribution
system for troops serving in austere environments;
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� UEC supplies the USMC with Mobile Electric Hybrid Power System (MEHPS), a product that incorporates
both solar collection and high density battery technologies to intelligently reduce run time on tactical
generators;

� UEC supplies a proprietary Distributed Power Control and Management System (DPCMS) to General
Dynamics Land Systems, TACOM and the USMC to provide electrical systems upgrades for light armored
vehicle modernization;
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� UEC has developed significant expertise and past performance qualifications in the area of solutions for
Command, Control, Communications, Computers Intelligence. Surveillance and Reconnaissance (C4ISSR),
providing these solutions to, among others, SPAWAR and Raytheon.

UEC�s main competitors for its renewable energy and power management systems products and services are ZeroBase
Energy, LLC, Earl Energy, LLC, Energy Technologies, Inc. (Hybrid Energy), EnerDel, Inc. and Solar Stik, Inc., as
well as companies that compete on proposals to Raytheon, including Celestica Inc., Ducommun Incorporated,
Sanmina-SCI Corporation, Jabil Circuit, Inc., and Woven Electronics (B/E Aerospace, Inc.).

LITHIUM BATTERIES AND CHARGING SYSTEMS FOR THE MILITARY

We sell lithium batteries and charging systems, including the SWIPES� power hubs we produce for the Army�s Soldier
Warrior program, to the military through our subsidiaries Epsilor-EFL and EFB.

We specialize in the design and manufacture of primary and rechargeable batteries, related electronic circuits and
associated chargers for military applications. We have experience in working with government agencies, the military
and large corporations. Our technical team has significant expertise in the fields of electrochemistry, electronics,
software and battery design, production, packaging and testing.

Our SWIPES� power hub utilizes the MOLLE vest and integrates force protection electronics and communications
equipment with an advanced battery. The system utilizes a modular power distribution system that is powered by
BA-8180/U, BA-8140/U Zinc-air batteries or the LI-145, BB-2590 rechargeable batteries for direct power of
equipment, allowing for extended mission times without the burden of power source swaps or charging due to their
high energy density, and reducing battery weight soldiers carry by up to 30%. The batteries continuously charge the
secondary batteries inside various devices, such as two way radios, GPS units and shot detection systems. The
SWIPES� product allows for individual tailoring by the warfighter and is designed to accept new applications as they
become available. The SWIPES� power hub was recognized by the U.S Army Research, Development and Engineering
Command as one of the U.S. Army�s ten greatest inventions of 2010.

ZINC-AIR BATTERIES AND CHARGERS FOR THE MILITARY

We base our strategy in the field of Zinc-Air military batteries on the development and commercialization of our
Zinc-Air battery technology, as applied in the batteries we produce for the U.S. Army�s Communications and
Electronics Command (CECOM), through our subsidiary EFB. We will continue to seek new applications for our
technology in defense projects, wherever synergistic technology and business benefits may exist. We intend to
continue to develop our battery products for defense agencies, and plan to sell our products either directly to such
agencies or through prime contractors. We will also look to extend our reach to military markets outside the United
States.

Our batteries have been used in both Afghanistan (Operation Enduring Freedom) and in Iraq (Operation Iraqi
Freedom). Our BA-8180/U Zinc-Air battery was recognized by the U.S Army Research, Development and
Engineering Command as one of the U.S. Army�s ten greatest inventions of 2003.

Our Zinc-Air batteries, rechargeable batteries and battery chargers for the military are manufactured through EFB.
EFB�s facilities have been granted ISO 9001 �Top Quality Standard� certification.

LIFEJACKET LIGHTS
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We have a product line consisting of seven lifejacket light models, five for use with marine life jackets and two for
use with aviation life vests, all of which work in both freshwater and seawater. Each of our lifejacket
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lights is certified for use by relevant governmental agencies under various U.S. and international regulations. We
manufacture, assemble and package all our lifejacket lights through Epsilor-EFL in our factory in Beit Shemesh,
Israel.

FLOW BATTERY

We are engaged in preliminary research and development in respect of an iron flow battery for grid storage, through
our Epsilor-EFL subsidiary.

Electricity generation can be highly variable, especially if the supply is generated from intermittent, renewable sources
such as the sun or wind. A flow battery can store a substantial amount of grid power produced by renewables and
return it to the grid as needed, providing a buffer between the supply and demand of electricity. For example, in a
solar power station, more power might be generated in the mid-day sun than is needed. The excess power could be
stored in the flow battery and used on demand without the need to generate additional electricity at that time.

