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Prospectus Supplement

(To Prospectus dated September 6, 2013)

AROTECH CORPORATION

2,860,000 Shares of Common Stock

We are offering 2,860,000 shares of our common stock, par value $0.01 per share, at a public offering price of $3.50
per share.

Our common stock is listed on The NASDAQ Global Market under the symbol �ARTX.� On July 10, 2014, the last
reported sale price for our common stock on The NASDAQ Global Market was $3.76 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.

Per
Share Total

Price to Public $ 3.500 $ 10,010,000
Underwriting Discounts(1) $ 0.219 $ 625,625
Proceeds, before expenses, to us $ 3.281 $ 9,384,375

(1)
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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 429,000 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 $719,469, and our total proceeds, before
expenses, will be $10,792,031.

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 July 16, 2014.

B. Riley & Co., LLC

The date of this prospectus supplement is July 11, 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

S-4

Edgar Filing: AROTECH CORP - Form 424B5

Table of Contents 11



Table of Contents

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

2,860,000 shares

Over-allotment Option We have granted the underwriter an option to purchase up to 429,000
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*

23,870,056 shares (24,299,056 shares if the underwriter exercises in full
its option to purchase 429,000 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.�

Edgar Filing: AROTECH CORP - Form 424B5

Table of Contents 18



* 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.
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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;

� the introduction of new or enhanced products and services by us or our competitors;

� changes in the perceived ability to commercialize our technology compared to that of our competitors;

� rumors relating to our competitors or us;

� actual or anticipated fluctuations in our operating results;

� the issuance of our securities, including warrants, in connection with financings and acquisitions; and

� general market or economic conditions.
If our shares were to be delisted, our stock price might decline further and we might be unable to raise
additional capital.

One of the continued listing standards for our stock on The Nasdaq Stock Market (both The Nasdaq Global Market,
on which our stock is currently listed, and The Nasdaq Capital Market) is the maintenance of a $1.00 bid price. Our
stock price has periodically traded below $1.00 in the past. If our bid price were to decrease and remain below $1.00
for 30 consecutive business days, Nasdaq could notify us of our failure to meet the continued listing standards, after
which we would have 180 calendar days to correct such failure or be delisted from The Nasdaq Global Market.
Although we would have the opportunity to appeal any potential delisting, there can be no assurances that this appeal
would be resolved favorably. As a result, there can be no assurance that our common stock will remain listed on The
Nasdaq Global Market. If our common stock were to be delisted from The Nasdaq Global Market, we might apply to
be listed on The Nasdaq Capital Market if we then met the initial listing standards of The Nasdaq Capital Market
(other than the $1.00 minimum bid standard). If we were to move to The Nasdaq Capital Market, current Nasdaq
regulations would give us the opportunity to obtain an additional 180-day grace period if we meet certain net income,
stockholders� equity or market capitalization criteria; if at the end of that period we had not yet achieved compliance
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with the minimum bid price rule, we would be subject to delisting from The Nasdaq Capital Market. Although we
would have the opportunity to appeal any potential delisting, there can be no assurances that this appeal would be
resolved favorably. In addition, we may be unable to satisfy the other continued listing requirements. As a result, there
can be no assurance that our common stock will remain listed on The Nasdaq Stock Market.

While our stock would continue to trade on the over-the-counter bulletin board following any delisting from Nasdaq,
any such delisting of our common stock could have an adverse effect on the market price of, and the efficiency of the
trading market for, our common stock. Trading volume of over-the-counter bulletin board stocks has been historically
lower and more volatile than stocks traded on an exchange or The Nasdaq Stock Market. As a result, holders of our
securities could find it more difficult to sell their securities. Also, if in the future we were to determine that we need to
seek additional equity capital, it could have an adverse effect on our ability to raise capital in the public equity
markets.

In addition, if we fail to maintain Nasdaq listing for our securities, and no other exclusion from the definition of a
�penny stock� under the Securities Exchange Act of 1934, as amended, is available, then any
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broker engaging in a transaction in our securities would be required to provide any customer with a risk disclosure
document, disclosure of market quotations, if any, disclosure of the compensation of the broker-dealer and its
salesperson in the transaction and monthly account statements showing the market values of our securities held in the
customer�s account. The bid and offer quotation and compensation information must be provided prior to effecting the
transaction and must be contained on the customer�s confirmation. If brokers become subject to the �penny stock� rules
when engaging in transactions in our securities, they would become less willing to engage in transactions, thereby
making it more difficult for our stockholders to dispose of their shares.

We do not anticipate paying cash dividends.

We currently intend to retain any future earnings for funding growth and, as a result, do not expect to pay any cash
dividends in the foreseeable future. Additionally, our ability to declare dividends should we decide to do so is
restricted by the terms of our debt agreements.

Our certificate of incorporation and bylaws and Delaware law contain provisions that could discourage a
takeover.

Provisions of our amended and restated certificate of incorporation may have the effect of making it more difficult for
a third party to acquire, or of discouraging a third party from attempting to acquire, control of us. These provisions
could limit the price that certain investors might be willing to pay in the future for shares of our common stock. These
provisions:

� divide our board of directors into three classes serving staggered three-year terms;

� only permit removal of directors by stockholders �for cause,� and require the affirmative vote of at least 85%
of the outstanding common stock to so remove; and

� allow us to issue preferred stock without any vote or further action by the stockholders.
The classification system of electing directors and the removal provision may tend to discourage a third-party from
making a tender offer or otherwise attempting to obtain control of us and may maintain the incumbency of our board
of directors, as the classification of the board of directors increases the difficulty of replacing a majority of the
directors. These provisions may have the effect of deferring hostile takeovers, delaying changes in our control or
management, or may make it more difficult for stockholders to take certain corporate actions. The amendment of any
of these provisions would require approval by holders of at least 85% of the outstanding common stock.

Israel-Related Risks

A significant portion of our operations takes place in Israel, and we could be adversely affected by the
economic, political and military conditions in that region.

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 our senior management is located in Beit Shemesh. Although we expect that most
of our sales will continue to be made to customers outside Israel, we are nonetheless directly affected by economic,
political and military conditions in that country. Accordingly, any major hostilities involving Israel or the interruption
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or curtailment of trade between Israel and its present trading partners could have a material adverse effect on our
operations. Since the establishment of the State of Israel in 1948, a number of armed conflicts have taken place
between Israel and its Arab neighbors and a state of hostility, varying in degree and intensity, has led to security and
economic problems for Israel.

Historically, Arab states have boycotted any direct trade with Israel and to varying degrees have imposed a secondary
boycott on any company carrying on trade with or doing business in Israel. Although in October 1994, the states
comprising the Gulf Cooperation Council (Saudi Arabia, the United Arab Emirates, Kuwait, Dubai, Bahrain and
Oman) announced that they would no longer adhere to the secondary boycott against Israel, and
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Israel has entered into certain agreements with Egypt, Jordan, the Palestine Liberation Organization and the
Palestinian Authority, Israel has not entered into any peace arrangement with Syria or Lebanon. Moreover, since
September 2000, there has been a significant deterioration in Israel�s relationship with the Palestinian Authority.
Efforts to resolve the problem have failed to result in an agreeable solution.

In July and August of 2006, Israel was involved in a full-scale armed conflict with Hezbollah, a Lebanese Islamist
Shiite militia group and political party, in southern Lebanon, which involved missile strikes against civilian targets in
northern Israel that resulted in economic losses. On August 14, 2006, a ceasefire was declared relating to that armed
conflict, although it is uncertain whether or not the ceasefire will continue to hold.

Israel withdrew unilaterally from the Gaza Strip and certain areas in northern Samaria in 2005. Thereafter Hamas, an
Islamist terrorist group responsible for many attacks, including missile strikes against Israeli civilian targets, won the
majority of the seats in the Parliament of the Palestinian Authority in January 2006 and took control of the entire Gaza
Strip, by force, in June 2007. Since then, Hamas and other Palestinian movements have launched thousands of
missiles from the Gaza strip into civilian targets in southern Israel. In late 2008, a sharp increase in rocket fire from
Gaza on Israel�s western Negev region, extending as far as 25 miles into Israeli territory and disrupting most
day-to-day civilian activity in the proximity of the border with the Gaza Strip, prompted the Israeli government to
launch military operations against Hamas that lasted approximately three weeks. Israel declared a unilateral ceasefire
in January 2009, which substantially diminished the frequency of, but did not eliminate, Hamas rocket attacks against
Israeli cities. In November 2012, following an increase in rocket attacks and hostile activity originating from the Gaza
Strip, the Israeli government launched an air attack on Hamas. Rockets were fired into Israel extending as far as Tel
Aviv and Jerusalem. After seven days, a ceasefire was agreed to by Israel and Hamas. Since then, rocket attacks have
been significantly reduced, but not totally stopped. There can be no assurance that this period of relative calm will
continue, especially in light of continuing rhetoric between Iran and Israel.

Our Israeli production facilities in the cities of Beit Shemesh and Dimona, are located approximately 27 miles and 38
miles, respectively, from the nearest point of the border with the Gaza Strip. There can be no assurance that Hamas
will not begin to use on a more frequent basis longer-range missiles capable of reaching our facilities, which could
result in a significant disruption of the Israel-based portion of our business. Additionally, recent political events,
including political uprisings, social unrest and regime change, in various countries in the Middle East and North
Africa have weakened the stability of those countries, which could result in extremists coming to power, including in
countries with which Israel has signed peace treaties that may not be respected by extremists. In addition, Iran has
threatened to attack Israel and Israel is reported to be considering a pre-emptive attack on Iran, which is widely
believed to be developing nuclear weapons. Iran is also believed to have a strong influence among extremist groups in
the region, such as Hamas in Gaza and Hezbollah in Lebanon. These situations may potentially escalate in the future
to more violent events which may affect Israel and us. Any major hostilities involving Israel, including as a result of
the military conflicts between the Fatah and Hamas in Gaza Strip, Judea and Samaria, or the interruption or
curtailment of trade between Israel and its present trading partners could have a material adverse effect on our
business, operating results and financial condition.

In addition to the foregoing, since the end of 2010, numerous acts of protest and civil unrest have taken place in
several countries in the Middle East and North Africa, many of which involved significant violence. The civil unrest
in Egypt, which borders Israel, resulted in significant changes to the country�s government. In Syria, also bordering
Israel, large and violent protests against the government are taking place. The ultimate effect of these developments on
the political and security situation in the Middle East and on Israel�s position within the region is not clear at this time.

Service of process and enforcement of civil liabilities on us and our officers may be difficult to obtain.
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We are organized under the laws of the State of Delaware and will be subject to service of process in the United
States. However, approximately 26.9% of our assets are located outside the United States. In addition,
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two of our directors and some of our executive officers are residents of Israel and a portion of the assets of such
directors and executive officers are located outside the United States.

There is doubt as to the enforceability of civil liabilities under the Securities Act of 1933, as amended, and the
Securities Exchange Act of 1934, as amended, in original actions instituted in Israel. As a result, it may not be
possible for investors to enforce or effect service of process upon these directors and executive officers or to
judgments of U.S. courts predicated upon the civil liability provisions of U.S. laws against our assets, as well as the
assets of these directors and executive officers. In addition, awards of punitive damages in actions brought in the U.S.
or elsewhere may be unenforceable in Israel.

Exchange rate fluctuations between the U.S. dollar and the Israeli NIS may negatively affect our earnings.

Although a substantial majority of our revenues and a substantial portion of our expenses are denominated in U.S.
dollars, a portion of our costs, including personnel and facilities-related expenses, is incurred in New Israeli Shekels
(NIS). Inflation in Israel will have the effect of increasing the dollar cost of our operations in Israel, unless it is offset
on a timely basis by a devaluation of the NIS relative to the dollar. In 2013, the inflation-adjusted NIS appreciated
against the dollar.

FORWARD-LOOKING STATEMENTS

When used in this prospectus supplement and the accompanying prospectus, the words �expects,� �anticipates,� �estimates�
and similar expressions identify forward-looking statements. These statements are �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. These statements, which include statements under the caption �Risk Factors� and elsewhere in
this prospectus supplement and the accompanying prospectus, refer to product and technology development; the
uncertainty of the market for our products; changing economic conditions; delay, cancellation or non-renewal, in
whole or in part, of contracts or of purchase orders; and dilution resulting from issuances of our common stock upon
conversion or payment of our outstanding convertible debt, which would be increasingly dilutive if and to the extent
that the market price of our stock decreases. The forward-looking statements also include our expectations concerning
factors affecting the markets for our products.

These forward-looking statements are subject to risks and uncertainties that could cause actual results to differ
materially from the results that we anticipate. These risks and uncertainties include, but are not limited to, those risks
discussed in this prospectus supplement and the accompanying prospectus and in the documents incorporated by
reference herein and therein.

All such forward-looking statements are current only as of the date on which such statements were made. We assume
no obligation to update these forward-looking statements or to update the reasons actual results could differ materially
from the results anticipated in the forward-looking statements.

