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PROSPECTUS
ARMOR HOLDINGS, INC.

OFFER TO EXCHANGE $150,000,000 PRINCIPAL AMOUNT OF OUR
8 1/4% SENIOR SUBORDINATED NOTES DUE 2013,
WHICH HAVE BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933,
FOR ANY AND ALL OF OUR OUTSTANDING
8 1/4% SENIOR SUBORDINATED NOTES DUE 2013

UNCONDITIONALLY GUARANTEED BY THE SUBSIDIARY
GUARANTORS LISTED ON PAGE 5 OF THIS PROSPECTUS

MATERIAL TERMS OF THE EXCHANGE OFFER

o The exchange offer expires at 5:00 p.m., New York City time, on March 23,
2004, unless extended.

o We will exchange all outstanding old notes that are validly tendered and
not validly withdrawn for an equal principal amount of a new series of
notes which are registered under the Securities Act of 1933, as amended

(the "Securities Act"), subject to the satisfaction or waiver of specified
conditions.
o The terms of the new notes are substantially identical to those of the old

notes, except that the transfer restrictions applicable to the old notes
are not applicable to the new notes.

o You may withdraw tenders of old notes at any time before the exchange
offer expires.

o The exchange of new notes for outstanding old notes should not be a
taxable event for U.S. Federal income tax purposes.

o We will not receive any proceeds from the exchange offer.

o We do not intend to apply for listing of any of the new notes to be issued
on any securities exchange or to arrange for them to be quoted on any
quotation system.

o All of our current and future domestic subsidiaries, except USDS, Inc.,
will unconditionally guarantee in full, on a joint and several basis, our
obligation to pay the principal of, premium, if any, and interest on the
new notes. See "Risk Factors - Federal and state statutes allow courts,
under specific circumstances, to void guarantees and require noteholders
to return payments received from guarantors" and "Description of the New
Notes - Subsidiary Guarantees."
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o Each broker-dealer that receives new notes for its own account pursuant to
the exchange offer must acknowledge that it will deliver a prospectus in
connection with any resale of such new notes. The Letter of Transmittal
states that by so acknowledging and by delivering a prospectus, a
broker-dealer will not be deemed to admit that it is an "underwriter"
within the meaning of the Securities Act. This prospectus, as it may be
amended or supplemented from time to time, may be used by a broker-dealer
in connection with resales of the new notes received in exchange for the
old notes where such old notes were acquired by such broker-dealer as a
result of market-making activities or other trading activities. We and our
subsidiary guarantors have agreed that we will make this prospectus
available to any broker-dealer for use in connection with any such resale.
See "Plan of Distribution."

PLEASE REFER TO "RISK FACTORS" BEGINNING ON PAGE 15 FOR A
DESCRIPTION OF THE RISKS YOU SHOULD CONSIDER WHEN EVALUATING THIS INVESTMENT.

WE ARE NOT ASKING YOU FOR A PROXY AND YOU ARE REQUESTED NOT TO SEND
US A PROXY.

NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY STATE
SECURITIES COMMISSION HAS APPROVED OR DISAPPROVED OF THE NEW NOTES TO BE ISSUED
IN THE EXCHANGE OR DETERMINED IF THIS PROSPECTUS IS TRUTHFUL OR COMPLETE. ANY
REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

WE MAY AMEND OR SUPPLEMENT THIS PROSPECTUS FROM TIME TO TIME BY
FILING AMENDMENTS OR SUPPLEMENTS AS REQUIRED. YOU SHOULD READ THIS ENTIRE
PROSPECTUS (AND THE ACCOMPANYING LETTER OF TRANSMITTAL AND RELATED DOCUMENTS)
AND ANY AMENDMENTS OR SUPPLEMENTS CAREFULLY BEFORE MAKING YOUR INVESTMENT
DECISION.

THE INFORMATION IN THIS PROSPECTUS IS NOT COMPLETE AND MAY BE
CHANGED. WE MAY NOT SELL THESE SECURITIES UNTIL THE REGISTRATION STATEMENT FILED
WITH THE SECURITIES AND EXCHANGE COMMISSION IS EFFECTIVE. THIS PROSPECTUS IS NOT
AN OFFER TO SELL THESE SECURITIES AND IT IS NOT SOLICITING AN OFFER TO BUY THESE
SECURITIES IN ANY STATE WHERE THE OFFER OR SALE IS NOT PERMITTED.

THE DATE OF THIS PROSPECTUS IS FEBRUARY 23, 2004.
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SUBSIDIARY GUARANTORS
Set forth below is a list of the subsidiary guarantors guarantying the
obligations of Armor Holdings, Inc. pursuant to the terms of the Indenture,
dated as of August 12, 2003, among Armor Holdings, Inc., the subsidiary
guarantors listed as signatories thereto and Wachovia Bank, National
Association, as trustee, as supplemented by the First Supplemental Indenture
dated as of September 30, 2003, as further supplemented by the Second

Supplemental Indenture dated as of December 9, 2003 and as further supplemented
by the Third Supplemental Indenture dated as of December 24, 2003.
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Armor Holdings Mobile Security, L.L.C.

Armor Holdings Products, Inc.

Armor Holdings Properties, Inc.

International Center for Safety Education, Inc.

Monadnock Lifetime Products, Inc. (Delaware)

Monadnock Lifetime Products, Inc. (New Hampshire)

NAP Properties, Ltd.

NAP Property Managers, LLC

Network Audit Systems, Inc.

Safariland Government Sales, Inc.



The following documents heretofore filed by us with the Securities and
Commission (the "Commission") pursuant to the Securities Exchange Act
as amended (the "Exchange Act"), are hereby incorporated by reference

Exchange
of 1934,

Edgar Filing: ARMOR HOLDINGS INC - Form 424B3

SAI Capital Corp.

INCORPORATION OF CERTAIN DOCUMENTS BY REFERENCE

in this prospectus, except as superseded or modified herein:

(a)

Our annual report on Form 10-K/A for the fiscal year ended December

31, 2002;

Our annual report on Form 10-K for the fiscal year ended December

31, 2002;

Our quarterly report on Form 10-Q for the period ended March 31,

2003;

Our quarterly report on Form 10-Q for the period ended June 30,

2003;

Our quarterly report on Form 10-Q for the period ended September 30,

2003;

Our current report on Form 8-K, Date of Event - May 5,
on May 5, 2003;

Our current report on Form 8-K, Date of Event - July 23,

on July 24, 2003;

Our current report on Form 8-K, Date of Event - July 26,

on August 8, 2003;

Our current report on Form 8-K, Date of Event - August 12,

filed on August 13, 2003;

Our current report on Form 8-K, Date of Event - November 4,

filed on November 5, 2003;

Our current report on Form 8-K, Date of Event - November 26,

filed on December 11, 2003;

Our current report on Form 8-K, Date of Event - December 9,
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filed on December 23, 2003;

(m) Our definitive proxy statement on Schedule 14A filed on April 30,
2003;
(n) Our current report on Form 8-K/A, Date of Event - December 9, 2003,

filed on January 22, 2004;

(o) Our current report on Form 8-K, Date of Event - January 27, 2004,
filed on January 27, 2004; and

(p) Our current report on Form 8-K, Date of Event - February 12, 2004,
filed on February 12, 2004.

All of such documents are on file with the Commission. In addition, all
documents filed by Armor Holdings pursuant to Sections 13(a), 13(c), 14 and
15(d) of the Exchange Act, subsequent to the date of this prospectus and prior
to termination of the exchange offer are incorporated by reference in this
prospectus and are a part hereof from the date of filing of such documents. Any
statement contained in a document incorporated or deemed to be incorporated by
reference herein shall be deemed to be modified or superseded for purposes of
this prospectus to the extent that a statement contained herein or in any
subsequently filed document that is also incorporated by reference herein
modifies or replaces such statement. Any statements so modified or superseded
shall not be deemed, except as so modified or superseded, to constitute a part
of this prospectus.

This prospectus incorporates herein by reference important business and
financial information about Armor Holdings that is not included in or delivered
with this prospectus. This information is available to you without charge upon
written or oral request. If you would like a copy of any of this information,
please submit your request to Armor Holdings, Inc., 1400 Marsh Landing Parkway,
Suite 112, Jacksonville, Florida 32250, Attention: Corporate Secretary, or call
(904) 741-5400. In addition, to obtain timely delivery of any information you
request, you must submit your request no later than March 16, 2004, which is
five business days before the date the exchange offer expires.

SUMMARY

This summary highlights material information from the prospectus. It may
not contain all of the information that is important to you. References in this
prospectus to "Armor Holdings," "we," "us" and "our" refer to Armor Holdings,
Inc., and references to Simula refer to Simula, Inc. We urge you to read and
review carefully this entire prospectus, and the other documents to which it
refers, to fully understand the terms of the new notes and the exchange offer.

SUMMARY OF THE TERMS OF THE EXCHANGE OFFER

General. ... .ttt e e On August 12, 2003, we completed a private
offering of the old notes, which consisted
of $150.0 million aggregate principal
amount of our 8 1/4% Senior Subordinated
Notes due 2013. In connection with the
private offering, we entered into a
registration rights agreement in which we
agreed, among other things, to deliver
this prospectus and to complete an
exchange offer for the old notes.



Edgar Filing: ARMOR HOLDINGS INC - Form 424B3

The Exchange Offer................

Expiration Date............vvu...

Conditions to the Exchange Offer..

We are offering to exchange $1,000
principal amount of our registered 8 1/4%
Senior Subordinated Notes due 2013, which
we refer to as the "new notes," for each
$1,000 principal amount of our
unregistered 8 1/4% Senior Subordinated
Notes due 2013, which we refer to as the
"old notes."

We sometimes refer to the new notes and
the old notes together as the "notes."
Currently, $150.0 million principal amount
of old notes are outstanding. The terms of
the new notes are identical in all
material respects to the terms of the old
notes, except that the transfer
restrictions applicable to the old notes
are not applicable to the new notes.

0ld notes may be tendered only in $1,000
increments. Subject to the satisfaction or
waiver of specified conditions, we will
exchange the new notes for all old notes
that are validly tendered and not
withdrawn prior to the expiration of the
exchange offer. See "The Exchange Offer —-
Terms of the Exchange Offer."

Upon completion of the exchange offer,
there may be no market for the old notes
and you may have difficulty selling them.
See "Risk Factors - If you fail to
exchange properly your old notes for new
notes, you will continue to hold notes
subject to transfer restrictions."

The exchange offer will expire at 5:00
p.m., New York City time, on March 23,
2004, unless extended, in which case the
expiration date will mean the latest date
and time to which we extend the exchange
offer.

The exchange offer is not subject to
conditions other than that:

o it shall not violate applicable law
or any applicable interpretation of
the staff of the Commission,

o no action or proceeding shall have
been instituted or threatened in any
court or by any governmental agency
which might materially impair our
ability to proceed with the exchange
offer, or
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Tendering Old Notes.......vvvueo..

Special Procedures for

Beneficial Owners

o all governmental approvals which we
deem necessary for the completion of
the exchange offer shall have been
obtained.

The exchange offer is not conditioned upon
any minimum principal amount of old notes
being tendered for exchange.

If you wish to tender your old notes for
new notes pursuant to the exchange offer,
you must transmit to Wachovia Bank,
National Association, as exchange agent,
on or before the expiration date, either:

o a computer—-generated message
transmitted through The Depository
Trust Company's Automated Tender
Offer Program system and received by
the exchange agent and forming a part
of a confirmation of book-entry
transfer in which you acknowledge and
agree to be bound by the terms of the
letter of transmittal; or

o a properly completed and duly
executed letter of transmittal, which
accompanies this prospectus, or a
facsimile of the letter of
transmittal, together with your old
notes and any other required
documentation, to the exchange agent
at its address listed in this
prospectus and on the front cover of
the letter of transmittal.

If you cannot satisfy either of these
procedures on a timely basis, then you
should comply with the guaranteed delivery

procedures described below. By executing
the letter of transmittal, you will make
the representations to us described under
"The Exchange Offer-Procedures for
Tendering."

If you are a beneficial owner whose old
notes are registered in the name of a
broker, dealer, commercial bank, trust
company or other nominee and you wish to
tender your old notes in the exchange
offer, you should contact the registered
holder promptly and instruct the
registered holder to tender on your
behalf. If you wish to tender on your own
behalf, you must either:
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o make appropriate arrangements to
register ownership of the old notes
in your name; or

o obtain a properly completed bond
power from the registered holder,
before completing and executing the
letter of transmittal and delivering
your old notes.

Guaranteed Delivery Procedures.... If you wish to tender your old notes and
time will not permit the documents
required by the letter of transmittal to
reach the exchange agent before the
expiration date, or the procedure for
book-entry transfer cannot be completed on
a timely basis, you must tender your old
notes according to the guaranteed delivery
procedure described in this prospectus
under "The Exchange Offer-Guaranteed
Delivery Procedures."

Acceptance of 0ld Notes and

Delivery of New Notes............. Subject to the satisfaction or waiver of
the conditions to the exchange offer, we
will accept for exchange any and all old
notes which are validly tendered in the
exchange offer and not withdrawn before
5:00 p.m., New York City time, on the
expiration date.

Withdrawal Rights................. You may withdraw the tender of your old
notes at any time before 5:00 p.m., New
York City time, on the expiration date, by
complying with the procedures for
withdrawal described in this prospectus
under "The Exchange Offer-Withdrawal of
Tenders."

Return of Notes.......ooveeenn. If we do not accept any tendered old notes
for the reasons described in the terms and
conditions of the exchange offer or if you
withdraw any tendered old notes or submit
old

10

notes for a greater principal amount than
you desire to exchange, we will return the
unaccepted, withdrawn or non-exchanged old
notes without expense to you as promptly
as practicable after the expiration or
termination of the exchange offer. See
"The Exchange Offer-Return of Notes."

Certain Federal Income

Tax CONSEQUENCES .« v v v v v v vt ennnnenennn The exchange of old notes for new notes
should not be a taxable event for United
States Federal income tax purposes. For a

10
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discussion of the material Federal income
tax consequences relating to the exchange
of notes, see "Federal Income Tax
Considerations.”

Exchange Agent.........cccivvinnnn. Wachovia Bank, National Association, the
trustee under the indenture governing the
old notes, 1is serving as the exchange
agent.

Consequence of Failure to

Exchange Notes..........iiiiin.. If you do not exchange your old notes for
new notes, you will continue to be subject
to the restrictions on transfer provided
in the old notes and in the indenture
governing the old notes. In general, the
old notes may not be offered or sold,
unless registered under the Securities
Act, except pursuant to an exemption from,
or in a transaction not subject to, the
Securities Act and applicable state
securities laws. We do not currently plan
to register the old notes under the
Securities Act.

11

SUMMARY OF THE TERMS OF THE NEW NOTES

The summary below describes the material terms of the new notes. Some of
the terms and conditions described below are subject to important limitations
and exceptions. The "Description of the New Notes" section of this prospectus
contains a more detailed description of the terms and conditions of the new
notes. The terms of the new notes are substantially identical to those of the
old notes, except that the transfer restrictions applicable to the old notes are
not applicable to the new notes. The new notes will evidence the same debt as
the old notes. The new notes and the old notes will be governed by the same
indenture.

ISSUCT T e vttt ettt ettt etiiaee e Armor Holdings, Inc.

Securities...... ... i, $150.0 million in principal amount of
8 1/4% Senior Subordinated Notes due 2013.

Mat Ul ity e ettt e et e e e e e e e August 15, 2013.

INteresSt . i ettt et e i e e e eaeenn Annual rate: 8 1/4%.
Payment frequency: every six months on
February 15 and August 15.
First payment: February 15, 2004.

Guarantees. ...ttt ittt The new notes will be unconditionally
guaranteed in full on a senior
subordinated basis by all of our existing
and future domestic restricted
subsidiaries except USDS, Inc. If we
cannot make payments on the new notes when
they are due, the guarantors must make
them instead. See "Risk Factors - Federal
and state statutes allow courts, under

11
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Ranking.........ooiiiiieaa..

Optional Redemption..........

Mandatory Offer to Repurchase

specific circumstances, to void guarantees
and require noteholders to return payments
received from guarantors" and "Description
of the New Notes."

The new notes and the guarantees will be
unsecured senior subordinated obligations.
Accordingly, they will rank:

o behind all of our and the guarantors'
existing and future senior debt;

o equally with all our and the
guarantors' existing and future
unsecured senior subordinated
obligations issued under the
indenture and which do not expressly
provide that they are subordinated to
the new notes; and

12

o ahead of any of our and the
guarantors' future debt that
expressly provides that it is
subordinated to the new notes.

On a pro forma basis as of September 30,
2003, the notes and the guarantees would
have been subordinated to approximately
$45.4 million of senior debt. In addition,
there would have been approximately $60.0
million of unused commitments under our
senior credit facility.

On or after August 15, 2008, we may redeem
some or all of the notes at any time at
the redemption prices listed under
"Description of the New Notes—--Optional
Redemption."

Prior to August 15, 2006, we may redeem up
to 35% of the new notes with the proceeds
from certain public equity offerings at
the redemption price listed under
"Description of the New Notes--Optional
Redemption."

If we sell certain assets or experience
certain types of changes of control, we
must offer to repurchase the new notes at
the prices listed in the section
"Description of the New Notes--Repurchase
at the Option of Holders." There can be no
assurance that we will have available
funds sufficient to repurchase all of the
new notes that might be tendered by
holders of the new notes seeking to accept
the repurchase offer. See "Risk Factors-We
may not have the ability to raise the

12
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funds necessary to finance the change of
control offer required by the indenture."

Certain Covenants................. The indenture governing the new notes
will, among other things, limit our and
the ability of certain of our subsidiaries

to:

o incur additional indebtedness;

o pay dividends or distributions on, or
redeem or repurchase, capital stock;

o make investments;

o engage in certain transactions with
affiliates;

o incur liens;

o transfer or sell assets; and

13
o consolidate, merge or transfer all or

substantially all of our assets.

For more details, see "Description of the
New Notes."

Use of Proceeds.....oviiiiivnnnnn. We will not receive any proceeds from the
exchange offer.

YOU SHOULD REFER TO THE SECTION ENTITLED "RISK FACTORS" FOR AN EXPLANATION
OF MATERIAL RISKS OF INVESTING IN THE NEW NOTES.

14

RISK FACTORS

Our business, operations and financial condition are subject to various
risks. The material risks are described below, and you should take these risks
into account in evaluating us or any investment decision involving us or in
deciding whether to tender your old notes in exchange for new notes in this
exchange offer. This section does not describe all risks applicable to us, our
industry or our business, and it is intended only as a summary of the material
risk factors. The risk factors set forth below are generally applicable to the
old notes as well as the new notes.

RISKS RELATING TO THE NEW NOTES

IF YOU FAIL TO EXCHANGE PROPERLY YOUR OLD NOTES FOR NEW NOTES, YOU WILL CONTINUE
TO HOLD OLD NOTES SUBJECT TO TRANSFER RESTRICTIONS.

The new notes will be issued in exchange for old notes only after timely
receipt by the exchange agent of the old notes, a properly completed and duly
executed letter of transmittal and all other required documents. Therefore, if
you desire to tender your old notes in exchange for new notes, you should allow

13
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sufficient time to ensure timely delivery. Your failure to follow these
procedures may result in delay in receiving new notes on a timely basis or in
your loss of the right to receive new notes. Neither we nor the exchange agent
is under any duty to give notification of defects or irregularities with respect
to tenders of old notes for exchange. If you tender old notes in the exchange
offer for the purpose of participating in a distribution of the new notes, you
will be required to comply with the registration and prospectus delivery
requirements of the Securities Act in connection with any resale transaction.
See "The Exchange Offer-Procedures for Tendering" and "Plan of Distribution".

If you do not exchange your old notes for new notes pursuant to the
exchange offer, you will continue to be subject to the restrictions on transfer
of the old notes as set forth in the legend on the old notes. In general, the
old notes may not be offered or sold unless registered under the Securities Act,
or pursuant to an exemption from, or in a transaction not subject to, the
Securities Act and applicable state securities laws. We do not currently intend
to register the old notes under the Securities Act. To the extent that old notes
are tendered and accepted in the exchange offer, the trading market for
untendered and tendered but unaccepted old notes could be adversely affected.

OUR SIGNIFICANT INDEBTEDNESS COULD ADVERSELY AFFECT OUR FINANCIAL HEALTH, AND
PREVENT US FROM FULFILLING OUR OBLIGATIONS UNDER THE NOTES.

We have a significant amount of indebtedness. Our significant indebtedness
could:

o make it more difficult for us to satisfy our obligations with
respect to the new notes;

o increase our vulnerability to general adverse economic and industry
conditions;

o require us to dedicate a substantial portion of our cash flow from

operations to payments on our indebtedness, thereby reducing the
availability of our cash flow to fund working

15
capital, capital expenditures, acquisitions and investments and

other general corporate purposes;

e} limit our flexibility in planning for, or reacting to, changes in
our business and the markets in which we operate;

o place us at a competitive disadvantage compared to our competitors
that have less debt; and

o limit, among other things, our ability to borrow additional funds.

The following table sets forth our total debt, total stockholders' equity,
total capitalization and ratio of debt to total capitalization:

September 30, 2003

(Unaudited)
(Dollars in Thousands)
Total debt $168,148
Total stockholders' equity $291,140

14
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Total capitalization $459,288
Ratio of debt to total 36.6%
capitalization

The terms of the indenture governing the notes and the senior credit
facility allow us to issue and incur additional debt upon satisfaction of
certain conditions. See "Description of the New Notes" for a description of our
indenture and "Description of Senior Indebtedness" for a description of our
senior credit facility. If new debt is added to current debt levels, the related
risks described above could increase.

YOUR RIGHT TO RECEIVE PAYMENTS ON THE NOTES IS JUNIOR TO OUR EXISTING SENIOR
INDEBTEDNESS AND POSSIBLY ALL OF OUR FUTURE BORROWINGS. FURTHER, THE GUARANTEES
OF THE NEW NOTES ARE JUNIOR TO ALL OF THE GUARANTORS' EXISTING SENIOR
INDEBTEDNESS AND POSSIBLY TO ALL THEIR FUTURE BORROWINGS.

The notes and the guarantees rank behind all of our and the guarantors'
existing senior indebtedness and all of our and the guarantors' future senior
indebtedness. See "Description of Senior Indebtedness" for a description of our
senior credit facility. On a pro forma basis as of September 30, 2003, the notes
and the guarantees would have been subordinated to approximately $5.2 million of
senior debt. In addition, our senior credit facility would have permitted up to
approximately $60 million of additional borrowings, subject to compliance with
the covenants and conditions to borrowing under the senior credit facility,
which borrowings would be senior to the notes and the guarantees. We will be
permitted to borrow substantial additional indebtedness, including senior debt,
in the future.
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As a result of this subordination, upon any distribution to our creditors
or the creditors of the guarantors in a bankruptcy, liquidation or
reorganization or similar proceedings relating to us or the guarantors or our or
the guarantors' property, the holders of our senior debt and the senior debt of
the guarantors will be entitled to be paid in full in cash before any payment
may be made with respect to the notes or the guarantees.

In addition, all payments on the new notes and the guarantees will be
blocked in the event of a payment default on senior debt and may be blocked for
up to 179 consecutive days in the event of certain non-payment defaults on
designated senior debt.