Flow battery plants can help minimize the necessity of building new fuel-based power plants to address momentary
peak demand. It can do this by using stored energy at peak times and collecting energy at trough times, reducing the
need to scale fuel-based energy production to match the rise and fall of energy production from demand and from
renewable production. This becomes even more crucial as more renewables come on line with their highly variable
output. We believe this would be an integral part of the initiative to modernize the electrical power grid.

According to the Boston Consulting Group, the grid storage market is estimated to exceed $400 billion by 2030. This
represents a global storage capacity of 430 giga-watts. To give some perspective, grid storage currently approximates
100 giga-watts, so the market is expected to more than quadruple in only 16 years.

Preliminary research and development into the iron flow battery has yielded what we believe to be promising results
in lab tests, and we have filed a patent application covering our new technology. We are currently in our next stage of
development, wherein we hope to demonstrate a lab-scale pilot battery, complete with a unique membrane and an
in-house -manufactured anode. We are working to complete this stage of the project, at which point we would move to
the next stage: demonstrating a 20kW/100kWh pilot battery (approximately the size of a shipping container). We are
in the early stages of research and development of our iron flow battery technology and we may not be successful in
developing or commercializing our iron flow battery technology.

Facilities

Our principal executive offices are located at 1229 Oak Valley Drive, Ann Arbor, Michigan 48108, and our toll-free
telephone number at our executive offices is (800) 281-0356. Our corporate website is www.arotech.com. Our
periodic reports, as well as recent filings relating to transactions in our securities by our executive officers and
directors, that have been filed with the Securities and Exchange Commission in EDGAR format are made available
through hyperlinks located on the investor relations page of our website, at
http://www.arotech.com/compro/investor.html, as soon as reasonably practicable after such material is electronically
filed with or furnished to the SEC. Reference to our websites does not constitute incorporation of any of the
information thereon or linked thereto into this prospectus.

The offices and facilities of Epsilor-EFL are located in Israel (in Beit Shemesh and Dimona, both of which are within
Israel�s pre-1967 borders). Most of the members of our senior management work extensively out of Epsilor-EFL�s
facilities in Beit Shemesh; our financial operations are conducted primarily from our principal executive offices in
Ann Arbor. FAAC�s offices and facilities are located in Ann Arbor, Michigan, Royal Oak, Michigan and Orlando,
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Florida. The facilities of EFB are located in Auburn, Alabama. UEC�s offices and facilities are located in Hanahan,
South Carolina.
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THE OFFERING

Issuer Arotech Corporation

Common stock offered by us pursuant to this
prospectus supplement

                shares

Over-allotment Option We have granted the underwriter an option to purchase up to                
additional shares of common stock to cover over-allotments, if any,
within 30 days of the date of this prospectus supplement.

Common stock estimated to be outstanding
immediately after the offering*

                shares (                 shares if the underwriter exercises in full its
option to purchase                 additional shares of common stock)

Use of Proceeds We currently intend to use the net proceeds of this offering for general
corporate purposes, which may include the repayment of a portion of our
outstanding bank debt, funding research, development and product
manufacturing, acquisitions or investments in businesses, products or
technologies that are complementary to our own, increasing our working
capital and capital expenditures.

As of the date of this prospectus supplement, we cannot specify with
certainty all of the particular uses of the proceeds from this offering. As a
result, our management will retain broad discretion in the allocation and
use of the net proceeds from this offering. See �Use of Proceeds� on page
S-22 of this prospectus supplement.

Risk Factors See �Risk Factors� beginning on page S-9 of this prospectus supplement
and beginning on page 7 of the accompanying prospectus for a
discussion of factors you should consider carefully before deciding to
invest in shares of our common stock.

Market for the common stock Our common stock is quoted and traded on The NASDAQ Global
Market under the symbol �ARTX.�
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* The number of shares of our common stock to be outstanding after this offering is based on 21,010,056 shares of
common stock outstanding as of July 9, 2014. Unless specifically stated otherwise, the information in this
prospectus supplement excludes an aggregate of 3,656,214 shares of our common stock reserved for future grants of
stock options (or other similar equity instruments) under our under our 2007 Non-Employee Director Equity
Compensation Plan and 2009 Equity Incentive Plan as of July 9, 2014.
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RISK FACTORS

Investing in our securities involves a high degree of risk and uncertainty. Please see the risk factors under the heading
�Risk Factors� beginning on page 7 in the accompanying prospectus, as supplemented by the below risk factors.

Before making an investment decision, you should carefully consider these risks as well as other information we
include or incorporate by reference in this prospectus supplement and the accompanying prospectus. The risks and
uncertainties we have described are not the only risks facing our company. Additional risks and uncertainties not
presently known to us or that we currently deem to be immaterial may also affect our business operations. If any of
such risks and uncertainties actually occurs, our business, financial condition and results of operations could be
severely harmed. This could cause the trading price of our common stock to decline, and you could lose all or part of
your investment.