You should rely only on the information in this prospectus supplement and the accompanying prospectus. We have
not authorized any other person to provide you with different information. If anyone provides you with different or
inconsistent information, you should not rely upon it. You should assume that the information in this prospectus
supplement and the information in the accompanying prospectus was accurate on the respective dates of the front
cover of this prospectus supplement and the accompanying prospectus only. Our business, financial condition, results
of operations and prospects may have since changed.
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USE OF PROCEEDS

We expect to receive net proceeds of approximately $9.2 million from the sale of 2,860,000 shares of our common
stock in this offering, or $10.6 million if the underwriter exercises its over-allotment option in full, based on a public
offering price of $3.50 per share after deducting the estimated expenses related to this offering and the underwriting
discount payable by us.

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, $4.5 million was outstanding under our Term B Loan. The loan accrues interest at
5.5% over LIBOR and matures in May 2019. We used the funds from this loan for a portion of the purchase price for
the acquisition of UEC. We may use a portion of the net proceeds of this offering to prepay a portion of the
outstanding principal and interest under the Term B Loan.

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. Pending their uses, we intend to invest the net proceeds of this offering in interest-bearing
bank accounts or in short-term, interest-bearing, investment-grade securities.

DILUTION

Purchasers of shares of our common stock offered by this prospectus supplement and the accompanying prospectus
will experience an immediate dilution in the net tangible book value of their common stock from the public offering
price of the shares of common stock. The net tangible book value of our common stock as of March 31, 2014 was
$17,032,995, or $0.84 per share. Net tangible book value per share of our common stock is equal to our net tangible
assets (tangible assets less total liabilities) divided by the number of shares of our common stock issued and
outstanding as of March 31, 2014.

Dilution per share represents the difference between the public offering price per share of our common stock and the
adjusted net tangible book value per share of our common stock after giving effect to this offering. After reflecting the
sale of 2,860,000 shares of our common stock offered by us at the public offering price of $3.50 per share, less
underwriting discount and estimated offering expenses, our adjusted net tangible book value per share of our common
stock as of March 31, 2014 would have been $26,267,370 or $1.14 per share. The change represents an immediate
increase in net tangible book value per share of our common stock of $0.30 per share to existing stockholders and an
immediate dilution of $2.36 per share to new investors purchasing the shares of our common stock in this offering.
The following table illustrates this per share dilution:

Public offering price per share of common stock $ 3.50

Net tangible book value per share as of March 31, 2014 $ 0.84
Increase per share attributable to new investors $ 0.30

Adjusted net tangible book value per share as of March 31, 2014 1.14
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Dilution per share to new investors $ 2.36

The foregoing calculations are based on 20,185,408 shares of our common stock outstanding as of March 31, 2014
and do not take into account 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 March 31, 2014.
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DESCRIPTION OF COMMON STOCK

The following summary of the terms of our common stock is subject to and qualified in its entirety by reference to our
charter and by-laws, as amended to date, copies of which are on file with the SEC as exhibits to previous SEC filings.
Please refer to �Additional Information� in the accompanying prospectus for directions on obtaining these documents.

General

Our authorized capital stock consists of 50,000,000 shares of common stock, par value $0.01 per share, and 1,000,000
shares of preferred stock, par value $0.01 per share. As of July 9, 2014, 21,010,056 shares of common stock were
issued and outstanding and no shares of preferred stock were issued and outstanding.

The holders of common stock are entitled to one vote for each share held of record on all matters submitted to a vote
of stockholders. Except as required under Delaware law or the rules of the Nasdaq Global Market, the rights of
stockholders may not be modified otherwise than by a vote of a majority of the shares outstanding. Subject to
preferences that may be applicable to any outstanding shares of preferred stock, the holders of common stock are
entitled to receive ratably any dividends as may be declared by the board of directors out of funds legally available for
the payment of dividends. In the event of our liquidation, dissolution or winding up, the holders of common stock are
entitled to share ratably in all assets, subject to prior distribution rights of the preferred stock, if any, then outstanding.
Holders of common stock have no preemptive rights or rights to convert their common stock into any other securities.
There are no redemption or sinking fund provisions applicable to the common stock. All outstanding shares of
common stock are fully paid and non-assessable.

Transfer Agent and Registrar

The transfer agent and registrar for our common stock is American Stock Transfer and Trust Company.

The NASDAQ Global Market

Our common stock is listed on The NASDAQ Global Market under the symbol �ARTX.�
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UNDERWRITING

Under the terms and subject to the conditions set forth in an underwriting agreement by and between us and B.
Riley & Co., LLC, as the sole underwriter, we have agreed to sell to the underwriter and the underwriter has agreed to
purchase from us, all of the 2,860,000 shares offered hereby.

The underwriting agreement provides that the obligations of the underwriter are subject to certain conditions
precedent such as the receipt by the underwriter of officers� certificates and legal opinions. The underwriting
agreement provides that the underwriter will purchase all of the shares if any of them are purchased. We have agreed
to indemnify the underwriter and certain of its controlling persons against certain liabilities, including liabilities under
the Securities Act, and to contribute to payments that the underwriter may be required to make in respect of those
liabilities.

The underwriter is offering the shares subject to its acceptance of the shares from us and subject to prior sale. The
underwriter reserves the right to withdraw, cancel or modify offers to the public and to reject orders in whole or in
part.

Option to Purchase Additional Shares

We have granted the underwriter an option, exercisable no later than 30 calendar days after the date of the
underwriting agreement, to purchase up to an aggregate of 429,000 additional shares of our common stock at the
public offering price, less the underwriting discounts and commissions set forth on the cover page of this prospectus
supplement and as indicated below. We will be obligated to sell these shares of our common stock to the underwriter
to the extent the over-allotment option is exercised. The underwriter may exercise this option only to cover
over-allotments, if any, made in connection with the sale of our common stock offered by this prospectus supplement.

Commission and Expenses

The underwriter has advised us that it proposes to offer our common stock directly to the public at the offering price
set forth on the cover page of this prospectus supplement. After the offering, the initial public offering price and the
concession to dealers may be reduced by the underwriter. No such reduction will change the amount of proceeds to be
received by us in the offering as set forth on the cover page of this prospectus supplement.

The following table shows the per share and total underwriting discounts and commissions that we will pay to the
underwriter and the proceeds we will receive before expenses. These amounts are shown assuming both no exercise
and full exercise of the underwriter�s option to purchase additional shares of our common stock.

Per Share

Total Without
Over-allotment

Exercise

Total With
Over-allotment

Exercise
Public offering price $ 3.500 $ 10,010,000 $ 11,511,500
Underwriting discounts and
commissions $ 0.219 $ 625,625 $ 719,469
Proceeds to us, before expenses $ 3.281 $ 9,384,375 $ 10,792,031

We have also agreed to reimburse the underwriter for its out-of-pocket expenses, including reasonable fees and
expenses of its legal counsel, up to a maximum of $40,000. We estimate the total offering expenses of this offering
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that will be payable by us, excluding the underwriting discounts and commissions, will be approximately $150,000,
which includes legal costs, various other fees and reimbursement of certain of the underwriter�s expenses.

We have agreed to pay Roth Capital Partners, LLC $100,000 for advisory services provided to us in connection with
the offering.
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No Sales of Similar Securities

We have agreed, subject to specified exceptions, not to directly or indirectly offer, sell, assign, transfer, pledge,
contract to sell, or otherwise dispose of, any shares of our common stock or any securities convertible into or
exercisable or exchangeable for our common stock for 60 days after the date of this prospectus. We have also agreed
not to file any registration statement, preliminary prospectus or prospectus, or any amendment or supplement thereto,
under the Securities Act for any such transaction or which registers, or offers for sale, our common stock or any
securities convertible into or exercisable or exchangeable for our common stock, except for registration statements on
Form S-8 relating to employee benefit plans and registration statements in connection with strategic transactions.

These restrictions terminate after the close of trading of the common shares on and including the 60 days after the date
of this prospectus supplement.

However, subject to certain exceptions, in the event that either:

� during the last 17 days of the 60-day restricted period, we issue an earnings release or material news or a
material event relating to us occurs; or

� prior to the expiration of the 60-day restricted period, we announce that we will release earnings results
during the 16-day period beginning on the last day of the 60-day restricted period;

then in either case the expiration of the 60-day restricted period will be extended until the expiration of the 18-day
period beginning on the date of the issuance of an earnings release or the occurrence of the material news or event, as
applicable, unless B. Riley & Co., LLC waives, in writing, such extension.

B. Riley & Co., LLC may, in its sole discretion and at any time or from time to time before the termination of the
60-day restricted period, without public notice, release all or any portion of the securities subject to lock-up
agreements. There are no existing agreements between the underwriter and us providing consent to the sale of shares
prior to the expiration of the lock-up period.

Listing

Our common stock is traded on The NASDAQ Global Market under the symbol �ARTX�.

Price Stabilization and Short Positions

Until the distribution of the shares of common stock is completed, SEC rules may limit the underwriter from bidding
for and purchasing shares of our common stock.

In connection with this offering, the underwriter may engage in transactions that stabilize, maintain or otherwise make
short sales of our common stock and may purchase our common stock in the open market to cover positions created
by short sales. Short sales involve the sale by the underwriter of a greater number of shares than it is required to
purchase in this offering. The underwriter may close out any short position by purchasing shares in the open market or
exercising its over-allotment option. A short position is more likely to be created if the underwriter is concerned that
there may be downward pressure on the price of the shares in the open market after pricing that could adversely affect
investors who purchase in this offering. The underwriter may also engage in �stabilizing bids,� which are bids for or the
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for the purpose of fixing or maintaining the price of the shares of our common stock.
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The underwriter�s purchases to cover short sales, as well as other purchases by the underwriter for its own account, and
stabilizing bids may have the effect of raising or maintaining the market price of our shares or preventing or retarding
a decline in the market price of our shares. As a result, the price of our shares may be higher than the price that might
otherwise exist in the open market.

In connection with this offering, the underwriter may also engage in passive market making transactions in our
common stock on The NASDAQ Global Market in accordance with Rule 103 of Regulation M during a period before
the commencement of offers or sales of shares of our common stock in this offering and extending through the
completion of distribution. A passive market maker must display its bid at a price not in excess of the highest
independent bid of that security. However, if all independent bids are lowered below the passive market maker�s bid,
that bid must then be lowered when specified purchase limits are exceeded.

Neither we, nor the underwriter, make any representation or prediction as to the direction or magnitude of any effect
that the transactions described above may have on the price of our common stock. In addition, neither we nor the
underwriter makes any representation that the underwriter will engage in these transactions or that any transaction, if
commenced, will not be discontinued without notice.

Electronic Distribution

A prospectus supplement in electronic format may be made available by e-mail or on the websites or through online
services maintained by the underwriter or its affiliates. In those cases, prospective investors may view offering terms
online and may be allowed to place orders online. The underwriter may agree with us to allocate a specific number of
shares for sale to online brokerage account holders. Any such allocation for online distributions will be made by the
underwriter on the same basis as other allocations. Other than the prospectus supplement in electronic format, the
information on the underwriter�s website and any information contained on any other website maintained by the
underwriter is not part of this prospectus supplement, has not been approved and/or endorsed by us or the underwriter
and should not be relied upon by investors.

Affiliations

The underwriter or its affiliates have in the past performed, and may in the future perform, investment banking,
brokerage and other financial services for us or our affiliates for which they received, or will receive, advisory or
transaction fees, as applicable, plus out-of-pocket expenses, of the nature and in the amounts customary in the industry
for these financial services.

LEGAL MATTERS

The validity of the securities we are offering will be passed upon by Lowenstein Sandler LLP, New York, New York.
Loeb & Loeb LLP, Los Angeles, California, is counsel for the underwriter.

EXPERTS

The financial statements and schedule as of December 31, 2013 and 2012 and for each of the years then ended
incorporated by reference in this prospectus supplement have been so incorporated in reliance on the report of BDO
USA, LLP, an independent registered public accounting firm, incorporated herein by reference, given on the authority
of said firm as experts in auditing and accounting.
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The financial statements of UEC Electronics, LLC as of December 31, 2013 and 2012 and for each of the years then
ended incorporated by reference in this prospectus supplement have been so incorporated in reliance on the report of
Moore Beauston & Woodham LLP, an independent registered public accounting firm, incorporated herein by
reference, given on the authority of said firm as experts in auditing and accounting.
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INCORPORATION OF CERTAIN INFORMATION BY REFERENCE

The SEC allows us to �incorporate by reference� information that we file with it into this prospectus supplement, which
means that we can disclose important information to you by referring you to those documents. The information
incorporated by reference is an important part of this prospectus supplement. The information incorporated by
reference is considered to be a part of this prospectus supplement, and information that we file later with the SEC will
automatically update and supersede information contained in this prospectus supplement and any accompanying
prospectus.