In the event of a bankruptcy, ligquidation or reorganization or similar
proceeding relating to us or the guarantors, the indenture relating to the new
notes will require that amounts otherwise payable to holders of the new notes in
a bankruptcy or similar proceeding be paid to holders of senior debt instead
until the holders of senior debt are paid in full. As a result, holders of the
new notes may not receive all amounts owed to them and may receive less,
ratably, than holders of trade payables and other unsubordinated indebtedness in
any such proceeding.

SINCE THE NOTES ARE UNSECURED, YOUR RIGHT TO ENFORCE REMEDIES IS LIMITED BY THE
RIGHTS OF HOLDERS OF SECURED DEBT.

In addition to being contractually subordinated to all existing and future

senior indebtedness, our obligations under the new notes will be unsecured while
obligations under our senior credit facility will be secured by substantially
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all of our assets and those of our subsidiaries. If we become insolvent or are
liquidated, or if payment under the senior credit facility is accelerated, the
lenders under the senior credit facility are entitled to exercise the remedies
available to a secured lender under applicable law. These lenders have a claim
on all assets securing the senior credit facility before the holders of
unsecured debt, including the notes.

NOT ALL OF OUR SUBSIDIARIES WILL GUARANTEE OUR OBLIGATIONS UNDER THE NOTES, AND
THE ASSETS OF THE NON-GUARANTOR SUBSIDIARIES MAY NOT BE AVAILABLE TO MAKE
PAYMENTS ON THE NOTES.

Our present and future domestic restricted subsidiaries will guarantee the
notes. Payments on the notes are only required to be made by us and the
subsidiary guarantors. As a result, no payments are required to be made from
assets of subsidiaries that do not guarantee the notes, unless those assets are
transferred by dividend or otherwise to us or a subsidiary guarantor. On a pro
forma basis, as of and for the year ended December 31, 2002, the aggregate total
assets and net sales of our non-guarantor subsidiaries were $100.3 million and
$75.4 million, respectively, or 27.3% and 24.7%, respectively, of our total
assets and net sales.

In the event of a bankruptcy, liquidation or reorganization of any of the
non—-guarantor subsidiaries, holders of their liabilities, including their trade
creditors, will be entitled to payment of their claims from the assets of those
subsidiaries before any assets are made available for distribution to us. As a
result, the notes are effectively subordinated to all indebtedness and other
liabilities of the non-guarantor subsidiaries.
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WE WILL REQUIRE A SIGNIFICANT AMOUNT OF CASH TO SERVICE OUR INDEBTEDNESS. OUR
ABILITY TO GENERATE CASH DEPENDS ON MANY FACTORS BEYOND OUR CONTROL.

Our ability to make payments on and to refinance our indebtedness,
including the notes and amounts borrowed under our senior credit facility, and
to fund planned capital expenditures and expansion efforts and strategic
acquisitions we may make in the future, if any, will depend on our ability to
generate cash in the future. This, to a certain extent, is subject to general
economic, financial, competitive and other factors that are beyond our control.

Based on our current level of operations, we believe our cash flow from
operations, together with available cash and available borrowings under our
senior credit facility, will be adequate to meet future liquidity needs for at
least the next twelve months. However, we cannot assure you that our business
will generate sufficient cash flow from operations in the future, that our
currently anticipated growth in revenues and cash flow will be realized on
schedule or that future borrowings will be available to us under the senior
credit facility in an amount sufficient to enable us to service indebtedness,
including the new notes, or to fund other liquidity needs. We may need to
refinance all or a portion of our indebtedness, including the notes and our
senior credit facility, on or before maturity. We cannot assure you that we will
be able to do so on commercially reasonable terms or at all.

THE INDENTURE AND OUR SENIOR CREDIT FACILITY CONTAIN VARIOUS COVENANTS WHICH
LIMIT OUR MANAGEMENT'S DISCRETION IN THE OPERATION OF OUR BUSINESS.

Our senior credit facility and the indenture contain various provisions
that limit our management's discretion by restricting our and certain of our
subsidiaries' ability to, among other things:

16



Edgar Filing: ARMOR HOLDINGS INC - Form 424B3

o incur additional indebtedness;

o pay dividends or distributions on, or redeem or repurchase, capital
stock;

o make investments;

o engage in transactions with affiliates;

o incur liens;

o transfer or sell assets; and

o consolidate, merge or transfer all or substantially all of our
assets.

In addition, our senior credit facility requires us to meet certain
financial ratios. Any failure to comply with the restrictions of our senior
credit facility, the indenture or any other subsequent financing agreements may
result in an event of default. An event of default may allow the creditors, if
the agreements so provide, to accelerate the related debt as well as any other
debt to which a

18

cross—acceleration or cross-default provision applies. In addition, the lenders
may be able to terminate any commitments they had made to supply us with further
funds.

WE MAY NOT HAVE THE ABILITY TO RAISE THE FUNDS NECESSARY TO FINANCE THE CHANGE
OF CONTROL OFFER REQUIRED BY THE INDENTURE.

Upon the occurrence of certain specific kinds of change of control events,
we will be required to offer to repurchase all outstanding new notes. However,
it is possible that we will not have sufficient funds at the time of the change
of control to make the required repurchase of new notes. In addition,
restrictions in our senior credit facility prohibit repurchases of the notes
unless a waiver is obtained from the lenders or our senior credit facility is
repaid in full. If we fail to repurchase the new notes following a change of
control, we will be in default under the indenture, which will result in a
cross—default under our senior credit facility. Any future debt which we incur
may also contain restrictions on repayment of the notes. In addition, certain
important corporate events, such as leveraged recapitalizations, that would
increase the level of our indebtedness would not constitute a change of control
under the indenture.

A PUBLIC MARKET FOR THE NEW NOTES MAY NOT DEVELOP.

There can be no assurance that a public market for the new notes will
develop or, if such a market develops, as to the liquidity of the market. If a
market were to develop, the new notes could trade at prices that may be higher
or lower than their principal amount. We do not intend to apply for listing of
the new notes on any securities exchange or for quotation of the new notes on
any automated quotation system. The initial purchaser, Wachovia Capital Markets,
LLC, has previously made a market in the old notes, and we have been advised
that the initial purchaser currently intends to make a market in the new notes,
as permitted by applicable laws and regulations, after consummation of the
exchange offer. The initial purchaser is not obligated, however, to make a
market in the old notes or the new notes, and any market-making activity may be
discontinued at any time without notice at the sole discretion of the initial
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purchaser. If an active public market does not develop or continue, the market
price and liquidity of the new notes may be adversely affected.

In addition, the liquidity of the trading market in the new notes, and the
market price quoted for the new notes, may be adversely affected by changes in
the overall market for high-yield securities and by changes in our financial
performance or prospects or in the prospects for companies in our industry
generally. As a result, you cannot be sure that an active trading market will
develop for the new notes.

FEDERAL AND STATE STATUTES ALLOW COURTS, UNDER SPECIFIC CIRCUMSTANCES, TO VOID
GUARANTEES AND REQUIRE NOTEHOLDERS TO RETURN PAYMENTS RECEIVED FROM GUARANTORS.

If a bankruptcy case or lawsuit is initiated by unpaid creditors of any
guarantor, the debt represented by the guarantees entered into by the guarantors
may be reviewed under the Federal bankruptcy law and comparable provisions of
state fraudulent transfer laws. Under these laws, a guarantee could be voided,
or claims in respect of the guarantee could be subordinated to certain
obligations of a guarantor if, among other things, the guarantor, at the time it
entered into the
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guarantee:
o received less than reasonably equivalent value or fair consideration
for entering into the guarantee; and
o either:

o was insolvent or rendered insolvent by reason of entering into
a guarantee; or

o was engaged in a business or transaction for which the
guarantor's remaining assets constituted unreasonably small
capital; or

o intended to incur, or believed that it would incur, debts or
contingent liabilities beyond its ability to pay them as they
become due.

In addition, any payment by a guarantor could be voided and required to be
returned to the guarantor or to a fund for the benefit of the guarantor's
creditors under those circumstances.

If a guarantee of a subsidiary were voided as a fraudulent conveyance or
held unenforceable for any other reason, holders of the new notes would be
solely creditors of our company and creditors of our other subsidiaries that
have validly guaranteed the new notes. The new notes then would be effectively
subordinated to all liabilities of the subsidiary whose guarantee was voided.

The measures of insolvency for purposes of these fraudulent transfer laws
will vary depending upon the law applied in any proceeding to determine whether
a fraudulent transfer has occurred. Generally, however, a guarantor would be
considered insolvent if:

o the sum of its debts, including contingent liabilities, were greater
than the fair saleable value of all of its assets; or

o the present fair saleable value of its assets were less than the
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amount that would be required to pay its probable liability on its
existing debts, including contingent liabilities, as they become
absolute and mature; or

o it could not pay its debts or contingent liabilities as they become
due.

If the claims of the holders of the new notes against any subsidiary were
subordinated in favor of other creditors of the subsidiary, the other creditors
would be entitled to be paid in full before any payment could be made on the new
notes. If one or more of the guarantees is voided or subordinated, we cannot
assure you that after providing for all prior claims there would be sufficient
assets remaining to satisfy the claims of the holders of the new notes.

Based upon financial and other information, we believe that the guarantees
are being incurred for proper proposes and in good faith and that we, and our
subsidiaries that are guarantors, on a consolidated basis, are solvent and will
continue to be solvent after this offering is completed, will have sufficient
capital for carrying on our business after the issuance of the new notes and
will
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be able to pay our debts as they mature. We cannot assure you, however, as to
the standard a court would apply in making these determinations or that a court
would agree with our conclusions in this regard.

RISKS RELATED TO ARMOR HOLDINGS' INDUSTRY

THE PRODUCTS WE SELL ARE INHERENTLY RISKY AND COULD GIVE RISE TO PRODUCT
LIABILITY AND OTHER CLAIMS.

The products that we manufacture are typically used in applications and
situations that involve high levels of risk of personal injury. Failure to use
our products for their intended purposes, failure to use them properly, their
malfunction, or, in some limited circumstances, even correct use of our
products, could result in serious bodily injury or death. Our products include:
body armor designed to protect against ballistic and sharp instrument
penetration; less-lethal products such as less-lethal munitions, pepper sprays,
distraction devices and flameless expulsion grenades; various models of police
batons made of wood, alloy steel, acetate, aluminum and polycarbonate products;
vehicle and hard armoring systems; and police duty gear.

Claims have been made and are pending against certain of our subsidiaries,
involving permanent physical injury and death caused by self-defense sprays and
other munitions intended to be less-lethal. In addition, the manufacture and
sale of certain less-lethal products may be the subject of product liability
claims arising from the design, manufacture or sale of such goods. If these
claims are decided against us and we are found to be liable, we may be required
to pay substantial damages and our insurance costs may increase significantly as
a result. Also, a significant or extended lawsuit, such as a class action, could
also divert significant amounts of management's time and attention. We cannot
assure you that our insurance coverage would be sufficient to cover the payment
of any potential claim. In addition, we cannot assure you that this or any other
insurance coverage will continue to be available or, if available, that we will
be able to obtain it at a reasonable cost. Our cost of obtaining insurance
coverage has risen substantially since September 11, 2001. Any material
uninsured loss could have a material adverse effect on our business, financial
condition and results of operations. In addition, the inability to obtain
product liability coverage would prohibit us from bidding for orders from
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certain governmental customers since, at present, many bids from governmental
entities require such coverage, and any such inability would have a material
adverse effect on our business, financial condition and results of operations.

Both private claimants and State Attorneys General have already commenced
legal action against Second Chance Body Armor based upon its Ultima (R) and
Ultimax (R) model vests. Second Chance Body Armor licenses from Simula a certain
patented technology which is used in the body armor it manufactures, but to our
knowledge, no lawsuit has yet been brought against Second Chance Body Armor
based upon this licensed technology, although a letter was received by Simula
from an attorney representing a police officer who was injured while wearing a
Second Chance Body Armor vest alleging potential liability against Simula. In
addition, the U.S. Attorney General has asked the U.S. Department of Justice to
investigate the claims regarding the Zylon(R) vests. As Simula has licensed its
technology to Second Chance Body Armor, it may be impacted by the pending claims
against Second Chance Body Armor and the investigation being conducted by the
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U.S. Department of Justice. If Simula is included in the claims pending against
Second Chance Body Armor and the investigation being conducted by the U.S.
Department of Justice, we cannot assure you that any judgment, settlement or
resolution against Simula will not have a material adverse effect on Simula's
business, financial condition and results of operations.

WE ARE SUBJECT TO EXTENSIVE GOVERNMENT REGULATION AND OUR FAILURE OR INABILITY
TO COMPLY WITH THESE REGULATIONS COULD MATERIALLY RESTRICT OUR OPERATIONS AND
SUBJECT US TO SUBSTANTIAL PENALTIES.

We are subject to federal licensing requirements with respect to the sale
in foreign countries of certain of our products. In addition, we are obligated
to comply with a variety of federal, state and local regulations governing
certain aspects of our operations and workplace, including regulations
promulgated by, among others, the U.S. Departments of Commerce, State and
Transportation, the U.S. Environmental Protection Agency and the U.S. Bureau of
Alcohol, Tobacco and Firearms. Additionally, the failure to obtain applicable
governmental approval and clearances could adversely affect our ability to
continue to service the government contracts we maintain. Furthermore, we have
material contracts with governmental entities and are subject to rules,
regulations and approvals applicable to government contractors. We are also
subject to routine audits to assure our compliance with these requirements. In
addition, a number of our employees involved with certain of our federal
government contracts are required to obtain specified levels of security
clearances. Our business may suffer if we or our employees are unable to obtain
the security clearances that are needed to perform services contracted for the
Department of Defense, one of our major customers. Our failure to comply with
these contract terms, rules or regulations could expose us to substantial
penalties, including the loss of these contracts and disqualification as a U.S.
government contractor.

Like other companies operating internationally, we are subject to the
Foreign Corrupt Practices Act and other laws which prohibit improper payments to
foreign governments and their officials by U.S. and other business entities. We
operate in countries known to experience endemic corruption. Our extensive
operations in such countries creates the risk of an unauthorized payment by one
of our employees or agents which would be in violation of various laws including
the Foreign Corrupt Practices Act. Violations of the Foreign Corrupt Practices
Act may result in severe criminal penalties which could have a material adverse
effect on our business, financial condition and results of operations.
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WE HAVE SIGNIFICANT INTERNATIONAL OPERATIONS AND ASSETS AND ARE THEREFORE
SUBJECT TO ADDITIONAL FINANCIAL AND REGULATORY RISKS.

We sell our products and services in foreign countries and seek to
increase our level of international business activity. Our overseas operations
are subject to various risks, including: U.S.-imposed embargoes of sales to
specific countries (which could prohibit sales of our products there); foreign
import controls (which may be arbitrarily imposed and enforced and which could
interrupt our supplies or prohibit customers from purchasing our products);
exchange rate fluctuations; dividend remittance restrictions; expropriation of
assets; war, civil uprisings and riots; government instability; the necessity of
obtaining government approvals for both new and continuing
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operations; and legal systems of decrees, laws, taxes, regulations,
interpretations and court decisions that are not always fully developed and that
may be retroactively or arbitrarily applied.

One component of our strategy is to expand our operations into selected
international markets. Military procurement, for example, has traditionally had
a large international base. Countries in which we are actively marketing include
Germany, Canada, France, Italy, the United Kingdom, Norway, Japan, India, Korea
and Australia. We, however, may be unable to execute our business model in these
markets or new markets. Further, foreign providers of competing products and
services may have a substantial advantage over us in attracting consumers and
businesses in their country due to earlier established businesses in that
country, greater knowledge with respect to the cultural differences of consumers
and businesses residing in that country and/or their focus on a single market.
We expect to continue to experience higher costs as a percentage of revenues in
connection with the development and maintenance of international products and
services. In pursuing our international expansion strategy, we face several
additional risks, including:

o foreign laws and regulations, which may vary country by country,
that may impact how we conduct our business;

o higher costs of doing business in foreign countries, including
different employment laws;

o potential adverse tax consequences if taxing authorities in
different jurisdictions worldwide disagree with their interpretation
of various tax laws or their determinations as to the income and
expenses attributable to specific jurisdictions, which could result
in our paying additional taxes, interest and penalties;

o technological differences that vary by marketplace, which we may not
be able to support;

o longer payment cycles and foreign currency fluctuations;
o economic downturns; and
o revenue growth outside of the United States may not continue at the

same rate if it is determined that we have already launched our
products and services in the most significant markets.

We may also be subject to unanticipated income taxes, excise duties,
import taxes, export taxes or other governmental assessments. In addition, a
percentage of the payments to us in our international markets are often in local
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currencies. Although most of these currencies are presently convertible into
U.S. dollars, we cannot be sure that convertibility will continue. Even if
currencies are convertible, the rate at which they convert is subject to
substantial fluctuation. Our ability to transfer currencies into or out of local
currencies may be restricted or limited. Any of these events could result in a
loss of business or other unexpected costs which could reduce revenue or profits
and have a material adverse effect on our business, financial condition and
results of operations.

We routinely operate in areas where local government policies regarding
foreign entities and the local tax and legal regimes are often uncertain, poorly
administered and in a state of flux. We cannot, therefore, be certain that we
are in compliance with, or will be protected by, all relevant local laws and
taxes at any given point in time. A subsequent determination that we failed to
comply with relevant local laws and taxes could have a material adverse effect
on our business, financial condition and results of operations.
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One or more of these factors could adversely effect our future
international operations and, consequently, could have a material adverse effect
on our business, financial condition and results of operation.

RISKS RELATED TO ARMOR HOLDINGS' BUSINESS

MANY OF OUR CUSTOMERS HAVE FLUCTUATING BUDGETS WHICH MAY CAUSE SUBSTANTIAL
FLUCTUATIONS IN OUR RESULTS OF OPERATIONS.

Customers for our products include federal, state, municipal, foreign and
military, law enforcement and other governmental agencies. Government tax
revenues and budgetary constraints, which fluctuate from time to time, can
affect budgetary allocations for these customers. Many domestic and foreign
government agencies have in the past experienced budget deficits that have led
to decreased spending in defense, law enforcement and other military and
security areas. Our results of operations may be subject to substantial
period-to-period fluctuations because of these and other factors affecting
military, law enforcement and other governmental spending. For example, we
attribute part of the decline in our Products Division revenue during the first
quarter of 2001 with the timing of the Bulletproof Vest Partnership Act, which
provides federal matching funds to law enforcement agencies purchasing bullet
resistant vests. We believe that many agencies delayed their purchasing
decisions during the first quarter of 2001 until such federal funds were fully
allocated. A reduction of funding for federal, state, municipal, foreign and
other governmental agencies could have a material adverse effect on sales of our
products and our business, financial condition and results of operations.

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 the business
of our Aerospace and Defense Group. 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 have a
minimum purchase commitment and the U.S. military generally has the right to
cancel its contracts unilaterally without prior notice. Our Aerospace and
Defense Group is the sole-source provider to the U.S. military for up-armoring
of the U.S. military's High Mobility Multi-purpose Wheeled Vehicles ("HMMWV").
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Up—-Armored HMMWVs, and related programs such as maintenance, spare parts and
engineering services associated with Up-Armored HMMWVs, accounted for
approximately 47% of the sales of the Aerospace and Defense Group in 2003 on a
pro forma basis after giving effect to our acquisition of Simula. The HMMWVs are
manufactured by AM General Corporation under separate U.S. military contracts.
Should production or deliveries of HMMWVs be significantly interrupted, or
should other single source suppliers significantly interrupt deliveries of our
components for up-armoring the HMMWVs, we will not be able to deliver such
up—armoring systems for the HMMWVs to the U.S. military on schedule, which could
have a material adverse effect on our business, financial condition and results
of operations. Our Aerospace and Defense Group also manufactures for the U.S.
military helicopter seating systems, aircraft and land vehicle armor systems,
protective
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equipment for military personnel and other technologies used to protect soldiers
in a variety of life-threatening or catastrophic situations. The Aerospace and
Defense Group's products are deployed on a wide range of high-profile military
platforms such as the AH-64 Apache and the UH-60 Black Hawk helicopters, the
C-17 Globemaster III Transport Aircraft, the M1117 Guardian Armored Security
Vehicle, the M998 High Mobility Multipurpose Wheeled Vehicle, and body-worn
equipment for personal protection of the U.S. Army, Marine Corps, and Air Force
Special Operations Forces. The loss of, or a significant reduction in, U.S.
military business for our helicopter seating systems, aircraft and land vehicle
armor systems and other protective equipment could have a material adverse
effect on our business, financial condition and results of operations.

WE MAY LOSE MONEY OR GENERATE LESS THAN EXPECTED PROFITS ON OUR FIXED-PRICE
CONTRACTS.

Some of our government contracts provide for a predetermined, fixed price
for the products we make regardless of the costs we incur. Therefore,
fixed-price contracts require us to price our contracts by forecasting our
expenditures. When making proposals for fixed-price contracts, we rely on our
estimates of costs and timing for completing these projects. These estimates
reflect management's Jjudgments regarding our capability to complete projects
efficiently and timely. Our production costs may, however, exceed forecasts due
to unanticipated delays or increased cost of materials, components, labor,
capital equipment or other factors. Therefore, we may incur losses on fixed
price contracts that we had expected to be profitable, or such contracts may be
less profitable than expected, which could have a material adverse effect on our
business, financial condition and results of operations.

OUR BUSINESS IS SUBJECT TO VARIOUS LAWS AND REGULATIONS FAVORING THE U.S.
GOVERNMENT'S CONTRACTUAL POSITION, AND OUR FAILURE TO COMPLY WITH SUCH LAWS AND
REGULATIONS COULD HARM OUR OPERATING RESULTS AND PROSPECTS.

As a contractor to the U.S. government, we must comply with laws and
regulations relating to the formation, administration and performance of the
federal government contracts that affect how we do business with our clients and
may impose added costs on our business. These rules generally favor the U.S.
government's contractual position. For example, these regulations and laws
include provisions that subject contracts we have been awarded to:

o protest or challenge by unsuccessful bidders; and
o unilateral termination, reduction or modification by the government.

The accuracy and appropriateness of certain costs and expenses used to
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substantiate our direct and indirect costs for the U.S. government under both
cost-plus and fixed-price contracts are subject to extensive regulation and
audit by the Defense Contract Audit Agency, an arm of the U.S. Department of
Defense. Responding to governmental audits, inquiries or investigations may
involve significant expense and divert management's attention. Our failure to
comply with these or other laws and regulations could result in contract
termination, suspension or debarment from contracting with the federal
government, civil fines and damages and criminal prosecution and penalties, any
of which could have a material adverse effect on our business, financial
condition and results of operations.
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OUR MARKETS ARE HIGHLY COMPETITIVE AND IF WE ARE UNABLE TO COMPETE EFFECTIVELY,
WE WILL BE ADVERSELY AFFECTED.

The markets in which we operate include a large number of competitors
ranging from small businesses to multinational corporations and are highly
competitive. Competitors who are larger, better financed and better known than
us may compete more effectively than we can. In order to stay competitive in our
industry, we must keep pace with changing technologies and client preferences.
If we are unable to differentiate our services from those of our competitors,
our revenues may decline. In addition, our competitors have established
relationships among themselves or with third parties to increase their ability
to address client needs. As a result, new competitors or alliances among
competitors may emerge and compete more effectively than we can. There is also a
significant industry trend towards consolidation, which may result in the
emergence of companies which are better able to compete against us.

THERE ARE LIMITED SOURCES FOR SOME OF OUR RAW MATERIALS WHICH MAY SIGNIFICANTLY
CURTAIL OUR MANUFACTURING OPERATIONS.