Risks Related to this Offering

Our management will have broad discretion in the use of the net proceeds we receive in this offering and might
not apply the proceeds in ways that increase the value of your investment.

Our management will have broad discretion over the use of our net proceeds from this offering, and you will be
relying on the judgment of our management regarding the application of these proceeds. Our management might not
apply our net proceeds in ways that ultimately increase the value of your investment and we might not be able to yield
a significant return, if any, on any investment of these net proceeds. Our failure to apply these funds effectively could
have a material adverse effect on our business and cause the price of our common stock to decline.

There may be future sales or other dilution of our equity, which may adversely affect the market price of our
common stock.

Except as described under �Underwriting,� we are not restricted from issuing additional shares of our common stock,
including any securities that are convertible into or exchangeable for, or that represent the right to receive, our
common stock. The market price of our common stock could decline as a result of sales of shares of our common
stock or sales of such other securities made after this offering or the perception that such sales could occur.

Investors in this offering will experience immediate and substantial dilution.

The public offering price of the securities offered pursuant to this prospectus is substantially higher than the net
tangible book value per share of our common stock. Therefore, if you purchase shares of common stock in this
offering, you will incur immediate and substantial dilution in the pro forma net tangible book value per share of
common stock from the price per share that you pay for the common stock. If the holders of outstanding options
exercise those options at prices below the public offering price, you will incur further dilution. See the section entitled
�Dilution� below for a more detailed discussion of the dilution associated with this offering.

Business-Related Risks

We have had a history of losses and may incur future losses.

We were incorporated in 1990 and began our operations in 1991. We have funded our operations principally from
funds raised in public and private offerings of our common stock and equity and debt securities convertible or
exercisable into shares of our common stock; research contracts and supply contracts; funds received under
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research and development grants from the Government of Israel; and sales of products that we and our subsidiaries
manufacture. We have incurred significant net losses since our inception. Additionally, as of December 31, 2013, we
had an accumulated deficit (including discontinued operations) of approximately $183.1 million. In an effort to reduce
operating expenses and maximize available resources, we have consolidated certain of our subsidiaries, shifted
personnel and reassigned responsibilities. We have also taken a variety of other measures to limit spending and will
continue to assess our internal processes to seek additional cost-structure improvements. Although we believe that
such steps will help to reduce our operating expenses and maximize our available resources, there can be no assurance
that we will ever be able to achieve or maintain profitability consistently or that our business will continue to exist.

We need significant amounts of capital to operate and grow our business and to pay our debt.

We require substantial funds to operate our business, including marketing our products and developing and marketing
new products. To the extent that we are unable to fully fund our operations, including repaying our outstanding debt,
through profitable sales of our products and services, we will need to seek additional funding, including through the
issuance of equity or debt securities. In addition, based on our internal forecasts, the assumptions described under
�Liquidity and Capital Resources� in our most recent Annual Report on Form 10-K, and subject to the other risk factors
described herein, we believe that our present cash position and anticipated cash flows from operations and lines of
credit should be sufficient to satisfy our current estimated cash requirements for 2014. However, in the event our
internal forecasts and other assumptions regarding our liquidity prove to be incorrect, we may need to seek additional
funding. There can be no assurance that we will obtain any such additional financing in a timely manner, on
acceptable terms, or at all. If additional funds are raised by issuing equity securities or convertible debt securities,
stockholders may incur further dilution. If we incur additional indebtedness, we may be subject to affirmative and
negative covenants that may restrict our ability to operate or finance our business. If additional funding is not secured,
we will have to modify, reduce, defer or eliminate parts of our present and anticipated future commitments and/or
programs.

Our existing indebtedness may adversely affect our ability to obtain additional funds and may increase our
vulnerability to economic or business downturns.

Our bank and other indebtedness (short and long term) totaled approximately $1.9 million as of December 31, 2013
(not including trade payables, other account payables, capital leases, and accrued severance pay), of which zero was
bank working capital lines of credit. As of April 1, 2014, taking into account the funds we borrowed in order to
acquire UEC, our bank and other indebtedness (short and long term) totaled approximately $26.6 million (not
including trade payables, other account payables, capital leases, and accrued severance pay), of which $2.2 million
was bank working capital lines of credit, $1.9 million was long-term mortgages, and $22.5 million was term loans
payable ratably between now and May 2019. In addition, we may incur additional indebtedness in the future.
Accordingly, we are subject to the risks associated with significant indebtedness, including:

� we must dedicate a portion of our cash flows from operations to pay principal and interest and, as a result,
we may have less funds available for operations and other purposes;

� it may be more difficult and expensive to obtain additional funds through financings, if available at all;

�
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we are more vulnerable to economic downturns and fluctuations in interest rates, less able to withstand
competitive pressures and less flexible in reacting to changes in our industry and general economic
conditions; and

� if we default under any of our existing debt instruments, including paying the outstanding principal when
due, and if our creditors demand payment of a portion or all of our indebtedness, we may not have sufficient
funds to make such payments.