We incorporate by reference the documents listed below that we have previously filed with the SEC:

� our Annual Report on Form 10-K for the fiscal year ended December 31, 2013 filed with the SEC on
March 31, 2014;

� our Quarterly Report on Form 10-Q for the fiscal quarter ended March 31, 2014 filed with the SEC on
May 15, 2014;

� our Current Reports on Forms 8-K (and amendments thereto) filed with the SEC on January 14,
2014, April 1, 2014 and May 15, 2014 (excluding any information furnished in such reports under exhibits
99.1 and 99.2 thereto);

� our Definitive Proxy Statement on Schedule 14A filed with the SEC on July 1, 2014; and

� the description of our common stock contained in the Registration Statement on Form 8-A,
File No. 0-23336, as filed with the SEC on February 2, 1994.

All reports and other documents that we file with the SEC under Sections 13(a), 13(c), 14 or 15(d) of the Exchange
Act after the date of this prospectus supplement but before the termination of the offering of the securities hereunder
will also be considered to be incorporated by reference into this prospectus supplement from the date of the filing of
these reports and documents, and will supersede the information herein; provided, however, that all reports that we
�furnish� to the SEC, including any information furnished pursuant to Item 2.02 or Item 7.01 of our current reports on
Form 8-K, will not be considered incorporated by reference into this prospectus supplement unless or except to the
extent specified in such current reports. We undertake to provide without charge to each person who receives a copy
of this prospectus supplement, upon written or oral request, a copy of all of the preceding documents that are
incorporated by reference (other than exhibits, unless the exhibits are specifically incorporated by reference into these
documents). You may request a copy of these materials in the manner set forth under the heading �Additional
Information� in the accompanying prospectus.
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Corporation

$25,000,000

Common Stock

Preferred Stock

Warrants

Debt Securities

Units

We may offer, issue and sell from time to time together or separately, in one or more offerings, any combination of
(i) our common stock, (ii) our preferred stock, which we may issue in one or more series, (iii) warrants, (iv) senior or
subordinated debt securities and (v) units. The debt securities may consist of debentures, notes, or other types of debt.
The debt securities, preferred stock and warrants may be convertible into, or exercisable or exchangeable for, common
or preferred stock or other securities of ours. The preferred stock may be represented by depositary shares. The units
may consist of any combination of the securities listed above.

The aggregate public offering price of the securities that we are offering will not exceed $25,000,000. We will offer
the securities in an amount and on terms that market conditions will determine at the time of the offering. Our
common stock is listed on the Nasdaq Global Market under the symbol �ARTX.� The last reported sale price for our
common stock on August 21, 2013 as quoted on the Nasdaq Global Market was $2.04 per share. We have no preferred
stock, warrants, debt securities or units listed on any market. So long as the aggregate market value of our outstanding
voting and non-voting common equity held by non-affiliates remains below $75.0 million, we will not sell our
securities in primary offerings under one or more registration statements filed pursuant to General Instruction I.B.6 of
Form S-3 where the aggregate market value of such securities sold in such offerings exceeds one-third of the
aggregate market value of the voting and non-voting common equity held by our non-affiliates in any twelve-month
period.

Investing in our securities involves risk. You should carefully consider the risks that we have described under
the section captioned �Risk Factors� in this prospectus on page 6 before buying our Securities.

We will provide you with the specific terms of the particular securities being offered in supplements to this
prospectus. You should read this prospectus and any supplement, together with additional information described under
the headings �Additional Information� and �Incorporation of Certain Information by Reference,� carefully before you
invest. This prospectus may not be used to sell securities unless accompanied by a prospectus supplement.

We will sell these securities directly to our stockholders or to purchasers or through agents on our behalf or through
underwriters or dealers as designated from time to time. If any agents or underwriters are involved in the sale of any of
these securities, the applicable prospectus supplement will provide the names of the agents or underwriters and any
applicable fees, commissions or discounts.
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Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved of these securities or determined if this prospectus is truthful or complete. Any representation to
the contrary is a criminal offense.

The date of this prospectus is September 6, 2013
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Unless the context otherwise requires, references to us refer to Arotech Corporation and its subsidiaries.

You may only rely on the information contained in this prospectus or that we have referred you to. We have not
authorized anyone to provide you with different information. This prospectus does not constitute an offer to sell or a
solicitation of an offer to buy any securities other than the securities offered by this prospectus. This prospectus and
any future prospectus supplement do not constitute an offer to sell or a solicitation of an offer to buy any securities in
any circumstances in which such offer or solicitation is unlawful. Neither the delivery of this prospectus or any
prospectus supplement nor any sale made hereunder shall, under any circumstances, create any implication that there
has been no change in our affairs since the date of this prospectus or such prospectus supplement or that the
information contained by reference to this prospectus or any prospectus supplement is correct as of any time after its
date.
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ABOUT THIS PROSPECTUS

This prospectus is part of a registration statement that we filed with the Securities and Exchange Commission (�SEC�)
using a �shelf� registration process. Under this shelf registration process, we may from time to time offer and sell, in one
or more offerings, any or all of the securities described in this prospectus, separately or together, up to an aggregate
initial offering price of $25,000,000. This prospectus provides you with a general description of our securities being
offered. When we issue the shares being offered by this prospectus, we will provide a prospectus supplement that will
contain specific information about the terms of that offering. The prospectus supplement may also add, update or
change information contained in this prospectus. You should read both this prospectus and any prospectus supplement
together with additional information described under the heading �Additional Information� and �Incorporation of Certain
Information by Reference.�

1
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PROSPECTUS SUMMARY

The following summary highlights some information from this prospectus. It is not complete and does not contain all
of the information that you should consider before making an investment decision. You should read this entire
prospectus, including the �Risk Factors� section beginning on page 7, the financial statements and related notes and the
other more detailed information appearing elsewhere or incorporated by reference in this prospectus. Unless otherwise
indicated, �we,� �us,� �our� and similar terms refer to Arotech Corporation and its subsidiaries.

Electric Fuel® is a registered trademark and Arotech� is a trademark of Arotech Corporation, formerly known as
Electric Fuel Corporation. All company and product names mentioned may be trademarks or registered trademarks of
their respective holders.

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 (both 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 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 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
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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).

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 have generally operated at a loss since our inception, including
during 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
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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;

� 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 7, and we urge investors to review this section carefully.

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 2012 and 2011, revenues from our Training and
Simulation Division were approximately $59.3 million and $42.9 million, respectively.

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.
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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 2012, our Vehicle Simulations group accounted for approximately 8.8% 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.
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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 2012, our Military Operations group
(including VCTS) accounted for 78.0% of our Training and Simulation Division�s revenues. Our VCTS project
accounted for 56.0 % 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 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 2012, our
Use of Force group accounted for 9.8% of our Training and Simulation Division�s revenues.

Battery and Power Systems Division

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 2012 and 2011, revenues from our Battery and
Power Systems Division were approximately $20.8 million and $19.3 million, respectively.

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
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high energy density, and reducing battery weight soldiers carry by up to 30%. The batteries

4

Edgar Filing: AROTECH CORP - Form 424B5

Table of Contents 65



Table of Contents

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

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 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.

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 home offices and facilities are located in Ann Arbor, Michigan, Royal Oak, Michigan and
Orlando, Florida. The facilities of EFB are located in Auburn, Alabama.
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RISK FACTORS

An investment in our securities involves a high degree of risk. You should carefully consider the following risk
factors and other information in this prospectus in addition to our financial statements before investing in our
securities. In addition to the following risks, there may also be risks that we do not yet know of or that we currently
think are immaterial that may also impair our business operations. The trading price of our securities could
decline due to any of these risks, and you may lose all or part of your investment.

The following factors, among others, could cause actual results to differ materially from those contained in
forward-looking statements made in this prospectus and presented elsewhere by management from time to time.

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 the initial public offering of our common stock in February 1994; subsequent 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 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 June 30, 2013, we had an accumulated deficit (including
discontinued operations) of approximately $183.4 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 and to pay our outstanding debt as it comes due. 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 along with a lending commitment from a new lender should
be sufficient to satisfy our current estimated cash requirements for 2013. 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.
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Our bank and other indebtedness (short and long term) totaled approximately $11.2 million as of June 30, 2013 (not
including trade payables, other account payables, seller-financed mortgages, capital leases, and accrued severance
pay), of which $12.0 million was bank working capital lines of credit. In addition, we may
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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;

� 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.

Failure to comply with the terms of our indebtedness could result in a default that could have material adverse
consequences for us.

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. 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. The new credit agreement also contains
certain covenants for 2013, which are measured on a rolling twelve-month basis, limiting the Maximum Increase in
Net Advance to Affiliates to less than 90% of EBITDA and meeting a Fixed Charge Coverage Ratio of not less than
1.1 to 1.0.

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:
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� 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 June 30, 2013, we had recorded goodwill of $30.8 million and any future impairment of goodwill or other
intangible assets may have a significant impact on earnings. Goodwill is not amortized, but is tested for
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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 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, 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 will impose 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.

Edgar Filing: AROTECH CORP - Form 424B5

Table of Contents 72



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.
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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
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.

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 and the general managers of our Epsilor-EFL
subsidiary and the loss of the services of either or both 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. 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
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generate sufficient internal cash flows or access credit at reasonable rates to meet future operating expenses, service
debt and fund capital expenditures.

9

Edgar Filing: AROTECH CORP - Form 424B5

Table of Contents 75



Table of Contents

We face risks related to the current credit crisis.

Disruption in credit markets may impact demand for our products and services, as well as our ability to manage
normal relationships with our customers, suppliers and creditors. Tighter credit markets could result in supplier or
customer disruptions.

The potential bankruptcy of certain suppliers could leave us exposed to certain risks of collection of outstanding
receivables. If any of our suppliers declare bankruptcy, this could have a material adverse effect on our business,
financial condition and results of operations.

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
2012 and 2011, 20.4% and 26.7%, 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
other trade and monetary policies could adversely affect our sales to international customers. See also �Israel-Related
Risks,� below.

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 Training and Simulation Division�s 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.
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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.

In August 2011, Congress enacted the Budget Control Act of 2011 (the �Budget Control Act�) which, while raising the
existing statutory limit on the amount of permissible federal debt, also committed the U.S. government to significantly
reducing the federal deficit over ten years. The Budget Control Act established caps
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on discretionary spending through 2021, reducing federal spending by approximately $940 billion relative to the fiscal
year 2012 Presidential Budget submission. It also established a Joint Committee of Congress (the �Joint Committee�)
that was responsible for identifying an additional $1.2 to $1.5 trillion in deficit reductions by November 23, 2011. The
Joint Committee was unable to identify the additional deficit reductions by this deadline thereby triggering a second
provision of the Budget Control Act called �sequestration,� which calls for very substantial automatic spending cuts split
between defense and non-defense programs originally scheduled to start in January 2013 and continue over a
nine-year period. While the sequestration that was scheduled to begin in January 2013 has been deferred until March
2013, and members of Congress are discussing various options to prevent or further defer sequestration and the
automatic spending cuts scheduled to begin in March 2013, we cannot predict whether any such efforts will succeed.

While the impact of sequestration is yet to be determined, automatic across-the-board cuts would approximately
double the $487 billion top-line reduction already reflected in the defense funding over a ten-year period, with a $52
billion reduction occurring in the government�s fiscal year 2013. The resulting automatic across-the-board budget cuts
in sequestration could have significant consequences to our business and industry. While it is unclear whether
sequestration will occur and what the exact impact of it would be, we are continuously reviewing our operations in an
attempt to identify those programs that could be at risk so that we can make appropriate contingency plans. These or
other factors could result in a significant decline in, or redirection of, current and future budgets and could adversely
affect our operating performance, including the possible loss of revenue and reduction in our operating cash flow.

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:
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� 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
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.

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.
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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,
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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.

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 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. We manufacture for the U.S. batteries for communications devices. The
loss of, or a significant reduction in, U.S. military business for our batteries 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;

� the introduction of new or enhanced products and services by us or our competitors;

� changes in the perceived ability to commercialize our technology compared to that of our competitors;

� rumors relating to our competitors or us;

� actual or anticipated fluctuations in our operating results;

Edgar Filing: AROTECH CORP - Form 424B5

Table of Contents 82



� the issuance of our securities, including warrants, in connection with financings and acquisitions; and

� general market or economic conditions.
If our shares were to be delisted, our stock price might decline further and we might be unable to raise additional
capital.