The raw materials that we use in manufacturing ballistic resistant
garments and up-armored vehicles include: SpectraShield, a patented product of
Honeywell, Inc.; Z-Shield, a patented product of Honeywell, Inc.; Zylon, a
patented product of Toyobo Co., Ltd.; Kevlar, a patented product of E.I. du Pont
de Nemours Co., Inc., or DuPont; and Twaron, a patented product of Akzo-Nobel
Fibers, B.V. We purchase these materials in the form of woven cloth from five
independent weaving companies. In the event Du Pont or its licensee in Europe
cease, for any reason, to produce or sell Kevlar to us, we would utilize these
other ballistic resistant materials as a substitute. However, none of
SpectraShield, Twaron, Z-Shield or Zylon is expected to become a complete
substitute for Kevlar in the near future. We enjoy a good relationship with our
suppliers of Kevlar, SpectraShield, Twaron, Z-Shield and Zylon. The use of Zylon
and Z-Shield in the design of ballistic resistant vests is a recent
technological advancement that is subject to continuing development and study.
Toyobo is the only producer of Zylon, and Honeywell is the only producer of
Z—-Shield. Should these materials become unavailable for any reason, we would be
unable to replace them with materials of like weight and strength. Thus, if our
supply of any of these materials were materially reduced or cut off or if there
were a material increase in the prices of these materials, our manufacturing
operations could be adversely affected and our costs increased, and our
business, financial condition and results of operations would be materially
adversely affected.

WE MAY BE UNABLE TO COMPLETE OR INTEGRATE ACQUISITIONS EFFECTIVELY, IF AT ALL,
AND AS A RESULT MAY INCUR UNANTICIPATED COSTS OR LIABILITIES OR OPERATIONAL
DIFFICULTIES.

We intend to grow through the acquisition of businesses and assets that
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will complement our current businesses. We cannot be certain that we will be
able to identify attractive acquisition targets, obtain financing for
acquisitions on satisfactory terms or successfully acquire identified targets.
Furthermore, we may have to divert our management's attention and our financial
and other resources from other areas of our business. Our inability to implement
our acquisition strategy successfully may hinder the expansion of our business.
Because we depend in part on acquiring new businesses and assets to develop and
offer new products, failure to implement our acquisition strategy may also
adversely affect our ability to offer new products in line with industry trends.
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We may not be successful in integrating acquired businesses into our
existing operations. Integration may result in unanticipated liabilities or
unforeseen operational difficulties, which may be material, or require a
disproportionate amount of management's attention. Acquisitions may result in us
incurring additional indebtedness or issuing preferred stock or additional
common stock. Competition for acquisition opportunities in the industry may
rise, thereby increasing our cost of making acquisitions or causing us to
refrain from making further acquisitions. In addition, the terms and conditions
of our secured revolving credit facility and the indenture governing our 8 1/4%
Senior Subordinated Notes impose restrictions on us that, among other things,
restrict our ability to make acquisitions.

OUR RESOURCES MAY BE INSUFFICIENT TO MANAGE THE DEMANDS IMPOSED BY OUR GROWTH.

We have rapidly expanded our operations, and this growth has placed
significant demands on our management, administrative, operating and financial
resources. The continued growth of our customer base, the types of services and
products offered and the geographic markets served can be expected to continue
to place a significant strain on our resources. In addition, we cannot easily
identify and hire personnel qualified both in the provision and marketing of our
security services and products. Our future performance and profitability will
depend in large part on our ability to attract and retain additional management
and other key personnel; our ability to implement successful enhancements to our
management, accounting and information technology systems; and our ability to
adapt those systems, as necessary, to respond to growth in our business.

ARMOR HOLDINGS IS DEPENDENT ON INDUSTRY RELATIONSHIPS.

A number of our products are components in our customers' final products.
Accordingly, to gain market acceptance, we must demonstrate that our products
will provide advantages to the manufacturers of final products, including
increasing the safety of their products, providing such manufacturers with
competitive advantages or assisting such manufacturers in complying with
existing or new government regulations affecting their products. There can be no
assurance that our products will be able to achieve any of these advantages for
the products of our customers. Furthermore, even if we are able to demonstrate
such advantages, there can be no assurance that such manufacturers will elect to
incorporate our products into their final products, or if they do, that our
products will be able to meet such customers' manufacturing requirements.
Additionally, there can be no assurance that our relationships with our
manufacturer customers will ultimately lead to volume orders for our products.
The failure of manufacturers to incorporate our products into their final
products could have a material adverse effect on our business, financial
condition and results of operations.

WE MAY BE UNABLE TO PROTECT OUR PROPRIETARY TECHNOLOGY, INCLUDING THE
TECHNOLOGIES WE USE TO FURNISH THE UP-ARMORING OF HMMWVS.

25



Edgar Filing: ARMOR HOLDINGS INC - Form 424B3

We are dependent upon a variety of methods and techniques that we regard
as proprietary trade secrets. We are also dependent upon a variety of
trademarks, service marks and designs to promote brand name development and
recognition. We rely on a combination of trade secret,
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copyright, patent, trademark, unfair competition and other intellectual property
laws as well as contractual agreements to protect our rights to such
intellectual property. Due to the difficulty of monitoring unauthorized use of
and access to intellectual property, however, such measures may not provide
adequate protection. It is possible that our competitors may access our
intellectual property and proprietary information and use it to their advantage.
In addition, there can be no assurance that courts will always uphold our
intellectual property rights, or enforce the contractual arrangements that we
have entered into to protect our proprietary technology. Any unenforceability or
misappropriation of our intellectual property could have a material adverse
effect on our business, financial condition and results of operations.
Furthermore, we cannot assure you that any pending patent application or
trademark application made by us will result in an issued patent or registered
trademark, or that, if a patent is issued, it will provide meaningful protection
against competitors or competitor technologies. In addition, if we bring or
become subject to litigation to defend against claimed infringement of our
rights or of the rights of others or to determine the scope and validity of our
intellectual property rights, such litigation could result in substantial costs
and diversion of our resources which could have a material adverse effect on our
business, financial condition and results of operations. Unfavorable results in
such litigation could also result in the loss or compromise of our proprietary
rights, subject us to significant liabilities, require us to seek licenses from
third parties on unfavorable terms, or prevent us from manufacturing or selling
our products, any of which could have a material adverse effect on our business,
financial condition and results of operations.

TECHNOLOGICAL ADVANCES, THE INTRODUCTION OF NEW PRODUCTS, AND NEW DESIGN AND
MANUFACTURING TECHNIQUES COULD ADVERSELY AFFECT OUR OPERATIONS UNLESS WE ARE
ABLE TO ADAPT TO THE RESULTING CHANGE IN CONDITIONS.

Our future success and competitive position depend to a significant extent
upon our proprietary technology. We must make significant investments to
continue to develop and refine our technologies. We will be required to expend
substantial funds for and commit significant resources to the conduct of
continuing research and development activities, the engagement of additional
engineering and other technical personnel, the purchase of advanced design,
production and test equipment, and the enhancement of design and manufacturing
processes and techniques. Our future operating results will depend to a
significant extent on our ability to continue to provide design and
manufacturing services for new products that compare favorably on the basis of
time to introduction, cost and performance with the design and manufacturing
capabilities. The success of new design and manufacturing services depends on
various factors, including utilization of advances in technology, innovative
development of new solutions for customer products, efficient and cost-effective
services, timely completion and delivery of new product solutions and market
acceptance of customers' end products. Because of the complexity of our
products, we may experience delays from time to time in completing the design
and manufacture of new product solutions. In addition, there can be no assurance
that any new product solutions will receive or maintain customer or market
acceptance. If we were unable to design and manufacture solutions for new
products of our customers on a timely and cost-effective basis, such inability
could have a material adverse effect on our business, financial condition and
results of operations.
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WE MAY BE ADVERSELY AFFECTED BY APPLICABLE ENVIRONMENTAL LAWS AND REGULATIONS.

We are subject to federal, state, local and foreign laws and regulations
governing the protection of the environment and human health, including those
regulating discharges to the air and water, the management of wastes, and the
control of noise and odors. We cannot assure you that we are at all times in
complete compliance with all such requirements. Like all companies in our
industry, we are subject to potentially significant fines or penalties if we
fail to comply with environmental requirements. Environmental requirements are
complex, change frequently, and could become more stringent in the future.
Accordingly, we cannot assure you that these requirements will not change in a
manner that will require material capital or operating expenditures or will
otherwise have a material adverse effect on us in the future. In addition, we
are also subject to environmental laws requiring the investigation and clean-up
of environmental contamination. We may be subject to liability, including
liability for clean-up costs, if contamination is discovered at one of our
current or former facilities, in some circumstances even if such contamination
was caused by a third party such as a prior owner. We also may be subject to
liability if contamination is discovered at a landfill or other location where
we have disposed of wastes, notwithstanding that its historic disposal practices
may have been in accordance with all applicable requirements. We use
Orthochlorabenzalmalononitrile and Chloroacetophenone chemical agents in
connection with our production of tear gas, and these chemicals are hazardous
and could cause environmental damage if not handled and disposed of properly.
Moreover, private parties may bring claims against us based on alleged adverse
health impacts or property damage caused by our operations. The amount of
liability for cleaning up contamination or defending against private party
claims could be material.
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THE COMPANY

We are a leading manufacturer and provider of specialized security
products, training and support services related to these products, and vehicle
armor systems. Our products and systems are used domestically and
internationally by military, law enforcement, security and corrections
personnel, as well as governmental agencies, multinational corporations and
individuals. We are organized and operated under three business divisions: Armor
Holdings Products, also referred to as our Products Division, Armor Mobile
Security, also referred to as our Mobile Security Division, and Aerospace and
Defense Group.

Products. Our Products Division manufactures and sells a broad range of
high quality security products, equipment and related consumable items, such as
concealable and tactical body armor, hard armor, duty gear, less-lethal
munitions, anti-riot products, police batons, emergency lighting products,
forensic products, firearms accessories and weapon maintenance products. Our
products are marketed under brand names that are well established in the
military and law enforcement communities such as AMERICAN BODY ARMOR (TM),
B-SQUARE (R), BREAK FREE (R), CLP(R), DEFENSE TECHNOLOGY/FEDERAL LABORATORIES (R),
DEF-TEC PRODUCTS (R), DISTRACTION DEVICE (R), FEDERAL LABORATORIES (R), FERRET(R),
FIRST DEFENSE (R), IDENTICATOR(R), IDENTIDRUG(R), IMPAK(TM), LIGHTNING POWDER (R),
MONADNOCK (R), NIK(R), O'GARA-HESS & EISENHARDT ARMORING COMPANY (R), PROTECH (TM)
QUIKSTEP LADDERS (TM), SAFARILAND DESIGN(R), SPEEDFEED(R), and 911EP and

’
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DESIGN (TM) . We sell our products through a network of over 350 distributors and
sales agents, including approximately 200 in the United States. Our extensive
distribution capabilities and commitment to customer service and training have
enabled us to become a leading provider of security equipment to law enforcement
agencies.

Mobile Security. Our Mobile Security Division manufactures and installs
ballistic and blast protected armoring systems for privately owned vehicles. We
armor a variety of privately owned commercial vehicles, including limousines,
sedans, sport utility vehicles, commercial trucks and cash-in-transit vehicles,
to protect against varying degrees of ballistic and blast threats. Our customers
in this business include international corporations and high net worth
individuals.

Aerospace and Defense Group. We recently formed our Aerospace and Defense
Group after our acquisition of Simula, which we will be reporting prospectively,
commencing with fiscal year 2004. The Aerospace and Defense Group was formed by
combining Simula's operations with our military and government business that was
previously conducted through our Mobile Security Division. Under the brand name
O'Gara-Hess & Eisenhardt, we are the sole-source provider to the U.S. military
of the armor and blast protection systems for HMMWVs. We are also under contract
with the U.S. Army to provide spare parts, logistics and ongoing field support
services for the currently installed base of approximately 4,415 Up—-Armored
HMMWVs. Additionally, the Aerospace and Defense Group has been subcontracted to
develop a ballistic and blast protected armored and sealed truck cab for the
HIMARS, a program recently transitioned by the U.S. Army and U.S. Marine Corps
from developmental to a low rate of initial production, deliveries of which
commenced in 2003. We also supply armor sub-systems for other tactical wheeled
vehicles. In addition, we supply ballistic and blast protected armoring systems
to U.S. federal law enforcement and intelligence agencies and foreign heads of
state. The Aerospace and Defense Group also supplies human safety and survival
systems to the U.S. military, and major aerospace and defense
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prime contractors. Our core markets are military aviation safety, military
personnel safety, and land and marine safety. Through our Aerospace and Defense
Group, we provide military helicopter seating systems, aircraft and land vehicle
armor systems, protective equipment for military personnel and technologies used
to protect humans in a variety of life-threatening or catastrophic situations.
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RECENT DEVELOPMENTS

ACQUISITIONS AND DIVESTITURES
Sale of Services Division

On November 26, 2003, we sold our Services Division to management and a
group of private investors led by Granville Baird Capital Partners. We realized
approximately $31.4 million in cash at the closing of the sale, and expect to
receive an additional $2.3 million in cash during the 12 month period following
the closing.

Simula, Inc. Acquisition

On December 9, 2003, we completed our acquisition of Simula, Inc., an
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Arizona corporation, pursuant to the Agreement and Plan of Merger, dated as of
August 29, 2003, by and among Armor Holdings, AHI Bulletproof Acquisition Corp.,
a wholly-owned subsidiary of Armor Holdings, and Simula. The consummation of the
merger followed the Special Meeting of Shareholders of Simula held on December
5, 2003, at which the requisite shareholder approval was obtained. In the
merger, we acquired all of the outstanding common stock of Simula and retired a
majority of Simula's outstanding indebtedness for $110.5 million in cash. Of
this amount, approximately $31 million principal amount of 8% debentures will
remain outstanding for approximately 30 days at which time we will repay these
debentures, plus accrued interest, in their entirety. As of the date of this
prospectus, Simula's outstanding 8% debentures have been paid in full. After
payment of 100% of the outstanding indebtedness and transaction expenses, the
merger consideration payable to Simula shareholders at closing pursuant to the
merger agreement was approximately $43.5 million or approximately $3.21 per
share. The source of the funds used in the acquisition was our working capital,
which was derived from proceeds received from our private placement of $150
million aggregate principal amount of 8 1/4% Senior Subordinated Notes due 2013.

Hatch Imports, Inc. Acquisition

On December 16, 2003, we acquired all of the issued and outstanding common
stock of Hatch Imports, Inc. for $7.5 million dollars in cash. Hatch designs,
imports and distributes a variety of specialty gloves and accessories, including
goggles, hoods, riot gear and bags for law enforcement, military, corrections,
medical, safety and other markets.

FORMATION OF THE AEROSPACE AND DEFENSE GROUP

In connection with our acquisition of Simula, we formed our Aerospace and
Defense Group, which we will be reporting prospectively, commencing with fiscal
year 2004, to consolidate our military and government business. The Aerospace
and Defense Group is comprised of the recently acquired Simula business and our
military and government business that was previously conducted through our
Mobile Security Division. For more information regarding the Aerospace and
Defense Group, please see the section entitled "The Company" included in this
prospectus.
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ZYLON (R) INVESTIGATION

Second Chance Body Armor, Inc., a body armor manufacturer and competitor
to Armor Holdings, has notified its customers of a potential safety issue with
its Ultima(R) and Ultimax (R) models. Second Chance Body Armor has claimed that
Zylon(R) fiber, which is made by Toyobo, a Japanese corporation, and used in the
ballistic fabric construction of those two models, degraded more rapidly than
originally anticipated. Second Chance Body Armor has also stated that the
Zylon (R) degradation problem affects the entire body armor industry, not Jjust
its products. Both private claimants and State Attorneys General have already
commenced legal action against Second Chance Body Armor based upon its Ultima (R)
and Ultimax (R) model vests. Second Chance Body Armor licenses from Simula a
certain patented technology which is used in the body armor it manufactures, but
to our knowledge, no lawsuit has yet been brought against Second Chance Body
Armor based upon this licensed technology, although a letter was received by
Simula from an attorney representing a police officer who was injured while
wearing a Second Chance Body Armor vest alleging potential liability against
Simula.

We use Zylon(R) fiber in a number of concealable body armor models for law
enforcement, but our design and construction are very different. We have been

29



Edgar Filing: ARMOR HOLDINGS INC - Form 424B3

testing our Zylon (R)-based vests since their 2000 introduction and to date these
tests of our Zylon(R)-based vests show no unanticipated degradation in ballistic
performance. In addition, to our knowledge, no other body armor manufacturer has
reported or experienced similar problems as those cited by Second Chance Body
Armor. Finally, the National Institute of Justice tests and certifies each of
our body armor designs before we begin to produce or sell any particular model.

Following the Second Chance Body Armor assertions, several key law
enforcement associations have raised the issue to the U.S. Department of Justice
and Attorney General's Office. The U.S. Attorney General has asked the U.S.
Department of Justice to investigate the concerns and produce information to
clarify the issues. We support the Attorney General's directive and the
investigation.

As Simula has licensed its technology to Second Chance Body Armor, it may
be impacted by the pending claims against Second Chance Body Armor and the
investigation being conducted by the U.S. Department of Justice.
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FORWARD LOOKING STATEMENTS

Certain statements we make in this prospectus, and other written or oral
statements by us or our authorized officers on our behalf, may constitute
"forward looking statements" within the meaning of the Federal securities laws.
Forward-looking statements include statements concerning our plans, objectives,
goals, strategies, future events, future revenues or performance, capital
expenditures, financing needs, plans or intentions relating to acquisitions, our
competitive strengths and weaknesses, our business strategy and the trends we
anticipate in the industry and economies in which we operate and other
information that is not historical information. Words or phrases such as
"estimates," "expects," "anticipates," "projects," "plans," "intends,"
"believes" and variations of such words or similar expressions are intended to
identify forward-looking statements. All forward-looking statements, including,
without limitation, our examination of historical operating trends, are based
upon our current expectations and various assumptions. Our expectations, beliefs
and projections are expressed in good faith, and we believe there is a
reasonable basis for them, but we cannot assure you that our expectations,
beliefs and projections will be realized.

Before you invest in the new notes, you should be aware that the
occurrence of the events described in the immediately above section captioned
"Risk Factors" and otherwise discussed elsewhere in this prospectus or in
materials incorporated in this prospectus by reference to our other filings with
the Commission, could have a material adverse affect on our business, financial
condition and results of operation.

The data included in this prospectus regarding markets and ranking,
including the size of certain markets and our position and the position of our
competitors within these markets, are based on independent industry
publications, reports of government agencies or other published industry sources
or our estimates based on management's knowledge and experience in the markets
in which we operate. Our estimates have been based on information provided by
customers, suppliers, trade and business organizations and other contacts in the
markets in which we operate. We believe these estimates to be accurate as of the
date of this prospectus. However, this information may prove to be inaccurate
because of the method by which we obtained some of the data for our estimates or
because this information cannot always be verified with complete certainty due
to the limits on the availability and reliability of raw data, the voluntary
nature of the data gathering process and other limitations and uncertainties
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inherent in a survey of market size. As a result, you should be aware that
market, ranking and other similar data included in this prospectus, and
estimates and beliefs based on that data, may not be reliable.

USE OF PROCEEDS

This exchange offer is intended to satisfy our obligations under the
registration rights agreement that we entered into relating to the old notes. We
will not receive any proceeds from the exchange offer. You will receive, in
exchange for old notes tendered by you in the exchange offer, new notes in like
principal amount. The old notes surrendered in exchange for the new notes will
be retired and cancelled and cannot be reissued. Accordingly, the issuance of
the new notes will not result in any increase of our outstanding debt.
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We received approximately $147.5 million of net proceeds from the sale of
the old notes. We used $15.0 million of the net proceeds to repay all of the
outstanding amounts under our Amended and Restated Credit Agreement, dated as of
August 22, 2001, $110.5 million of the net proceeds to acquire Simula, Inc. and
retire Simula's outstanding indebtedness, and $7.5 million of the net proceeds
to acquire Hatch Imports, Inc. The remainder of the net proceeds from the
offering of the old notes are being used for general working capital purposes.

RATIO OF EARNINGS TO FIXED CHARGES

Our ratio of earnings to fixed charges for the five years ended December
31, 2002 and for the nine months ended September 30, 2003 are set forth below:

FOR THE NINE
MONTHS ENDED

FOR THE YEAR ENDED DECEMBER 31, SEPTEMBER 30,
1998 1999 2000 2001 2002 2003
Ratio of earnings to
fixed charges 27.4 23.8 7.6 5.7 14.9 9.1

The ratios of earnings to fixed charges are calculated as follows:

(income before income taxes and minority interest) + (fixed charges) - (capitalized interest)

(fixed charges)
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CAPITALIZATION

The following table sets forth our cash and cash equivalents and

31



Edgar Filing: ARMOR HOLDINGS INC - Form 424B3
capitalization as of September 30, 2003 on an actual basis.

This table should be read in conjunction with "Use of Proceeds" and
"Selected Consolidated Historical Financial Data of Armor Holdings, Inc." The
table should also be read in conjunction with our unaudited pro forma condensed
consolidated financial statements and our audited and unaudited financial
statements, including the related notes thereto, included in and incorporated by
reference into this prospectus.

As of September 30, 2003

(Unaudited)

(in thousands)

Cash and cash equivalents $

Debt including current installments
Revolving credit facility (1)
Other senior debt
Fair value of interest rate swap
Senior subordinated notes due 2013 (net of unamortized discount)
Debt of discontinued operations

Total debt

Total stockholders' equity

Total capitalization S

(1) We have the ability to borrow up to $60 million under our secured
revolving credit facility, all of which will be senior debt.
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SELECTED CONSOLIDATED HISTORICAL FINANCIAL DATA
OF ARMOR HOLDINGS, INC.

The following selected consolidated financial data is derived from our
audited consolidated financial statements as of December 31, 2002 and December
31, 2001, and for each of the three years ended December 31, 2000, which are
audited by PricewaterhouseCoopers LLP. The information as of December 31, 2000,
December 31, 1999 and December 31, 1998, and for each of the two years ended
December 31, 1999 was derived from our consolidated financial statements audited
by PricewaterhouseCoopers LLP and subsequently adjusted by management on an
unaudited basis to reflect the presentation required for discontinued operations
as a result of our decision in July of 2002 to sell our Services Division. The
selected consolidated financial information as of, and for each of the nine
months ended September 30, 2003 and September 30, 2002 are derived from our
unaudited consolidated financial statements. The unaudited consolidated
financial statements include all adjustments, consisting of normal recurring
accruals, which we consider necessary for a fair presentation of our financial
position and the results of operations for these periods.

Operating results for the nine months ended September 30, 2003 and the
year ended December 31, 2002 are not necessarily indicative of the results that
may be expected for the entire year ending December 31, 2003 or for any other
future period.

154,766

5,780
7,976
147,538
6,854
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INCOME STATEMENT DATA:

Revenues:
ProduCts . vvvieiiiiieennnnnnnn
Mobile Security ..............

Total RevVEeNUEeS .....veeuunnnn.
Costs and Expenses:

Cost of sales ........cvvvnnn.

Operating expenses ...........

Amortization (1)

Integration and other
non-recurring
charges (3)

Operating Income:
Interest expense (income), net
Other expense (income), net

Income from continuing
operations before provision
for income taxes .............

Provision for income taxes ......