The occurrence of any of these events could materially adversely affect our results of operations and financial
condition and adversely affect our stock price.
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Failure to comply with the terms of our indebtedness could result in a default that could have material adverse
consequences for us.

In February 2013, our primary bank increased our credit line by 50%, from $10.0 million to $15.0 million, and the
expiration of the credit line was extended to May 31, 2015. Additionally, in April 2014 we agreed with our bank to
amend the Line of Credit to add two term loans to it: an $18.0 million 61-month senior term loan at a 2014 interest
rate of 3.75% over LIBOR, and a $4.5 million 61-month B term loan at a 2014 interest rate of 5.5% over LIBOR.

Our amended and restated credit agreement contains certain financial covenants. Commencing with the fiscal quarter
ended June 30, 2014, our �Fixed Charge Coverage Ratio,� determined on a combined basis with UEC and otherwise
computed in the same manner as under the Original Credit Agreement, was raised to 1.25 to 1 from 1.10 to 1. �Net
Advances to Affiliates� as defined in the Original Credit Agreement are now defined with reference to FAAC or UEC,
as the case may be, and may not increase by more than $5,500,000 on a combined basis for both borrowers in any
calendar year over a �Base Amount� to be determined by mutual agreement of FAAC and the bank.

In addition, UEC�s earnings before interest, taxes, depreciation and amortization with certain add-backs (�EBITDA�),
computed on a stand-alone basis, may not be less than $4,500,000 for any trailing twelve-month period ending at the
end of a fiscal quarter (a �Test Period�) beginning with the Test Period ending September 30, 2014 and each succeeding
fiscal quarter thereafter. Second, the ratio of �Combined Funded Indebtedness� (defined as all indebtedness (a) in
respect of money borrowed, (b) evidenced by a note, debenture or other like written obligation to pay money, (c) in
respect of rent or hire of property under leases or lease arrangements which under GAAP are required to be capitalized
or (d) in respect of obligations under conditional sales or other title retention agreements, all as determined on a
combined basis for FAAC and UEC) to �Combined Adjusted EBITDA� (defined as EBITDA of FAAC and UEC
computed on a combined basis) may not exceed (a) 2.25 to 1.0 for the Test Period ending September 30, 2014 or any
Test Period ending as of the end of any fiscal quarter thereafter prior to the fiscal quarter ending March 31, 2015 or
(b) 2.00 to 1.0 for the Test Period ending March 31, 2015 or any Test Period ending as of the end of any fiscal quarter
thereafter.

A failure to comply with the obligations contained in the agreements governing our indebtedness could result in an
event of default under such agreements which could result in an acceleration of debt under other instruments
evidencing indebtedness that contain cross-acceleration or cross-default provisions. If our indebtedness were to be
accelerated, there can be no assurance that our future cash flow or assets would be sufficient to repay in full such
indebtedness.

We may not be successful in operating UEC, which is a new business for us.

UEC is a new business for us and our management group has limited experience operating this particular type of
businesses. Although we have retained UEC�s management personnel, we cannot assure that such personnel will
continue to work for us or that we will be successful in managing this new business. Additionally, we may not be able
to successfully integrate the operations and personnel of UEC into our business and we may not realize any
anticipated benefits of such acquisition. If we are unable to successfully operate this new business, our business,
financial condition and results of operations could be materially impaired.

We may consider acquisitions in the future to grow our business, and such activity could subject us to various
risks.

In addition to UEC, we may consider acquiring companies that will complement our existing operations or provide us
with an entry into markets we do not currently serve. Growth through acquisitions involves substantial risks, including
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assurance that suitable acquisition candidates will be available, that we will be able to acquire or manage profitably
such additional companies or that future acquisitions will produce returns that justify our
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investments in such companies. In addition, we may compete for acquisition and expansion opportunities with
companies that have significantly greater resources than we do. Furthermore, acquisitions could disrupt our ongoing
business, distract the attention of our senior officers, increase our expenses, make it difficult to maintain our
operational standards, controls and procedures and subject us to contingent and latent risks that are different, in nature
and magnitude, than the risks we currently face.

We may finance future acquisitions with cash from operations or additional debt or equity financings. There can be no
assurance that we will be able to generate internal cash or obtain financing from external sources or that, if available,
such financing will be on terms acceptable to us. The issuance of additional common stock to finance acquisitions
may result in substantial dilution to our stockholders. Any debt financing may significantly increase our leverage and
may involve restrictive covenants which limit our operations.