One of the continued listing standards for our stock on the Nasdaq Stock Market (both the Nasdaq Global Market, on
which our stock is currently listed, and the Nasdaq Capital Market) is the maintenance of a $1.00 bid price. Our stock
price has periodically traded below $1.00 in the recent past. If our bid price were to decrease and remain below $1.00
for 30 consecutive business days, Nasdaq could notify us of our failure to meet the continued
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listing standards, after which we would have 180 calendar days to correct such failure or be delisted from the Nasdaq
Global Market. Although we would have the opportunity to appeal any potential delisting, there can be no assurances
that this appeal would be resolved favorably. As a result, there can be no assurance that our common stock will remain
listed on the Nasdaq Global Market. If our common stock were to be delisted from the Nasdaq Global Market, we
might apply to be listed on the Nasdaq Capital Market if we then met the initial listing standards of the Nasdaq Capital
Market (other than the $1.00 minimum bid standard). If we were to move to the Nasdaq Capital Market, current
Nasdaq regulations would give us the opportunity to obtain an additional 180-day grace period if we meet certain net
income, stockholders� equity or market capitalization criteria; if at the end of that period we had not yet achieved
compliance with the minimum bid price rule, we would be subject to delisting from the Nasdaq Capital Market.
Although we would have the opportunity to appeal any potential delisting, there can be no assurances that this appeal
would be resolved favorably. In addition, we may be unable to satisfy the other continued listing requirements. As a
result, there can be no assurance that our common stock will remain listed on the Nasdaq Stock Market.

While our stock would continue to trade on the over-the-counter bulletin board following any delisting from the
Nasdaq, any such delisting of our common stock could have an adverse effect on the market price of, and the
efficiency of the trading market for, our common stock. Trading volume of over-the-counter bulletin board stocks has
been historically lower and more volatile than stocks traded on an exchange or the Nasdaq Stock Market. As a result,
holders of our securities could find it more difficult to sell their securities. Also, if in the future we were to determine
that we need to seek additional equity capital, it could have an adverse effect on our ability to raise capital in the
public equity markets.

In addition, if we fail to maintain Nasdaq listing for our securities, and no other exclusion from the definition of a
�penny stock� under the Securities Exchange Act of 1934, as amended, is available, then any broker engaging in a
transaction in our securities would be required to provide any customer with a risk disclosure document, disclosure of
market quotations, if any, disclosure of the compensation of the broker-dealer and its salesperson in the transaction
and monthly account statements showing the market values of our securities held in the customer�s account. The bid
and offer quotation and compensation information must be provided prior to effecting the transaction and must be
contained on the customer�s confirmation. If brokers become subject to the �penny stock� rules when engaging in
transactions in our securities, they would become less willing to engage in transactions, thereby making it more
difficult for our stockholders to dispose of their shares.

We do not anticipate paying cash dividends .

We currently intend to retain any future earnings for funding growth and, as a result, do not expect to pay any cash
dividends in the foreseeable future. Additionally, our ability to declare dividends should we decide to do so is
restricted by the terms of our debt agreements.

Our certificate of incorporation and bylaws and Delaware law contain provisions that could discourage a takeover.

Provisions of our amended and restated certificate of incorporation may have the effect of making it more difficult for
a third party to acquire, or of discouraging a third party from attempting to acquire, control of us. These provisions
could limit the price that certain investors might be willing to pay in the future for shares of our common stock. These
provisions:

� divide our board of directors into three classes serving staggered three-year terms;
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of the outstanding common stock to so remove; and

� allow us to issue preferred stock without any vote or further action by the stockholders.
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The classification system of electing directors and the removal provision may tend to discourage a third-party from
making a tender offer or otherwise attempting to obtain control of us and may maintain the incumbency of our board
of directors, as the classification of the board of directors increases the difficulty of replacing a majority of the
directors. These provisions may have the effect of deferring hostile takeovers, delaying changes in our control or
management, or may make it more difficult for stockholders to take certain corporate actions. The amendment of any
of these provisions would require approval by holders of at least 85% of the outstanding common stock.

Israel-Related Risks

A significant portion of our operations takes place in Israel, and we could be adversely affected by the economic,
political and military conditions in that region.

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 our senior management is located in Beit Shemesh. Although we expect that most
of our sales will continue to be made to customers outside Israel, we are nonetheless directly affected by economic,
political and military conditions in that country. Accordingly, any major hostilities involving Israel or the interruption
or curtailment of trade between Israel and its present trading partners could have a material adverse effect on our
operations. Since the establishment of the State of Israel in 1948, a number of armed conflicts have taken place
between Israel and its Arab neighbors and a state of hostility, varying in degree and intensity, has led to security and
economic problems for Israel.

Historically, Arab states have boycotted any direct trade with Israel and to varying degrees have imposed a secondary
boycott on any company carrying on trade with or doing business in Israel. Although in October 1994, the states
comprising the Gulf Cooperation Council (Saudi Arabia, the United Arab Emirates, Kuwait, Dubai, Bahrain and
Oman) announced that they would no longer adhere to the secondary boycott against Israel, and Israel has entered into
certain agreements with Egypt, Jordan, the Palestine Liberation Organization and the Palestinian Authority, Israel has
not entered into any peace arrangement with Syria or Lebanon. Moreover, since September 2000, there has been a
significant deterioration in Israel�s relationship with the Palestinian Authority. Efforts to resolve the problem have
failed to result in an agreeable solution.

In July and August of 2006, Israel was involved in a full-scale armed conflict with Hezbollah, a Lebanese Islamist
Shiite militia group and political party, in southern Lebanon, which involved missile strikes against civilian targets in
northern Israel that resulted in economic losses. On August 14, 2006, a ceasefire was declared relating to that armed
conflict, although it is uncertain whether or not the ceasefire will continue to hold.

Israel withdrew unilaterally from the Gaza Strip and certain areas in northern Samaria in 2005. Thereafter Hamas, an
Islamist terrorist group responsible for many attacks, including missile strikes against Israeli civilian targets, won the
majority of the seats in the Parliament of the Palestinian Authority in January 2006 and took control of the entire Gaza
Strip, by force, in June 2007. Since then, Hamas and other Palestinian movements have launched thousands of
missiles from the Gaza strip into civilian targets in southern Israel. In late 2008, a sharp increase in rocket fire from
Gaza on Israel�s western Negev region, extending as far as 25 miles into Israeli territory and disrupting most
day-to-day civilian activity in the proximity of the border with the Gaza Strip, prompted the Israeli government to
launch military operations against Hamas that lasted approximately three weeks. Israel declared a unilateral ceasefire
in January 2009, which substantially diminished the frequency of, but did not eliminate, Hamas rocket attacks against
Israeli cities. In November 2012, following an increase in rocket attacks and hostile activity originating from the Gaza
Strip, the Israeli government launched an air attack on Hamas. Rockets were fired into Israel extending as far as Tel
Aviv and Jerusalem. After seven days, a ceasefire was agreed to by Israel and Hamas. Since then, rocket attacks have
been significantly reduced, but not totally stopped. There can be no assurance that this period of relative calm will
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Our Israeli production facilities in the cities of Beit Shemesh and Dimona, are located approximately 27 miles and 38
miles, respectively, from the nearest point of the border with the Gaza Strip. There can be no assurance that Hamas
will not begin to use on a more frequent basis longer-range missiles capable of reaching our facilities, which could
result in a significant disruption of the Israel-based portion of our business. Additionally, recent political events,
including political uprisings, social unrest and regime change, in various countries in the Middle East and North
Africa have weakened the stability of those countries, which could result in extremists coming to power, including in
countries with which Israel has signed peace treaties that may not be respected by extremists. In addition, Iran has
threatened to attack Israel and is widely believed to be developing nuclear weapons. Iran is also believed to have a
strong influence among extremist groups in the region, such as Hamas in Gaza and Hezbollah in Lebanon. This
situation may potentially escalate in the future to violent events which may affect Israel and us. Any major hostilities
involving Israel, including as a result of the military conflicts between the Fatah and Hamas in Gaza Strip, Judea and
Samaria, or the interruption or curtailment of trade between Israel and its present trading partners could have a
material adverse effect on our business, operating results and financial condition.

In addition to the foregoing, since the end of 2010, numerous acts of protest and civil unrest have taken place in
several countries in the Middle East and North Africa, many of which involved significant violence. The civil unrest
in Egypt, which borders Israel, resulted in significant changes to the country�s government. In Syria, also bordering
Israel, large and violent protests against the government are taking place. The ultimate effect of these developments on
the political and security situation in the Middle East and on Israel�s position within the region is not clear at this time.

Service of process and enforcement of civil liabilities on us and our officers may be difficult to obtain.

We are organized under the laws of the State of Delaware and will be subject to service of process in the United
States. However, approximately 26.9% of our assets are located outside the United States. In addition, two of our
directors and some of our executive officers are residents of Israel and a portion of the assets of such directors and
executive officers are located outside the United States.

There is doubt as to the enforceability of civil liabilities under the Securities Act of 1933, as amended, and the
Securities Exchange Act of 1934, as amended, in original actions instituted in Israel. As a result, it may not be
possible for investors to enforce or effect service of process upon these directors and executive officers or to
judgments of U.S. courts predicated upon the civil liability provisions of U.S. laws against our assets, as well as the
assets of these directors and executive officers. In addition, awards of punitive damages in actions brought in the U.S.
or elsewhere may be unenforceable in Israel.

Exchange rate fluctuations between the U.S. dollar and the Israeli NIS may negatively affect our earnings.

Although a substantial majority of our revenues and a substantial portion of our expenses are denominated in U.S.
dollars, a portion of our costs, including personnel and facilities-related expenses, is incurred in New Israeli Shekels
(NIS). Inflation in Israel will have the effect of increasing the dollar cost of our operations in Israel, unless it is offset
on a timely basis by a devaluation of the NIS relative to the dollar. In 2012, the inflation-adjusted NIS appreciated
against the dollar.

FORWARD - LOOKING STATEMENTS

When used in this prospectus, the words �expects,� �anticipates,� �estimates� and similar expressions identify
forward-looking statements. These statements are �forward-looking� statements within the meaning of Section 27A of
the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. These statements, which include
statements under the caption �Risk Factors� and elsewhere in this prospectus, refer to product and technology
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dilution resulting from issuances of our common stock upon conversion or payment of our outstanding convertible
debt, which would be increasingly dilutive if and to the extent that the market price of our stock decreases. The
forward-looking statements also include our expectations concerning factors affecting the markets for our products.

These forward-looking statements are subject to risks and uncertainties that could cause actual results to differ
materially from the results that we anticipate. These risks and uncertainties include, but are not limited to, those risks
discussed in this prospectus and in the documents incorporated by reference in this prospectus.

All such forward-looking statements are current only as of the date on which such statements were made. We assume
no obligation to update these forward-looking statements or to update the reasons actual results could differ materially
from the results anticipated in the forward-looking statements.

You should rely only on the information in this prospectus. We have not authorized any other person to provide you
with different information. If anyone provides you with different or inconsistent information, you should not rely upon
it. You should assume that the information in this prospectus was accurate on the date of the front cover of this
prospectus only. Our business, financial condition, results of operations and prospects may have changed since that
date.

USE OF PROCEEDS

Unless we inform you otherwise in the prospectus supplement, we will use the net proceeds from the sale of the
securities offered by this prospectus and the exercise price from the exercise of any convertible securities, if any, for
general corporate purposes, which may include funding research, development and product manufacturing,
acquisitions or investments in businesses, products or technologies that are complementary to our own, increasing our
working capital, reducing indebtedness, and capital expenditures. Pending their uses, we intend to invest the net
proceeds of this offering in interest-bearing bank accounts or in short-term, interest-bearing, investment-grade
securities.

THE SECURITIES WE MAY OFFER

General

The descriptions of the securities contained in this prospectus, together with the applicable prospectus supplements,
summarize all the material terms and provisions of the various types of securities that we may offer. We will describe
in the applicable prospectus supplement relating to any securities the particular terms of the securities offered by that
prospectus supplement. If we indicate in the applicable prospectus supplement, the terms of the securities may differ
from the terms we have summarized below. We will also include in the prospectus supplement information, where
applicable, about material United States federal income tax considerations relating to the securities, and the securities
exchange, if any, on which the securities will be listed.

We may sell from time to time, in one or more offerings:

� common stock;

� preferred stock;
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In this prospectus, we refer to the common stock, preferred stock, debt securities, warrants and units collectively as
�securities.� The total dollar amount of all securities that we may sell will not exceed $25,000,000.

If we issue debt securities at a discount from their original stated principal amount, then, for purposes of calculating
the total dollar amount of all securities issued under this prospectus, we will treat the initial offering price of the debt
securities as the total original principal amount of the debt securities.

This prospectus may not be used to consummate a sale of securities unless it is accompanied by a prospectus
supplement.

DESCRIPTION OF CAPITAL STOCK

General

Our authorized capital stock consists of 50,000,000 shares of common stock, par value $0.01 per share, and 1,000,000
shares of preferred stock, par value $0.01 per share. As of August 22, 2013, 16,089,553 shares of common stock were
issued and outstanding and no shares of preferred stock were issued and outstanding.

The additional shares of our authorized stock available for issuance might be issued at times and under circumstances
so as to have a dilutive effect on earnings per share and on the equity ownership of the holders of our common stock.
The ability of our board of directors to issue additional shares of stock could enhance the board�s ability to negotiate on
behalf of the stockholders in a takeover situation but could also be used by the board to make a change-in-control
more difficult, thereby denying stockholders the potential to sell their shares at a premium and entrenching current
management. The following description is a summary of the material provisions of our capital stock. You should refer
to our amended and restated certificate of incorporation, as amended, and bylaws, both of which are on file with the
SEC as exhibits to previous SEC filings, for additional information. The summary below is qualified by provisions of
applicable law.