Income from continuing operations

Income (loss) from
discontinued operations
before provision
(benefit) for income
taxes (2)

Provision (benefit) for income
LaXeS it e e e e

Income (loss) from discontinued
operations (2)

Net income (loss)

NINE MONTHS ENDED
SEPTEMBER 30,

2003 2002
(unaudited)
$144,140 $ 131,049
108,875 90, 717
253,015 221,766
176,396 152,481
44,505 37,046
201 213
4,565 4,476
27,348 27,550
2,291 669
181 (77)
24,876 26,958
10,044 13,603
14,832 13,355
3,593 (17,600)
2,610 421
983 (18,027)

YEAR ENDED DECEMBER

2002 2001 2000
(DOLLARS IN THOUSANDS)

$ 179,946 $ 149,868 $ 139,904
125,171 47,232 —
305,117 197,100 139,904
210,745 126,330 85,457
49,836 38,659 30,286
245 2,142 1,704
5,926 3,296 2,588
38,365 26,673 19,869
923 3,864 1,849
51 (82) (67)
37,391 22,891 18,087
16,054 8,207 7,240
21,337 14,684 10,847
(41,468) (7,066) 8,303
(2,442) (2,510) 2,102
(39,026) (4,556) 6,201
$ (17,689) ¢ 10,128 $ 17,048
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NINE MONTHS ENDED

SEPTEMBER 30, YEAR ENDED DECENM
2003 2002 2002 2001 2000
(unaudited)

(DOLLARS IN THOUSANDS)

Basic income from continuing
operations per

share . ...t e $ 0.52 $ 0.44 S 0.70 S 0.61 $ 0.48
Diluted income from continuing
operations per share .............. $ 0.52 S 0.43 S 0.69 S 0.59 S 0.46
Basic Earnings per share ............. $ 0.56 S (0.15) S (0.58) S 0.42 S 0.75
Diluted Earnings per share ........... $ 0.56 S (0.15) S (0.57) S 0.41 S 0.73
BALANCE SHEET DATA (AT END OF PERIOD) :
Cash and cash equivalents ......... $159,817 $ 21,403 $ 16,551 $ 53,719 $ 7,257
Working capital ............ .. $254,209 $ 114,756 $ 100,591 $142,723 $ 67,937
Total assets ..., $541,393 $ 381,627 $ 367,753 $388,057 $225, 957
Long-term obligations ............. $160,046 $ 10,990 $ 5,240 S 4,640 $ 38,288
Stockholders' equity .............. $291,140 $ 298,592 $ 288,077 $326,019 $166,771
(1) Effective January 1, 2002, we adopted Statement of Financial Accounting
Standard No. 142, "Goodwill and Other Intangible Assets" (SFAS 142).
Amortization of goodwill, including goodwill recorded in past business
combinations, ceased upon adoption of this statement. In addition, this
statement requires that goodwill be tested for impairment at least
annually at the reporting unit level.
(2) As described in Note 2 of our fiscal 2002 audited financial statements, we

recorded an impairment charge of $30.3 million for the Services Division
in fiscal 2002. This impairment charge consisted of approximately $6.1
million in estimated disposal costs and a $24.2 million non-cash goodwill
reduction. In fiscal 2001, we recorded a pre-tax restructuring charge of
$10.3 million for the Services Division as a result of an approved
restructuring plan to close its U.S. investigations businesses, realign
the Division's organization, eliminate excess facilities and reduce
overhead in our businesses worldwide. Operating results for 1998 through
the first nine months of fiscal 2003 ended September 30, 2003 reflect the
reclassification of the Services Division as discontinued operations.
USDS, Inc., a subsidiary providing certain training services, formerly
reported as a part of the Services Division, 1is not included in the
amounts classified as assets held for sale. The assets and liabilities as
well as the operating results of USDS, Inc. have been reclassified to the
Armor Holdings Products Division where management oversight currently
resides.

(3) Includes one-time non-recurring charges and certain non-capitalized
expenses relating to the acquisition and integration of acquired
businesses. Acquisition and integration expenses include but are not
limited to severance, integration of sales, marketing, distribution and
manufacturing operations, as well as relocation and lease termination
expenses, as well as one-time non-recurring charges and direct expenses
associated with acquisition and due diligence efforts for acquisitions not
completed.
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SELECTED CONSOLIDATED HISTORICAL FINANCIAL
DATA OF SIMULA, INC.

The selected consolidated financial data presented below has been derived
from Simula's historical audited consolidated financial statements for each of
the five years ended December 31, 2002, as adjusted by management on an
unaudited basis to reflect the presentation required for discontinued operations
as a result of Simula's decision to sell its automotive safety business. The
selected consolidated financial data as of and for each of the nine months ended
September 30, 2003 and September 30, 2002 are derived from Simula's unaudited
consolidated financial statements. The unaudited consolidated financial
statements include all adjustments, consisting of normal recurring accruals,
which Simula considers necessary for a fair presentation of its financial
position and the results of operations for these periods. Operating results for
the nine months ended September 30, 2003 and the year ended December 31, 2002
are not necessarily indicative of the results that may be expected for the
entire year ending December 31, 2003 or for any other future period.

NINE MONTHS ENDED
SEPTEMBER 30,

2003 2002
(unaudited)

INCOME STATEMENT DATA:
TOLALl FEVENUES 4ttt ettt ettt e eeneenns $ 50,615 $ 60,291
Costs and expenses:

Cost 0f sales ..t ittt ennnnn 32,228 39,496

Administrative expenses ............ 10,892 10,120

Research & development ............. 1,722 1,311

Restructuring & other costs ........ 599 762
Operating income (lOSS) .o iieneennn.. 5,174 8,602

Interest expense, net .............. 8,277 7,738

Gain (loss) on early retirement

of debt ...... i i - -

Other expense (income), net ........ 1,000 —=
Income (loss) from continuing operations

before income taxes ........iueene... (4,103) 864
Income tax (expense) benefit ............. (17) 402
Income (loss) before discontinued

operations and extraordinary items . (4,120) 462
Income (loss) from discontinued operations (752) (320)
Net d1ncome (10SS) v vt ittt it it etieeeennn (4,872) 142
Dividends on preferred stock ............. - -
Net income (loss) available for common

shareholders . ...ttt iennennennn S (4,872) S 142
Basic income (loss) from continuing

operations per share ............... S (0.32) S 0.04
Diluted income (loss) from continuing

operations per share ............... S (0.32) S 0.04

YEAR ENDED DECE

(DOLLARS IN THOUSANDS)

$ 75,556 S 69,937 $ 60,3
48,168 46,550 43,8
14,791 13,956 17,2

1,864 1,549 1,8
322 408 2,1
10,411 7,474 (4,7
10,411 10,231 9,8
— (3,815) (1) 1,5

81 =
(81) (6,572) (13,0
(37, 960) 2,091 3,5
(38,041) (4,481) (9,5
4,006 3,448 4,6
(34,035) (1,033) (4,9
— — 1,0

$(34,035) S (1,033) $ (6,0

$ (2.94) S (0.36) $ (0.

$ (2.94) S (0.36) $ (0.
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Basic income (loss) per share ............ S (0.37) S 0.01 S (2.64) S (0.09)
Diluted income (loss) per share .......... S (0.37) S 0.01 S (2.64) S (0.08
BALANCE SHEET DATA (AT END OF PERIOD) :

Cash and cash equivalents ................ S 12 $ 462 S 212 $ 362
Working capital ...ttt nennnenns $(48,879) s 1,730 $(24,631) $ 4,946
Total ASSELS v ittt ittt ittt $ 31,576 $ 90,785 $ 54,879 $ 92,653
Long-term obligations ...........cceeee... $ 1,764 $ 59,736 $ 33,609 $ 62,540
Stockholders' (deficit) equity ........... $(41,930) S (2,698) $(38,428) S (2,640)
(1) In accordance with Financial Accounting Standards No. 145, the gains or

losses on extinguishment of debt that had been recorded as an
extraordinary item within the historical financial statements totaling
($2,183), $1,109 and ($151) for the years ended December 31, 2001, 2000
and 1999, respectively, have been tax effected and reclassified into
continuing operations.
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UNAUDITED PRO FORMA CONDENSED CONSOLIDATED FINANCIAL
STATEMENTS

The unaudited pro forma condensed consolidated financial statements for
the periods indicated below show the effect of the acquisition of Simula. The
unaudited pro forma condensed consolidated balance sheet presents the financial
position of Armor Holdings at September 30, 2003 giving effect to the
acquisition of Simula as if it had occurred on such date. The unaudited pro
forma condensed consolidated statements of continuing operations for the nine
months ended September 30, 2003 and for the year ended December 31, 2002 give
effect to the acquisition of Simula as if it had occurred on January 1, 2002.

The unaudited pro forma balance sheet as of September 30, 2003 has been
prepared by combining the historical condensed consolidated balance sheet of
Armor Holdings with the historical condensed consolidated balance sheet of
Simula as of September 30, 2003. The unaudited pro forma condensed consolidated
statements of continuing operations for the year ended December 31, 2002 have
been prepared by combining Armor Holdings' historical condensed consolidated
statement of continuing operations for the year ended December 31, 2002 with the
historical condensed consolidated statement of continuing operations of Simula
for the year ended December 31, 2002. The interim unaudited pro forma condensed
consolidated statements of continuing operations for the nine months ended
September 30, 2003 have been prepared by combining Armor Holdings' historical
condensed consolidated statement of continuing operations for the nine months
ended September 30, 2003 with Simula's historical condensed consolidated
statement of continuing operations for the nine months ended September 30, 2003.
Appropriate pro forma adjustments have been applied to the historical accounts.

The unaudited pro forma condensed consolidated financial information is
presented for informational purposes only and it is not necessarily indicative
of the financial position and results of operations that would have been
achieved had the acquisition been completed as of the dates indicated and is not
necessarily indicative of our future financial position or results of
operations.

The acquisition of Simula was structured as a merger, pursuant to which a
wholly-owned subsidiary of Armor Holdings was merged with and into Simula, with
Simula surviving the merger and becoming a wholly-owned subsidiary of Armor
Holdings. The acquisition is accounted for under the purchase method of
accounting with the assets acquired and liabilities assumed recorded at their
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estimated fair values. Goodwill is generated to the extent that the merger
consideration, including transaction and closing costs, exceeds the fair value
of net assets acquired. We are in the process of determining the purchase price
allocation, which will allocate the excess of purchase price, including
transaction costs, over the fair value of the tangible and identifiable
intangible assets to be acquired to goodwill. We have not finished this purchase
price allocation. As a result, the final allocation of the excess purchase price
over the fair value of the assets to be acquired could differ from what is
presented herein.

The unaudited pro forma condensed consolidated financial statements should
be read in conjunction with the historical consolidated financial statements of
Armor Holdings and Simula, respectively, including related notes thereto, which
are included or referenced elsewhere in this prospectus.
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On December 9, 2003, we completed our acquisition of Simula for $110.5
million in cash, subject to adjustment, including adjustments for certain
transaction fees and costs. A portion of the $110.5 million was used to retire a
majority of Simula's outstanding indebtedness. Approximately $31 million
principal amount of 8% debentures will remain outstanding for approximately 30
days at which time we will repay these debentures, plus accrued interest, in
their entirety. As of the date of this prospectus, Simula's outstanding 8%
debentures have been paid in full. After payment of 100% of the outstanding
indebtedness and transaction expenses, the merger consideration paid to Simula's
shareholders at closing pursuant to the merger agreement was approximately $43.5
million.
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UNAUDITED PRO FORMA CONDENSED CONSOLIDATED STATEMENTS OF
CONTINUING OPERATIONS
FOR THE YEAR ENDED DECEMBER 31, 2002
(AMOUNTS IN THOUSANDS, EXCEPT PER SHARE DATA)

100% CAS
S
HISTORICAL HISTORICAL PRO FORMA
ARMOR SIMULA (1) ADJUSTMENTS
Revenues
Products $179, 946 S - $ -
Mobile Security 125,171 - -
Simula -— 75,556 (1,152) (
Total revenues 305,117 75,556 (1,152)
Costs and expenses
Cost of sales 210,745 48,168 2,572 (2
Operating expenses 50,081 16,977 1,632 (3
Integration and other
non-recurring charges 5,926 - -

37



Edgar Filing: ARMOR HOLDINGS INC - Form 424B3

Operating income 38,365 10,411
Interest expense, net 923 10,411
Other expense, net 51 81
Income (loss) from continuing
operations before provision for
income taxes 37,391 (81)
Provision for income taxes 16,054 37,960
Income (loss) from continuing operations $ 21,337 $(38,041)

Earnings per common share for continuing operations:

Basic S 0.70
Diluted $ 0.69

Weighted average common shares outstanding:

Basic 30,341
Diluted 30,957

NOTES TO UNAUDITED PRO FORMA CONDENSED CONSOLIDATED STATEMENTS OF CONTINUING
OPERATIONS FOR THE YEAR ENDED DECEMBER 31, 2002

(1)

Simula's condensed consolidated statement of continuing operations as
adjusted for the sale of its automotive safety business is presented for
the year ended December 31, 2002.

Reflects a change of Simula's revenue recognition policy to conform to
accounting policy used by Armor Holdings on long-term contracts from
percentage completion based on the cost incurred basis to Armor Holdings'
policy of percentage completion based on the units completed basis. For
the year ended December 31, 2002, this change in revenue recognition would
have resulted in a decrease in revenues of approximately $1.2 million and
an increase in cost of sales of approximately $2.6 million including
reduction in margin for opening in-process inventory.
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Reflects a reduction to depreciation expense of $168,000 due to an
increase in the weighted average estimated useful lives of property and
equipment to six years and leasehold improvements to 12 years, which
exceeds the remaining useful life on a historical basis.

Reflects an increase to amortization expense of $3.1 million due to an
increase from purchase accounting in the fair value of identifiable
intangible assets over their estimated useful lives. See Note 5 to the Pro
Forma Condensed Consolidated Balance Sheet.

Reflects a reduction for transactions costs of approximately $1.3 million
related to the costs to sell Simula.

Reflects interest expense of $7.2 million related to the acquisition debt
used to fund the acquisition of Simula, net of the elimination of Simula's
historical interest expense of $10.4 million. If interest rates were to

increase or decrease by 1/8%, pro forma income from continuing operations
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would be $19.7 million and $20.1 million, respectively. The acquisition
debt was issued by Armor Holdings in August of 2003 and matures in August
of 2013. The acquisition debt carries a current variable interest rate of
six-month LIBOR, set in arrears, plus a spread ranging from 2.735% to
2.75% as a result of interest rate hedge transactions. Pro forma interest
expense for the acquisition debt was based on historical six-month LIBOR
rates of 2.07%, or 4.82%, for the two-month period ended February 2002,
1.82%, or 4.57%, for the six-month period ended August 2002 and 1.37%, or
4.12%, for the four-month period ended December 31, 2002.

(7) Reflects the adjustment to the provision for taxes by applying Armor
Holdings' statutory tax rate of approximately 37.7% to the pro forma
adjustments and eliminating the provision of $37.9 million that Simula
recognized in 2002, which principally related to providing a valuation
allowance for deferred tax assets resulting from net operating loss
carry-forward deductions.
(8) Basic earnings per common share for continuing operations is computed as
follows: Income from continuing operations divided by basic weighted
average common shares outstanding. Diluted earnings per common share for
continuing operations is computed as follows: Income from continuing
operations divided by diluted weighted average common shares outstanding.
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UNAUDITED PRO FORMA CONDENSED CONSOLIDATED STATEMENTS OF
CONTINUING OPERATIONS
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2003
(AMOUNTS IN THOUSANDS, EXCEPT PER SHARE DATA)
100% CAS
S
Historical Historical Pro Forma
Armor Simula (1) Adjustments
Revenues
Products $144,140 S —— S ——
Mobile Security 108,875 - -
Simula -— 50,615 8,165 (2
Total revenues 253,015 50,615 8,165
Costs and expenses
Cost of sales 176,396 32,228 5,661 (2
Operating expenses 44,706 12,614 860 (3
Integration and other non--recurring
charges 4,565 599 -
Operating income 27,348 5,174 1,644
Interest expense, net 2,291 8,277 (4,691) (
Other expense, net 181 1,000 (1,000) (
Income (loss) from continuing operations
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before provision for income taxes 24,876 (4,103) 7,335
Provision for income taxes 10,044 17 1,256 (8
Income (loss) from continuing operations $ 14,832 S (4,120) S 6,079

Earnings per common share for continuing operations:
Basic S 0.52 (9
Diluted $ 0.52 (9

Weighted average common shares outstanding:
Basic 28,106
Diluted 28,438

NOTES TO UNAUDITED PRO FORMA CONDENSED CONSOLIDATED STATEMENTS OF CONTINUING
OPERATIONS FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2003

(1) Simula's condensed consolidated statement of continuing operations as
adjusted for the sale of its automotive safety division is presented for
the nine months ended September 30, 2003.

(2) Reflects a change of Simula's revenue recognition policy to conform to the
accounting policy used by Armor Holdings on long-term contracts from
percentage completion based on the cost incurred basis to Armor Holding's
policy of percentage completion based on the units completed basis. For
the nine-months ended September 30, 2003, this change in revenue
recognition would have resulted in an increase in revenues of
approximately $8.2 million and an increase in cost of sales of
approximately $5.7 million.
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(3) Reflects a reduction to depreciation expense of $137,000 due to an
increase in the weighted average estimated useful lives of property and
equipment to six years and leasehold improvements to 12 years, which
exceeds the remaining useful life on a historical basis.

(4) Reflects an increase to amortization expense of $2.4 million from purchase
accounting due to an increase in the fair value of identifiable intangible
assets over their estimated useful lives. See Note 5 to the Pro forma
Condensed Consolidated Balance Sheet.

(5) Reflects a reduction for transactions costs of approximately $1.4 million
related to the sale of Simula's automotive safety division and costs to
sell Simula.

(6) Reflects interest expense of $4.9 million (net of $1.3 million previously
recognized in Armor Holding's historical financial statements) related to
the acquisition debt used to fund the acquisition of Simula, net of the
elimination of Simula's allocated interest expense of $8.3 million. If
interest rates were to increase or decrease by 1/8%, pro forma income from
continuing operations would be $16.7 million and $16.9 million,
respectively. The acquisition debt was issued by Armor Holdings in August
of 2003 and matures in August of 2013. The acquisition debt carries a
current variable interest rate of six-month LIBOR, set in arrears, plus a
spread ranging from 2.735% to 2.75% as a result of interest rate hedge
transactions. Pro forma interest expense for the acquisition debt was
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based on historical six-month LIBOR rates of 1.37%, or 4.12%, for the
two-month period ended February 2003 and 1.19%, or 3.94%, for the
seven-month period ended August 2003.

(7) Reflects the elimination of the $1.0 million performance fee paid related
to Simula's default on a certain non-monetary financial covenant under
their Senior Secured Note.
(8) Reflects the adjustment to the provision for taxes by applying Armor
Holdings' statutory tax rate of approximately 37.7% to the pro forma
adjustments and to Simula's historical losses.
(9) Basic earnings per common share for continuing operations is computed as
follows: Income from continuing operations divided by basic weighted
average common shares outstanding. Diluted earnings per common share for
continuing operations is computed as follows: Income from continuing
operations divided by diluted weighted average common shares outstanding.
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UNAUDITED PRO FORMA CONDENSED CONSOLIDATED BALANCE SHEETS
AS OF SEPTEMBER 30, 2003
(AMOUNTS IN THOUSANDS)
100% CASH PAID TO
SHAREHOLDE
HISTORICAL HISTORICAL PRO FORMA
ARMOR SIMULA (1) ADJUSTMENTS
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 154,766 S 12 S (81,259) (2)
Accounts receivable (net of
allowance for doubtful accounts) 59,215 8,836 -
Costs and earned gross profit in
excess of billings 1,088 10,324 (10,324) (3)
Inventories 60,068 2,491 8,583 (3)
Prepaild expenses and other
current assets 21,321 1,199 (1,036) (7)
Current assets of discontinued
operations 47,958 - -
Total Current Assets 344,416 22,862 (84,036)
Property and Equipment (net of
accumulated depreciation) 49,531 6,151 -
Goodwill (net of accumulated
amortization) 98,934 —— 66,323 (4)
Patents, Licenses & Trademarks (net of
accumulated amortization) 7,419 1,388 35,654 (5)
Other Assets 21,048 1,175 (704) (7)
Long--Term Assets of Discontinued
Operations 20,045 - -
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TOTAL ASSETS $ 541,393 $ 31,576 $ 17,237

LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES
Current portion of long--term

debt $ 765 S 56,086 (24,898) (8)
Short——-term debt 608 3,543 (3,543) (8)
Accounts payable 22,013 5,010 —=
Accrued expenses and other

current liabilities 38,965 7,102 3,892 (3) (6)
Income taxes payable 3,914 - -

Current liabilities of

discontinued operations 23,942 - -
Total current liabilities 90,207 71,741 (24,549)
LONG—-TERM DEBT, LESS CURRENT
PORTION 159,921 1,765 (144) (8)
LONG—-TERM LIABILITIES OF
DISCONTINUED OPERATIONS 125 - -
Total Liabilities 250,253 73,506 (24,693)
STOCKHOLDERS' EQUITY
Common stock 342 132 (132) (9)
Additional paid--in capital 315,148 63,015 (63,015) (9)
Retained earnings
(accumulated deficit) 49,871 (102, 285) 102,285(9)
Accumulated other
comprehensive loss (1,904) (2,792) 2,792 (9)
Treasury stock (72,317) - -
Total stockholders' equity 291,140 (41, 930) 41,930

TOTAL LIABILITIES AND STOCKHOLDERS'
EQUITY $ 541,393 $ 31,576 $ 17,237
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NOTES TO UNAUDITED PRO FORMA CONDENSED CONSOLIDATED BALANCE SHEETS AS OF
SEPTEMBER 30, 2003
(1) Simula's condensed consolidated balance sheet as of September 30, 2003.
(2) The estimated total purchase price is $112.8 million, including $2.3

million of estimated transaction costs for Armor Holdings. The cash
proceeds from the issuance of $147.5 million in debt were used as follows:

Repayment of Simula debt and purchase adjustments S 31,747
Cash paid for Simula's transaction costs 4,262
Cash paid to Simula's common shareholders 42,950
Armor Holdings' transaction costs 2,300
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Total pro-forma adjustment 81,259
8% Senior Subordinated Bonds to be redeemed in January 2004 32,214
Other non-cash purchase price adjustments (673)
Total purchase price $ 112,800
(3) Reflects the adjustment of Simula's historical costs in excess of billings

and inventory resulting from a change in Simula's revenue recognition
policy to conform to the accounting policy used by Armor Holdings on
long-term contracts from percentage completion based on the cost incurred
basis to Armor Holdings' policy of percentage completion on the units
completed basis. This change in revenue recognition results in a decrease
in costs in excess of billings of $10.3 million, increase in inventory of
$8.6 million (includes $630,000 related to the application of purchase
accounting), increase of accrued expenses and other current liabilities of
$3.0 million and a decrease in retained earnings of $4.7 million.

(4) The excess of the amount paid to acquire 100% of Simula, Inc. common stock
over the fair value of the net tangible and identifiable intangible assets
(see note 5) of $66.3 million is reported as goodwill.

(5) Reflects the estimated fair value of identifiable intangible assets
acquired of $35.7 million. These assets consist of $25.2 million in
customer relationships, $8.8 million in technology and $1.7 million in
licensing agreements. We estimate these identifiable intangible asset
categories have weighted average useful lives of 14, 8 and 10 years,
respectively.