If we are successful in acquiring additional businesses, we may experience a period of rapid growth that could place
significant additional demands on, and require us to expand, our management, resources and management information
systems. Our failure to manage any such rapid growth effectively could have a material adverse effect on our financial
condition, results of operations and cash flows.

We may not generate sufficient cash flow to service all of our debt obligations.

Our ability to make payments on our indebtedness and to fund our operations depends on our ability to generate cash
in the future. Our future operating performance is subject to market conditions and business factors that are beyond
our control. Consequently, we cannot assure you that we will generate sufficient cash flow to pay the principal and
interest on our debt. If our cash flows and capital resources are insufficient to allow us to make scheduled payments
on our debt, we may have to reduce or delay capital expenditures, sell assets, seek additional capital or restructure or
refinance our debt. We cannot assure you that the terms of our debt will allow for these alternative measures or that
such measures would satisfy our scheduled debt service obligations. In addition, in the event that we are required to
dispose of material assets or restructure or refinance our debt to meet our debt obligations, we cannot assure you as to
the terms of any such transaction or how quickly such transaction could be completed. Our ability to refinance our
indebtedness or obtain additional financing will depend on, among other things:

� our financial condition at the time;

� restrictions in the agreements governing our other indebtedness; and

� other factors, including the condition of the financial markets and our industry.
Our earnings may decline if we write off additional goodwill and other intangible assets.

As of March 31, 2014, we had recorded goodwill of $31.0 million, and this amount will increase as a result of our
acquisition of UEC. Any future impairment of goodwill or other intangible assets may have a significant impact on
earnings. Goodwill is not amortized, but is tested for impairment at the reporting unit level. Goodwill is required to be
tested for impairment annually and between annual tests if events or circumstances indicate that it is more likely than
not that the fair value of a reporting unit is less than its carrying amount. There are numerous risks that may cause the
fair value of a reporting unit to fall below its carrying amount, which could lead to the measurement and recognition
of goodwill impairment. These risks include, but are not limited to, adverse changes in legal factors or the business
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climate, an adverse action or assessment by a regulator, a more-likely-than-not expectation that all or a significant
portion of a reporting unit may be disposed of, a sustained decline in our market capitalization, significant negative
variances between actual and expected financial results, and lowered expectations of future financial results.

Some of the components of our products pose potential safety risks which could create potential liability
exposure for us.

Some of the components of our products contain elements that are known to pose potential safety risks. In addition to
these risks, there can be no assurance that accidents in our facilities will not occur. Any accident,
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whether occasioned by the use of all or any part of our products or technology or by our manufacturing operations,
could adversely affect commercial acceptance of our products and could result in significant production delays or
claims for damages resulting from injuries. Any of these occurrences would materially adversely affect our operations
and financial condition. In the event that our products fail to perform as specified, users of these products may assert
claims for substantial amounts. These claims could have a materially adverse effect on our financial condition and
results of operations. There is no assurance that the amount of the general product liability insurance that we maintain
will be sufficient to cover potential claims or that the present amount of insurance can be maintained at the present
level of cost, or at all.

We are subject to the Dodd-Frank Wall Street Reform and Consumer Protection Act disclosure requirements
regarding the use of �conflict minerals�

Beginning in 2014, the Dodd-Frank Wall Street Reform and Consumer Protection Act imposes new disclosure
requirements regarding the use of �conflict minerals� mined from the Democratic Republic of Congo and adjoining
countries in products, whether or not these products are manufactured by third parties. The definition of �conflict
minerals� includes tin, tantalum, tungsten and gold, and their derivatives, some of which we use in the activities of our
Battery Division. These new requirements could affect the pricing, sourcing and availability of minerals used in the
manufacture of our products. There will be additional costs associated with complying with the disclosure
requirements, such as costs related to determining the source of any conflict minerals used in our products. Our supply
chain is complex and we may be unable to verify the origins for all metals used in our products. We may also
encounter challenges with our customers and stockholders if we are unable to certify that our products are conflict
free.

Our fields of business are highly competitive.

The competition to develop defense and security products and to obtain funding for the development of these products
is, and is expected to remain, intense.

Our defense and security products compete with other manufacturers of specialized training systems.

Various battery technologies are being considered for use in defense and safety products by other manufacturers and
developers, including the following: lead-acid, nickel-cadmium, nickel-iron, nickel-zinc, nickel-metal hydride,
sodium-sulfur, sodium-nickel chloride, zinc-bromine, lithium-ion, lithium-polymer, lithium-iron sulfide, primary
lithium, rechargeable alkaline and Zinc-Air.