Common Stock

The holders of common stock are entitled to one vote for each share held of record on all matters submitted to a vote
of stockholders. Except as required under Delaware law or the rules of the Nasdaq Global Market, the rights of
stockholders may not be modified otherwise than by a vote of a majority of the shares outstanding. Subject to
preferences that may be applicable to any outstanding shares of preferred stock, the holders of common stock are
entitled to receive ratably any dividends as may be declared by the board of directors out of funds legally available for
the payment of dividends. In the event of our liquidation, dissolution or winding up, the holders of common stock are
entitled to share ratably in all assets, subject to prior distribution rights of the preferred stock, if any, then outstanding.
Holders of common stock have no preemptive rights or rights to convert their common stock into any other securities.
There are no redemption or sinking fund provisions applicable to the common stock. All outstanding shares of
common stock are fully paid and non-assessable.

Transfer Agent and Registrar

The transfer agent and registrar for our common stock is American Stock Transfer and Trust Company.

Preferred Stock

Edgar Filing: AROTECH CORP - Form 424B5

Table of Contents 92



Our board of directors has the authority, within the limitations and restrictions stated in our amended and restated
certificate of incorporation and without stockholder approval, to provide by resolution for the issuance of shares of
preferred stock, and to fix the rights, preferences, privileges and restrictions thereof, including dividend
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rights, conversion rights, voting rights, terms of redemption, liquidation preference and the number of shares
constituting any series of the designation of such series. The issuance of preferred stock could have the effect of
decreasing the market price of the common stock, impeding or delaying a possible takeover and adversely affecting
the voting and other rights of the holders of our common stock.

If we offer a specific series of preferred stock under this prospectus, we will describe the terms of the preferred stock
in the prospectus supplement for such offering and will file a copy of the certificate establishing the terms of the
preferred stock with the SEC. To the extent required, this description will include:

� the title and stated value;

� the number of shares offered, the liquidation preference per share and the purchase price;

� the dividend rate(s), period(s) and/or payment date(s), or method(s) of calculation for such dividends;

� whether dividends will be cumulative or non-cumulative and, if cumulative, the date from which dividends
will accumulate;

� the procedures for any auction and remarketing, if any;

� the provisions for a sinking fund, if any;

� the provisions for redemption, if applicable;

� any listing of the preferred stock on any securities exchange or market;

� whether the preferred stock will be convertible into our common stock, and, if applicable, the conversion
price (or how it will be calculated) and conversion period;

� whether the preferred stock will be exchangeable into debt securities, and, if applicable, the exchange price
(or how it will be calculated) and exchange period;

� voting rights, if any, of the preferred stock;

�
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a discussion of any material and/or special U.S. federal income tax considerations applicable to the preferred
stock;

� the relative ranking and preferences of the preferred stock as to dividend rights and rights upon liquidation,
dissolution or winding up of the affairs of Arotech; and

� any material limitations on issuance of any class or series of preferred stock ranking senior to or on a parity
with the series of preferred stock as to dividend rights and rights upon liquidation, dissolution or winding up
of Arotech.

Transfer Agent and Registrar

The transfer agent and registrar for any series or class of preferred stock will be set forth in each applicable prospectus
supplement.

Certain Charter Provisions

Provisions of our amended and restated certificate of incorporation may have the effect of making it more difficult for
a third party to acquire, or of discouraging a third party from attempting to acquire, control of us. These provisions
could limit the price that certain investors might be willing to pay in the future for shares of our common stock. These
provisions:

� divide our board of directors into three classes serving staggered three-year terms;

� only permit removal of directors by stockholders �for cause,� and require the affirmative vote of at least 85%
of the outstanding common stock to so remove; and

� allow us to issue preferred stock without any vote or further action by the stockholders.
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The classification system of electing directors and the removal provision may tend to discourage a third-party from
making a tender offer or otherwise attempting to obtain control of us and may maintain the incumbency of our board
of directors, as the classification of the board of directors increases the difficulty of replacing a majority of the
directors. These provisions may have the effect of deferring hostile takeovers, delaying changes in our control or
management, or may make it more difficult for stockholders to take certain corporate actions. The amendment of any
of these provisions would require approval by holders of at least 85% of the outstanding common stock.

DESCRIPTION OF STOCK WARRANTS

We may issue, together with common or preferred stock as units or separately, warrants for the purchase of shares of
our common or preferred stock. The terms of each warrant will be discussed in the applicable prospectus supplement
relating to the particular series of warrants. The form(s) of certificate representing the warrants and/or the warrant
agreement, will be, in each case, filed with the SEC as an exhibit to a document incorporated by reference in the
registration statement of which this prospectus is a part on or prior to the date of any prospectus supplement relating to
an offering of the particular warrant. The following summary of material provisions of the warrants and the warrant
agreements are subject to, and qualified in their entirety by reference to, all the provisions of the warrant agreement
and warrant certificate applicable to a particular series of warrants.

The prospectus supplement relating to any series of warrants that are offered by this prospectus will describe, among
other things, the following terms to the extent they are applicable to that series of warrants:

� the procedures and conditions relating to the exercise of the warrants;

� the number of shares of our common or preferred stock, if any, issued with the warrants;

� the date, if any, on and after which the warrants and any related shares of our common or preferred stock
will be separately transferable;

� the offering price of the warrants, if any;

� the number of shares of our common or preferred stock which may be purchased upon exercise of the
warrants and the price or prices at which the shares may be purchased upon exercise;

� the date on which the right to exercise the warrants will begin and the date on which the right will expire;

� a discussion of the material United States federal income tax considerations applicable to the exercise of the
warrants;

� anti-dilution provisions of the warrants, if any;
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� call provisions of the warrants, if any; and

� any other material terms of the warrants.
Each warrant may entitle the holder to purchase for cash, or, in limited circumstances, by effecting a cashless exercise
for, the number of shares of our common or preferred stock at the exercise price that is described in the applicable
prospectus supplement. Warrants will be exercisable during the period of time described in the applicable prospectus
supplement. After that period, unexercised warrants will be void. Warrants may be exercised in the manner described
in the applicable prospectus supplement.

A holder of a warrant will not have any of the rights of a holder of our common or preferred stock before the stock is
purchased upon exercise of the warrant. Therefore, before a warrant is exercised, the holder of the warrant will not be
entitled to receive any dividend payments or exercise any voting or other rights associated with shares of our common
or preferred stock which may be purchased when the warrant is exercised.
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Transfer Agent and Registrar

The transfer agent and registrar, if any, for any warrants will be set forth in the applicable prospectus supplement.

DESCRIPTION OF DEBT SECURITIES

We summarize below some of the provisions that will apply to the debt securities unless the applicable prospectus
supplement provides otherwise. This summary may not contain all information that is important to you. The complete
terms of the debt securities will be contained in the applicable notes. The notes will be included or incorporated by
reference as exhibits to the registration statement of which this prospectus is a part. You should read the provisions of
the notes. You should also read the prospectus supplement, which will contain additional information and which may
update or change some of the information below.

General

This prospectus describes certain general terms and provisions of the debt securities. The debt securities will be issued
under an indenture between us and a trustee to be designated prior to the issuance of the debt securities. When we
offer to sell a particular series of debt securities, we will describe the specific terms of the securities in a supplement
to this prospectus. The prospectus supplement will also indicate whether the general terms and provisions described in
this prospectus apply to a particular series of debt securities.

We may issue, from time to time, debt securities, in one or more series, that will consist of either our senior debt
(�senior debt securities�), our senior subordinated debt (�senior subordinated debt securities�), our subordinated debt
(�subordinated debt securities�) or our junior subordinated debt (�junior subordinated debt securities� and, together with
the senior subordinated debt securities and the subordinated debt securities, the �subordinated securities�). Debt
securities, whether senior, senior subordinated, subordinated or junior subordinated, may be issued as convertible debt
securities or exchangeable debt securities.

We have summarized herein certain terms and provisions of the form of indenture (the �indenture�). The summary is not
complete and is qualified in its entirety by reference to the actual text of the indenture. The indenture is an exhibit to
the registration statement of which this prospectus is a part. You should read the indenture for the provisions which
may be important to you. The indenture is subject to and governed by the Trust Indenture Act of 1939, as amended.

The indenture does not limit the amount of debt securities which we may issue. We may issue debt securities up to an
aggregate principal amount as we may authorize from time to time which securities may be in any currency or
currency unit designated by us. The terms of each series of debt securities will be established by or pursuant to (a) a
supplemental indenture, (b) a resolution of our board of directors, or (c) an officers� certificate pursuant to authority
granted under a resolution of our board of directors. The prospectus supplement will describe the terms of any debt
securities being offered, including:

� the title of the debt securities;

� the limit, if any, upon the aggregate principal amount or issue price of the debt securities of a series;
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� ranking of the specific series of debt securities relative to other outstanding indebtedness, including any debt
of any of our subsidiaries;

� the price or prices at which the debt securities will be issued;

� the designation, aggregate principal amount and authorized denominations of the series of debt securities;

� the issue date or dates of the series and the maturity date of the series;
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� whether the securities will be issued at par or at a premium over or a discount from their face amount;

� the interest rate, if any, and the method for calculating the interest rate and basis upon which interest shall be
calculated;

� the right, if any, to extend interest payment periods and the duration of the extension;

� the interest payment dates and the record dates for the interest payments;

� any mandatory or optional redemption terms or prepayment, conversion, sinking fund or exchangeability or
convertibility provisions;

� the currency of denomination of the securities;

� the place where we will pay principal, premium, if any, and interest, if any, and the place where the debt
securities may be presented for transfer;

� if payments of principal of, premium, if any, or interest, if any, on the debt securities will be made in one or
more currencies or currency units other than that or those in which the debt securities are denominated, the
manner in which the exchange rate with respect to these payments will be determined;

� if other than denominations of $1,000 or multiples of $1,000, the denominations the debt securities will be
issued in;

� whether the debt securities will be issued in the form of global securities or certificates;

� the applicability of and additional provisions, if any, relating to the defeasance of the debt securities;

� the portion of principal amount of the debt securities payable upon declaration of acceleration of the maturity
date, if other than the entire principal amount;

� the currency or currencies, if other than the currency of the United States, in which principal and interest will
be paid;

� the dates on which premium, if any, will be paid;
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� any addition to or change in the �Events of Default� described in this prospectus or in the indenture with
respect to the debt securities and any change in the acceleration provisions described in this prospectus or in
the indenture with respect to the debt securities;

� any addition to or change in the covenants described in the prospectus or in the indenture with respect to the
debt securities;

� our right, if any, to defer payment of interest and the maximum length of this deferral period; and

� other specific terms, including any additional events of default or covenants.
We may issue debt securities at a discount below their stated principal amount. Even if we do not issue the debt
securities below their stated principal amount, for United States federal income tax purposes the debt securities may
be deemed to have been issued with a discount because of certain interest payment characteristics. We will describe in
any applicable prospectus supplement the United States federal income tax considerations applicable to debt securities
issued at a discount or deemed to be issued at a discount, and will describe any special United States federal income
tax considerations that may be applicable to the particular debt securities.

We may structure one or more series of subordinated securities so that they qualify as capital under federal regulations
applicable to bank holding companies. We may adopt this structure whether or not those regulations may be
applicable to us at the time of issuance.

The debt securities will represent our general unsecured obligations. We are a holding company and our operating
assets are owned by our subsidiaries. We rely primarily on dividends from such subsidiaries to meet
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our obligations. Because we are a holding company, our right to participate in any distribution of assets of any
subsidiary upon the subsidiary�s liquidation or reorganization or otherwise is subject to the prior claims of creditors of
the subsidiary, except to the extent we may ourselves be recognized as a creditor of that subsidiary. Accordingly, the
debt securities will be effectively subordinated to all existing and future liabilities, including deposits, of our
subsidiaries, and holders of the debt securities should look only to our assets for payments on the debt securities. The
indenture does not limit the incurrence or issuance of our secured or unsecured debt including senior indebtedness.

Senior Debt

Senior debt securities will rank equally and pari passu with all of our other unsecured and unsubordinated debt from
time to time outstanding.

Subordinated Debt

The indenture does not limit our ability to issue subordinated debt securities. Any subordination provisions of a
particular series of debt securities will be set forth in the supplemental indenture, board resolution or officers�
certificate related to that series of debt securities and will be described in the relevant prospectus supplement.

If a future prospectus supplement is delivered in connection with a series of subordinated debt securities, that
prospectus supplement, or the information incorporated by reference in that prospectus supplement, will set forth the
approximate amount of senior indebtedness outstanding as of the end of the then-most recent fiscal quarter.