(6) Reflects an increase of $915,000 in Simula's pension obligation to adjust
the obligation to the difference between the fair market value of the plan
assets and the projected benefit obligation.

(7) Other long-term assets were reduced by the elimination of Simula's
capitalized debt issuance costs of $704,000 related to the Revolving Line
of Credit, 9.5% Senior Subordinated Notes, and other long-term debt.

(8) Reflects Simula's repayment of $144,000 of outstanding debt under the
Revolving Line of Credit, 9.5% Senior Subordinated Notes, as well as other
long-term debt upon completion of the acquisition.

(9) Reflects the elimination of the historical shareholders' equity of Simula.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

COMPANY OVERVIEW

We are a leading manufacturer and provider of security products, vehicle
armor systems and security risk management services. Our products and services
are used by military, law enforcement, security and corrections personnel
throughout the world, as well as governmental agencies, multinational
corporations and non-governmental organizations. Our company is organized and
operated under three business segments: Armor Holdings Products; Armor Mobile
Security; and ArmorGroup, which is accounted for as a discontinued operation.

CONTINUING OPERATIONS
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Armor Holdings Products. Our Armor Holdings Products Division manufactures and
sells a broad range of high quality, branded law enforcement equipment, such as
concealable and tactical body armor, hard armor, duty gear, less-lethal
munitions, anti-riot products, police batons, emergency lighting products,
forensic products, firearms accessories and weapon maintenance products. Our
products are marketed under brand names that are well-known and respected in the
military and law enforcement communities such as American Body Armor (TM),
Safariland(R), B-Square(TM), Break-Free(R), Defense Technology/Federal
Laboratories (TM), MACE (R), PROTECH(TM), NIK(R)Public Safety, Monadnock (TM)
Lifetime Products, Identicator (TM), Lightning Powder (R), SpeedFeed(TM), and
911EP (R) . We sell our manufactured products primarily to law enforcement
agencies through a worldwide network of over 350 distributors and sales agents,
including approximately 200 in the United States. Our extensive distribution
capabilities and commitment to customer service and training have enabled us to
become a leading provider of security equipment to law enforcement agencies.

Armor Mobile Security. Our Armor Mobile Security Division manufactures and
installs ballistic and blast protected armoring systems for military vehicles,
commercial vehicles, military aircraft, and missile components. Under the brand
name O'Gara-Hess & Eisenhardt, we are the sole-source provider to the U.S.
military for the supply of armoring and blast protection systems for the High
Mobility Multi-purpose Wheeled Vehicle (the "HMMWV"). We are also under contract
with the U.S. Army to provide systems technical support for the installed base
of approximately 3,500 up-armored HMMWV's. We provide spare parts and
maintenance services for the HMMWV's in use and we expect that our maintenance
services may increase if the U.S. military substantially increases its HMMWV
purchases or substantially increases its use of the current installed base.
Additionally, the Armor Mobile Security Division has been subcontracted to
develop a ballistic and blast protected armored and sealed truck cab for the
High Mobility Artillery Rocket System ("HIMARS"), a U.S. Army and Marine Corps
program recently transitioned from developmental to low rate initial production
with deliveries scheduled in late 2003. The Division also markets armor
sub-systems for other tactical wheeled vehicles. We armor a variety of
commercial vehicles, including limousines, sedans, sport utility vehicles,
commercial trucks and cash-in-transit vehicles, to protect against varying
degrees of ballistic and blast threats.
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DISCONTINUED OPERATIONS

Services Division. Our Services Division provides a broad range of sophisticated
security risk management solutions to multinational corporations in diverse
industries such as natural resources, financial services and consumer products,
and to governmental and non-governmental agencies such as the U.S. Departments
of State and Defense, the United Nations, United States Agency for International
Development ("USAID") and Britain's Department for International Development.
Our clients typically have personnel and other investments in unstable and often
more risky areas of the world. Through our offices on five continents, we
provide our multinational clients with a diversified portfolio of security
solutions to assist them in mitigating risks to their operations around the
world. Our highly trained, multilingual, and experienced security personnel work
closely with our clients to create and implement solutions to complex security
problems. These services include security planning, advice and management,
security systems integration, intellectual property asset protection, due
diligence investigations and training programs in counterintelligence,
counter-surveillance, advanced driving techniques and ballistics. We believe
that many of our security services, while often representing a small portion of
our clients' overall cost of doing business, are critical to our clients'
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success. We believe that this creates a consistent demand for our premium
services at attractive margins.

CRITICAL ACCOUNTING POLICIES

We believe our most critical accounting policies include revenue
recognition, the use of estimates, income taxes and impairment.

Revenue Recognition. We record products revenue at the time of shipment. Returns
are minimal and do not materially affect the financial statements.

We record revenue from our Mobile Security Division when the vehicle is
shipped, except for larger commercial contracts typically longer than four
months in length and the contract for the delivery of HMMWVs to the U.S.
Government, which continues through 2005. Revenue from such larger contracts is
recognized on the percentage of completion, units-of-work performed method.
HMMWV units sold to the U.S. Government are considered complete when the onsite
Department of Defense officer finishes the inspection of the HMMWV and approves
it for delivery. Should such contracts be in a loss position, the entire
estimated loss would be recognized for the balance of the contract at such time.
We believe that our current contracts are profitable.

We record service revenue as services are provided on a
contract-by-contract basis. Revenues from service contracts are recognized over
the term of the contract.

Comprehensive income and foreign currency translation. In accordance with
Statement of Financial Accounting Standard No. 130, "Reporting Comprehensive
Income" (SFAS 130), assets and liabilities denominated in a foreign currency are
translated into U.S. dollars at the current rate of exchange existing at
period-end and revenues and expenses are translated at the average monthly
exchange rates. The cumulative translation adjustment, net of tax, which
represents the effect of translating assets and liabilities of our foreign
operations is recorded as a reduction of equity of $1,904,000 and $4,169,000 as
of September 30, 2003 and December 31, 2002, respectively, and is
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classified as accumulated other comprehensive loss. The current year change in
the accumulated amount, net of tax, is included as a component of comprehensive
income.

Stock options and Grants. Statement of Financial Accounting Standard No. 123,
"Accounting for Stock-Based Compensation" (SFAS 123), as amended by SFAS 148,
"Accounting for Stock-Based Compensation - Transition and Disclosure,"
establishes a fair value based method of accounting for stock-based employee
compensation plans; however, it also allows an entity to continue to measure
compensation cost for those plans using the intrinsic value based method of
accounting prescribed by Accounting Principles Board Opinion No. 25, "Accounting
for Stock Issued to Employees" (APB 25). Under the fair value based method,
compensation cost is measured at the grant date based on the value of the award
and is recognized over the service period, which is usually the vesting period.
Under the intrinsic value based method, compensation costs is the excess, if
any, of the quoted market price of the stock at the grant date or other
measurement date over the amount an employee must pay to acquire the stock. We
have elected to continue to account for our employee stock compensation plans
under APB 25 with pro forma disclosures of net earnings and earnings per share,
as if the fair value based method of accounting defined in SFAS 123 had been
applied. If compensation cost for stock option grants had been determined based
on the fair value on the grant dates for September 30, 2003 and 2002 consistent
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with the method prescribed by SFAS 123, our net earnings and earnings per share
would have been adjusted to the pro forma amounts indicated below:

THREE MONTHS ENDED NINE MON

SEPTEMBER 30, 2003 SEPTEMBER 30, 2002 SEPTEMBER 30, 2003

(IN THOUSANDS, EXCEPT PER SHARE DATA)
Net income (loss) as reported: $ 6,115 $(14,707) $15,815

Deduct:Total stock-based

employee compensation expense

determined under fair value based

method for all awards, net of

related tax effects (671) (1,699) (2,985)

Pro—-forma net income (loss) $ 5,444 $(16,4006) 12,830

Earnings (loss) per share:

Basic - as reported $ 0.22 $  (0.50) S 0.56

Basic - pro-forma S 0.20 S (0.55) S 0.46

Diluted - as reported $ 0.22 S (0.49) S 0.56

Diluted - pro-forma S 0.19 S (0.55) S 0.45
50

Estimates. The preparation of financial statements in conformity with generally
accepted accounting principles requires management to make estimates and
assumptions that affect the reported amounts in the financial statements and
accompanying notes. Significant estimates inherent in the preparation of the
accompanying consolidated financial statements include periodic testing of the
carrying value of long-lived assets for impairment, valuation allowances for
receivables, inventories and deferred income tax assets, liabilities for
potential litigation claims and settlements; and contract contingencies and
obligations. Actual results could differ from those estimates.

Income taxes. We account for income taxes pursuant to Statement of Financial
Accounting Standards ("SFAS") No. 109, "Accounting for Income Taxes". Under the
asset and liability method specified thereunder, deferred taxes are determined
based on the difference between the financial reporting and tax bases of assets
and liabilities. Deferred tax liabilities are offset by deferred tax assets
relating to net operating loss carryforwards and deductible temporary
differences. Future benefits obtained either from utilization of net operating
loss carryforwards or from the reduction in the income tax asset valuation
allowance existing on September 20, 1993 have been and will be applied to reduce
reorganization value in excess of amounts allocable to identifiable assets. At
December 31, 2002 and 2001, our consolidated foreign subsidiaries have
unremitted earnings of approximately $3.0 million and $1.3 million, respectively
on which Armor Holdings has not recorded a provision for United States Federal
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income taxes since these earnings are considered to be permanently reinvested.
Such foreign earnings have been taxed according to the regulations existing in
the countries in which they were earned.

Impairment. Long-lived assets including certain identifiable intangibles, and
the goodwill related to those assets, are reviewed annually for impairment
whenever events or changes in circumstances indicate that the carrying amount of
the asset in question may not be recoverable including, but not limited to, a
deterioration of profits for a business segment that has long-lived assets, and
when other changes occur which might impair recovery of long-lived assets.
Management has reviewed Armor Holdings' long-lived assets and has taken an
impairment charge of $31.2 million to reduce the carrying value of the Services
Division to estimated realizable value. The method used to determine the
existence of an impairment would be discounted operating cash flows estimated
over the remaining useful lives of the related long-lived assets for continuing
operations in accordance with SFAS No. 142, "Goodwill and Other Intangible
Assets." Impairment is measured as the difference between fair value and
unamortized cost at the date impairment is determined.

Discontinued Operations. In accordance with Statement of Financial Accounting
Standards No. 144, "Accounting for the Impairment or Disposal of Long-Lived
Assets" (SFAS 144), a component classified as held for sale is reported in
discontinued operations when the following conditions are met: (a) the
operations and cash flows of the component have been (or will be) eliminated
from the ongoing operations of the entity as a result of the disposal
transaction and (b) the entity will not have any significant continuing
involvement in the operations of the component after the disposal transaction.
In a period in which a component of an entity either has been disposed of or is
classified as held for sale, the income statement for current and prior periods
reports the results of operations of the component, including any estimated
impairment gain or loss recognized in accordance with SFAS 144 paragraph 37, in
discontinued operations. The results of discontinued operations, less applicable
income taxes (benefit), is reported as a separate component of income before
extraordinary items and the cumulative effect of accounting changes (if
applicable) . The
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assets and liabilities of a disposal group classified as held for sale is
presented separately in the asset and liability sections, respectively, of the
statement of financial position.

Derivative Instruments and Hedging Activities. We account for derivative
instruments and hedging activities in accordance with Statement of Financial
Accounting Standard No. 133, "Accounting for Derivative Instruments and Hedge
Activities"™ (SFAS 133) as amended. All derivative instruments are recorded on
the balance sheet at fair value. Changes in the fair value of derivatives are
recorded each period in current earnings or other comprehensive income,
depending on whether a derivative is designated as part of a hedge transaction
and, if it is, depending on the type of hedge transaction. For fair-value hedge
transactions in which we hedge changes in an asset's, liability's, or firm
commitment's fair value, changes in the fair value of the derivative instrument
will generally be offset in the income statement by changes in the hedged item's
fair value. We adopted SFAS 133 in the first quarter of 2001. However, we had no
derivatives to be measured at the time of adoption. We do not hold or issue
interest rate swap agreements or other derivative instruments for trading
purposes.

Changes in the fair value of the interest rate swap agreements offset
changes in the fair wvalue of the fixed rate debt due to changes in the market
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interest rate. Accordingly, the other assets on the Condensed Consolidated
Balance Sheets as of September 30, 2003 increased by $8.0 million, which
reflected an increase in the fair value of the interest rate swap agreements.
The corresponding increase in the hedge liability was recorded in long-term
debt. The agreements are deemed to be a perfectly effective fair value hedge and
therefore qualify for the short-cut method of accounting under SFAS 133. As a
result, no ineffectiveness is expected to be recognized in our earnings
associated with the interest rate swap agreements.

NEW ACCOUNTING PRONOUNCEMENTS:

In June 2001, the Financial Accounting Standards Board (FASB) issued SFAS
No. 141, "Business Combinations." SFAS No. 141 requires that the purchase method
of accounting be used for all business combinations initiated after June 30,
2001. This statement specifies that certain acquired intangible assets in a
business combination be recognized as assets separately from goodwill and that
existing intangible assets and goodwill be evaluated for these new separation
requirements. The adoption of this statement did not have a material impact on
our consolidated financial statements.

In June 2001, the FASB issued SFAS No. 142, "Goodwill and Other Intangible
Assets." SFAS No. 142 changes the accounting for goodwill from an amortization
method to an impairment-only approach. Amortization of goodwill, including
goodwill recorded in past business combinations, ceased upon adoption of this
statement. In addition, this statement requires that goodwill be tested for
impairment at least annually at the reporting unit level. We implemented SFAS
No. 142 on January 1, 2002. In connection with the adoption of SFAS 142, we
completed in the second quarter the transitional goodwill impairment test that
compared the fair value of each reporting unit to its carrying value and
determined that no impairment existed. The goodwill resulting from acquisitions
made by us subsequent to June 30, 2001 was immediately subject to the
non-amortization provisions of SFAS 142. Had we been accounting for goodwill
under SFAS 142
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for all periods presented, our net income and earnings per share would have been
as follows:

DECEMBER 31,2002 DECEMBER 31, 2001

(IN THOUSANDS, EXCEPT PER SH

Reported net (loss) income $ (17,689) $ 10,128
Add back goodwill amortization, net of tax - 3,044
Actual/pro forma adjusted net (loss) income $ (17,689) $ 13,172

Basic earnings per share

Reported basic (loss) income per share S (0.58) S 0.42
Goodwill amortization, net of tax —— 0.13
Actual/pro forma basic (loss) income per share S (0.58) S 0.55

Diluted earnings per share
Reported diluted (loss) income per share S (0.57) S 0.41
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Goodwill amortization, net of tax -

Actual/pro forma diluted (loss) income per share S (0.57)

In August 2001, the FASB issued Statement of Financial Accounting
Standards No. 143, "Accounting for Asset Retirement Obligations" (SFAS 143).
SFAS 143 establishes accounting standards for recognition and measurement of a
liability for an asset retirement obligation and the associated asset retirement
cost. SFAS 143 requires the recognition of the fair value of a liability for an
asset retirement obligation in the period in which it is incurred if a
reasonable estimate of fair value can be made. If a reasonable estimate of fair
value cannot be made in the period the asset retirement obligation is incurred,
the liability shall be recognized when a reasonable estimate of fair value can
be made. The fair value of a liability for an asset retirement obligation is the
amount at which that liability could be settled in a current transaction between
willing parties, that is, other than in a forced or liquidation transaction.
SFAS 143 is effective for financial statements issued for fiscal years beginning
after June 15, 2002. The provisions of SFAS 143 became effective for us on
January 1, 2003. The effects of adopting this standard will not have a material
effect on us.

In October 2001, the FASB issued Statement of Financial Accounting
Standards No. 144, "Accounting for the Impairment or Disposal of Long-Lived
Assets" (SFAS 144). SFAS 144 establishes a "primary-asset" approach to determine
the cash flow estimation period for a group of assets and liabilities that
represents the unit of accounting for a long-lived asset to be held and used.
SFAS 144 requires that a long-lived asset to be (1) abandoned, (2) exchanged for
a similar productive asset, or (3) distributed to owners in a spin-off be
considered held and used until it is abandoned, exchanged, or distributed. SFAS
144 requires (1) that spin-offs and exchanges of similar productive assets be
recorded at the lower of carrying value or fair value, and that such assets be
classified as held and used until disposed of and (2) that any impairment loss
resulting from a spin-off or exchange of similar productive assets be recognized
upon asset disposition. SFAS 144 provides for total assets and total liabilities
of discontinued business segments to be presented in separate captions in assets
and liabilities and also provides that future losses, if any, of discontinued
business segments shall be reported as incurred. We adopted SFAS 144 effective
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January 1, 2002. The reclassification of the Services Division to discontinued
operations and subsequent reduction in its carrying value was in accordance with
the provisions of SFAS 144.

In April 2002, the FASB issued Statement of Financial Accounting Standards
No. 145, "Rescission on FASB 4, 44 and 64, Amendment of FASB Statement No. 13
and Technical Corrections" (SFAS 145). Under SFAS 145, gains and losses related
to the extinguishment of debt should no longer be segregated on the income
statement from continuing operations. The provisions of SFAS 145 are effective
for fiscal years beginning after May 15, 2002.

In June 2002, the FASB issued Statement of Financial Accounting Standard
146, "Accounting for Costs Associated with Exit or Disposal Activities" (SFAS
146) . SFAS 146 addresses financial accounting and reporting for costs associated
with exit or disposal activities and nullifies Emerging Issues Task Force Issue
No. 94-3, "Liability Recognition for Certain Employee Termination Benefits and
Other Costs to Exit an Activity (including Certain Costs Incurred in a
Restructuring) ." SFAS 146 is effective for exit or disposal activities initiated
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on or after December 31, 2002. The effects of adopting this standard will not
have a material effect on us.

In December 2002, the FASB issued Statement of Financial Accounting
Standard 148, "Accounting for Stock-Based Compensation - Transition and
Disclosure" (SFAS 148). SFAS 148 provides alternative methods of transition for
a voluntary change to the fair value based method of accounting for stock-based
employee compensation. In addition, SFAS 148 amends the disclosure requirements
of Statement of Financial Accounting Standard 123, "Accounting for Stock-Based
Compensation" (SFAS 123), to require prominent disclosures in both annual and
interim financial statements about the method of accounting for stock-based
employee compensation and the effect of the method used on reported results. The
disclosures required by SFAS 148 are included in this document.

In November 2002, the FASB issued FASB Interpretation No. 45 Guarantor's
Accounting and Disclosure Requirements for Guarantees, Including Indirect
Guarantees of Indebtedness of Others, an Interpretation of FASB Statements No.
5, 57, and 107 and Rescission of FASB Interpretation No. 34 ("FIN 45"). FIN 45
elaborates on the disclosures to be made by a guarantor in its interim and
annual financial statements about its obligations under certain guarantees that
it has issued. It also clarifies that a guarantor is required to recognize, at
the inception of a guarantee, a liability for the fair value of the obligation
undertaken in issuing the guarantee. The initial recognition and initial
measurement provisions of FIN 45 are applicable on a prospective basis to
guarantees issued or modified after December 31, 2002, irrespective of the
guarantor's fiscal year-end. We adopted the provisions of this Statement on
January 1, 2003, which did not have a significant impact on our consolidated
financial statements.

In January 2003, the FASB issued FASB Interpretation No. 46, Consolidation
of Variable-Interest Entities - an Interpretation of ARB No. 51 ("FIN 46"). FIN
46 addresses consolidation by business enterprises of variable interest
entities, which have one or both of the following characteristics: (1) the
equity investment at risk is not sufficient to permit the entity to finance its
activities without additional subordinated financial support from other parties,
which is provided through other interests that will absorb some or all of the
expected losses of the entity and (2) the
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equity investors lack one or more of the following essential characteristics of
a controlling financial interest:

o The direct or indirect ability to make decisions about the entity's
activities through voting rights or similar rights

o The obligation to absorb the expected losses of the entity if they occur,
which makes it possible for the entity to finance its activities

o The right to receive the expected residual returns of the entity if they
occur, which is the compensation for the risk of absorbing the expected
losses.

This Interpretation applies immediately to variable interest entities
created after January 31, 2003, and to variable interest entities in which an
enterprise obtains an interest after that date. It applies in the first fiscal
year or interim period beginning after June 15, 2003, to variable interest
entities in which an enterprise holds a variable interest that it acquired
before February 1, 2003. The adoption of FIN 46 did not have a significant
impact on our consolidated financial statements.
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In April 2003, the FASB issued Statement of Financial Accounting Standard
No. 149, "Amendment of Statement 133 on Derivative Instruments and Hedging
Activities"™ (SFAS 149). SFAS 149 amends and clarifies financial accounting and
reporting for derivative instruments, including certain derivative instruments
embedded in other contracts and for hedging activities under Statement of
Financial Accounting Standard No. 133, "Accounting for Derivative Instruments
and Hedging Activities" (SFAS 133). SFAS 149 is effective for contracts entered
into or modified and hedging relationships designated after June 30, 2003,
except for the provisions of SFAS 149 that relate to SFAS 133 Implementation
Issues that have been effective for fiscal quarters that began prior to June 15,
2003, which should continue to be applied in accordance with their respective
effective dates. Adoption of this standard had no effect on us.

In May 2003, the FASB issued Statement of Financial Accounting Standard
No. 150, "Accounting for Certain Financial Instruments with Characteristics of
both Liabilities and Equity" (SFAS 150). SFAS 150 establishes standards for how
an issuer classifies and measures certain financial instruments with
characteristics of both liabilities and equity. It requires that an issuer
classify a financial instrument that is within its scope as a liability (or an
asset in some circumstances). Many of those instruments were previously
classified as equity. SFAS 150 is effective for financial instruments entered
into or modified after May 31, 2003, and otherwise is effective at the beginning
of the first interim period beginning after June 15, 2003. Adoption of this
standard had no effect on us.

In September 2003, the FASB issued FASB Staff Position No. 146-1,
Determining Whether a One-Time Termination Benefit Offered in Connection with an
Exit or Disposal Activity Is, in Substance, an Enhancement to an Ongoing Benefit
Arrangement. This Staff Position states that in order to be considered an
enhancement to an ongoing benefit arrangement, the additional termination
benefits must represent a revision to the ongoing arrangement that is not
limited to a specified termination event or a specified future period. Otherwise
the additional termination benefits should be considered one-time termination
benefits and accounted for under SFAS 146. The guidance in this Staff Position
is effective for exit or disposal activities initiated in interim or
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annual reporting periods beginning after September 15, 2003. The adoption of
this Staff Position is not expected to have a material impact on our
consolidated financial statements.

In October 2003, the FASB issued FASB Staff Position No. FIN 46-6,
Effective Date of FASB Interpretation No. 46, Consolidation of Variable Interest
Entities. This Staff Position defers the effective date for applying the
provisions of FIN 46 for interests held by public entities in variable interest
entities or potential variable interest entities created before February 1, 2003
and non-registered investment companies. This adoption of this Staff Position is
not expected to have a material impact on our consolidated financial statements.

Fiscal Quarter Ended September 30, 2003

The following is a discussion of the results of operations and analysis of
financial condition for the three months and nine months ended September 30,
2003 and a comparison to the three months and nine months ended September 30,
2002. The results of operations for purchase business combinations are included
since their effective acquisition dates. The following discussion may be
understood more fully by reference to the consolidated financial statements and
notes to the consolidated financial statements included in this prospectus.
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RESULTS OF OPERATIONS

THREE MONTHS ENDED SEPTEMBER 30, 2003 COMPARED TO THREE MONTHS ENDED SEPTEMBER
30, 2002.