Many of our competitors have financial, technical, marketing, sales, manufacturing, distribution and other resources
significantly greater than ours. If we are unable to compete successfully in each of our operating areas, our business
and results of operations could be materially adversely affected.

Our business is dependent on proprietary rights that may be difficult to protect and could affect our ability to
compete effectively.

Our ability to compete effectively will depend on our ability to maintain the proprietary nature of our technology and
manufacturing processes through a combination of patent and trade secret protection, non-disclosure agreements and
licensing arrangements.

Litigation, or participation in administrative proceedings, may be necessary to protect our proprietary rights. This type
of litigation can be costly and time consuming and could divert company resources and management attention to
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defend our rights, and this could harm us even if we were to be successful in the litigation. In the absence of patent
protection, and despite our reliance upon our proprietary confidential information, our competitors may be able to use
innovations similar to those used by us to design and manufacture products directly competitive with our products. In
addition, no assurance can be given that others will not obtain patents that we will need to license or design around.
To the extent any of our products are covered by third-party patents, we could need to acquire a license under such
patents to develop and market our products.

S-13

Edgar Filing: AROTECH CORP - Form 424B5

Table of Contents 29



Table of Contents

Despite our efforts to safeguard and maintain our proprietary rights, we may not be successful in doing so. In addition,
competition is intense, and there can be no assurance that our competitors will not independently develop or patent
technologies that are substantially equivalent or superior to our technology. In the event of patent litigation, we cannot
assure you that a court would determine that we were the first creator of inventions covered by our issued patents or
pending patent applications or that we were the first to file patent applications for those inventions. If existing or
future third-party patents containing broad claims were upheld by the courts or if we were found to infringe
third-party patents, we may not be able to obtain the required licenses from the holders of such patents on acceptable
terms, if at all. Failure to obtain these licenses could cause delays in the introduction of our products or necessitate
costly attempts to design around such patents, or could foreclose the development, manufacture or sale of our
products. We could also incur substantial costs in defending ourselves in patent infringement suits brought by others
and in prosecuting patent infringement suits against infringers.

We also rely on trade secrets and proprietary know-how that we seek to protect, in part, through non-disclosure and
confidentiality agreements with our customers, employees, consultants, and entities with which we maintain strategic
relationships. We cannot assure you that these agreements will not be breached, that we would have adequate
remedies for any breach or that our trade secrets will not otherwise become known or be independently developed by
competitors.

We are dependent on key personnel and our business would suffer if we fail to retain them.

We are highly dependent on the president of our FAAC subsidiary, the Executive Vice President/Technology &
Engineering of our UEC subsidiary, and the general manager of our Epsilor-EFL subsidiary and the loss of the
services of any or all of these persons could adversely affect us. We are especially dependent on the services of our
Chairman and Chief Executive Officer, Robert S. Ehrlich, and our President, Steven Esses. The loss of either
Mr. Ehrlich or Mr. Esses could have a material adverse effect on us. We are party to employment agreements with
Mr. Ehrlich and Mr. Esses, both of which agreements expire at the end of 2015. Pursuant to these agreements,
effective September 30, 2014, Mr. Esses will become our Chief Executive Officer, and Mr. Ehrlich will remain as our
Chairman. We do not have key-man life insurance on either Mr. Ehrlich or Mr. Esses.

We face risks related to general domestic and global economic conditions.

In general, our operating results can be significantly affected by negative economic conditions, high labor, material
and commodity costs and unforeseen changes in demand for our products and services. These risks are heightened as
economic conditions globally have deteriorated significantly and may remain at recessionary levels for the foreseeable
future. The current recessionary conditions could have a potentially significant negative impact on demand for our
products and services, which may have a direct negative impact on our sales and profitability, as well as our ability to
generate sufficient internal cash flows or access credit at reasonable rates to meet future operating expenses, service
debt and fund capital expenditures.

There are risks involved with the international nature of our business.

A significant portion of our sales are made to customers located outside the U.S., primarily in Europe and Asia. In
2013 and 2012, 16.5% and 20.4%, respectively, of our revenues, were derived from sales to customers located outside
the U.S. We expect that our international customers will continue to account for a substantial portion of our revenues
in the near future. Sales to international customers may be subject to political and economic risks, including political
instability, currency controls, exchange rate fluctuations, foreign taxes, longer payment cycles and changes in
import/export regulations and tariff rates. In addition, various forms of protectionist trade legislation have been and in
the future may be proposed in the U.S. and certain other countries. Any resulting changes in current tariff structures or
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Risks,� below.
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Risks Related to Government Contracts

A significant portion of our business is dependent on government contracts and reduction or reallocation of
defense or law enforcement spending could reduce our revenues.