Conversion or Exchange Rights

Debt securities may be convertible into or exchangeable for our other securities or property. The terms and conditions
of conversion or exchange will be set forth in the supplemental indenture, board resolution or officers� certificate
related to that series of debt securities and will be described in the relevant prospectus supplement. The terms will
include, among others, the following:

� the conversion or exchange price;

� the conversion or exchange period;

� provisions regarding our ability or the ability of the holder to convert or exchange the debt securities;

� events requiring adjustment to the conversion or exchange price; and

� provisions affecting conversion or exchange in the event of our redemption of the debt securities.
Merger, Consolidation or Sale of Assets

The indenture prohibits us from merging into or consolidating with any other person or selling, leasing or conveying
substantially all of our assets and the assets of our subsidiaries, taken as a whole, to any person, unless:
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� either we are the continuing corporation or the successor corporation or the person which acquires by sale,
lease or conveyance substantially all our or our subsidiaries� assets is a corporation organized under the laws
of the United States, any state thereof, or the District of Columbia, and expressly assumes the due and
punctual payment of the principal of, and premium, if any, and interest, if any, on all the debt securities and
the due performance of every covenant of the indenture to be performed or observed by us, by supplemental
indenture satisfactory to the trustee, executed and delivered to the trustee by such corporation;
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� immediately after giving effect to such transactions, no Event of Default described under the caption �Events
of Default and Remedies� below or event which, after notice or lapse of time or both would become an Event
of Default, has happened and is continuing; and

� we have delivered to the trustee an officers� certificate and an opinion of counsel each stating that such
transaction and such supplemental indenture comply with the indenture provisions relating to merger,
consolidation and sale of assets.

Upon any consolidation or merger with or into any other person or any sale, conveyance, lease, or other transfer of all
or substantially all of our or our subsidiaries� assets to any person, the successor person shall succeed, and be
substituted for, us under the indenture and each series of outstanding debt securities, and we shall be relieved of all
obligations under the indenture and each series of outstanding debt securities to the extent we were the predecessor
person.

Events of Default and Remedies

When we use the term �Event of Default� in the indenture with respect to the debt securities of any series, we mean:

� default in paying interest on the debt securities when it becomes due and the default continues for a period of
30 days or more;

� default in paying principal, or premium, if any, on the debt securities when due;

� default is made in the payment of any sinking or purchase fund or analogous obligation when the same
becomes due, and such default continues for 30 days or more;

� default in the performance, or breach, of any covenant or warranty in the indenture (other than defaults
specified in clause (1), (2) or (3) above) and the default or breach continues for a period of 60 days or more
after we receive written notice of such default from the trustee or we and the trustee receive notice from the
holders of at least 25% in aggregate principal amount of the outstanding debt securities of the series;

� certain events of bankruptcy, insolvency, reorganization, administration or similar proceedings with respect
to us have occurred; and

� any other Event of Default provided with respect to debt securities of that series that is set forth in the
applicable prospectus supplement accompanying this prospectus.

No Event of Default with respect to a particular series of debt securities (except as to certain events of bankruptcy,
insolvency or reorganization) necessarily constitutes an Event of Default with respect to any other series of debt
securities. The occurrence of certain Events of Default or an acceleration under the indenture may constitute an event
of default under certain of our other indebtedness that we may have outstanding from time to time. Unless otherwise
provided by the terms of an applicable series of debt securities, if an Event of Default under the indenture occurs with
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respect to the debt securities of any series and is continuing, then the trustee or the holders of not less than 51% of the
aggregate principal amount of the outstanding debt securities of that series may by written notice require us to repay
immediately the entire principal amount of the outstanding debt securities of that series (or such lesser amount as may
be provided in the terms of the securities), together with all accrued and unpaid interest and premium, if any. In the
case of an Event of Default resulting from certain events of bankruptcy, insolvency or reorganization, the principal (or
such specified amount) of and accrued and unpaid interest, if any, on all outstanding debt securities will become and
be immediately due and payable without any declaration or other act on the part of the trustee or any holder of
outstanding debt securities. We refer you to the prospectus supplement relating to any series of debt securities that are
discount securities for the particular provisions relating to acceleration of a portion of the principal amount of such
discount securities upon the occurrence of an Event of Default.
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After a declaration of acceleration, the holders of a majority in aggregate principal amount of outstanding debt
securities of any series may rescind this accelerated payment requirement if all existing Events of Default, except for
nonpayment of the principal on the debt securities of that series that has become due solely as a result of the
accelerated payment requirement, have been cured or waived and if the rescission of acceleration would not conflict
with any judgment or decree. The holders of a majority in aggregate principal amount of the outstanding debt
securities of any series also have the right to waive past defaults, except a default in paying principal or interest on any
outstanding debt security, or in respect of a covenant or a provision that cannot be modified or amended without the
consent of all holders of the debt securities of that series.

No holder of any debt security may seek to institute a proceeding with respect to the indenture unless such holder has
previously given written notice to the trustee of a continuing Event of Default, the holders of not less than 51% in
aggregate principal amount of the outstanding debt securities of the series have made a written request to the trustee to
institute proceedings in respect of the Event of Default, the holder or holders have offered reasonable indemnity to the
trustee and the trustee has failed to institute such proceeding within 60 days after it received this notice. In addition,
within this 60-day period the trustee must not have received directions inconsistent with this written request by
holders of a majority in aggregate principal amount of the outstanding debt securities of that series. These limitations
do not apply, however, to a suit instituted by a holder of a debt security for the enforcement of the payment of
principal, interest or any premium on or after the due dates for such payment.

During the existence of an Event of Default actually known to a responsible officer of the trustee, the trustee is
required to exercise the rights and powers vested in it under the indenture and use the same degree of care and skill in
its exercise as a prudent person would under the circumstances in the conduct of that person�s own affairs. If an Event
of Default has occurred and is continuing, the trustee is not under any obligation to exercise any of its rights or powers
at the request or direction of any of the holders unless the holders have offered to the trustee security or indemnity
reasonably satisfactory to the trustee. Subject to certain provisions, the holders of a majority in aggregate principal
amount of the outstanding debt securities of any series have the right to direct the time, method and place of
conducting any proceeding for any remedy available to the trustee, or exercising any trust, or power conferred on the
trustee.

The trustee will, within 90 days after receiving notice of any default, give notice of the default to the holders of the
debt securities of that series, unless the default was already cured or waived. Unless there is a default in paying
principal, interest or any premium when due, the trustee can withhold giving notice to the holders if it determines in
good faith that the withholding of notice is in the interest of the holders. In the case of a default specified in clause
(4) above describing Events of Default, no notice of default to the holders of the debt securities of that series will be
given until 60 days after the occurrence of the event of default.

The indenture requires us, within 120 days after the end of our fiscal year, to furnish to the trustee a statement as to
compliance with the indenture. The indenture provides that the trustee may withhold notice to the holders of debt
securities of any series of any Event of Default (except in payment on any debt securities of that series) with respect to
debt securities of that series if it in good faith determines that withholding notice is in the interest of the holders of
those debt securities.

Modification and Waiver

The indenture may be amended or modified without the consent of any holder of debt securities in order to:
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� evidence a successor to the trustee;

� cure ambiguities, defects or inconsistencies;

� provide for the assumption of our obligations in the case of a merger or consolidation or transfer of all or
substantially all of our assets that complies with the covenant described under ��Merger, Consolidation or Sale
of Assets�;
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� make any change that would provide any additional rights or benefits to the holders of the debt securities of
a series;

� add guarantors or co-obligors with respect to the debt securities of any series;

� secure the debt securities of a series;

� establish the form or forms of debt securities of any series;

� add additional Events of Default with respect to the debt securities of any series;

� add additional provisions as may be expressly permitted by the Trust Indenture Act;

� maintain the qualification of the indenture under the Trust Indenture Act; or

� make any change that does not adversely affect in any material respect the interests of any holder.
Other amendments and modifications of the indenture or the debt securities issued may be made with the consent of
the holders of not less than a majority in aggregate principal amount of the outstanding debt securities of each series
affected by the amendment or modification. However, no modification or amendment may, without the consent of the
holder of each outstanding debt security affected:

� change the maturity date or the stated payment date of any payment of premium or interest payable on the
debt securities;

� reduce the principal amount, or extend the fixed maturity, of the debt securities;

� change the method of computing the amount of principal or any interest of any debt security;

� change or waive the redemption or repayment provisions of the debt securities;

� change the currency in which principal, any premium or interest is paid or the place of payment;

� reduce the percentage in principal amount outstanding of debt securities of any series which must consent to
an amendment, supplement or waiver or consent to take any action;
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� impair the right to institute suit for the enforcement of any payment on the debt securities;

� waive a payment default with respect to the debt securities;

� reduce the interest rate or extend the time for payment of interest on the debt securities;

� adversely affect the ranking or priority of the debt securities of any series; or

� release any guarantor or co-obligor from any of its obligations under its guarantee or the indenture, except in
compliance with the terms of the indenture.

Satisfaction, Discharge and Covenant Defeasance

We may terminate our obligations under the indenture with respect to the outstanding debt securities of any series,
when:

� either:

� all debt securities of any series issued that have been authenticated and delivered have been delivered
to the trustee for cancellation; or

� all the debt securities of any series issued that have not been delivered to the trustee for cancellation
have become due and payable, will become due and payable within one year, or are to be called for
redemption within one year and we have made arrangements satisfactory to the trustee for the giving
of notice of redemption by such trustee in our name and at our expense, and in each case, we have
irrevocably deposited or caused to be deposited with the trustee sufficient funds to pay and discharge
the entire indebtedness on the series of debt securities; and
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� we have paid or caused to be paid all other sums then due and payable under the indenture; and

� we have delivered to the trustee an officers� certificate and an opinion of counsel, each stating that all
conditions precedent under the indenture relating to the satisfaction and discharge of the indenture
have been complied with.

We may elect to have our obligations under the indenture discharged with respect to the outstanding debt securities of
any series (�legal defeasance�). Legal defeasance means that we will be deemed to have paid and discharged the entire
indebtedness represented by the outstanding debt securities of such series under the indenture, except for:

� the rights of holders of the debt securities to receive principal, interest and any premium when due;

� our obligations with respect to the debt securities concerning issuing temporary debt securities, registration
of transfer of debt securities, mutilated, destroyed, lost or stolen debt securities and the maintenance of an
office or agency for payment for security payments held in trust;

� the rights, powers, trusts, duties and immunities of the trustee; and

� the defeasance provisions of the indenture.
In addition, we may elect to have our obligations released with respect to certain covenants in the indenture (�covenant
defeasance�). If we so elect, any failure to comply with these obligations will not constitute a default or an event of
default with respect to the debt securities of any series. In the event covenant defeasance occurs, certain events, not
including non-payment, bankruptcy and insolvency events, described under �Events of Default and Remedies,� will no
longer constitute an event of default for that series.

In order to exercise either legal defeasance or covenant defeasance with respect to outstanding debt securities of any
series:

� we must irrevocably have deposited or caused to be deposited with the trustee as trust funds for the purpose
of making the following payments, specifically pledged as security for, and dedicated solely to the benefits
of the holders of the debt securities of a series:

� money in an amount; or

� U.S. government obligations (or equivalent government obligations in the case of debt securities
denominated in other than U.S. dollars or a specified currency) that will provide, not later than one day
before the due date of any payment, money in an amount; or
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� a combination of money and U.S. government obligations (or equivalent government obligations, as
applicable),

� in each case sufficient, in the written opinion (with respect to U.S. or equivalent government obligations or a
combination of money and U.S. or equivalent government obligations, as applicable) of a nationally
recognized firm of independent public accountants to pay and discharge, and which shall be applied by the
trustee to pay and discharge, all of the principal (including mandatory sinking fund payments), interest and
any premium at due date or maturity;

� in the case of legal defeasance, we have delivered to the trustee an opinion of counsel stating that, under then
applicable federal income tax law, the holders of the debt securities of that series will not recognize income,
gain or loss for federal income tax purposes as a result of the deposit, defeasance and discharge to be
effected and will be subject to the same federal income tax as would be the case if the deposit, defeasance
and discharge did not occur;

� in the case of covenant defeasance, we have delivered to the trustee an opinion of counsel to the effect that
the holders of the debt securities of that series will not recognize income, gain or loss for federal income tax
purposes as a result of the deposit and covenant defeasance to be effected and will be subject to the same
federal income tax as would be the case if the deposit and covenant defeasance did not occur;
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� no event of default or default with respect to the outstanding debt securities of that series has occurred and is
continuing at the time of such deposit after giving effect to the deposit or, in the case of legal defeasance, no
default relating to bankruptcy or insolvency has occurred and is continuing at any time on or before the 91st
day after the date of such deposit, it being understood that this condition is not deemed satisfied until after
the 91st day;

� the legal defeasance or covenant defeasance will not cause the trustee to have a conflicting interest within the
meaning of the Trust Indenture Act, assuming all debt securities of a series were in default within the
meaning of such Act;

� the legal defeasance or covenant defeasance will not result in a breach or violation of, or constitute a default
under, any other agreement or instrument to which we are a party;

� if prior to the stated maturity date, notice shall have been given in accordance with the provisions of the
indenture;

� the legal defeasance or covenant defeasance will not result in the trust arising from such deposit constituting
an investment company within the meaning of the Investment Company Act of 1940, as amended, unless the
trust is registered under such Act or exempt from registration; and

� we have delivered to the trustee an officers� certificate and an opinion of counsel stating that all conditions
precedent with respect to the legal defeasance or covenant defeasance have been complied with.