Net income (loss). Net income (loss) increased $20.8 million to net income
of $6.1 million for the three months ended September 30, 2003 compared to a net
loss of ($14.7) million for the three months ended September 30, 2002. Net
income for the three months ended September 30, 2003 includes income from
continuing operations of $6.1 million and income from discontinued operations of
$6,000, compared to income from continuing operations of $3.0 million and a loss
from discontinued operations of ($17.7) million for the three months ended
September 30, 2002.

CONTINUING OPERATIONS

Products revenues. Products Division revenues increased $1.7 million, or
3.5%, to $50.8 million in the three months ended September 30, 2003, compared to
$49.0 million in the three months ended September 30, 2002. For the three months
ended September 30, 2003, Products Division revenue increased 2.1% internally,
including year over year changes in acquired businesses, and 1.4% due to the
acquisitions of Evi-Paqg, Inc., B-Square, Inc. and 911 Emergency Products, Inc.,
all of which were completed during or subsequent to the third quarter of 2002.

Mobile Security revenues. Mobile Security Division revenues increased $8.6
million, or 27.2%, to $40.1 million in the three months ended September 30,
2003, compared to $31.5 million in the three months ended September 30, 2002.
Mobile Security Division revenues for the three months ended September 30, 2003,
increased $6.3 million due to the acquisition of substantially all of the assets
of Trasco-Bremen on September 24, 2002. Excluding the $6.3 million of 2003
revenue increase relating to Trasco-Bremen, Mobile Security Division revenues
increased $2.3
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million, or 7.3%, in the three months ended September 30, 2003, compared to the
three months ended September 30, 2002. The majority of the $2.3 million revenue
increase relates to increased sales of up-armored Humvees and armored cars to
the US military and US government.

Cost of sales. Cost of sales increased $6.0 million, or 10.7%, to $62.0
million for the three months ended September 30, 2003 compared to $55.9 million
for the three months ended September 30, 2002. As a percentage of total
revenues, cost of sales decreased to 68.2% of total revenues for the three
months ended September 30, 2003 from 69.5% for the three months ended September
30, 2002.

Gross margins in the Products Division were 36.1% for the three months
ended September 30, 2003, compared to 36.7% for the three-months ended September
30, 2002. The small drop in Products Division gross margins resulted primarily
from a negative change in product mix within our hard armor and less lethal
businesses. Excluding USDS, Inc., our Products Division training subsidiary, the
Products Division gross margins were 38.4%, compared to 39.3% reported in the
same period last year.

Gross margins in the Mobile Security Division were 26.4% in the
three-months ended September 30, 2003, compared to 21.0% for the three-months
ended September 30, 2002. The increase in the Mobile Security Division gross
margin is primarily attributable to: 1) favorable manufacturing overhead cost
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absorption relating to increased manufacturing volumes in our Cincinnati
manufacturing facility; and 2) operational efficiencies in our Cincinnati
manufacturing facility as the plant continues to reduce its per vehicle labor
and material costs.

Operating expenses. Operating expenses increased $3.1 million, or 24.3%,
to $16.0 million (17.6% of total revenues) for the three months ended September
30, 2003 compared to $12.9 million (16.0% of total revenues) for the three
months ended September 30, 2002.

Products Division operating expenses increased $0.2 million, or 2.1%, to
$8.2 million (16.1% of Products Division revenues) for the three months ended
September 30, 2003 compared to $8.0 million (16.3% of Products Division
revenues) for the three months ended September 30, 2002. This increase is due
primarily to the incremental operating expenses associated with acquired
businesses completed during or subsequent to the third quarter of 2002.

Mobile Security Division operating expenses increased $925,000, or 28.8%,
to $4.1 million (10.3% of Mobile Security Division revenues) for the three
months ended September 30, 2003, compared to $3.2 million (10.2% of Mobile
Security Division revenues) for the three months ended September 30, 2002.
Excluding the increase in 2003 operating expenses resulting from the acquisition
of substantially all of the assets of Trasco-Bremen on September 24, 2002, the
operating expenses for the three months ended September 30, 2003, increased $0.3
million to $3.5 million (10.5% of Mobile Security Division revenues) versus $3.2
million (10.2% of Mobile Security Division revenues) in the same period in the
prior year.

Corporate operating expenses increased $2.0 million, or 125.2%, to $3.7
million (4.0% of total revenues) for the three months ended September 30, 2003
compared to $1.6 million (2.0% of total revenues) for the three months ended
September 30, 2002. This increase is due primarily to
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increased insurance costs, increased internal audit costs necessary to comply
with Sarbanes-Oxley requirements, increased legal provisions, and increased
bonus provisions.

Amortization. Amortization expense increased $10,000, or 16.1%, to $72,000
for the three months ended September 30, 2003 compared to $62,000 for the three
months ended September 30, 2002. SFAS 142, which we adopted on January 1, 2002,
eliminated amortization of intangible assets with indefinite lives and goodwill
for all acquisitions completed after July 1, 2001, as well as for all fiscal
years ending after January 1, 2002. Remaining amortization expense is related to
patents and trademarks with finite lives.

Integration and other non-recurring charges. Integration and other
non-recurring charges for the three months ended September 30, 2003, totaled
$368,000, compared to $1.4 million in the same period last year. The decrease in
integration and other non-recurring items is primarily related to the
elimination of expense associated with the 2001 acquisitions of O'Gara-Hess &
Eisenhardt and Identicator. The integration and other non-recurring charges for
the three months ended September 30, 2003 primarily related to the integration
of Evi-Paqg, B-Square, 911 Emergency Products, and Trasco-Bremen all of which
were completed during or subsequent to the third quarter of 2002.

Operating income. Operating income from continuing operations increased
$2.2 million to $12.5 million for the three months ended September 30, 2003
compared to $10.3 million in the three months ended September 30, 2002 due to
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Interest expense, net. Interest expense, net increased $1.1 million, or
330.0%, to $1.5 million for the three months ended September 30, 2003 compared
to $343,000 for the three months ended September 30, 2002. This increase was due
primarily to interest expense associated with the $150 million aggregate
principal amount of 8.25% senior subordinated notes due 2013. On September 2,
2003, we entered into interest rate swap agreements that effectively exchanged
the 8.25% fixed rate for a variable rate of six-month LIBOR (1.18% at September
30, 2003), set in arrears, plus a spread of 2.735% to 2.75%.

Other expense (income), net. Other expense (income), net, was $96,000 for
the three months ended September 30, 2003, compared to other expense (income),
net, of ($13,000) for the three months ended September 30, 2002.

Income from continuing operations before provision for income taxes.
Income from continuing operations before provision for income taxes increased by
$934,000 to $10.9 million for the three months ended September 30, 2003 compared
to $10.0 million for the three months ended September 30, 2002 due to the
reasons discussed above.

Provision for income taxes. Provision for income taxes was $4.8 million
for the three months ended September 30, 2003, compared to $7.0 million for the
three months ended September 30, 2002. The effective tax rate was 44.2% for the
three months ended September 30, 2003, compared to 70.4% for the three months
ended September 30, 2002. Our income tax rate for the full year 2003 is now
estimated at 40.4%. This is an increase from the 37.4% tax rate that was
utilized in the three months ended March 31, 2003, and June 30, 2003.
Accordingly, we had to
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record an additional tax expense in the three months ended September 30, 2003.
The increase in estimated tax rate was due to, among other things, the
revaluation of certain intellectual property utilized in our discontinued
operations to comply with tax code provisions. The increased tax expense
associated with the revaluation is recorded in continuing operations as required
by generally accepted accounting principles and resulted in an incremental
non-cash tax expense of $635,000, for which foreign tax credits are available to
offset the tax otherwise payable.

Income from continuing operations. Income from continuing operations
increased $3.1 million to $6.1 million for the three months ended September 30,
2003 compared to $3.0 million for the three months ended September 30, 2002 due
to the factors discussed above.

DISCONTINUED OPERATIONS

Services revenues. Services Division revenue increased $2.3 million, or
9.7%, to $26.0 million for the three months ended September 30, 2003 compared to
$23.7 million for the three months ended September 30, 2002. Exclusive of
ArmorGroup Integrated Systems, which we sold on April 17, 2003, revenue
increased $6.2 million, or 31.5% to $26.0 million for the three months ended
September 30, 2003 compared to $19.8 million for the three months ended
September 30, 2002. This increase is due to strong performance primarily in the
Middle East with strong growth coming from Irag along with ongoing strong
training revenues from the Athens Olympics build up. These are tempered by weak
revenues in mine action business, investigations business and the Latin American
business.
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Cost of sales. Cost of sales decreased $1.7 million, or 8.4%, to $18.1
million for the three months ended September 30, 2003 compared to $19.7 million
for the three months ended September 30, 2002. This decrease is a result of the
sale of the ArmorGroup Integrated Systems business. Exclusive of ArmorGroup
Integrated Systems, cost of sales increased $3.5 million, or 24.0% to $18.1
million for the three months ended September 30, 2003 compared to $14.6 million
for the three months ended September 30, 2002.

As a percentage of total revenue, cost of sales decreased to 69.4% of
total revenues for the three months ended September 30, 2003 from 83.1% for the
three months ended September 30, 2002. This decease in cost of sales as a
percentage of total revenue was primarily a result of the proportion of the
revenue growth coming from expatriate intensive security contracts in Irag and
continued high margin training contracts.

Operating expenses. Operating expenses decreased $3.1 million, or 39.1%,
to $4.9 million (18.8% of Services revenues) for the three months ended
September 30, 2003 compared to $8.0 million (33.8% of Services revenues) for the
three months ended September 30, 2002. This decrease was partly due to the sale
of the ArmorGroup Integrated Systems business. Exclusive of ArmorGroup
Integrated Systems, operating expenses decreased $1.2 million, or 19.9% to $4.9
million for the three months ended September 30, 2003 compared to $6.1 million
for the three months ended September 30, 2002. This decrease was due to reduced
foreign currency expenses and a reduction in salary costs as a result of
restructuring last year.
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Charge for impairment of long-lived asset. The net charge for impairment
of long-lived asset was $1.3 million for the three months ended September 30,
2003, compared to $11.9 million for the three months ended September 30, 2002.
The $1.3 million net non-recurring charge was recorded to maintain the proper
carrying value of our discontinued operations at $43.4 million as of September
30, 2003, which amount reflects management's continued best estimate of fair
value.

Integration and other non-recurring charges. Integration and other
non-recurring charges decreased $732,000, or 87.6%, to $104,000 for the three
months ended September 30, 2003 compared to $836,000 for the three months ended
September 30, 2002. This decrease is primarily due to severance payments to
certain personnel in the prior year.

Operating income (loss). Operating income was $1.7 million for the three
months ended September 30, 2003, compared to operating loss of ($16.7) million
for the three months ended September 30, 2002 due to the factors discussed
above. Operating loss from the ArmorGroup Integrated Systems business was
($15.0) million for the three months ended September 30, 2002 primarily due to
the $11.9 million charge for impairment of long-lived assets. Excluding the
ArmorGroup Integrated Systems business, the balance of the assets held for sale
generated an operating income of $1.7 million for the three months ended
September 30, 2003 compared to an operating loss of ($1.7) million for the three
months ended September 30, 2002.

Interest expense, net. Interest expense, net, decreased $16,000, or 47.1%,
to $18,000 for the three months ended September 30, 2003 compared to $34,000 for
the three months ended September 30, 2002. This decrease was due to reduced
utilization of the Services Division's line of credit.

Other expense, net. Other expense, net, decreased $236,000, or 92.2%, to
$20,000 for the three months ended September 30, 2003, compared to other

55



Edgar Filing: ARMOR HOLDINGS INC - Form 424B3

expense, net, of $256,000 for the three months ended September 30, 2002. This
decrease is due to reduced losses on disposal of fixed assets and other asset
write-offs.

Income (loss) from discontinued operations before provision for income
taxes. Income from discontinued operations before provision for income taxes was
$1.7 million for the three months ended September 30, 2003 and a loss of ($17.0)
million for the three months ended September 30, 2002, due to the reasons
discussed above.

Provision for income taxes. Provision for income taxes was $1.7 million
for the three months ended September 30, 2003 compared to a provision of
$639,000 for the three months ended September 30, 2002. The effective tax rate
for the three months ended September 30, 2003 was a provision of 99.6% compared
to a provision of 3.8% for the three months ended September 30, 2002. The
provision of 99.6% for the three months ended September 30, 2003 is due to
unrecognized potential deferred tax assets associated with foreign subsidiaries,
which recorded pretax losses in the three months of 2003. These potential tax
benefits were not recognized due to the uncertainty regarding the specific
subsidiary's ability to utilize the net operating loss carry-forwards in future
periods. The provision for the three months ended September 30, 2003 also
relates to the net impairment charge of $1.3 million, $1.1 million of which was
non-deductible goodwill write-offs.
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Income (Loss) from discontinued operations. Income from discontinued
operations was $6,000 for the three months ended September 30, 2003 compared to
a loss from discontinued operations of ($17.7) million for the three months
ended September 30, 2002 due to the factors discussed above.

NINE MONTHS ENDED SEPTEMBER 30, 2003 COMPARED TO NINE MONTHS ENDED SEPTEMBER 30,
2002.

Net income (loss). Net income (loss) increased $20.5 million to net income
of $15.8 million for the nine months ended September 30, 2003 compared to a net
loss of ($4.7) million for the nine months ended September 30, 2002. Net income
for the nine months ended September 30, 2003 includes income from continuing
operations of $14.8 million and income from discontinued operations of $983,000,
compared to income from continuing operations of $13.4 million and a loss from
discontinued operations of ($18.0) million for the nine months ended September
30, 2002.

CONTINUING OPERATIONS

Products revenues. Products Division revenues increased $13.1 million, or
10.0%, to $144.1 million in the nine months ended September 30, 2003, compared
to $131.0 million in the nine months ended September 30, 2002. For the nine
months ended September 30, 2003, Products Division revenue increased 6.2%
internally, including year over year changes in acquired businesses, and 3.8%
due to the acquisitions of Speedfeed, Inc., the Foldable Products Group,
Evi-Paqg, Inc., B-Square, Inc. and 911 Emergency Products, Inc., all of which
were completed during 2002.

Mobile Security revenues. Mobile Security Division revenues increased
$18.2 million, or 20.0% to $108.9 million in the nine months ended September 30,
2003, compared to $90.7 million in the nine months ended September 30, 2002.
Mobile Security Division revenues for the nine months ended September 30, 2003,
increased $15.2 million due to the acquisition of substantially all of the
assets of Trasco-Bremen on September 24, 2002. Excluding the $15.2 million of
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2003 revenue increase relating to Trasco-Bremen, Mobile Security Division
revenues increased $3.0 million, or 3.3%, in the nine months ended September 30,
2003, compared to the nine months ended September 30, 2002.

Cost of sales. Cost of sales increased $23.9 million, or 15.7%, to $176.4
million for the nine months ended September 30, 2003 compared to $152.5 million
for the nine months ended September 30, 2002. As a percentage of total revenues,
cost of sales increased to 69.7% of total revenues for the nine months ended
September 30, 2003 from 68.8% for the nine months ended September 30, 2002.

Gross margins in the Products Division were 34.5% for the nine months
ended September 30, 2003, compared to 37.5% for the nine months ended September
30, 2002. The decline in Products Division's gross margins resulted primarily
from: (1) an increase in "low margin" training revenues; (2) an increase in low
margin gas mask sales; (3) an increase in lower margin international body armor
sales produced overseas at Armor Products International; (4) lower
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production volumes within our less lethal, automotive, and hard armor product
lines, which resulted in reduced fixed cost absorption and certain labor
inefficiencies; and (5) moving costs and labor inefficiencies at Protech
associated with the relocation of its manufacturing facility. Excluding our
Products training division subsidiary, the Products Division gross margins were
36.8%, compared to 39.9% reported in the same period last year.

Gross margins in the Mobile Security Division were 24.7% in the nine
months ended September 30, 2003, compared to 22.2% for the nine months ended
September 30, 2002. The increase in the Mobile Security Division gross margin is
primarily attributable to: 1) favorable manufacturing overhead cost absorption
relating to increased manufacturing volumes at our Cincinnati manufacturing
facility; and 2) operational efficiencies in our Cincinnati manufacturing
facility.

Operating expenses. Operating expenses increased $7.5 million, or 20.1%,
to $44.5 million (17.6% of total revenues) for the nine months ended September
30, 2003 compared to $37.0 million (16.7% of total revenues) for the nine months
ended September 30, 2002.

Products Division operating expenses increased $1.4 million, or 6.0%, to
$24.2 million (16.8% of Products Division revenues) for the nine months ended
September 30, 2003 compared to $22.8 million (17.4% of Products Division
revenues) for the nine months ended September 30, 2002. This increase is due
primarily to the incremental operating expenses associated with acquired
businesses completed during or subsequent to the third quarter of 2002.

Mobile Security Division operating expenses increased $2.4 million, or
25.7%, to $11.6 million (10.7% of Mobile Security Division revenues) for the
nine months ended September 30, 2003, compared to $9.2 million (10.2% of Mobile
Security Division revenues) for the nine months ended September 30, 2002.
Excluding the increase in 2003 operating expenses resulting from the acquisition
of substantially all of the assets of Trasco-Bremen on September 24, 2002, the
operating expenses for the nine months ended September 30, 2003, increased less
than $0.4 million, versus the same period in the prior year. The increase in
operating expenses was primarily due to: (1) increased expenses associated with
the start-up of operations in Caracas, Venezuela in late 2002; and (2) increased
insurance costs.

Corporate operating expenses increased $3.7 million, or 74.4%, to $8.7
million (3.4% of total revenues) for the nine months ended September 30, 2003
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compared to $5.0 million (2.2% of total revenues) for the nine months ended
September 30, 2002. This increase is due primarily to increased insurance costs,
increased internal audit costs necessary to comply with Sarbanes-Oxley
requirements, increased legal provisions, and increased bonus provisions.

Amortization. Amortization expense decreased $12,000, or 5.6%, to $201,000
for the nine months ended September 30, 2003 compared to $213,000 for the nine
months ended September 30, 2002. SFAS 142, which we adopted on January 1, 2002,
eliminated amortization of intangible assets with indefinite lives and goodwill
for all acquisitions completed after July 1, 2001, as well as for all fiscal
years ending after January 1, 2002. Remaining amortization expense is related to
patents and trademarks with finite lives.
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Integration and other non-recurring charges. Integration and other
non-recurring charges for the nine months ended September 30, 2003, totaled $4.6
million, compared to $4.5 million for the nine months ended September 30, 2002.
The increase in integration and other non-recurring items is primarily related
to a $3.3 million (including a $2.1 million non-cash charge) severance charge
related to the recent departure of our former Chief Executive Officer. Excluding
this $3.3 million severance charge, integration and other non-recurring charges
were $1.3 million for the nine months ended September 30, 2003, a decrease of
$3.2 million from the nine months ended September 30, 2002. This decrease was
primarily due to the elimination of expense associated with the 2001
acquisitions of O'Gara-Hess & Eisenhardt and Identicator.

Operating income. Operating income from continuing operations decreased
$202,000 to $27.3 million for the nine months ended September 30, 2003 compared
to $27.6 million in the nine months ended September 30, 2002 due to the factors
discussed above.

Interest expense, net. Interest expense, net increased $1.6 million, or
242.5% to $2.3 million for the nine months ended September 30, 2003 compared to
$669,000 for the nine months ended September 30, 2002. This increase was due
primarily to interest expense associated with the $150 million aggregate
principal amount of 8 1/4% senior subordinated notes due 2013. On September 2,
2003, we entered into interest rate swap agreements that effectively exchanged
the 8 1/4% fixed rate for a variable rate of six-month LIBOR, set in arrears,
plus a spread of 2.735% to 2.75%.

Other expense (income), net. Other expense, net, was $181,000 for the nine
months ended September 30, 2003, compared to other income, net, of ($77,000) for
the nine months ended September 30, 2002.

Income from continuing operations before provision for income taxes.
Income from continuing operations before provision for income taxes decreased by
$2.1 million to $24.9 million for the nine months ended September 30, 2003
compared to $27.0 million for the nine months ended September 30, 2002 due to
the reasons discussed above.

Provision for income taxes. Provision for income taxes was $10.0 million
for the nine months ended September 30, 2003, compared to $13.6 million for the
nine months ended September 30, 2002. The effective tax rate was 40.4% for the
nine months ended September 30, 2003, compared to 50.5% for the nine months
ended September 30, 2002 based on our current expectations of annual income
amounts and jurisdictions in which such amounts are expected to be taxable. The
estimated 2003 income tax rate of 40.4% is higher than the 37.4% estimated
income tax rate that was utilized in the first half of 2003 due to, among other
things, a taxable gain that was realized in the third quarter when certain
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intellectual property utilized in our discontinued operations was revalued in
order to comply with tax code provisions. The impact of the incremental tax is
recorded in continuing operations as required by generally accepted accounting
principles, and resulted in an incremental non-cash tax expense, for which
foreign tax credits are available to offset the tax otherwise payable.

Income from continuing operations. Income from continuing operations
increased $1.5 million to $14.8 million for the nine months ended September 30,
2003 compared to $13.4 million for the nine months ended September 30, 2002 due
to the factors discussed above.
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DISCONTINUED OPERATIONS

Services revenues. Services Division revenue increased $1.5 million, or
2.0%, to $75.7 million for the nine months ended September 30, 2003 compared to
$74.3 million for the nine months ended September 30, 2002. Exclusive of
ArmorGroup Integrated Systems, which we sold on April 17, 2003, revenue
increased $9.5 million, or 15.5% to $71.0 million for the nine months ended
September 30, 2003 compared to $61.5 million for the nine months ended September
30, 2002. This increase is due to strong performance in the Middle East with
equally strong performance by the ArmorGroup training division, which increased
as a result of the Athens Olympics contract. These strong performances were
tempered by weak revenues in mine action business, investigations business and
the Latin American business due to a weak economy and the completion of a BP
security contract in Colombia in the second quarter of 2002.

Cost of sales. Cost of sales decreased $2.4 million, or 4.3%, to $53.4
million for the nine months ended September 30, 2003 compared to $55.8 million
for the nine months ended September 30, 2002. This decrease is a result of the
sale of the ArmorGroup Integrated Systems business. Exclusive of ArmorGroup
Integrated Systems, cost of sales increased $5.2 million, or 12.1%, to $48.3
million for the nine months ended September 30, 2003 compared to $43.1 million
for the nine months ended September 30, 2002.

As a percentage of total revenue, cost of sales decreased to 70.6% of
total revenues for the nine months ended September 30, 2003 from 75.2% for the
nine months ended September 30, 2002. This decrease in cost of sales as a
percentage of total revenue was primarily due to (1) the sale of the Integrated
Systems Division, which operates on lower margins than the rest of the Services
Division; (2) high margins achieved by the Training Division; and (3) new
contracts in the Middle East at higher than average margins.

Operating expenses. Operating expenses decreased $6.3 million, or 27.8%,
to $16.3 million (21.5% of total revenues) for the nine months ended September
30, 2003 compared to $22.6 million (30.4% of total revenues) for the nine months
ended September 30, 2002. This decrease was primarily due to the sale of the
ArmorGroup Integrated Systems business. Exclusive of ArmorGroup Integrated
Systems, operating expenses decreased $3.1 million, or 16.6%, to $15.8 million
for the nine months ended September 30, 2003 compared to $18.9 million for the
nine months ended September 30, 2002. The nine months ended September 30, 2003
has benefited from no depreciation being charged as a result of the assets being
held out for sale in accordance with SFAS 144 " Accounting for Impairment or
Disposal of Long-Lived Assets," currency movement costs being less than prior
year, and a reduction in salary costs as result of restructuring taken last
year.