Many of our customers to date have been in the public sector of the U.S., including the federal, state and local
governments, and in the public sectors of a number of other countries. Additionally, the majority of EFB�s sales to date
of battery products for the military and defense sectors have been in the public sector in the United States. A
significant decrease in the overall level or allocation of defense or law enforcement spending in the U.S. or other
countries could reduce our revenues and have a material adverse effect on our future results of operations and
financial condition.

Sales to public sector customers are subject to a multiplicity of detailed regulatory requirements and public policies as
well as to changes in training and purchasing priorities. Contracts with public sector customers may be conditioned
upon the continuing availability of public funds, which in turn depends upon lengthy and complex budgetary
procedures, and may be subject to certain pricing constraints. Moreover, U.S. government contracts and those of many
international government customers may generally be terminated for a variety of factors when it is in the best interests
of the government and contractors may be suspended or debarred for misconduct at the discretion of the government.
There can be no assurance that these factors or others unique to government contracts or the loss or suspension of
necessary regulatory licenses will not reduce our revenues and have a material adverse effect on our future results of
operations and financial condition.

A decline in the U.S. Government defense budget, changes in budgetary priorities or timing of contract awards
may adversely affect our future revenues and limit our growth prospects.

Revenues under contracts with the U.S. Department of Defense (�DoD�), either as a prime contractor or subcontractor to
other contractors, represent a substantial portion of our total revenues. Our operating results could be adversely
affected by spending caps or changes in the budgetary priorities of the U.S. Government or the DoD, as well as delays
in program starts or the award of contracts or task orders under contracts.

An impasse in federal budget decision-making could lead to substantial delays or reductions in federal spending. For
example, as a result of inability of the U.S. Government to reach agreement on budget reduction measures required by
the Budget Control Act of 2011, sequestration triggered substantial automatic spending reductions beginning in
January 2013, divided between defense and domestic spending over a nine-year period. As a result, U.S. Government
funding for certain of our customers may be reduced, delayed or eliminated, which could significantly impact these
customers� demand for our products and services and if so would have a material adverse effect on our business, results
of operations and cash flows. While the future impact of sequestration is uncertain, these automatic across-the-board
budget cuts in sequestration could have significant negative consequences to our business and industry.

In years when Congress does not complete its budget process before the end of its fiscal year (September 30),
government operations are funded through a continuing resolution (CR) that temporarily funds federal agencies.
Recent CRs have generally provided funding at the levels provided in the previous fiscal year and have not authorized
new spending initiatives. When the federal government operates under a CR, delays can occur in the procurement of
products and services. Historically, such delays have not had a material effect on our business; however, should
funding of the federal government by CR be prolonged or extended through the entire government 2014 fiscal year,
and sequestration is not alleviated, it could continue to have significant consequences to our business and our industry.
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Additionally, our business could be seriously affected if the demand for and priority of funding for combat operations
in Afghanistan decreases which may reduce the demand for our services on contracts supporting some operations and
maintenance activities in the Department of Defense or if we experience an increase in set-asides for small businesses,
which could result in our inability to compete directly for prime contracts.
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Our U.S. government contracts may be terminated at any time and may contain other unfavorable provisions.

The U.S. government typically can terminate or modify any of its contracts with us either for its convenience or if we
default by failing to perform under the terms of the applicable contract. A termination arising out of our default could
expose us to liability and have a material adverse effect on our ability to re-compete for future contracts and orders.
Our U.S. government contracts contain provisions that allow the U.S. government to unilaterally suspend us from
receiving new contracts pending resolution of alleged violations of procurement laws or regulations, reduce the value
of existing contracts, issue modifications to a contract and control and potentially prohibit the export of our products,
services and associated materials.

Government agencies routinely audit government contracts. These agencies review a contractor�s performance on its
contract, pricing practices, cost structure and compliance with applicable laws, regulations and standards. If we are
audited, we will not be reimbursed for any costs found to be improperly allocated to a specific contract, while we
would be required to refund any improper costs for which we had already been reimbursed. Therefore, an audit could
result in a substantial adjustment to our revenues. If a government audit uncovers improper or illegal activities, we
may be subject to civil and criminal penalties and administrative sanctions, including termination of contracts,
forfeitures of profits, suspension of payments, fines and suspension or debarment from doing business with United
States government agencies. We could suffer serious reputational harm if allegations of impropriety were made
against us. A governmental determination of impropriety or illegality, or an allegation of impropriety, could have a
material adverse effect on our business, financial condition or results of operations.

We may be liable for penalties under a variety of procurement rules and regulations, and changes in
government regulations could adversely impact our revenues, operating expenses and profitability.