Covenants

We will set forth in the applicable prospectus supplement any restrictive covenants applicable to any issue of debt
securities.

Paying Agent and Registrar

The trustee will initially act as paying agent and registrar for all debt securities. We may change the paying agent or
registrar for any series of debt securities without prior notice, and we or any of our subsidiaries may act as paying
agent or registrar.

Forms of Securities

Each debt security will be represented either by a certificate issued in definitive form to a particular investor or by one
or more global securities representing the entire issuance of the series of debt securities. Certificated securities will be
issued in definitive form and global securities will be issued in registered form. Definitive securities name you or your
nominee as the owner of the security, and in order to transfer or exchange these securities or to receive payments other
than interest or other interim payments, you or your nominee must physically deliver the securities to the trustee,
registrar, paying agent or other agent, as applicable. Global securities name a depositary or its nominee as the owner
of the debt securities represented by these global securities. The depositary maintains a computerized system that will
reflect each investor�s beneficial ownership of the securities through an account maintained by the investor with its
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broker/dealer, bank, trust company or other representative, as we explain more fully below.

Global Securities

We may issue the registered debt securities in the form of one or more fully registered global securities that will be
deposited with a depositary or its custodian identified in the applicable prospectus supplement and registered in the
name of that depositary or its nominee. In those cases, one or more registered global securities will be issued in a
denomination or aggregate denominations equal to the portion of the aggregate principal or face amount of the
securities to be represented by registered global securities. Unless and until it is exchanged in
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whole for securities in definitive registered form, a registered global security may not be transferred except as a whole
by and among the depositary for the registered global security, the nominees of the depositary or any successors of the
depositary or those nominees.

If not described below, any specific terms of the depositary arrangement with respect to any securities to be
represented by a registered global security will be described in the prospectus supplement relating to those securities.
We anticipate that the following provisions will apply to all depositary arrangements.

Ownership of beneficial interests in a registered global security will be limited to persons, called participants, that
have accounts with the depositary or persons that may hold interests through participants. Upon the issuance of a
registered global security, the depositary will credit, on its book-entry registration and transfer system, the participants�
accounts with the respective principal or face amounts of the securities beneficially owned by the participants. Any
dealers, underwriters or agents participating in the distribution of the securities will designate the accounts to be
credited. Ownership of beneficial interests in a registered global security will be shown on, and the transfer of
ownership interests will be effected only through, records maintained by the depositary, with respect to interests of
participants, and on the records of participants, with respect to interests of persons holding through participants. The
laws of some states may require that some purchasers of securities take physical delivery of these securities in
definitive form. These laws may impair your ability to own, transfer or pledge beneficial interests in registered global
securities.

So long as the depositary, or its nominee, is the registered owner of a registered global security, that depositary or its
nominee, as the case may be, will be considered the sole owner or holder of the securities represented by the registered
global security for all purposes under the indenture. Except as described below, owners of beneficial interests in a
registered global security will not be entitled to have the securities represented by the registered global security
registered in their names, will not receive or be entitled to receive physical delivery of the securities in definitive form
and will not be considered the owners or holders of the securities under the indenture. Accordingly, each person
owning a beneficial interest in a registered global security must rely on the procedures of the depositary for that
registered global security and, if that person is not a participant, on the procedures of the participant through which the
person owns its interest, to exercise any rights of a holder under the indenture. We understand that under existing
industry practices, if we request any action of holders or if an owner of a beneficial interest in a registered global
security desires to give or take any action that a holder is entitled to give or take under the indenture, the depositary
for the registered global security would authorize the participants holding the relevant beneficial interests to give or
take that action, and the participants would authorize beneficial owners owning through them to give or take that
action or would otherwise act upon the instructions of beneficial owners holding through them.

Principal, premium, if any, and interest payments on debt securities represented by a registered global security
registered in the name of a depositary or its nominee will be made to the depositary or its nominee, as the case may be,
as the registered owner of the registered global security. Neither we nor the trustee or any other agent of ours or the
trustee will have any responsibility or liability for any aspect of the records relating to payments made on account of
beneficial ownership interests in the registered global security or for maintaining, supervising or reviewing any
records relating to those beneficial ownership interests.

We expect that the depositary for any of the securities represented by a registered global security, upon receipt of any
payment of principal, premium, interest or other distribution of underlying securities or other property to holders on
that registered global security, will immediately credit participants� accounts in amounts proportionate to their
respective beneficial interests in that registered global security as shown on the records of the depositary. We also
expect that payments by participants to owners of beneficial interests in a registered global security held through
participants will be governed by standing customer instructions and customary practices, as is now the case with the

Edgar Filing: AROTECH CORP - Form 424B5

Table of Contents 114



securities held for the accounts of customers in bearer form or registered in �street name,� and will be the responsibility
of those participants.
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If the depositary for any of these securities represented by a registered global security is at any time unwilling or
unable to continue as depositary or ceases to be a clearing agency registered under the Exchange Act, and a successor
depositary registered as a clearing agency under the Exchange Act is not appointed by us within 90 days, we will issue
securities in definitive form in exchange for the registered global security that had been held by the depositary. Any
securities issued in definitive form in exchange for a registered global security will be registered in the name or names
that the depositary gives to the trustee or other relevant agent of ours or theirs. It is expected that the depositary�s
instructions will be based upon directions received by the depositary from participants with respect to ownership of
beneficial interests in the registered global security that had been held by the depositary.

Unless we state otherwise in a prospectus supplement, the Depository Trust Company (�DTC�) will act as depositary for
each series of debt securities issued as global securities. DTC has advised us that DTC is a limited-purpose trust
company created to hold securities for its participating organizations (collectively, the �Participants�) and to facilitate
the clearance and settlement of transactions in those securities between Participants through electronic book-entry
changes in accounts of its Participants. The Participants include securities brokers and dealers, banks, trust companies,
clearing corporations and certain other organizations. Access to DTC�s system is also available to other entities such as
banks, brokers, dealers and trust companies that clear through or maintain a custodial relationship with a Participant,
either directly or indirectly (collectively, the �Indirect Participants�). Persons who are not Participants may beneficially
own securities held by or on behalf of DTC only through the Participants or the Indirect Participants. The ownership
interests in, and transfers of ownership interests in, each security held by or on behalf of DTC are recorded on the
records of the Participants and the Indirect Participants.

Governing Law

The indenture and each series of debt securities are governed by, and construed in accordance with, the laws of the
State of New York.

DESCRIPTION OF UNITS

We may issue units comprised of one or more of the other securities described in this prospectus in any combination.
Each unit will be issued so that the holder of the unit is also the holder of each security included in the unit. Thus, the
holder of a unit will have the rights and obligations of a holder of each included security. The unit agreement under
which a unit may be issued may provide that the securities included in the unit may not be held or transferred
separately, at any time or at any time before a specified date. The applicable prospectus supplement may describe:

� the designation and terms of the units and of the securities comprising the units, including whether and under
what circumstances those securities may be held or transferred separately;

� any provisions for the issuance, payment, settlement, transfer or exchange of the units or of the securities
comprising the units;

� the terms of the unit agreement governing the units;

� United States federal income tax considerations relevant to the units; and
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� whether the units will be issued in fully registered global form.
This summary of certain general terms of units and any summary description of units in the applicable prospectus
supplement do not purport to be complete and are qualified in their entirety by reference to all provisions of the
applicable unit agreement and, if applicable, collateral arrangements and depositary arrangements relating to such
units. The forms of the unit agreements and other documents relating to a particular issue of units will be filed with
the SEC each time we issue units, and you should read those documents for provisions that may be important to you.
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PLAN OF DISTRIBUTION

Initial Offering and Sale of Securities

Unless otherwise set forth in a prospectus supplement accompanying this prospectus, we, and certain holders of our
securities, may sell the securities being offered hereby, from time to time, by one or more of the following methods:

� to or through underwriting syndicates represented by managing underwriters;

� through one or more underwriters without a syndicate for them to offer and sell to the public;

� through dealers or agents; and

� to investors directly in negotiated sales or in competitively bid transactions.
Offerings of securities covered by this prospectus also may be made into an existing trading market for those
securities in transactions at other than a fixed price, either:

� on or through the facilities of the Nasdaq or any other securities exchange or quotation or trading service on
which those securities may be listed, quoted, or traded at the time of sale; and/or

� to or through a market maker otherwise than on the securities exchanges or quotation or trading services set
forth above.

Those at-the-market offerings, if any, will be conducted by underwriters acting as principal or agent of the Company,
who may also be third-party sellers of securities as described above.

The prospectus supplement with respect to the offered securities will set forth the terms of the offering of the offered
securities, including:

� the name or names of any underwriters, dealers or agents;

� the purchase price of the offered securities and the proceeds to us from such sale;

� any underwriting discounts and commissions or agency fees and other items constituting underwriters� or
agents� compensation, provided that such compensation shall not exceed 8% of any offering proceeds as
calculated pursuant to applicable rules of the Financial Industry Regulatory Authority, or FINRA;

Edgar Filing: AROTECH CORP - Form 424B5

Table of Contents 118



� any initial public offering price and any discounts or concessions allowed or reallowed or paid to dealers;

� any securities exchange on which such offered securities may be listed; and

� any underwriter, agent or dealer involved in the offer and sale of any series of the securities will be named in
the prospectus supplement.

The distribution of the securities may be effected from time to time in one or more transactions:

� at fixed prices, which may be changed;

� at market prices prevailing at the time of the sale;

� at varying prices determined at the time of sale; or

� at negotiated prices.
Each prospectus supplement will set forth the manner and terms of an offering of securities including:

� whether that offering is being made by us, or certain holders of our securities;

� whether that offering is being made to underwriters or through agents or directly;

� the rules and procedures for any auction or bidding process, if used;
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� the securities� purchase price or initial public offering price; and

� the proceeds we anticipate from the sale of the securities, if any.
In addition, we may enter into derivative or hedging transactions with third parties, or sell securities not covered by
this prospectus to third parties in privately negotiated transactions. If the applicable prospectus supplement indicates,
in connection with such a transaction, the third parties may sell securities covered by and pursuant to this prospectus
and an applicable prospectus supplement. If so, the third party may use securities pledged by us or borrowed from us
or others to settle such sales and may use securities received from us to close out any related short positions. We may
also loan or pledge securities covered by this prospectus and an applicable prospectus supplement to third parties, who
may sell the loaned securities or, in an event of default in the case of a pledge, sell the pledged securities pursuant to
this prospectus and the applicable prospectus supplement.

Sales Through Underwriters

If underwriters are used in the sale of some or all of the securities covered by this prospectus, the underwriters will
acquire the securities for their own account. The underwriters may resell the securities, either directly to the public or
to securities dealers, at various times in one or more transactions, including negotiated transactions, at a fixed public
offering price or at varying prices determined at the time of sale. The obligations of the underwriters to purchase the
securities will be subject to certain conditions. Unless indicated otherwise in a prospectus supplement, the
underwriters will be obligated to purchase all the securities of the series offered if any of the securities are purchased.

Any initial public offering price and any concessions allowed or reallowed to dealers may be changed intermittently.

Sales Through Agents

Unless otherwise indicated in the applicable prospectus supplement, when securities are sold through an agent, the
designated agent will agree, for the period of its appointment as agent, to use its best efforts to sell the securities for
our account and will receive commissions from us as will be set forth in the applicable prospectus supplement.

Securities bought in accordance with a redemption or repayment under their terms also may be offered and sold, if so
indicated in the applicable prospectus supplement, in connection with a remarketing by one or more firms acting as
principals for their own accounts or as agents for us. Any remarketing firm will be identified and the terms of its
agreement, if any, with us and its compensation will be described in the prospectus supplement. Remarketing firms
may be deemed to be underwriters in connection with the securities remarketed by them.

If so indicated in the applicable prospectus supplement, we may authorize agents, underwriters or dealers to solicit
offers by certain specified institutions to purchase securities at a price set forth in the prospectus supplement pursuant
to delayed delivery contracts providing for payment and delivery on a future date specified in the prospectus
supplement. These contracts will be subject only to those conditions set forth in the applicable prospectus supplement,
and the prospectus supplement will set forth the commissions payable for solicitation of these contracts.

Direct Sales

We may also sell offered securities directly to institutional investors or others. In this case, no underwriters or agents
would be involved. The terms of such sales will be described in the applicable prospectus supplement.