Charge for impairment of long-lived asset. The net charge for impairment
of long-lived asset was $1.3 million for the nine months ended September 30,
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2003 compared to $11.9 million for the nine months ended September 30, 2002. The
$1.3 million net non-recurring charge was recorded to maintain the proper
carrying value of our discontinued operations at $43.4 million as of September
30, 2003, which amount reflects management's continued best estimate of fair
value.
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Integration and other non-recurring charges. Integration and other
non-recurring charges decreased $627,000, or 51.2%, to $598,000 for the nine
months ended September 30, 2003 compared to $1.2 million for the nine months
ended September 30, 2002. This decrease is primarily due to severance payments
to certain personnel in the prior year.

Operating income (loss). Operating income (loss) was $4.1 million for the
nine months ended September 30, 2003, compared to operating loss of ($17.3)
million for the nine months ended September 30, 2002 due to the factors
discussed above. Operating loss from the ArmorGroup Integrated Systems business,
which was sold on April 17, 2003, was ($987,000) for the period ended April 17,
2003, compared to an operating loss of ($15.6) million for the nine months ended
September 30, 2002 due to the factors discussed above. Excluding the ArmorGroup
Integrated Systems business, the balance of the assets held for sale generated
an operating income of $5.1 million for the nine months ended September 30, 2003
compared to an operating loss of ($1.7) million for the nine months ended
September 30, 2002.

Interest expense, net. Interest expense, net decreased $56,000, or 44.1%,
to $71,000 for the nine months ended September 30, 2003 compared to $127,000 for
the nine months ended September 30, 2002. This decrease was due to reduced
utilization of the Services Division's line of credit.

Other expense (income), net. Other expense (income), net, was $472,000 for
the nine months ended September 30, 2003, compared to other expense (income),
net of $200,000 for the nine months ended September 30, 2002. The net increase
in expense was a result of a pre-tax loss of $366,000 on the sale of our
ArmorGroup Integrated System business on April 17, 2003.

Income (loss) from discontinued operations before provision for income
taxes. Income (loss) from discontinued operations before provision for income
taxes was $3.6 million for the nine months ended September 30, 2003 and ($17.6)
million for the nine months ended September 30, 2002, due to the reasons
discussed above.

Provision for income taxes. Provision for income taxes was $2.6 million
for the nine months ended September 30, 2003 compared to a provision of $421,000
for the nine months ended September 30, 2002. The effective tax rate for the
nine months ended September 30, 2003 was a provision of 72.6% compared to a
provision of 2.4% for the nine months ended September 30, 2002. The provision of
72.6% for the nine months ended September 30, 2003, is due to unrecognized
potential deferred tax assets associated with foreign subsidiaries, which
recorded pretax losses in the nine months of 2003. These potential tax benefits
were not recognized due to the uncertainty regarding the specific subsidiary's
ability to utilize the net operating loss carry-forwards in future periods. The
provision for the nine months ended September 30, 2003 also relates to the net
impairment charge of $1.3 million, $1.1 million of which was non-deductible
goodwill write-offs.

Income (loss) from discontinued operations. Income (loss) from
discontinued operations was $983,000 for the nine months ended September 30,
2003 compared to a loss from discontinued operations of ($18.0) million for the
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nine months ended September 30, 2002 due to the factors discussed above.
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Fiscal Year Ended December 31, 2002

The following is a discussion of the results of operations and analysis of
financial condition for the twelve months ended December 31, 2002 as compared to
the twelve months ended December 31, 2001 and the twelve months ended December
31, 2001 as compared to the twelve months ended December 31, 2000. The results
of operations for purchase business combinations are included since their
effective acquisition dates. The following discussion may be understood more
fully by reference to the consolidated financial statements and notes to the
consolidated financial statements included in this prospectus.

RESULTS OF OPERATIONS

Effective June 30, 2002, we decided to sell the ArmorGroup Services Division
through an organized and formal auction managed by outside advisors. In
accordance with Statement of Accounting Standards 144, Accounting for Impairment
or Disposal of Long-Lived Assets, the assets and liabilities of the Services
Division are classified as held for sale, with its operating results reported as
discontinued operations in our statement of operations for all periods. Our US
based training subsidiary, USDS, Inc. previously reported under the Services
Division but not included for sale has been reclassified to the Products
Division.

The following table sets forth selected statement of operations data as a
percentage of total revenues for the periods indicated:

FISCAL YEAR

2002 2001 2000

Revenue from continuing operations

Products 59.0% 76.0% 100.0%

Mobile Security 41.0% 24.0% 0.0%
Total revenues from continuing operations 100.0% 100.0% 100.0%
Cost of sales 69.1% 64.1% 61.1%
Operating expenses 16.3% 19.6% 21.6%
Amortization 0.1% 1.1% 1.2%
Integration and other non-recurring charges 1.9% 1.7% 1.8%
Operating income 12.6% 13.5% 14.2%
Interest expense, net 0.3% 2.0% 1.3%
Other income, net 0.0% 0.0% 0.0%
Income from continuing operations before

provision for income taxes 12.3% 11.6% 12.9%
Provision for income taxes 5.3% 4.2% 5.2%
Income from continuing operations 7.0% 7.5% 7.8%
(Loss) Income from discontinued operations

before provision for income taxes (13.9)% (3.0)% 5.9%
Provision (benefit) for income taxes (1.1)% (1.3)% 1.5%
(Loss) Income from discontinued operations (12.8)% (2.3)% 4.4%
Net (Loss) Income (5.8)% 5.1% 12.2%

66

FISCAL 2002 AS COMPARED TO FISCAL 2001
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Net (loss) income. Net income decreased $27.8 million to a net loss of $17.7
million for the year ended December 31, 2002 ("fiscal 2002") compared to net
income of $10.1 million for the year ended December 31, 2001 ("fiscal 2001").
Income from continuing operations and the loss from discontinued operations was
$21.3 million and $39.0 million respectively for fiscal 2002, compared to income
from continuing operations of $14.7 million and a loss from discontinued
operations of $4.6 million for fiscal 2001. The increase in income from
continuing operations relates primarily to the inclusion of the Mobile Security
Division for a full year in 2002 versus four months in 2001.

CONTINUING OPERATIONS

Armor Holdings Products revenues. Our Armor Holdings Products Division revenues
increased $30 million, or 20.1%, to $179.9 million in fiscal 2002, compared to
$149.9 million in fiscal 2001. For fiscal 2002, Products Division revenue
increased 14.4% internally, including year over year changes in acquired
businesses, and 5.7% due to a series of small strategic "tuck-in" acquisitions
including Identicator, Inc. ("Identicator"), Guardian Personal Security
Products, Inc. ("Guardian"), Speedfeed, Inc. ("Speedfeed"), the Foldable
Products Group ("Foldable"), Evi-Paqg, Inc. ("Evi-Paqgq") B-Square, Inc.
("B-Square") and 911 Emergency Products ("911"). Products Division revenues
include $16.8 million and $7.2 million from USDS, Inc., our US based training
company, for the years ended fiscal 2002 and fiscal 2001, respectively. In our
filings prior to June 30, 2002, we reported USDS, Inc. as a part of our Services
Division.

Mobile Security Division revenues. Our Armor Mobile Security Division revenues
increased $77.9 million, or 165.0% to $125.2 million in fiscal 2002, compared to
$47.2 million in fiscal 2001. Revenues for fiscal 2001, included only four
months of operations after the acquisitions of O'Gara-Hess & Eisenhardt Armoring
Company, The O'Gara Company, and O'Gara Security Associates, Inc. in August,
2001. Revenues in fiscal 2002 includes $3.3 million related to the acquisition
of Trasco Bremen in September 2002. Including the eight months of operations
prior to our ownership and excluding all revenue associated with assets that we
either did not purchase or sell, Mobile Security Division revenue increased
17.7% internally from approximately $106.3 million during fiscal 2001.

Cost of sales. Cost of sales increased $84.4 million, or 66.8%, to $210.7
million for fiscal 2002 compared to $126.3 million for fiscal 2001. This
increase was due primarily to the acquisition of the Armor Mobile Security
Division as well as overall revenue growth for fiscal 2002 compared to fiscal
2001. As a percentage of total revenues, cost of sales increased to 69.1% of
total revenues for fiscal 2002 from 64.1% for fiscal 2001. This increase as a
percentage of total revenues was partially due to the full year inclusion in
2002 of the Mobile Security Division, which operates at lower average gross
margins than the Products Division and partially to reduced Products Division
margins as discussed below.

For fiscal 2002, gross margins in the Products Division were 36.4%
compared to 39.3% reported in the same period last year, while the gross margins
in the Mobile Security Division were 23.0% in fiscal 2002, compared to 25.1% for
the four months of the December 31, 2001 fiscal year after the acquisition date.
The Products Division consists of a portfolio of law enforcement
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products, each of which is manufactured and sold at different margins. In any
given period, the Products Division weighted average gross margins will
fluctuate based upon the relative volume of products sold during the period.
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Lower gross margins during fiscal 2002 in the Products Division were partially
attributable to product mix, as well as to short term increases in manufacturing
costs and a raw material supply issues in the division's body armor operations
during the first half of 2002.

During late 2001 and 2002, the Products Division combined its
Jacksonville, Florida based body armor operation into its body armor
manufacturing facility in Ontario, California. During 2002, the Division
experienced difficulty in this combination resulting in capacity constraints and
increased manufacturing costs. We believe that these capacity constraints have
been alleviated and that certain of our body armor manufacturing costs will
decrease during the first half of 2003. However, during this time, we also
experienced interruptions in the supply of Zylon Shield, a certain ballistic
fiber used in our leading concealable ballistic vest. This particular supply
problem was related to the ballistic integrity of the fiber we received and not
the actual availability of the material. Nevertheless, our inability to receive
quality Zylon Shield during this period exacerbated our capacity constraints. As
of December 31, 2002, the Products Division is currently receiving adequate
supplies of Zylon Shield and is currently working to decrease its body armor
manufacturing costs.

The Products Division gross margins also decreased because it realized
higher proportional revenue increases from its training division, which operates
at significantly lower overall gross margins than its manufacturing segment. The
decrease in gross margins in the Mobile Security Division was primarily due to a
less favorable mix of commercial vehicle sales compared to the same period the
prior year, a heavier mix of "lower margin" cash-in-transit vehicles in 2002
compared to 2001, and a larger number of base unit sales included in revenue in
the 2002 period.

Operating expenses. Operating expenses increased $11.2 million, or 28.9%, to
$49.8 million (16.3% of total revenues) for fiscal 2002 compared to $38.7
million (19.6% of total revenues) for fiscal 2001. This increase was primarily
due to the operating expenses associated with the operations of the Mobile
Security Division, acquired in August 2001, which were not included for the full
year ended December 31, 2001. Operating expenses also increased in the Products
Division primarily due to operating expenses associated with acquired companies
and from internal growth of the business. Operating expenses as a percent of
sales decreased because the Mobile Security Division operates with a lower level
of operating expenses as a percentage of sales than does the Products Division.
We expect to see an increase in corporate operating expense during 2003 because
we will incur significant increases in insurance expenses, government affairs
and lobbying efforts, internal audit, information technology and increased legal
and accounting costs associated with legal compliance.

Amortization. Amortization expense decreased $1.9 million, or 88.6%, to $0.2
million for fiscal 2002 compared to $2.1 million for fiscal 2001. This decrease
results from the implementation of SFAS 142, which eliminated goodwill
amortization for all acquisitions completed after July 1, 2001, as well as for
all fiscal years ending after January 1, 2002. Remaining amortization expense is
related to patents and trademarks with finite lives.
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Integration and other non-recurring charges. Integration and other non-recurring
charges increased $2.6 million, or 79.8%, to $5.9 million for fiscal 2002
compared to $3.3 million in fiscal 2001. These charges relate primarily to the
integration of the Mobile Security Division, as well as other acquisitions
completed in 2001 and 2002. 2002 integration and other non-recurring charges
also included certain expenses related to the integration of our body armor
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operations, as well as direct costs and expenses associated with potential
acquisitions that did not close.

Operating income. Operating income from continuing operations increased $11.7
million to $38.4 million for fiscal 2002 compared to $ 26.7 million in fiscal
2001 due to the factors discussed above. USDS, Inc. contributed operating income
that was previously reported as a part of the Services Division of $1.7 million
and $1.2 million for the years ended December 31, 2002 and 2001, respectively.

Interest expense, net. Interest expense, net decreased $2.9 million, or 76.1% to
$0.9 million for fiscal 2002 compared to $3.9 million for fiscal 2001. This
decrease was due primarily to the repayment of long-term debt under our
revolving credit facility with the net proceeds of the secondary common stock
offering completed in December 2001.

Other expense (income), net. Other expense (income), net, was $51,000 for fiscal
2002, compared to ($82,000) for fiscal 2001 due to a gain on sale of fixed
assets during 2001.

Income from continuing operations before provision for income taxes. Income from
continuing operations before provision for income taxes increased by $14.5
million to $37.4 million for fiscal 2002 compared to $22.9 million for fiscal
2001 due to the reasons discussed above.

Provision for income taxes. Provision for income taxes was $16.1 million for
fiscal 2002 compared to $8.2 million for fiscal 2001. The provision for income
taxes for fiscal 2002 included charges of approximately $1.5 million related to
the establishment of valuation allowances for certain foreign deferred tax
assets of our discontinued operations. The effect of these charges was to
increase our effective tax rate for fiscal 2002 to 42.9% compared to 35.9% for
fiscal 2001. Without these charges, our effective tax rate for fiscal 2002 would
have been 39%. The increase in what our effective tax rate would have been
without the tax charges related to our discontinued operations is due primarily
to the higher percentage of income earned in the United States and the impact of
state income taxes on this income. Our expected effective tax rate is not
necessarily indicative of what our actual effective rate will be due to the
changing concentration and mix of income in the various countries in which we
continue to operate.

Income from continuing operations. Income from continuing operations increased
$6.6 million to $21.3 million for fiscal 2002 compared to $14.7 million for
fiscal 2001 due to the factors discussed above.

DISCONTINUED OPERATIONS

Many of the items listed below involve accounting estimates. The loss and
amounts below will be revaluated in the future for any changes which might be
appropriate.
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Our ArmorGroup Services Division revenues increased $3.3 million, or 3.5%,
to $98.3 million for fiscal 2002 compared to $94.9 million for fiscal 2001. For
fiscal 2002, revenue increased 6.7% due to the acquisition of International
Training, Inc. ("ITI"), which was acquired as part of the acquisition of our
Mobile Security Division and is included in the Services Division from the date
of acquisition. The 3.4% reduction in revenue exclusive of the ITI acquisition
was a result of lower revenues in the Integrated Systems business in the United
States and the Security consulting business both in Latin America and Russia due
to the completion of several large contracts.
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Cost of sales. Cost of sales increased $10.8 million, or 16.5%, to $75.8 million
for fiscal 2002 compared to $65 million for fiscal 2001. This increase was due
primarily to the acquisition of ITI. As a percentage of total revenue, cost of
sales increased to 77.1% of total revenues for fiscal 2002 from 68.5% for fiscal
2001. This increase in cost of sales as a percentage of total revenue was
primarily due to the weakness in our Integrated Systems business resulting in
poor margins from increased inventory reserves, the loss of high margin oil
industry security consulting work in Latin America and the scaling down of
business in the Democratic Republic of Congo.

Operating expenses. Operating expenses increased $6.1 million, or 24.9%, to
$30.6 million (31.1% of total revenues) for fiscal 2002 compared to $24.5
million (25.8% of total revenues) for fiscal 2001. This increase was due
primarily to increased accounts receivable reserves, other asset write-downs,
and other charges in the Integrated Systems and Security consulting businesses,
as well as additional operating expenses associated with ITI's operations,
acquired in August 2001.

Amortization. Amortization expense decreased $1.5 million, or 100%, to $0 for
fiscal 2002 compared to $1.5 million for fiscal 2001. This decrease was a result
of the implementation of SFAS 142, which eliminated goodwill amortization for
acquisitions completed after July 1, 2001 and for fiscal years beginning on or
after January 1, 2002.

Charge for impairment of long-lived assets. Charges for impairment of long-lived
assets was $30.3 million for fiscal 2002 compared to $0 for fiscal 2001. The
impairment charge is the result of the $24.2 million reduction in carrying value
of the Services Division to the estimated realizable value as required by SFAS
144.

Restructuring and related charges. In January 2001, our Board of Directors
approved a restructuring plan to close the Services Division's U.S.
investigative businesses, realign the Service Division's organization, eliminate
excess facilities and reduce overhead in its business worldwide. In connection
with this restructuring charge, the Services Division performed a review of its
long-lived assets to identify potential impairments. Pursuant to this
restructuring plan, we a) eliminated 26 employees, primarily from the Services
Division investigative business; b) eliminated an additional 24 employees from
its security consulting business; c¢) incurred lease and other exit costs as a
result of the closure of the investigative businesses; and d) wrote-down the
value of both tangible and intangible assets as a result of the impairment
review.

As a result of the restructuring plan, we recorded a pre-tax charge of
$10.3 million. At December 31, 2002 we had a restructuring accrual of $270,000
compared to $354,000 at December 31, 2001 relating to lease termination and
other exit costs. This liability has been classified in
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accrued expenses and other current liabilities on our discontinued operations
balance sheet and will be funded through cash provided by operating activities
and our credit facility.

Integration and other non-recurring charges. Integration and other non-recurring
charges increased $1.8 million, or 238.0%, to $2.6 million for fiscal 2002
compared to $776,000 for fiscal 2001. These charges reflect certain severance
expenses, software write-off costs and other expenses associated with preparing
the division for sale, as well as the expenses associated with integrating ITI
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into the Services Division.

Operating loss. Operating losses were $41.9 million for fiscal 2002, compared to
an operating loss of $7.1 million for fiscal 2001 due to the factors discussed
above.

Interest expense, net. Interest expense, net increased $203,000 or 142%, to
$346,000 for fiscal 2002 compared to $143,000 for fiscal 2001. This increase was
due to increased utilization of the Services Division's line of credit.

Other (income) expense, net. Other expense, net, was $99,000 for fiscal 2002,
compared to other income, net of $218,000 for fiscal 2001. The increase expense
in fiscal 2002 was a result of losses on the disposal of fixed assets and other
asset write-offs.

Loss from discontinued operations before provision for income taxes (benefit).
Loss from discontinued operations before provision for income taxes (benefit)

was $41.5 million for fiscal 2002 and $7.1 million for fiscal 2001 due to the

reasons discussed above.

Provision for income taxes (benefit). Income tax benefit was $2.4 million for
fiscal 2002 compared to a benefit of $2.5 million for fiscal 2001. The effective
tax rate for fiscal 2002 was a benefit of 5.9% compared to a benefit of 35.5%
for fiscal 2001. The decrease in percentage benefit is primarily due to the
inclusion in taxable income of certain expenses not deductible for tax purposes,
including a $31.2 million charge for the impairment of long-lived assets.

Loss from discontinued operations. Loss from discontinued operations was $39.0
million for fiscal 2002 compared to a loss from discontinued operations of $4.6
million for fiscal 2001 due to the factors discussed above.

FISCAL 2001 AS COMPARED TO FISCAL 2000

Net (loss) income. Net income decreased $6.9 million to a net income of $10.1
million for fiscal 2001 compared to net income of $17.0 million for the year
ended December 31, 2000 ("fiscal 2000"). Net income for fiscal 2001 includes
income from continuing operations of $14.7 million and a loss from discontinued
operations of $4.6 million, compared to income from continuing operations of
$10.8 million and income from discontinued operations of $6.2 million for fiscal
2000.
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CONTINUING OPERATIONS

Armor Holdings Products Division Revenues. Armor Holdings Products Division
revenues increased $10 million, or 7.1% to $149.9 million in for fiscal 2001
("fiscal 2001"), compared to $139.9 million for fiscal 2000. Revenue increased
during the year due to the acquisitions completed in fiscal 2000 and additional
fiscal 2001 acquisitions. All of these acquisitions were accounted for as
purchases and accordingly the results of their operations are included only from
the date of acquisition. Products Division revenues include $7.2 million and
$4.6 million from USDS, Inc. for the years ended December 31, 2001 and December
31, 2000, respectively. In our filings prior to June 30, 2002, we reported USDS,
Inc. as a part of the Service Division. Not including these acquisitions, the
Armor Holdings Products Division revenue decreased during fiscal 2001, due in
part to shipping interruptions and order cancellations that resulted from the
September 11 terrorist attacks against the World Trade Center and the Pentagon
and to a slowdown in purchasing during the first quarter of 2001. We attribute a
portion of the first quarter slowdown with the Bulletproof Vest Partnership Act
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(the "BVP Money") that provides federal matching funds to law enforcement
agencies purchasing bullet resistant vests. We believe that agencies delayed
their purchasing decisions during the first quarter of 2001 until such time as
the BVP Money was fully allocated.

Mobile Security revenues. Mobile Security Division revenues were $47.2 million,
in fiscal 2001, compared to $0 in fiscal 2000. The Mobile Security Division was
created through the acquisition of O'Gara-Hess & Eisenhardt Armoring Company,
The O'Gara Company, and O'Gara Security Associates, Inc., which was completed on
August 22, 2001, and only included in our financial statements from the date of
acquisition. Revenues for the year ended 2001 included only four months of
operations, from the date of acquisition.

Cost of sales. Cost of sales increased $40.9 million, or 47.8%, to $126.3
million for fiscal 2001 compared to $85.5 million for fiscal 2000. This increase
was due primarily to the acquisition of the Mobile Security Division as well as
overall revenue growth for the fiscal 2001 compared to fiscal 2000. As a
percentage of total revenues, cost of sales increased to 64.1% of total revenues
for fiscal 2001 from 61.1% for fiscal 2000. This increase as a percentage of
total revenues was primarily due to the inclusion of the Mobile Security
Division, which operates at lower average gross margins than the Products
Division.

For fiscal 2001, gross margins in the Products Division were 39.3%
compared to 39.8% reported in fiscal 2000, while the gross margins in the Mobile
Security Division were 25.1% for the four-month stub portion for fiscal 2001.
The decrease in the Products Division gross margins is attributable to the
impact of higher proportional revenue of USDS, Inc., which operates at margins,
which are significantly lower than the gross margins experienced within the
other Products Division companies.

Operating expenses. Operating expenses increased $8.4 million, or 27.6%, to
$38.7 million, or 19.6% of total revenues for fiscal 2001 compared to $30.3
million, or 21.7% of total revenues for fiscal 2000. This increase was primarily
due to the operating expenses associated with the operations of the Mobile
Security Division, acquired in August 2001, which were not included at all for
the year ended December 31, 2000. Operating expenses also increased due to
acquisitions in the
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Products Division including Monadnock and Lightning Powder, as well as general
internal growth of the business. Operating expenses as a percent of sales
decreased because the Mobile Security Division operates with a lower level of
operating expenses as a percentage of sales than does the Products Division.

Amortization. Amortization expense increased $438,000, or 25.7%, to $2.1 million
for fiscal 2001 compared to $1.7 million for fiscal 2000. Amortization expense
increased during the year due to amortization of intangible assets acquired
during fiscal 2000 through the acquisitions of Monadnock and Lightning Powder.
In accordance with SFAS 142, we did not amortize goodwill from the O'Gara
acquisition, which occurred subsequent to June 30, 2001.