Our defense and commercial businesses must comply with and are affected by various government regulations that
impact our operating costs, profit margins and our internal organization and operation of our businesses. Among the
most significant regulations are the following:

� the U.S. Federal Acquisition Regulations, which regulate the formation, administration and performance of
government contracts;

� the U.S. Truth in Negotiations Act, which requires certification and disclosure of all cost and pricing data in
connection with contract negotiations; and

� the U.S. Cost Accounting Standards, which impose accounting requirements that govern our right to
reimbursement under certain cost-based government contracts.

These regulations affect how we and our customers do business and, in some instances, impose added costs on our
businesses. Any changes in applicable laws could adversely affect the financial performance of the business affected
by the changed regulations. With respect to U.S. government contracts, any failure to comply with applicable laws
could result in contract termination, price or fee reductions or suspension or debarment from contracting with the U.S.
government.

We may not be able to receive or retain the necessary licenses or authorizations required for us to export or
re-export our products, technical data or services, or to transfer technology from foreign sources (including our
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own subsidiaries) and to work collaboratively with them. Denials of such licenses and authorizations could have
a material adverse effect on our business and results of operations.

U.S. regulations concerning export controls require us to screen potential customers, destinations, and technology to
ensure that sensitive equipment, technology and services are not exported in violation of U.S. policy or diverted to
improper uses or users.
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In order for us to export certain products, technical data or services, we are required to obtain licenses from the U.S.
government, often on a transaction-by-transaction basis. These licenses are generally required for the export of the
military versions of our products and technical data and for defense services. We cannot be sure of our ability to
obtain the U.S. government licenses or other approvals required to export our products, technical data and services for
sales to foreign governments, foreign commercial customers or foreign destinations.

In addition, in order for us to obtain certain technical know-how from foreign vendors and to collaborate on
improvements on such technology with foreign vendors, including at times our own foreign subsidiaries, we may need
to obtain U.S. government approval for such collaboration through manufacturing license or technical assistance
agreements approved by U.S. government export control agencies.

The U.S. government has the right, without notice, to revoke or suspend export licenses and authorizations for reasons
of foreign policy, issues over which we have no control.

Failure to receive required licenses or authorizations would hinder our ability to export our products, data and services
and to use some advanced technology from foreign sources. This could have a material adverse effect on our business,
results of operations and financial condition.

Our failure to comply with export control rules could have a material adverse effect on our business.

Our failure to comply with these rules could expose us to significant criminal or civil enforcement action by the U.S.
government, and a conviction could result in denial of export privileges, as well as contractual suspension or
debarment under U.S. government contracts, either of which could have a material adverse effect on our business,
results of operations and financial condition.

Our operating margins may decline under our fixed-price contracts if we fail to estimate accurately the time
and resources necessary to satisfy our obligations.

Some of our contracts are fixed-price contracts under which we bear the risk of any cost overruns. Our profits are
adversely affected if our costs under these contracts exceed the assumptions that we used in bidding for the contract.
Often, we are required to fix the price for a contract before we finalize the project specifications, which increases the
risk that we will misprice these contracts. The complexity of many of our engagements makes accurately estimating
our time and resources more difficult. In the event we fail to estimate our time and resources accurately, our expenses
will increase and our profitability, if any, under such contracts will decrease.

If we are unable to retain our contracts with the U.S. government and subcontracts under U.S. government
prime contracts in the competitive rebidding process, our revenues may suffer.

Upon expiration of a U.S. government contract or subcontract under a U.S. government prime contract, if the
government customer requires further services of the type provided in the contract, there is frequently a competitive
rebidding process. We cannot guarantee that we, or if we are a subcontractor that the prime contractor, will win any
particular bid, or that we will be able to replace business lost upon expiration or completion of a contract. Further, all
U.S. government contracts are subject to protest by competitors. The termination or nonrenewal of several of our
significant contracts could result in considerable revenue shortfalls.

The loss of, or a significant reduction in, U.S. military business would have a material adverse effect on us.
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U.S. military contracts account for a significant portion of our business. The U.S. military funds these contracts in
annual increments. These contracts require subsequent authorization and appropriation that may not occur or that may
be greater than or less than the total amount of the contract. Changes in the U.S. military�s budget, spending allocations
and the timing of such spending could adversely affect our ability to receive future
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contracts. None of our contracts with the U.S. military has a minimum purchase commitment, and the U.S. military
generally has the right to cancel its contracts unilaterally without prior notice. The loss of, or a significant reduction
in, U.S. military business could have a material adverse effect on our business, financial condition, results of
operations and liquidity.

Market-Related Risks

The price of our common stock is volatile.

The market price of our common stock has been volatile in the past and may change rapidly in the future. The
following factors, among others, may cause significant volatility in our stock price:

� announcements by us, our competitors or our customers;
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