General Information
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Broker-dealers, agents or underwriters may receive compensation in the form of discounts, concessions or
commissions from us and/or the purchasers of securities for whom such broker-dealers, agents or underwriters may
act as agents or to whom they sell as principal, or both (this compensation to a particular broker-dealer might be in
excess of customary commissions).
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Underwriters, dealers and agents that participate in any distribution of the offered securities may be deemed
�underwriters� within the meaning of the Securities Act, so any discounts or commissions they receive in connection
with the distribution may be deemed to be underwriting compensation. Those underwriters and agents may be entitled,
under their agreements with us, to indemnification by us against certain civil liabilities, including liabilities under the
Securities Act, or to contribution by us to payments that they may be required to make in respect of those civil
liabilities. Certain of those underwriters or agents may be customers of, engage in transactions with, or perform
services for, us or our affiliates in the ordinary course of business. We will identify any underwriters or agents, and
describe their compensation, in a prospectus supplement. Any institutional investors or others that purchase offered
securities directly, and then resell the securities, may be deemed to be underwriters, and any discounts or commissions
received by them from us and any profit on the resale of the securities by them may be deemed to be underwriting
discounts and commissions under the Securities Act.

We will file a supplement to this prospectus, if required, pursuant to Rule 424(b) under the Securities Act, if we enter
into any material arrangement with a broker, dealer, agent or underwriter for the sale of securities through a block
trade, special offering, exchange distribution or secondary distribution or a purchase by a broker or dealer. Such
prospectus supplement will disclose:

� the name of any participating broker, dealer, agent or underwriter;

� the number and type of securities involved;

� the price at which such securities were sold;

� any securities exchanges on which such securities may be listed;

� the commissions paid or discounts or concessions allowed to any such broker, dealer, agent or underwriter
where applicable; and

� other facts material to the transaction.
In order to facilitate the offering of certain securities under this prospectus or an applicable prospectus supplement,
certain persons participating in the offering of those securities may engage in transactions that stabilize, maintain or
otherwise affect the price of those securities during and after the offering of those securities. Specifically, if the
applicable prospectus supplement permits, the underwriters of those securities may over-allot or otherwise create a
short position in those securities for their own account by selling more of those securities than have been sold to them
by us and may elect to cover any such short position by purchasing those securities in the open market.

In addition, the underwriters may stabilize or maintain the price of those securities by bidding for or purchasing those
securities in the open market and may impose penalty bids, under which selling concessions allowed to syndicate
members or other broker-dealers participating in the offering are reclaimed if securities previously distributed in the
offering are repurchased in connection with stabilization transactions or otherwise. The effect of these transactions
may be to stabilize or maintain the market price of the securities at a level above that which might otherwise prevail in
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the open market. The imposition of a penalty bid may also affect the price of securities to the extent that it discourages
resales of the securities. No representation is made as to the magnitude or effect of any such stabilization or other
transactions. Such transactions, if commenced, may be discontinued at any time.

In order to comply with the securities laws of certain states, if applicable, the securities must be sold in such
jurisdictions only through registered or licensed brokers or dealers. In addition, in certain states the securities may not
be sold unless they have been registered or qualified for sale in the applicable state or an exemption from the
registration or qualification requirement is available and is complied with.

Rule 15c6-1 under the Securities Exchange Act of 1934 generally requires that trades in the secondary market settle in
three business days, unless the parties to any such trade expressly agree otherwise. Your
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prospectus supplement may provide that the original issue date for your securities may be more than three scheduled
business days after the trade date for your securities. Accordingly, in such a case, if you wish to trade securities on any
date prior to the third business day before the original issue date for your securities, you will be required, by virtue of
the fact that your securities initially are expected to settle in more than three scheduled business days after the trade
date for your securities, to make alternative settlement arrangements to prevent a failed settlement.

This prospectus, any applicable prospectus supplement and any applicable pricing supplement in electronic format
may be made available on the Internet sites of, or through other online services maintained by, us and/or one or more
of the agents and/or dealers participating in an offering of securities, or by their affiliates. In those cases, prospective
investors may be able to view offering terms online and, depending upon the particular agent or dealer, prospective
investors may be allowed to place orders online.

Other than this prospectus, any applicable prospectus supplement and any applicable pricing supplement in electronic
format, the information on our or any agent�s or dealer�s website and any information contained in any other website
maintained by any agent or dealer:

� is not part of this prospectus, any applicable prospectus supplement and any applicable pricing supplement
or the registration statement of which they form a part;

� has not been approved or endorsed by us or by any agent or dealer in its capacity as an agent or dealer,
except, in each case, with respect to the respective website maintained by such entity; and

� should not be relied upon by investors.

� There can be no assurance that we will sell all or any of the securities offered by this prospectus.
This prospectus may also be used in connection with any issuance of common stock or preferred stock upon exercise
of a warrant if such issuance is not exempt from the registration requirements of the Securities Act.

In addition, we may issue the securities as a dividend or distribution or in a subscription rights offering to our existing
security holders. In some cases, we or dealers acting with us or on our behalf may also purchase securities and reoffer
them to the public by one or more of the methods described above. This prospectus may be used in connection with
any offering of our securities through any of these methods or other methods described in the applicable prospectus
supplement.

LEGAL MATTERS

Unless otherwise indicated in the applicable prospectus supplement, the validity of the securities offered hereby will
be passed upon for us by Lowenstein Sandler LLP, New York, New York. If the validity of the securities offered
hereby in connection with offerings made pursuant to this prospectus are passed upon by counsel for the underwriters,
dealers or agents, if any, such counsel will be named in the prospectus supplement relating to such offering.

EXPERTS
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The financial statements and schedule as of December 31, 2012 and 2011 and for the years then ended incorporated by
reference in this prospectus have been so incorporated in reliance on the report of BDO USA, LLP, an independent
registered public accounting firm, incorporated herein by reference, given upon the authority of said firm as experts in
auditing and accounting.
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DISCLOSURE OF COMMISSION POSITION

ON INDEMNIFICATION FOR SECURITIES ACT LIABILITIES

Section 145 of the Delaware General Corporation Law provides that we may indemnify any person who was or is a
party or is threatened to be made a party to any threatened, pending or completed action, suit or proceeding, whether
civil, criminal or investigative (other than an action by us or in our right) by reason of the fact that he is or was our
director, officer, employee or agent, or is or was serving at our request as a director, officer, employee or agent of
another corporation, partnership, joint venture, trust or other enterprise, against expenses (including attorneys� fees),
judgments, fines and amounts paid in settlement actually and reasonably incurred by him or her in connection with
such action, suit or proceeding if he acted in good faith and in a manner he or she reasonably believed to be in or not
opposed to our best interests, and, with respect to any criminal action or proceeding, had no reasonable cause to
believe his or her conduct was unlawful. Section 145 further provides that we similarly may indemnify any such
person serving in any such capacity who was or is a party or is threatened to be made a party to any threatened,
pending or completed action or suit by is or in our right to procure judgment in our favor, against expenses actually
and reasonably incurred in connection with the defense or settlement of such action or suit if he or she acted in good
faith and in a manner he reasonably believed to be in or not opposed to our best interests and except that no
indemnification shall be made in respect of any claim, issue or matter as to which such person shall have been
adjudged to be liable to us unless and only to the extent that the Delaware Court of Chancery or such other court in
which such action or suit was brought shall determine upon application that, despite the adjudication of liability but in
view of all the circumstances of the case, such person is fairly and reasonably entitled to indemnity for such expenses
which the Court of Chancery or such other court shall deem proper.

Our Certificate of Incorporation and bylaws provide that, to the fullest extent permitted by the Delaware General
Corporation Law, our directors shall not be liable to us or our stockholders for monetary damages for any breach of
fiduciary duty as a director, and that we shall, to the maximum extent permitted under the Delaware General
Corporation Law, indemnify any person who was or is made a party or is threatened to be made a party to any
threatened, pending or completed action, suit, proceeding or claim, whether civil, criminal, administrative or
investigative, by reason of the fact that such person is or was or has agreed to be our director or officer or while a
director or officer is or was serving at our request as a director, officer, partner, trustee, employee, or agent of any
corporation, partnership, joint venture, trust or other enterprise, including service with respect to employee benefit
plans, against expenses (including attorney�s fees), judgments, fines, penalties and amounts paid in settlement incurred
in connection with the investigation, preparation to defend or defense of such action, suit, proceeding or claim.

Insofar as indemnification for liabilities arising under the Securities Act may be permitted to our directors, officers
and controlling persons pursuant to the foregoing provisions, or otherwise, we have been advised that in the opinion of
the SEC such indemnification is against public policy as expressed in the Securities Act and is, therefore,
unenforceable. In the event that a claim for indemnification against such liabilities (other than the payment by the
registrant of expenses incurred or paid by a director, officer or controlling person of the registrant in the successful
defense of any action, suit or proceeding) is asserted by such director, officer or controlling person in connection with
the securities being registered, we will, unless in the opinion of our counsel the matter has been settled by controlling
precedent, submit to a court of appropriate jurisdiction the question whether such indemnification by us is against
public policy as expressed in the Securities Act and will be governed by the final adjudication of such issue.

ADDITIONAL INFORMATION

This prospectus is part of a Form S-3 Registration Statement that we have filed with the SEC relating to the shares of
our securities being offered hereby. This prospectus does not contain all of the information in the Registration
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by reference in this prospectus and their exhibits, all contain information that is material to the offering of the
Securities hereby. Whenever a reference is made in this prospectus to any of our contracts or other documents, the
reference may not be complete. You should refer to the exhibits that are a part of the Registration Statement in order
to review a copy of the contract or documents. The Registration Statement and the exhibits are available at the SEC�s
Public Reference Room or through its Website.

We file annual, quarterly and current reports, proxy statements and other information with the SEC. You can read and
copy any materials we file with the SEC at its Public Reference Room at 100 F Street, N.E., Washington, D.C. 20549
and at its regional offices, a list of which is available on the Internet at http://www.sec.gov/contact/addresses.htm .
You may obtain information on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330.
The SEC maintains an Internet site at http://www.sec.gov that contains reports, proxy and information statements, and
other information regarding issuers, such as us, that file electronically with the SEC. Additionally, you may access our
filings with the SEC through our website at http://www.arotech.com/compro/index.html . The information on our
website is not part of this prospectus.

We will provide you without charge, upon your oral or written request, with a copy of any or all reports, proxy
statements and other documents we file with the SEC, as well as any or all of the documents incorporated by reference
in this prospectus or the registration statement (other than exhibits to such documents unless such exhibits are
specifically incorporated by reference into such documents). Requests for such copies should be directed to:

Investor Relations Department

Arotech Corporation

c/o Kenny Green

CCG Investor Relations

330 Madison Avenue, 9 th Floor

New York, New York 10017

Telephone number: (310) 477-9800

You should rely only on the information in this prospectus and the additional information described above and under
the heading �Incorporation of Certain Information by Reference� below. We have not authorized any other person to
provide you with different information. If anyone provides you with different or inconsistent information, you should
not rely upon it. We are not making an offer to sell these securities in any jurisdiction where the offer or sale is not
permitted. You should assume that the information in this prospectus was accurate on the date of the front cover of
this prospectus only. Our business, financial condition, results of operations and prospects may have changed since
that date.

INCORPORATION OF CERTAIN INFORMATION BY REFERENCE

The SEC allows us to �incorporate by reference� information that we file with it into this prospectus, which means that
we can disclose important information to you by referring you to those documents. The information incorporated by
reference is an important part of this prospectus. The information incorporated by reference is considered to be a part
of this prospectus, and information that we file later with the SEC will automatically update and supersede
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We incorporate by reference the documents listed below that we have previously filed with the SEC:

� our Annual Report on Form 10-K for the fiscal year ended December 31, 2012 filed with the SEC on
April 1, 2013;

� our Quarterly Reports on Form 10-Q for the fiscal quarters ended March 31, 2013 and June 30, 2013, filed
with the SEC on May 15, 2013 and August 14, 2013, respectively; and
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� the description of our common stock contained in the Registration Statement on Form 8-A, File No.
0-23336, as filed with the SEC on February 2, 1994 .

All reports and other documents that we file with the SEC under Sections 13(a), 13(c), 14 or 15(d) of the Exchange
Act after the date of this prospectus but before the termination of the offering of the Securities hereunder will also be
considered to be incorporated by reference into this prospectus from the date of the filing of these reports and
documents, and will supersede the information herein; provided, however, that all reports that we �furnish� to the SEC,
including any information furnished pursuant to Item 2.02 or Item 7.01 of our current reports on Form 8-K, will not be
considered incorporated by reference into this prospectus unless or except to the extent specified in such current
reports. We undertake to provide without charge to each person who receives a copy of this prospectus, upon written
or oral request, a copy of all of the preceding documents that are incorporated by reference (other than exhibits, unless
the exhibits are specifically incorporated by reference into these documents). You may request a copy of these
materials in the manner set forth under the heading �Additional Information,� above.
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