Integration and other non-recurring charges. Integration and other non-recurring
charges increased $.7 million, or 27.4%, to $3.3 million for fiscal 2001
compared to $2.6 million in fiscal 2000.

Fiscal 2001 integration expenses represent costs associated with the

acquisitions and integration of the Mobile Security Division, Monadnock and
Lightning Powder, as well as costs associated with our international tax
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minimization program. Fiscal 2000 integration expenses included costs associated
with the acquisitions of Safariland, and Break-Free, as well as, costs
associated with our international tax minimization program and other one time
expenses incurred in the third quarter of 2000.

Operating income. Operating income from continuing operations increased $6.8
million, or 34.2%, to $26.7 million for fiscal 2001 compared to $19.9 million in
fiscal 2000 due to the factors discussed above. USDS, Inc. contributed operating
income that was previously reported as a part of the Services Division of $1.2
million and $889,000 for fiscal 2001 and 2000, respectively.

Interest expense, net. Interest expense, net increased $2.0 million, or 109% to
$3.9 million for fiscal 2001 compared to $1.8 million for fiscal 2000. Interest
expense, net increased during fiscal 2001 primarily due to interest on debt
incurred to fund the acquisitions of Monadnock, Lightning Powder and the Mobile
Security Division, which were each funded in part with cash from our revolving
credit facility. Increased borrowings under the revolving credit facility were
offset by lower interest rates on that debt. Interest expense, net includes
interest on and amortization of the fees associated with our debt obligations,
including our revolving credit facility, and the amortization of the discount on
certain long-term liabilities acquired as part of the Safariland acquisition.

Other (income) expense, net. Other income, net, was $82,000 for fiscal 2001,
compared to $67,000 for fiscal 2000.

Income from continuing operations before provision for income taxes. Income from
continuing operations before provision for income taxes increased by $4.8
million to $22.9 million for fiscal 2001 compared to $18.1 million for fiscal
2000 due to the reasons discussed above.

Provision for income taxes. Provision for income taxes was $8.2 million for
fiscal 2001 compared to $7.2 million for fiscal 2000.
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Income from continuing operations. Income from continuing operations increased
$3.9 million to $14.7 million for fiscal 2001 compared to $10.8 million for
fiscal 2000 due to the factors discussed above.

DISCONTINUED OPERATIONS

ArmorGroup Services Division revenues. Our ArmorGroup Services Division revenues
increased $13.9 million, or 17.1%, to $94.9 million for fiscal 2001 compared to
$81.1 million for fiscal 2000. For fiscal 2001, revenue increased due to the
acquisition of International Training, Inc. ("ITI"), which was acquired as part
of the acquisition of O'Gara and is included in the Services Division from the
date of acquisition.

Cost of sales. Cost of sales increased $13.0 million, or 24.9%, to $65.0 million
for fiscal 2001 compared to $52 million for fiscal 2000. This increase was due
primarily to the acquisition of ITI. As a percentage of total revenue, cost of
sales increased to 68.5% of total revenues for fiscal 2001 from 64.2% for fiscal
2000. Increased cost of sales is directly related to revenue increases
associated with the ITI acquisition and internal revenue growth in our
ArmorGroup Services Division. Increasing cost of sales as a percentage of total
revenue reflects a shift in revenue mix in the ArmorGroup Service Division from
investigations to security services which has lower margins. During 2001,
ArmorGroup abandoned its US Investigations strategy by closing several higher
margin business units while replacing this revenue with growth in lower margin
security consulting service revenue.
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Operating expenses. Operating expenses increased $4.4 million, or 22.1%, to
$24.5 million (25.8% of total revenues) for fiscal 2001 compared to $20.1
million (24.7% of total revenues) for fiscal 2000. This increase was due to
additional operating expenses associated with ITI's operations, acquired in
August 2001 as well as internal revenue growth.

Amortization. Amortization expense decreased $206,000, or 11.9%, to $1.5 million
for fiscal 2001 compared to $1.7 million for fiscal 2000. The reduction in
amortization expense resulted from goodwill write-offs contained in our
restructuring charge in the first quarter of 2001. In accordance with SFAS 142,
we did not amortize the goodwill from acquisitions in the Services Division,
which occurred after June 30, 2001.

Restructuring and related charges. In January 2001, our Board of Directors
approved a restructuring plan to close its Services Division's U.S.
investigative businesses, realign the division's organization, eliminate excess
facilities and reduce overhead in its business worldwide. In connection with
this restructuring charge, the Services Division performed a review of its
long-lived assets to identify potential impairments. Pursuant to this
restructuring plan, the Company a) eliminated 26 employees, primarily from its
investigative business; b) eliminated an additional 24 employees from its
security consulting business; c¢) incurred lease and other exit costs as a result
of the closure of its investigative businesses; and d) wrote-down the value of
both tangible and intangible assets as a result of the impairment review. Most
of the significant actions contemplated by the restructuring plan have been
completed during fiscal 2001.
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As a result of the restructuring plan, we recorded a pre-tax charge of
$10.3 million. As of December 31, 2001, we had a remaining liability of $354,000
relating to lease termination and other exit costs. This liability has been
classified in accrued expenses and other current liabilities on our consolidated
balance sheet and will be funded through cash provided by operating activities
and our credit facility.

Equity in earnings of investees. Equity in earnings of investee was $87,000 in
fiscal 2000 and relates to our 20% investment in Jardine Securicor Gurkha
Services Limited, a Hong Kong joint venture company ("JSGS"), which we sold
during fiscal 2000.

Integration and other non-recurring charges. Integration and other non-recurring
charges increased $74,000, or 10.5% to $776,000 for fiscal 2001 compared to
$702,000 for fiscal 2000. Fiscal 2001 integration expenses represent costs
associated with the acquisitions and integration of ITI. Fiscal 2000 integration
expenses included costs associated with the acquisitions of OVG/Traquair and
Special Clearance Services and other one time expenses incurred in the third
quarter of 2000.

Operating (loss) income. Operating loss was $7.1 million for fiscal 2001,
compared to operating income of $6.6 million for fiscal 2000 due to the factors
discussed above.

Interest expense (income), net. Interest expense (income), net increased
$96,000, or 204.3%, to $143,000 for fiscal 2001 compared to $47,000 for fiscal
2000. This increase was due to increased utilization of the Services Division's
overdraft line of credit.

Other (income) expense, net. Other income, net decreased $1.5 million, or 87.4%
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to $218,000 in fiscal 2001, compared to $1.7 million in fiscal 2000 which
includes a gain related to the sale of our investment in JSGS in fiscal 2000.

(Loss) income from discontinued operations before provision for income taxes
(benefit). Loss from discontinued operations before provision for income taxes
(benefit) was $7.1 million for fiscal 2001 compared to income of $8.3 million
for fiscal 2000 due to the reasons discussed above.

(Benefit) provision for income taxes. (Benefit) provision for income taxes was
($2.5) million for fiscal 2001 compared to $2.1 million for fiscal 2000. The
effective tax rate for fiscal 2001 was 35.5% compared to 25.3% for fiscal 2000.
The decrease in benefit is primarily due to the inclusion in taxable income of
certain expenses not deductible for tax purposes, including an $11.9 million
charge for the impairment of long-lived assets.

(Loss) income from discontinued operations. Loss from discontinued operations
was $4.6 million for fiscal 2001 compared to income from discontinued operations
of $6.2 million for fiscal 2000 due to the factors discussed above.

QUARTERLY RESULTS
Set forth below are certain unaudited quarterly financial data for each of
our last eight quarters and certain such data expressed as a percentage of our

revenue for the respective quarters. The information has been derived from
unaudited financial statements that, in the opinion of
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management, include all adjustments (consisting only of normal recurring
adjustments) necessary to fairly present such quarterly information in
accordance with generally accepted accounting principles. The operating results
for any quarter are not necessarily indicative of the results to be expected for
any future period.
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QUARTER ENDED

(IN THOUSANDS, EXCEPT PER SHARE DATA)

Dec 31, Sept 30, Jun 30, Mar 31, Dec 31,
2002 2002 2002 2002 2001
Revenues
Products $ 48,897 $ 49,047 $ 43,057 $ 38,945 $ 42,285
Mobile Security 34,454 31,510 28,548 30,659 37,883
Total Revenue 83,351 80,557 71,605 69,604 80,168
Operating income 10,815 10,337 8,168 9,045 10,590
Interest expense, net 254 343 284 42 1,334
Other expense (income), net 128 (13) —— (64) (228)
Income from continuing operations 10,433 10,007 7,884 9,067 9,484
before taxes
Provision for income taxes 2,451 7,043 3,060 3,500 2,925
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Income from continuing operations 7,982 2,964 4,824 5,567 6,559
(Loss) income from discontinuing

operations before taxes (23,862) (17,032) (817) 244 (1,042)
(Benefit) provision for income taxes (2,863) 639 (68) (149) 114

(Loss) income from discontinuing
operations (20,999) (17,671) (749) 393 (1,1506)

Net (loss) income $(13,017) $(14,707) $ 4,075 $ 5,960 $ 5,403

Net income/ (loss) per common share -

Basic

Income from continuing operations S 0.27 S 0.10 S 0.15 S 0.18 S 0.25
Loss from discontinuing operations (0.71) (0.60) (0.02) 0.01 (0.04)
Basic (loss) earnings per share S (0.44) S (0.50) S 0.13 S 0.19 S 0.21

Net income/ (loss) per common share -

Diluted

Income from continuing operations S 0.27 S 0.10 S 0.15 S 0.17 S 0.24
Loss from discontinuing operations (0.71) (0.59) (0.02) 0.02 (0.04)
Diluted (loss) earnings per share S (0.44) S (0.49) S 0.13 S 0.19 S 0.20

Weighted average common shares

outstanding
Basic 29,456 29,708 31,193 31,030 26,138
Diluted 29,623 30,037 32,110 31,986 27,206
Revenues
Products 58.7% 60.9% 60.1% 56.0% 52.7%
Mobile Security 41.3% 39.1% 39.9% 44.0% 47.3%
Total revenue 100.0% 100.0% 100.0% 100.0% 100.0%
Operating income 13.0% 12.8% 11.4% 13.0% 13.2%
Interest expense, net 0.3% 0.4% 0.4% 0.1% 1.7%
Other expense (income), net 0.2% 0.0% 0.0% (0.1%) (0.3%)
Income from continuing operations 12.5% 12.4% 11.0% 13.0% 11.8%
before taxes
Provision for income taxes 2.9% 8.7% 4.3% 5.0% 3.6%
Income from continuing operations 9.6% 3.7% 6.7% 8.0% 8.2%
Income from discontinuing operations (28.6%) (21.1%) (1.1%) 0.4% (1.3%)
before taxes
(Benefit) provision for income taxes (3.4%) 0.8% (0.1%) (0.2%) (0.1%)
Loss from discontinuing operations (25.2%) (21.9%) (1.0%) 0.6% (1.4%)
Net income (15.6%) (18.3%) 5.7% 8.6% 6.7%

LIQUIDITY AND CAPITAL RESOURCES

On August 12, 2003, we terminated our prior credit facility and enter into
a new secured revolving credit facility (the "Credit Facility") with Bank of
America N.A., Wachovia Bank,
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National Association and a syndicate of other financial institutions arranged by
Bank of America Securities LLC. The Credit Facility consists of a five-year
revolving credit facility and, among other things, provides for (i) total
maximum borrowings of $60 million, (ii) a $25 million sub-limit for the
issuances of standby and commercial letters of credit, (iii) a $5 million
sub-1limit for swing-line loans, and (iv) a $5 million sub-limit for
multi-currency borrowings. All borrowings under the Credit Facility will bear
interest at either (i) a rate equal to LIBOR, plus an applicable margin ranging
from 1.125% to 1.625%, (ii) an alternate base rate which will be the higher of
(a) the Bank of America prime rate and (b) the Federal Funds rate plus .50%, or
(iii) with respect to foreign currency loans, a fronted offshore currency rate,
plus an applicable margin ranging from 1.125% to 1.625%, depending on certain
conditions. The Credit Facility is guaranteed by certain of our direct and
indirect domestic subsidiaries and is collateralized by, among other things (i)
a pledge of all of the issued and outstanding shares of stock or other equity
interests of certain of our direct and indirect domestic subsidiaries, (ii) a
pledge of 65% of the issued and outstanding voting shares of stock or other
voting equity interests of certain of our direct and indirect foreign
subsidiaries, (iii) a pledge of 100% of the issued and outstanding nonvoting
shares of stock or other nonvoting equity interests of certain of our direct and
indirect foreign subsidiaries, and (iv) a first priority perfected security
interest on certain of our domestic assets and certain domestic assets of
certain of our direct and indirect subsidiaries that will become guarantors of
our obligations under the new credit facility, including, among other things,
accounts receivable, inventory, machinery, equipment, certain contract rights,
intellectual property rights and general intangibles.

As of September 30, 2003 we were in compliance with all of our negative
and affirmative covenants.

On August 12, 2003, we completed a private placement of $150 million
aggregate principal amount of 8 1/4% Senior Subordinated Notes due 2013 (the
"Notes"). The Notes are guaranteed by all of our domestic subsidiaries, except
USDS, Inc., on a senior subordinated basis. The Notes have been sold to
qualified institutional buyers in reliance on Rule 144A of the Securities Act of
1933 and to non-U.S. persons in reliance on Regulation S under the Securities
Act. The Notes were rated B1/B+ by Moody's Investors' Service and Standard &
Poor's Rating Services, respectively. We intend to use the net proceeds of the
offering to fund future acquisitions, including our pending acquisition of
Simula, Inc., repay a portion of our outstanding debt and for general corporate
and working capital purposes, including the funding of capital expenditures.

On September 2, 2003, we entered into interest rate swap agreements,
designated as a fair value hedge as defined under Statement of Financial
Accounting Standard No. 133, "Accounting for Derivative Instruments and Hedge
Activities," (SFAS 133) with a notional amount totaling $150 million. The
agreements were entered to exchange the fixed interest rate on the Notes for a
variable interest rate equal to six-month LIBOR, set in arrears, plus a spread
ranging from 2.735% to 2.75% fixed semi-annually on the fifteenth of February
and August. The agreements are subject to other terms and conditions common to
transactions of this type. In accordance with SFAS 133, changes in the fair
value of the interest rate swap agreements offset changes in the fair value of
the fixed rate debt due to changes in the market interest rate. Accordingly, the
other assets on the Condensed Consolidated Balance Sheet as of September 30,
2003 increased by $8.0 million, which reflected an increase in the fair value of
the interest rate swap agreements. The corresponding increase in the hedge
liability was recorded in long-term debt. The agreements are deemed to be a
perfectly
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effective fair value hedge and therefore qualify for the short-cut method of
accounting under SFAS 133. As a result, no ineffectiveness is expected to be
recognized in our earnings associated with the interest rate swap agreements.

In March 2002, our Board of Directors approved a stock repurchase program
authorizing the repurchase of up to a maximum 3.2 million shares of our common
stock. In February 2003, the Board of Directors increased this stock repurchase
program to authorize the repurchase, from time to time depending upon market
conditions and other factors, of up to an additional 4.4 million shares. During
the three-months ended September 30, 2003 no additional shares were repurchased.

Through September 30, 2003, we repurchased 3.8 million shares of our
common stock under the stock repurchase program at an average price of $12.49
per share, leaving us with the ability to repurchase up to 3.8 million
additional shares of common stock. At September 30, 2003, we had 28,147,466
shares of common stock outstanding.

We expect to continue our policy of repurchasing our common stock from
time to time. In addition, our Credit Facility permits us to repurchase shares
of our common stock with no limitation if our ratio of Consolidated Total
Indebtedness to Consolidated EBITDA (as such terms are defined in the Credit
Facility) for any rolling twelve-month period is less than 1.00 to 1. At ratios
greater than 1.00 to 1 our credit agreement limits our ability to repurchase
shares at $15.0 million. This basket resets to $0 each time the ratio is less
than 1.0 to 1.

Working capital for continuing operations was $230.2 million and $89.0
million as of September 30, 2003 and December 31, 2002, respectively.

Our fiscal 2003 capital expenditures for continuing operations are
expected to be approximately $8.4 million, of which we have spent approximately
$5.6 million through the nine months ended September 30, 2003. Our fiscal 2003
capital expenditures for discontinued operations are expected to be
approximately $4.0 million, of which we have already spent approximately $2.8
million through the nine months ended September 30, 2003. Such expenditures
include leasehold improvements, information technology and communications
infrastructure equipment and software, and manufacturing machinery and
equipment.

We anticipate that the cash generated from operations, proceeds from the
sale of the Notes and the sale of discontinued operations, cash on hand and
available borrowings under the Credit Facility will enable us to meet liquidity,
working capital and capital expenditure requirements during the next twelve
months. We may, however, require additional financing to pursue our strategy of
growth through acquisitions. If such financing is required, there are no
assurances that it will be available, or if available, that it can be obtained
on terms favorable to us or on a basis that is not dilutive to our stockholders.

INFLATION
We believe that the relatively moderate rates of inflation in recent years have
not had a significant impact on our revenue or profitability. Historically, we

have been able to offset any inflationary effects by either increasing prices or
improving cost efficiencies.
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SECURITY OWNERSHIP OF CERTAIN
BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth certain information regarding beneficial
ownership of our Common Stock as of December 30, 2003, by (i) each person or

entity known to us owning beneficially 5% or more of our Common Stock,

(ii) each

of our directors and nominees for directors, (iii) each of our executive
officers and (iv) all directors, nominees for directors and executive officers
as a group. Unless otherwise noted shares are owned directly or indirectly with

sole voting and investment power.

SHARES

BENEFICIALLY
NAME AND ADDRESS ___5%&;;;1;_
T. Rowe Price Associates, Inc. (2) 3,033,700
Westfield Capital Management Co. LLC (3) 2,956,000
Warren B. Kanders and Kanders Florida Holdings, Inc. (4) 2,515,655
Lord Abbett & Co. (5) 1,710,781
Wellington Management Company, LLP (6) 1,609,200
Burtt R. Ehrlich (7) 146, 650
Nicholas Sokolow (8) 208,700
Thomas W. Strauss (9) 138,500
Alair A. Townsend (10) 109,716
Deborah Zoullas (11) 16,000
Robert R. Schiller (12) 389,339
Stephen E. Croskrey (13) 259,116
Robert F. Mecredy (14) 18,466
All directors, nominees for directors and executive officers as
a group (9 persons) (15) 3,814,086
* Less than 1%

(1) As used in this table, a beneficial owner of a security includes any

person who, directly or indirectly, through contract,
understanding, relationship or otherwise has or shares

to vote, or direct the voting of, such security or

arrangement,
the power
investment
power which includes the power to dispose, or to direct the

disposition of, such security. In addition, a person is deemed to be
the beneficial owner of a security if that person has the right to
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acquire beneficial ownership of such security within 60 days.
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This information has been obtained from the Schedule 13G filed by T.
Rowe Price Associates, Inc. on February 3, 2003. The address of T.
Rowe Price Associates, Inc. is 100 E. Pratt Street, Baltimore,
Maryland 21202.

This information has been obtained from the Schedule 13G filed by
Westfield Capital Management Co. LLC on December 5, 2002. The
address of Westfield Capital Management Co. LLC is One Financial
Center, Boston, MA 02111.

Of such shares, Kanders Florida Holdings, Inc., of which Mr. Kanders
is the sole stockholder and sole director, owns 2,098,395 shares.
Includes options to purchase 412,500 shares of common stock.
Excludes unvested restricted stock awards of 110,447 shares and
vested deferred restricted stock awards of 200,000 shares granted to
Mr. Kanders over which Mr. Kanders does not have voting or
dispositive power and unvested options to purchase 685,000 shares of
common stock. Also includes 4,760 shares held for the benefit of Mr.
Kanders' children.

This information has been obtained from the Schedule 13G filed by
Lord Abbett & Co. on January 30, 2003. The address of Lord, Abbett &
Co. i1s 90 Hudson Street, Jersey City, New Jersey 07302.

This information has been obtained from Schedule 13G filed by
Wellington Management Company, LLP on February 14, 2003. The amount
reported consists of shares of common stock owned by clients of
Wellington Management. The address of Wellington Management is 75
State Street, Boston, MA 02109.

Includes options to purchase 51,750 shares of common stock. Excludes
unvested options to purchase 6,750 shares of common stock. Also
includes 5,000 shares owned by Mr. Ehrlich's children and 6,500
shares in trust for the benefit of his children, of which Mr.
Ehrlich's spouse is trustee, of which he disclaims beneficial
ownership. Also includes 400 shares owned by Mr. Ehrlich's spouse's
individual retirement account of which Mr. Ehrlich disclaims
beneficial ownership.

Includes options to purchase 127,500 shares of common stock.
Excludes unvested options to purchase 7,500 shares of common stock.
Also includes 60,000 shares owned by S.T. Investors Fund, LLC, a
limited liability company of which Mr. Sokolow is a member, 10,000
shares owned by Mr. Sokolow's profit sharing plan and 11,200 shares
held for the benefit of Mr. Sokolow's children and of which Mr.
Sokolow disclaims beneficial ownership.

Includes options to purchase 126,000 shares of common stock.
Excludes unvested options to purchase 6,000 shares of common stock.

Includes options to purchase 100,000 shares of common stock.
Excludes unvested options to purchase 6,000 shares of common stock.

Includes options to purchase 16,000 shares of common stock. Excludes
unvested options to purchase 26,000 shares of common stock.
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(12) Includes options to purchase 275,000 shares of common stock and
8,665 shares of restricted common stock. Excludes deferred
performance stock awards of 150,000 shares and unvested restricted
stock awards of 100,000 shares granted to Mr. Schiller over which
Mr. Schiller does not have voting or dispositive power. Excludes
unvested options to purchase 350,000 shares of common stock.

(13) Includes options to purchase 250,000 shares of common stock.
Excludes unvested options to purchase 100,000 shares of common stock
and unvested restricted stock award of 2,089 shares granted to Mr.
Croskrey over which Mr. Croskrey does not have voting or dispositive
power.

(14) Includes options to purchase 16,666 shares of common stock. Excludes
unvested restricted stock awards of 4,200 shares over which Mr.
Mecredy does not have voting or dispositive power. Excludes unvested
options to acquire 108,334 shares of common stock.

(15) See footnotes (4) and (7-14).

(16) Percent is based on 28,269,145 shares of common stock outstanding as
of December 30, 2003.
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THE EXCHANGE OFFER
PURPOSE OF THE EXCHANGE OFFER

We issued the old notes on August 12, 2003 to Wachovia Capital Markets,
LLC, the initial purchaser, pursuant to a purchase agreement, dated August 6,
2003, among Armor Holdings, the subsidiary guarantors listed on the signature
pages thereto, and the initial purchaser. The initial purchaser subsequently
sold the old notes to "qualified institutional buyers", as defined in Rule 144A
under the Securities Act, in reliance on Rule 144A, and outside the United
States under Regulation S of the Securities Act. As a condition to the sale of
the old notes, we entered into a registration rights agreement with the initial
purchaser on August 12, 2003.

Pursuant to the registration rights agreement, we agreed that we would:

o file a registration statement with the Commission with respect to
the new notes no later than 150 days after the date of initial
issuance of the old notes;

o use our reasonable best efforts to cause the registration statement
to be declared effective by the Commission no later than 195 days
after the date of initial issuance of the old notes;

o consummate the exchange offer no late